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WITH  TAURUS  SHO, 
WHO  NEEDS  COFFEE  IN  THE  MORNING? 


FORD  TAURUS 

AMERICA'S 
BEST-SELLING  CAR. 
AGAIN.* 

Skip  the  coffee.  There's  no  better 
way  to  begin  the  day  than  with 
a  serious  dose  of  Taurus  SHO. 
Right  there  in  your  garage  is  a 
24-valve  caffeine-free  wake-up 
call.  But  the  SHO's  stimulating 
qualities  are  not  limited  to  its 
performance  alone. 

SHO's  sleek  good  looks  are  a 
subtle  hint  at  the  power  that  lies 


within.  Then,  behind  the  wheel 
you'll  notice  that  the  driver- 
oriented  instrumentation  and 
articulated  bucket  seats  are 
designed  so  your  attention  stays 
on  the  road. 

EYE-OPENING  PERFORMANCE. 

This  220-horsepower  eye- 
opener  will  turn  your  commute 
into  the  ideal  way  to  enjoy  speed- 
sensitive  variable-assist  steering 
and  the  newly  refined  four-wheel 
sport-tuned  suspension.  And  since 
the  power  of  SHO's  24-valve 
DOHC  engine  is  balanced  by  a 
standard  anti-lock  braking  sys- 


tem and  dual  air  bags? *  you'll  be 
able  to  concentrate  on  a  world- 
class  driving  experience. 

Isn't  it  time  to  awaken  the 
performance  driver  within?  Ford 
Taurus  SHO.  Your  commute 
will  never  be  the  same. 

"Based  on  1993  CY  manufacturers  reported  retail  deliveries 
'Always  wear  your  safety  belt 


HAVE  YOU  DRIVEN 
A  FORD  LATELY? 


FREE  Special  Report 


The  6  Most  Costly  Estate  Planning  Mistakes 

Made  By  Those  Worth  $3  Million  to  $250  Million 


Tragically,  you  may  be  making  two 
or  three  or  these  mistakes  costing 
you  ririllions  of  dollars. 

That's  why  Barry  Kaye  has  prepared  a  FREE  Special  Report: 
12  Wealth  Preservation  Strategies,  that  he'd  like  to  send  you.  This 
exclusive  report  reveals  easy  steps  you  can  take — right  now — to 
legally  avoid  each  mistake  and  reduce  your  estate  tax  cost  up  to  90%* 


Barry  Kaye,  America's  #1 
expert  on  estate  tax  cost 
discounts. . .  author  of 
Save  A  Fortune  On  Your 
Estate  Taxes . . .  and 
founder  and  chairman  of 
Wealth  Creation 
Centers3"— America  s 
Foremost  Estate  Tax 
Cost  Discount  Specialists. 


#  J  Losing  50%  or  more  of  your  estate's  net 


worth  to  estate  tax  costs. 


Death  and  estate  taxes  are  inevitable.  FACT:  Uncle 
Sam  is  due  the  money  owed  by  your  estate  upon  your 
death.  Nobody  —  not  your  attorney,  your  financial 
planner  or  your  accountant  —  can  change  that.  But  the 
big  question  is:  WHO  will  pay  your  estate  taxes? 

Without  proper  estate  planning,  your  heirs  will  be 
100%  responsible  for  paying  these  taxes.  Over  a 
$3,000,000  estate,  they'll  pay  55%  in  estate  taxes. 

But  in  your  FREE  Special  Report,  12  Wealth  Preserva- 
tion Strategies,  Barry  Kaye  reveals  a  proven,  no-risk 
concept-based  on  current  assumptions — he  calls  The 
Wealth  Transfer  SystemSM.  Using  this  concept,  you  can 
legally  reduce  your  estate  tax  costs  by  up  to  90%  and  pass 
on  nearly  two  times  more  money  to  your  heirs  —  income 
and  estate  tax  FREE! 

#  G%    Failing  to  leverage  your  IRA,  Keogh  or 

pension  to  protect  your  estate. 

In  your  FREE  Special  Report,  12  Wealth  Preservation 
Strategies,  you'll  discover  proven  strategies  Barry 
Kaye  uses  to  help  his  clients  multiply  their  retirement 
accounts  and  legally  transfer  10-20  times  more  money 
to  their  heirs. 

#  O    Believing  your  municipal  bonds  are 
O    completely  tax  free.  (They're  not). 

In  your  FREE  Special  Report,  22  Wealth  Preservation 
Strategies,  Barry  Kaye  explains  exciting  new  municipal 
bond  alternatives  that  can  effectively  guarantee  thatyour 
muni  bond  money  will  become  income  AND  ESTATE 
TAX  FREE. 

#/l    Thinking  liquidity  will  protect  you  from 
m.    the  devastation  of  estate  taxes. 

In  your  FREE  Special  Report,  22  Wealth  Preservation 
Strategies,  Barry  Kaye  will  explain  why  liquidity  will 
give  you  a  false  sense  of  security.  He'll  show  you  how  to 
turn  your  liquidity  into  protection  for  your  family  and 
multiplied  wealth  for  your  heirs. 


What's  more,  you'll  discover  how  to  avoid  other 
mistakes  like  #5  -  giving  your  favorite  charity  only  a 
fraction  of  what  you  could  give  them  and  #6  -  solely 
depending  on  a  "general"  insurance  agent,  CPA, 
attorney  or  financial  planner  for  estate  planning.  Now, 
you  can  discover  the  same  strategies  used  by  some  of 
America's  wealthiest  families  in  a  FREE  Special  Report  by 
Barry  Kaye,  22  Wealth  Preservation  Strategies. 

To  receive  your  FREE  Special  Report . . . 


(  all  loll  Free  1-800-343-7424 

Monday-Friday,  8:30-5:30  PST 

•  For  your  FREE,  No-Obligation  copy  of  the 
Special  Report:  12  Wealth  Preservation 
Strategies  By  Barry  Kaye 

•  For  a  FREE,  No-Obligation,  confidential 
proposal  on  saving  a  fortune  in  estate  taxes, 
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Available  in  fine 
bookstores  everywhere 

"...convincingly  conveys  the  concept 
that  insurance  not  only  preserves 
worth,  but  increases  it..." 
—  Malcolm  S.  Forbes,  Jr. 
President  &  Editor-in-Chief, 
Forbes  Magazine 


Wealth  Creation  Centers™ 

America's  Foremost  Estate  Tax  Cost  Discount  Specialists 

Barry  Kaye  Associates 


Call,  fax  or  write: 
1901  Avenue  of  the  Stars,  Suite  500 
Los  Angeles,  California  90067 
1-800-662-5433  •  310-277-9400  •  FAX:  310-282-0775 

©1994  Wealth  Creation  Centers 

*  Discounted  tax  costs  based  on  current  assumptions,  other  requirements 
and  a  last-to-die  life  insurance  policy  or  an  individual  policy. 


CAVEAT:  This  is  only  effective  if  you  are  over  age  60,  worth  over  $3  million,  have  excess  funds,  and  can  qualify . 
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Everybody  wants  to  be  able  to  dominate  their  category.  Winch  is  why  for  30  years,  we've  helped  companies  from  Apple  ConM 
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Bankfindnew  ways  of  using  information  to  stay  competitive.  To  find  out  more,  call  (800)  566-9337,  ext.  1040. 
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An  oasis  where  the  Las  Vegas-bound  stop  and 
spend  and  the  company  gets  30  cents  on  the  dollar. 
mmmm  42 


Defining  "docu- 
ment" as  broadly 
as  possible. 
wmubb  72 


"China  and  Indones 
. . .  will  be  significai 
importers  by  the  en 
of  this  decade." 
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Back  In  Focus 

By  Subrata  N.  Chakravarty 

Xerox  used  to  call  itself  an  informa- 
tion company.  Now  it  calls  itself  "The 
Document  Company."  This  is  more 
than  just  different  slogans. 

Oil  Prices: 

Up  And  Headed  Higher  44 

By  Robert  Lenzner  and  James  M.  Clash 
In  1981  everyone  thought  $50  oil 
was  a  shoo-in.  More  recently  oil  has 
been  considered  dead  in  the  water. 

An  Hour  With  Gorky:  $80,000  56 

By  Phyllis  Berman  and  Lisa  Sanders 
Celebrities  make  big  money  on  the 
rubber  chicken  circuit,  but  some  of 
the  biggest  bucks  go  to  people  who 
rarely  get  their  names  in  the  paper. 

Collectors: 

The  Best  Flea  Markets  1 14 

By  Maria  Matzer 

The  Ilea  markets  are  in  full  bloom. 

Bonds  To  Buy  Now  129 

By  Ben  Weberman 

If  bond  yields  look  attractive  to  you 
now,  consider  bank  bonds.  They've 
been  hit  harder  than  they  deserve. 

Why  The  Dollar  Is  Weak  132 

By  John  Rutledge 

World  financial  markets  are  turning 
thumbs  down  on  Clintonomics — 
which  explains  weak  financial  markets 
in  an  expanding  economy. 


MANAGEMENT/CORPORATE  STRATEGIES 


42 


Primadonna  Resorts,  Inc. 

By  Howard  Rudnitsky 

The  three  rules  of  real  estate — loca- 
tion, location  and  location — work  for 
gambling  casinos,  too. 

Dell  Computer  45 

By  Toni  Mack 

Michael  Dell  may  be  proving  the 
skeptics  wrong  for  a  second  time. 

Kroger  Co.  47 

By  Marcia  Berss 

People  who  thought  that  Wal-Mart 
would  walk  all  over  Kroger  Co.  in  the 
grocery  business  had  it  wrong. 

Johnstown  America  Industries  53 

By  Jerry  Flint 

Tom  Begel  initially  had  no  interest 
in  Bethlehem  Steel's  railcar  business. 
Something  made  him  reconsider. 

Orbital  Sciences  60 

By  Amy  Feldman 

David  Thompson's  satellite-based 
communications  system. 

General  Instrument  66 

By  Christopher  Palmeri 

Daniel  Akerson  is  an  impatient  man. 
As  he  puts  it:  "I  want  turmoil." 

Youth  Services  International  71 

By  Janet  Novack 

Can  it  succeed  where  government 
programs  fail? 
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Starting  Your  Own  Business: 
BayWare 

By  Steve  Kichen 

Andrew  Wang  struggled  two  years  tc 
learn  Japanese.  From  that  experience 
came  a  successful  software  company. 
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Up  &  Comers: 
Leslie's  Poolmart 

By  Amy  Feldman 

Phil  Leslie  lost  a  good  little  busines; 
by  trying  to  shaft  his  partner.  Now 
he's  on  the  outside  looking  in. 
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Up  &  Comers: 
Swisher  International 

By  Randall  Lane 

After  selling  one  business,  Pat  Swishei 
founded  another:  to  clean  toilets 
Also:  Sturm,  Ruger  revisited. 

Code-Alarm  92 

By  Jerry  Flint 

Profiting  from  car  theft  and  break-ins 

FileNet  Corp.  94 

By  Jerry  Flint 

Like  many  technology  companies 
FileNet  crashed.  Now  it's  recovering 


Thank  You,  MTV  4t 

By  Peter  Fuhrman 

The  television-set  business  is  boom- 
ing in  India. 

Shotguns  And  Airwaves  5C 

By  Christopher  Palmeri 

Ricardo  Salinas  has  forged  Elektrs 
into  Mexico's  top  retailer  of  TV  sets, 
Next:  building  a  media  empire. 
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He  didn't  know 
much  about 
business  but  he 
knew  a  lot  about 
swimming  pools. 
85 


Renault 

By  Paul  Klebnikov 
For  the  first  time  in  50  years,  Re 
nault's  priority  is  the  bottom  line. 


98 


Here  We  Go  Again 

By  Peter  Fuhrman 

European  efforts  to  control  multime 
(dia  technology  are  almost  farcical. 


MONEY  &  INVESTING 


The  Funds: 

Vote  Yes— Or  Else!  126 

By  Jason  Zweig 

If  your  fund  managers  try  to  raise  fees, 
iremember  this  story  of  a  woman  and 
her  brokers  who  fought  back. 

Statistical  Spotlight: 

South  African  Bonds  127 

By  Eric  S.  Hardy 

If  you  believe  that  South  Africa  will 
remain  stable,  you  may  be  tempted  by 
(the  country's  high-yielding  bonds. 
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Bread  And  Circuses 

By  Randall  Lane 

There's  a  building  boom  in  profes- 
sional sports  stadiums.  Guess  who's 
footing  much  of  the  bill. 


Fitness  has  little 
to  do  with  moun- 
tain sickness, 
genetics  a  lot. 
110 


Items  sell  for  under  $100 
and  can  be  carried  away. 
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Feel-Good  Banking 

By  Ellie  Winninghoff 

Priscilla  Beard  figured  a  way  to  make 
people  actually  like  writing  checks. 
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By  David  C.  Churbuck 
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mastering  moving  pictures. 
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By  Philip  E.  Ross 
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Commentary  by  Joseph  R.  Garber. 
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By  Peter  Huber 

Caller  ID  is  advancing  rapidly,  saving 
its  users  precious  time  and  big  money. 
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Not  even  the  Navy  feels  safe  in  the 

U.S.  Virgin  Islands. 


FACES  BEHIND  THE  FIGURES 


Morris  Smith  120 

Retired  Fidelity  money  manager 

Earl  Campbell  120 

Earl  Campbell  Foods,  Inc. 

Jim  Davis  120 

Paws,  Inc. 


COLUMNISTS 


Observations  52 

Thomas  Sowell 

Portfolio  Strategy  130 

Kenneth  L.  Fisher 

Wall  Street  Irregular  131 

Mark  Hulbert 

Stock  Trends  133 

R.S.  Salomon  Jr. 


Side  Lines  10 

Follow-Through  14 

The  Informer  20 

Readers  Say  22 

Fact  and  Comment  25 

Other  Comments  30 

Commentary  35 

What's  Ahead  For  Business  37 

Flashbacks  139 

Thoughts  140 


Editorial  index  is  on  page  6 

Cover  photograph  by  James  McGoon, 
color  Xerox  photographed  by  David  Hamsley 


Forbes  ■  June  6,  1994 


5 


Forbes 

Canadian  Pacific,  123 

Florida  East  Coast  Industries,  137 

^yjiaji  each 

REFERENCE;  IS  TO 

Carpenter,  56 

Ford  Motor,  64,  84,  132 

THE  FIRST  PAGE 

Charlotte  Panthers,  62 

Forstmann  Little,  66 

OF  THE  STORY  IN 

( )hemical  Banking,  1 29 

Franklin  National  Bank,  37 

WHICH  THE 

Chevy  Chase  Savings  Bank,  129 

Free  State  Consolidated 

COMPANY  NAME 

Chicago  White  Sox,  62 

Cold  Mines,  136 

APPEARS. 

Chicago,  94 

FXCReport,131 

Chris-Craft  Industries,  137 

Citicorp,  129 

■■■HI  G 

nOBHM  A 

Cleveland  Indians,  62 

Gabelli  Funds,  137 

ADC  Telecommunications,  104 

Coca-Cola,  50 

Galilee  Tours,  120 

Albertson's,  47 

Code-Alarm,  92 

GE,  50,  72,  132 

American  Brands,  130 

Cohig  &  Associates,  90 

General  Instrument,  66 

American  Express,  126,  133 

Compaq  Computer,  45,  98 

Geotek  Communications,  50 

American  Management  Association 

Cox  Enterprises,  98 

Gibson  Greetings,  129 

International,  56 

CS  First  Boston,  124,  139 

GM,  50,  92,  94,  126,  133 

Ameritcch,  139 

Goldman,  Sachs,  56 

Apple  Computer,  56,  72,  100,  106 

nm  d 

Goldstar,  48,  50 

Ashland  Oil,  44 

Daewoo,  50 

Greater  Talent  Network,  56 

AST,  45 

Daimler-Benz,  56 

Greylock  Management,  100 

AT&T,  35,  56,  66,  72,  104,  126 

DataQuest,  72 

Grupo  Carso,  1 36 

AutoZone,  85 

Dean  Witter,  139 

Grupo  Elcktra,  50 

Avid  Technology,  1 00 

Deere,  133 

Grupo  Telcvisa,  50 

Delaware  Otsego,  137 

mourn  b 

Dell  Computer,  45 

wmmm  h 

Baltimore  Orioles,  62 

Delphis  Hanover,  124 

Hancock  Park  Associates,  85 

Banacci,  1 36 

Walt  Disney,  56,  106 

Health  Management  Associates,  1 36 

Bancomer,  50 

DNX,  22 

Hewlett-Packard,  66,  84,  100 

Bank  of  Boston,  129 

Driefontein  Consolidated,  136 

Hills  Stores,  1 8  | 

Bankers  Trust  New  York,  129,  130 

DSC  Communications,  66 

Hitachi,  50 

Baring  Securities,  136 

Du  Pont,  56 

Home  Depot,  85 

Bartlett  Basic  Value  Fund,  123 

Duke  Power,  62 

Honda  Motor,  64 

Bausch  &  Lomb,  133 

Dun  &  Bradstreet,  37,  108 

House  of  Collectibles,  1 14 

BayWare,  84 

Hitlbcrt  Financial  Digest,  131 

Bell  Atlantic,  66,  104 

mmmm  e 

Berkshire  Hathaw  ay,  131 

Eastman  Kodak,  72 

mmmm  1 

Sanford  C.  Bernstein,  136 

Eaton  Yale  &  Tovvne,  139 

IBM,  45,  66,  72,  98,  106,  126 

Best  Buy,  45 

EDS  (GM),45 

Indianapolis  Telephone,  139 

Bethlehem  Steel,  53 

Electronic  Arts,  14 

[nfosafe  Systems,  101 

BHC  Communications,  137 

Eskom,  127 

Ingram,  106 

Blockbuster  Entertainment,  85 

Exxon, 90 

Intel,  66 

Boeing,  72,  98 

International  Typeface,  101 

Borland  International,  106 

mmmm  f 

British  Telecom,  98 

Federal-Mogul,  133 

HHB  J 

Broderbund  Software,  14 

Federated  funds,  126 

Johnstown  America  Industries,  53 

Alex.  Brown,  60 

Fidelity  Investments  (FMR),  120 

Edward  D.  Jones,  126 

Burger  King  {  PepsiC  <>),  90 

Fikcs  International,  90 

FileNet,  94 

mmmm  k 

HHB  C 

Financial  Times,  35 

Keefe,  Bruyette  &  Woods,  129 

Cambridge  Energy  Research 

First  of  Michigan,  92 

Keystone  International,  137 

Associates,  44 

First  USA  Bank  of  Dallas,  129 

Kloof  Gold  Mining,  136 

I "       t  f\            1      111"'         J        i  ^  #\ 

harl  Campbell  roods,  120 

Flagstore,  62 

Kmart,  18,  47,  130 

mm  June  6,  1994 

Volume  153 

Number  12 

FORBES  ( ISSN  0015  6914)  is  publi 

hed  biw  eekly  except  w  eekly  during  two  weeks 

in  October,  by  Forbes  Inc.,  60  Fifth  Ave.,  New  York,  N  Y.  1001 1 . 

Second-class  postage  paid  at  New  York,  N  Y.  and  at  additional  mailing  offices.  International  Publications  Mail  Agreement  No.  451029. 

GST  #  R125769513  POSTMASTER:  Send  address  changes  to  Forbes,  P.O.  Box  10048,  Des  Moines,  IA  50340^0048.  Copyright  ©  1994  Forbes  Inc 

Title  is  protected  through  a  trademark  registration  in  the  U.S.  Patent  Office.  Subset 

iption  rate:  $57  a  year. 

mm   Subscriptions:  U.S.A.  one  year  (27 

issues),  $57.  Canada,  one  year,  $98  Canadian 

funds  (includes  GST).  All  others  S128,  U.S.  funds.  Air  Mail  rates 

a\  ailable  upon  request  Forbes  Subscriber  Service:  To  order,  change  address  or  other  customer  service,  call  1  -800-888  9896  or  write  Forbes, 

P.O.  Box  10048,  Des  Moines,  IA  50340  0048. 

mm    Forbes  does  not  supply  back  issues  ot 

copies  of  individual  articles.  Requests  for  permission  to  reprint  should  be  sent  to  the  Permissions  and  Reprints 

Department  at  Forbes.  Forbes  is  un- 

xed in  major  periodical  indexes  and  can  be  located  in  bound  copy  or  microform  in  major  libraries.  The  full  text  is 

available  electronically  on  major  database  systems. 

Where  necessary,  permission  is  granted  by  the  copyright  owner  tor  those  registered 

w  ith  the  Copyright  Clearance  Center  (CCC),  27  Congress  St., 

Salem,  MA.  01970  to  photocopy  articles  owned  by  Forbes  for  a  Hat  fee  of  SI. 50  per  copy  per  article.  Send  payment  to  the  CCC  stating  the  ISSN  (0015 

6914),  volume  and  hist  and  last  page- 

number  ot  each  article  copied  ( lopying  for  other  than  personal  use  or  internal  reference,  or  of  articles  or  columns 

not  owned  by  Forbes  without  express  permission  of  Forbes  or  the  copyright  owner  is  expressly  prohibited. 

6 

Forbes  ■  June  6,  1994 

COMPANIES  IN  THIS  ISSUE 


Kohlberg  Kravis  Roberts,  47 
Kroger,  47 


Leigh  Bureau,  56 

Leslie's  Poolmart,  85 

Ligand  Pharmaceuticals,  22 

Eli  Lilly,  136 

Lloyd's  of  London,  20 

Loews,  130 

Lone  Star  Casino,  42 

Lotus  Development,  72,  106 


Mabon  Securities,  136 
Mallinckrodt,  133 
R.W.  Mann,  22 
Mars,  56 

Marsh  &  McLennan,  126 
Matsushita,  48 
MCI,  66 

Mellon  Bank,  129 
Melville,  130 

Mensa  International  journal,  56 
Merrill  Lynch,  127,  139 
MessagelCheck,  80 
Metallgesellschaft,  129 
Micron  Technology,  123 
Microsoft,  20,  56,  72,  84,  106 
Milw  aukee  Brewers,  62 
Minnesota  Timberwolves,  62 
Mitsubishi  Motors,  64 
Moneyletter,  131 

Montgomery  Securities,  14,  42, 
Morgan  Keegan,  85,  91 
Morgan  Stanley,  136 
Mother  Jones,  80 
Motorola,  14,  60,  84,  133 
MTV  (Viacom),  48,  66 
Mystic  Lake  Casino,  20 


85 


National  City,  129 

National  Convenience  Stores, 

NatWest  Securities,  137 

NBC  (GE),  131 

New  York  Times,  101 

New  York  Times,  20,  35,  56 

New  York  Yankees,  62 

New  Yorker,  20 

News  Corp.,  48,  98,  133 

Nissan  Motor,  64 

Northern  Telecom,  104 

Novell,  72,  106 

Noyes,  127 

Nucor,  132 

Nynex,  98 

mmmm  o 

Octus,  108 
Olivetti,  98 
Onex,  53 
Opel,  64 

Oppcnhcimer,  42 
Orbital  Sciences,  60 
Orlando  Magic,  62 


120 


( >rNda  1  Iealth<  orp,  136 


Pacific  Bell  (Pacific  Telesis),  108 

Packard,  139 

Pa'incWebbcr,  45 

Paramount  Communications,  20 

Paws,  120 

Pearson,  14 

Pennzoil,  71 

Petroleum  Intelligence  Weekly,  44 

Peugeot,  92 

Philips  India,  48 

N.V.  Philips,  98 

Phillips  Petroleum,  123 

Potash,  123 

T.  Rowe  Price,  126 

Primadonna  Resorts,  42 

Pro  CD,  108 

Probus  Publishing,  131 

Procter  &  Gamble,  129 

Promus,  133 

Public  Financial  Management ,  62 
Pullman,  53 

Putnam  funds  (Marsh  &  McLennan),  126 


QVC  Network,  20,  98 


Rainbow  Technologies,  101 

Random  House  (Advance  Publications) 

RCA(GE),72 

Renault,  64,  92 

Republic  of  South  Africa  bonds,  127 
Ricoh,  72 

Riggs  National  Bank,  129 
RJR  Nabisco,  20 
Roche,  136 

Rothmans  International,  20 


Salinas  y  Rocha,  50 

Salomon,  42,  44,  72 

Sam's  Club  (Wal-Mart  Stores),  45 

Samsung,  50 

San  Francisco  Giants,  62 

Scripps  How  ard  Broadcasting,  120 

Sears,  Roebuck,  18,  139 

ServiceMaster,  90 

Siemens,  98 

Simmons,  44 

Simpsons-Sears,  139 

Skoda,  64 

Sony,  50 

Southwestern  Bell,  98 
Staples,  85 
Sturm,  Ruger,  91 
Sun  Microsystems,  72 
Super  Office,  120 
John  Swire  &  Sons,  84 
Swisher  International,  90 


Tax  1,22 
TCI,  66,  98 


14 


Tektronix,  72 
Teledesic  (Microsoft; 

McCaw  Cellular  Communications),  60 
Teleglobe,  60 
Television  Azteca,  50 
Telkom,  127 
Tclmex,50,  133 
Texas  Rangers,  62 
Time  Warner,  98 
Tolmex,  1 36 
Toshiba,  48 
Toyota  Motor,  64 
Transnet,  127 

Turner  Broadcasting  System,  98 


U  S  West,  98 
Unisys,  72 

United  States  Steel,  139 
United  Television,  137 
Universal  Health,  136 
Universal  Press  Syndicate,  120 
Upgrade  Corp.  of  America,  106 
Upjohn,  136 


Vaal  Reefs  Exploration  &  Mining,  136 
Valence  Technology,  14 
Value  Line,  22 
Vanguard,  124 
Vanity  hair,  20 
Variety,  20 
Viacom,  20,  66,  98 
Videocon  International,  48 
Virgin  Islands  Daily  News,  112 
Vitro,  136 
Volkswagen,  92 
Volvo,  64 


Wal-Mart  Stores,  18,  47,  50,  90 
Harry  Walker  Agency,  56 
Wall  Street  Journal,  9 1 
Wallace- Homestead  Book,  1 14 
S.G.  Warburg,  98 
Washington  Redskins,  56 
Washington  Speakers  Bureau,  56 
Wave  Systems,  101 
Westell,  104 

W  estern  Deep  Levels,  136 
Wildfire  Communications,  100 
Winn-Dixie  Stores,  47,  136 
Winner  International,  92 
Wisconsin  Central  Transport,  137 
Woolworth,  130 


Xerox,  72,  98 


Youth  Services  International,  71 


8 


Forbes  ■  June  6,  1994 


Why  watch  connoisseurs  the  world  over 
say  there  is  only  one  Piaget. 


^iaget  is  credited  with  revolutioniz- 
ng  the  fine  Swiss  watch.  It  takes 
;tyle  and  design  to  a  new  dimen- 
sion. And  turns  the  telling  of  time 
nto  the  wearing  of  precious  jewels. 

To  witness  the  making  of  a 
Jiaget,  is  to  experience  the  mentali- 
ty of  perfection. 

Every  single  part  of  each  Piaget 
case  and  bracelet  is  crafted  in  either 
>olid  18  karat  gold  or  platinum. 
Including  the  tiniest  screws. 
EEven  an  enameled  dial  is  still  18 
karat  gold  underneath.) 


The  hand-carved  case  has  an 
unmistakable  richness  and  patina 
that  only  repeated  hand-polishing 
can  accomplish. 

Each  individual  link  of  the 
bracelet  is  a  masterpiece:  shaped, 
beveled,  drilled,  polished  and 
repolished-often  up  to  50  separate 
procedures  are  required. 

And  in  this  age  of  assembly  line 
technology,  each  movement,  quartz 
or  mechanical,  is  crafted  by  a  Piaget 
watchmaker. 
The  Piaget  Polo,  for  men,  is  132.25 


grams  of  18  karat  gold  and  repre- 
sents weeks  of  handcrafted  artistry 
and  patience. 

The  Piaget  Polo  with  diamonds, 
for  women,  made  with  equal  care, 
becomes  a  jewel  on  the  wrist. 

Piaget  has  earned  its  place  as  the 
timepiece  of  perfection. 

PiageT 
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What  are  you  afraid  of,  Ralph? 

OUR  COVER  STORY  of  Sept.  17,  1990  created  a  stir  by  demonstrating 
how  Ralph  Nader  works  in  tandem  w  ith  trial  lawyers  to  milk  billion] 
of  dollars  from  American  business  and  consumers.  While  quick  u 
hurl  abuse  at  business  people  and  to  portray  them  in  the  darkest  ol 
colors,  Nader  can't  handle  criticism,  especially  factual.  Since  the 
article  appeared,  tins'  so-called  consumer  advocate  has  been  carrying 
on  a  vendetta  against  this  magazine.  A  couple  of  issues  back  ou] 


At  left, 
Ralph  Nader; 
right, 

Leslie  Spencer 
and  Peter  Brimelow 


Informer  column  told  how  Nader  threw  a  fit  recently  when  it  was 
proposed  that  a  FORBES  representative  appear  on  a  symposium  w  ith 
him.  Now,  in  a  sarcastic  but  vaguely  worded  letter  to  us,  Nader  has 
denied — well,  sort  of  denied — that  he  objected  to  appearing  w  ith  a 
FORBES  representative.  It  reads  in  part: 

11 .  .  .  I  have  been  willing  to  debate  Steve.  Forbes  ever  since  his 
magazine  launched  its  fanatical  attack  on  the  right  of  injured 
Americans  to  sue  their  wrongdoers  in  the  business  world  (including 
many  FORBES  advertisers)  and  bring  them  to  justice.  .  .  .  Come 
forward,  Steve.  Don't  hide  behind  your  propagandists.1' 

Sincerely. 
Ralph  Nader 

Typical  Nader.  Fiddling  with  facts,  sw  itching  the  argument. 

Here  are  the  facts:  Steve  Forbes  received  no  invitation  to  debate 
Nader.  But  soon  after  our  article  appeared,  four  television  programs. 
60  Minutes  included,  suggested  a  debate  between  Nader  and  the 
authors,  Peter  Brimelow  and  Leslie  Spencer.  They  accepted  eagerly. 
Nader  flatly  refused. 

For  the  record:  Brimelow  and  Spencer  are  ready  to  debate  their 
article  with  Nader  any  place,  any  time.  (We  would  hope,  by  the  w  ay. 
that  our  writers  would  get  the  same  fees  Nader  customarily  extracts.  J 
By  insisting  he  will  appear  only  against  Steve  Forbes,  Nader  insults 
two  respected  writers  and — in  characteristically  slippery  fashion- 
seeks  to  avoid  facing  the  people  w  ho  have  the  goods  on  him. 


Editor 
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one  car 
to  your  high  school  reunion 


As  YOU  SWING  INTO  your  alma  mater  you  can 
almost  see  the  heads  turn  as  your  classmates 
ask,  "Isn't  that...?" 

A  fantasy?  It  doesn't  have  to  be.  You  can 
lease  a  new  1994  XJS  for  just  two  years,  with 
surprisingly  affordable  payments. 


You'll  enjoy  two  plus  two  seating, 
dual  air  bags,*  the  exhilarating 
performance  of  a  219-horsepower 
Jaguar  4.0L  engine,  and  a  commitment 
to  quality  that's  backed  by  a  four-year, 
50,000-mile  warranty.** 

Call  1-800-4-JAGUAR  for  the  name  of 
the  Jaguar  dealer  nearest  you.  Even  if  a 
reunion  is  not  soon  on  the  horizon,  there  are 
many  other  fantasies  this  car  ^^v^^ 
is  waiting  to  fulfill.  JAGUAR 


Enjoy  tomorrow.  Buckle  up  today.  * Supplemental  restraint  system.  **See  your  dealer  for  a  copy  of  this  limited  warranty. 


ieVy*>fdj 
MfVe*«f 


When  Lisa  was  born 
her  kidneys  didn't  work. 
So  we  helped  Lisa's  mother 
learn  to  eare  for  her. 


It  saved  $200,000 
in  hospital  costs. 


And  let  Lisa  grow 
up  at  home. 


Aetna's  Individual  Case  Managers  help 
people  who  are  in  our  group  plans  receive 
proper  health  care.  They  help  to  find  the 
best  available  treatment  by  understanding 
people's  needs  and  by  working  with  their 
doctors.  In  many  cases,  by  discovering 
alternative  methods  for  treatment,  medical 
costs  are  reduced.  And  more  importandy, 
people  can  recover  in  a  somewhat  more 
comfortable  environment.  Like 
home,  for  instance.  With  family. 
Aetna.  A  policy  to  do  morer 


/Etna 


)  1992  Aetna  Life  and  Casualty  Company 
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Overcharged  stock 

Hyping  a  i  hchnology  stock  takes 
little  more  than  a  tabletop  demo,  a 
bullish  analyst's  report  and  a  press 
release  announcing  a  fat  contract  with 
a  reputable  company.  That's  how 
Valence  Technology  hoisted  its  stock 
to  19  when  FORBES  took  a  hard  look 
at  the  company  (Mar.  1,  1993). 

Valence  promotes  a  rechargeable 
lithium/polymer  batter}'  that  suppos- 
edly packs  more  watt-hours  for  its 
weight,  holds  a  charge  longer  and 
costs  less  to  make  than  the  nickel/ 
cadmium  standard  And — this  is  the 
tabletop  part — when  Chairman  Lev 
Dawson  (since  resigned)  cut  the 
thing  in  half,  it  just  kept  on  running. 
But  not  for  long,  we  found  out. 

We  also  reported  that  a  scientist 
who  smiled  on  the  product  had  taken 
Valence's  word  for  the  battery's 
performance,  that  the  bullish  report 


Lev  Dawson,  formerly  of  Valence  Technology 
The  hype  didn't  hold  up. 


from  Montgomery  Securities  might 
have  been  colored  by  its  work  under- 
writing the  stock,  and  that  a  $100 
million  "order"  from  Motorola  was 
nothing  more  than  a  commitment 
to  buy  if  Valence  could  deliver  a 
cheap,  high-performance  battery. 

Despite  those  risks  the  market 
took  the  stock  even  higher,  to  23% 
last  October.  Then,  on  May  3,  Va- 
lence said  it  could  not  meet  Motoro- 
la's specifications  anytime  soon.  Af- 
ter that,  Valence's  stock  dropped 
to  5V4.  -Philip  E.  Ross 


Not  a  showstopper 

It  seemed  LIKE  a  good  idea  at  the 
time.  We  thought  the  planned  merger 
of  Electronic  Arts  and  Broderbund 
Software  made  a  lot  of  sense  and 
would  make  video  and  computer 


Electronic  Arts'  Lawrence  Probst 
No  merger,  but  $10  million  richer. 


game  maker  Electronic  Arts  an  instani 
leader  in  educational  software 
(Mar.  28). 

Two  events  derailed  the  deal. 
First,  Electronic  Arts'  stock  fell  over 
20%,  to  20  per  share,  after  the  merg- 
er was  announced  in  February,  driv- 
ing the  value  of  the  stock  swap 
down  to  around  $320  million  from 
$400  million.  And  in  April  Broder- 
bund's  Novato,  Calif,  neighbor,  Soft 
ware  Toolworks — a  less  profitable 
firm — was  bought  by  British  publish 
er  Pearson  Pic.  for  $462  million  in 
cash.  Broderbund  backed  out  of  the 
deal  a  month  later. 

So  is  Broderbund  looking  for  its 
own  big,  rich  publishing  parent?  It's 
already  got  a  relationship  with  Ran- 
dom House,  whose  Dr.  Seuss  classics 
it  will  be  releasing  on  CD-ROM.  But  a 
merger  with  Random  House  isn't  in 
the  cards,  says  Broderbund  Presi- 
dent William  McDonagh.  After  a  long 
pause,  he  adds:  "We  are  always  talk- 
ing to  people  about  ways  to  leverage 
our  assets  on  the  creative  side." 

How  about  Electronic  Arts?  "We 
were  disappointed,  but  it's  not  a 
showstopper,"  declares  Chief  Exec- 
utive Lawrence  Probst.  Probst  is  now 
developing  kiddie  software  with  the 
Children's  Television  Workshop — 
producer  of  Sesame  Street — on  CD- 
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Why  The  Almighty  Dollar 
Isn't  The  Only  Measure  Of  Success. 


Orville  and  Wilbur  Wright  may  have  been  dreamers,  but  they  were  not  fools.  Shortly  after  their  first  flight, 
a  cousin  of  a  friend  of  a  friend  —  namely,  Senator  Henry  Cabot  Lodge  —  sent  a  letter  on  their  behalf  to  the  War 
Department.  The  letter  suggested  that  "it  would  be  eminently  desirable  for  the  United  States  Government  to 
interest  itself  in  this  invention."  The  government  passed.  Flying  was,  at  best,  a  sport.  The  Wrights'  business  advi- 
sors promptly  led  them  to  European  leaders,  and  again  wrote  letters  and  made  appointments  on  their 
behalf.  This  time,  the  American  inventors                       ,  ■    ^  were  met  with  enthusiasm.  In  fact,  foreign 


governments  purchased  planes  not  only  from  ty&t!*1''      v~  y?  ^  the  Wright  brothers,  but  from  other 

manufacturers  whom  they  inspired  into  the  flying      ^^k^^  "  Dusm,;ss'  as  wel 

\  surprisingly  old  idea:  Making  .1  dollai   fiaipj        lOw!    b\  making  a  franc,  or  a  pound,  or  a  yen.  Of 


course,  the  global  economy  has  been  there  all     gS^SS^W  J"™*^    along.  We've  just  become  far  more  sophisti- 

01 


cated  about  it.  Certainly  more  inclined  to    ^j^j|j»^y'    exploit  il:-Anci  the  rise  of  intermodal  transportation 
is  one  reason  why.  The  fact  is,  few  things  can    ^$j$$mffl  affect  yout  company's  overall  performance  as  much 
as  transportation  strategy.  A  good  one  creates  value;  a  poor  one  fritters  it  away.  And  now,  that 

strategy  must  include  a  response  to  the  "new"  global  marketplace. 

Does  your  intermodal  transportation  partner  have  the  international  expertise  you  need?  Does  it  offer  you 
easy,  cost-effective  access  to  world  markets?  Serve  every  major  port  in  the  United  States?  Have  relationships 
with  foreign  transportation  concerns  that  can  benefit  you?  Does  it  understand  how  to  produce  measurable  value 
for  your  company?  The  Wright  brothers  had  their  friends.  Who  are  yours? 

If  you'd  like  to  speak  with  us,  we  encourage  you  to  call  us  at  1-800-279-6779.  Among  the  many  reasons  to 
do  it  soon,  please  consider  this:  A  few  years  after  the  U.S.  Government  refused  the  Wrights'  invention,  World  War  I 
was  upon  us.  With  great  alacritv,  we  discovered  military  aviation.  Yet  we  had  to  join  our  allies  in  the  fight  without  a 
single  American-designed,  American-produced  plane.  A  win,  of  course.  But  no  points  for  planning. 

©1994  CSX  Intermodal.  Pan  of  the  CSX  global  transportation  network.  Orville  and  Wilbur  Wright  represented  by  the  Roger  Richman  Agency,  Inc  Beverly  Hills.  CA. 
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Valuing  the 
customer  at 
CSX  Intermodal 


By  Richard  A.  Rabicoff 

At  a  time  when  customers  expect  and 
demand  consistent,  reliable  service,  a 
key  to  building  lasting  relationships  is 
the  ability  to  help  buyers  better  serve 
their  own  customers. 

Through  efficient  and  customized  ser- 
vice, CSX  Intermodal  has  helped 
Sweetheart  Cup  Co.  improve  distri- 
bution flows  and  enhance  its  position  in 
the  marketplace. 

"In  cost,  quality,  and  on-time  delivery, 
CSX  Intermodal  gives  us  the  best  value 
in  our  marketplace,"  says  Tom  Pasqualini, 
Sweetheart's  director  of  distribution  ser- 
vices. "Their  expertise  and  willingness  to 
work  with  us  have  helped  increase  the 
efficiency  of  my  department's,  and  my 
own,  performance.  This  translates  into  a 
better,  more  competitive  product  that  we 
provide  our  customers." 

A  Chicago-based  company,  Sweetheart 
Cup  manufactures  billions  of  units  of 
paper,  foam  and  plastic  products  a  year 
for  the  food  service  industry.  It  is  also 
one  of  the  nation's  largest  producers  of 
ice  cream  containers  and  dispensing 
equipment. 

Getting  these  products  into  stores, 
stadiums,  school  cafeterias,  fast  food 
restaurants,  and  hundreds  of  other  out- 
lets nationwide  requires  a  swift,  efficient 
transportation  partner.  CSX  Intermodal 
meets  that  need  with  its  unique  blend  of 
rail,  truck  and  shipping  resources.  The 
result:  better  management  of  the  total 
costs  of  transportation  and  logistics — 


which  directly  enhances  domestic  and 
global  competitiveness. 

How  does  CSX  Intermodal  help 
Sweetheart  Cup  Co.  better  manage  its 
transportation  costs?  First,  by  enabling 
Sweetheart  to  cut  the  inventory  "turn 
time"  from  eight  days  to  three.  Equally 
important,  CSX  is  able  to  accommodate 
Sweetheart's  special  shipping  needs. 
Sweetheart  measures  shipments  by  the 
cubic  foot:  CSX  Intermodal's  range  of 
container  sizes  and  double-stack  trains 
lets  Sweetheart  ship  the  greatest  quantity 
at  the  lowest  price  per  cube. 

Of  significant  value  to  Sweetheart  is 
CSX  Intermodal's  ability  to  track  each 
shipment's  progress  through  a  sophisti- 
cated on-line  information  system.  This 
service  adds  both  security  and  pre- 
dictability to  the  process  of  hauling  large 
volumes  of  freight. 

Finally,  CSX  Intermodal's  extensive 
North  American  rail/truck  network  and 
convenient  nationwide  terminal  system 
assures  Sweetheart  a  flexible,  responsive, 
integrated  service  package. 

"CSX  Intermodal  provides  us  with  vir- 
tually damage -free  delivery  in  double- 
stack  trains,"  Mr.  Pasqualini  says.  "In 
addition,  its  services  are  highly  fuel  effi- 
cient and  reduce  highway  congestion, 
thus  contributing  to  better  air  quality. 
These  environmental  benefits  are  impor- 
tant to  Sweetheart  and  to  our  customers." 

CSX  Intermodal  shares  Sweetheart's 
concern  for  environmental  quality,  pro- 
viding an  environmentally 


sound  transportation  alternative,  whic 
saves  wear  and  tear  on  our  nation's  higr 
way  infrastructure. 

CSX  Intermodal  creates  custome 
value,  but  it  also  receives  value  from  th 
Sweetheart  partnership.  "Sweetheai 
is  a  progressive  company,"  says  Ro 
Sorrow,  senior  vice  president  at  CS'. 
Intermodal.  "They  see  our  intermodc 
services  as  a  viable  alternative  t 
trucking,  and  they're  keenly  aware  c 
the  efficiencies  unique  to  intermoda 
transport.  They  challenge  us  to  b 
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nnovative  and  to  constantly  find  ways 
io  improve." 

For  example,  Chicago,  Baltimore,  and 
Atlanta  are  not  simply  origin /destina- 
ion  shipping  locations  for  Sweetheart: 
They  form  a  "golden  triangle" — a  vital 
narket  offering  an  extraordinarily  rich 
nix  of  consumers,  retail  establishments, 
nstitutions  and  scores  of  Sweetheart 
:ustomers. 

<  Serving  Sweetheart's  "golden  triangle" 
ind  other  competitive  markets  really  puts 
ISX  Intermodal's  nationwide  network 


to  the  test.  In  providing  Sweetheart 
an  integrated  service  package,  CSX 
Intermodal  has  found  better  ways  to  uti- 
lize its  transportation  assets,  resulting  in 
better  efficiencies  for  both  partners. 

Reflecting  the  mutually  beneficial  rela- 
tionship between  the  two  companies, 
Sweetheart  Cup  has  honored  CSX 
Intermodal  with  its  coveted  "Carrier  of 
the  Year"  award.  The  companies  also 
recently  signed  a  multi-year  service 
contract,  a  unique  commitment  in  the 
corporate  transportation  industry. 


"Sweetheart  is  a  valued  customer  for 
CSX  Intermodal.  Our  relationship  has 
the  spirit  and  results  of  a  true  partner- 
ship," emphasizes  Mr.  Sorrow.  "We 
share  concerns  about  quality,  respon- 
siveness, innovation,  and  the  need  to 
remain  competitive.  The  closer  that  part- 
nership grows,  the  more  opportunities 
both  CSX  Intermodal  and  Sweetheart 
have  to  serve  our  respective  customers, 
grow  our  businesses  and  produce  supe- 
rior returns.  Ultimately,  this  is  how  we 
all  measure  success."  IH 


A  New  Mid-Cap 
Growth  Opportunity 

Fidelity  Mid-Cap  Stock  Fund 

Now  there's  a  new,  no-load  way  to  tap  into  the  exciting  long-term 
growth  potential  of  mid-caps  -  companies  whose  proven  business 
products  and  strategies  have  carried  them  to  levels  of  mid-capital- 
ization. Although  mid-cap  stocks  generally  entail  more  risk  than 
their  large-cap  counterparts,  they  historically  have  provided  greater 
growth  over  time.' 

Potential  Growth  Opportunities 
Others  May  Overlook 

When  it  comes  to  following  mid-cap  stocks,  Fidelity 
offers  you  a  distinct  advantage.  With  Fidelity's  over 
Average  Annual  Returns1  200  researchers  and  fund  managers 

1 6.88%  tracking  more  than  6,000  companies 
a  year,  this  fund  has  the  potential  to 
uncover  stocks  that  even  Wall  Street 
analysts  may  not. 


Is&P  500' 
is&P  MidCap  400' 
12.12° 


Through  3/31/94 
16.67°° 


14.71 


6.14 


1.47 


1  Year       5  Year      10  Year 
(Chart  comparing  1-, 5-,  and  10-year  performance 
of  mid-cap  stocks  to  that  of  large-cap  stocks  using 
S&P  500  and  S&P  MidCap  400  indexes) 


A  Way  To  Help  Balance 
Your  Growth  Investments 

Fidelity  Mid-Cap  Stock  Fund  can  help 
you  balance  a  portfolio  of  small-  and 
large-cap  stocks.  Given  today's  uncer- 
tain market,  this  might  be  the  right 
move  for  you. 


Find  Out  More 

Call  today  for  more  information.  Fidelity  representa- 
tives are  standing  by  to  help  you  see  if  tliis  fund  may 
be  right  for  your  long-term  investment  needs. 

Visit  A  Fidelity  Investor  Center 
or  Call  24  Hours 

1-800-544-3925 


Fidelity 


Investments' 


2r 

'Source:  Standard  &  Poor's  Corporation.  The  S&P  500  is  an  unmanaged  index  of  common  stocks  prices.  The  S&P 
MidCap  -400  is  an  unmanaged  index  of  mid-cap  stock  prices  and  was  launched  in  1991.  (Bom  are  registered  trade- 
marks of  Standard  &  Poor's  Corporation. )  Past  performance  is  no  guarantee  of  future  results.  Not  intended  to  imply 
past  or  future  performance  of  any  Fidelity  fund.  For  more  complete  information  including  charges  and  expenses  call  or 
write  for  free  prospectus.  Read  it  carefully  before  you  invest  or  send  money.  Share  price  and  return  will  vary  and  you 
may  have  a  gain  or  loss  when  you  sell  your  shares.  Fidelity  Distributors  Corporation. 


ROM.  A  $10  million  penalty  check 
from  Broderbund  will  help  fund 
that  effort.     -Nikhil  Hutheesinc 


Rebounding 

After  Sears  fired  retailing  boss 
Michael  Bozic  three  years  ago,  Bozic 
landed  at  Hills  Stores,  a  $1 .7  billion 
discount  retailer  that  was  stuck  in 
Chapter  1  L.  Hills'  biggest  prob- 
lems: 151  stores  badly  in  need  of  re- 
modeling, and  Wal-Mart,  which  has 
steadily  encroached  into  Hills'  small- 
town Midwest  and  East  markets. 
Impressed  with  Bozic's  overhaul  of 
the  Hills  distribution  system  and  his 
cheap  remodeling  plans,  we  thought 
that  Sears  had  let  a  good  officer  go 
(Aujj.  3,  1992). 

Turns  out  Sears  is  improving 
smartly  without  Bozic,  but  his  efforts 
at  Hills  are  really  paying  off.  Emerg 
ing  from  bankruptcy  last  fall,  Hills  had 
a  strong  Christmas  season.  Its  1993 
operating  earnings  were  up  13%,  to 
$88  million.  Its  $127  million  in 
cash  flow  will  more  than  cover  re- 
maining remodeling  needs. 

Next?  "We  need  an  expansion 
story,"  says  Bozic,  explaining  that 
sales  growth  suffered  while  existing 
operations  were  put  in  order.  Since 
January  he's  been  shopping  for  new 
sites  in  or  adjacent  to  Hills'  current 
markets.  Example:  a  Reading,  Pa. 
Hills  will  soon  open  in  a  site  once  held! 
by  another  Wal-Mart- battered  dis- 
counter, Kmart.  But  no  acquisitions, 
thank  you.  That's  what  pushed 
Hills  into  bankruptcy  in  the  first 
place.  -Marcia  Berss  Wk 


sftfu*  'l, 

Hills  Stores'  Michael  Bozic 
Shopping  for  new  locations. 
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dependable 


It  can  be  frustrating  waiting  for  an 
answer.  So  as  FGIC  enters  its  second 
decade  as  a  leading  insurer  of  municipal 
bonds,  we  are  re-dedicating  ourselves  to 
getting  our  customers  what  they  need, 
when  they  need  it. 

That  means  you  can  expect  prompt 
and  courteous  responses  throughout  the 


means 
when 


an  answer. 


rocess.  It  means  we'll  make  the  extra 
effort  to  speed  your  deal  along. 

You'll  find  no  bond  insurer  has  a 
more  knowledgeable  or  experienced 
team  of  analysts  than  FGIC.  So  there  is 
no  need  to  explain,  or  re-explain  a  deal. 
No  arbitrary  impediments.  No  wasted 
time.  In  fact,  you  can  count  on  everyone 
at  FGIC,  at  every  stage  of  the  deal,  to 
keep  the  lines  of  communication  open. 

And  you  can  also  depend  on 
Aaa/ AAA/AAA  bond  ratings,  FGIC's 
premiere  financial  strength  and  owner- 
ship by  financial  services  giant  GE 
Capital.  Together  they  give  investors 
complete  confidence  in  FGIC-insured 
bonds. 

What  does  all  this  mean  for  you?  h 
means  whatever  your  problem.  FGIC  is 
committed  to  being  part  of  the  solution. 

Substantial  promise?  Certainly.  We 
hope  you'll  call  us  on  it,  at  212-312-3000. 


FGIC 


A  GE  Capital  Company 
Our  Business  Is  Helping  You. 
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Making  PCs  PC 

Microsoft's  popular  Word  pro- 
gram helps  sloppy  writers  avoid  run- 
on  sentences  and  passive  verbs. 
Now  Word  comes  to  the  help  of  those 
who  fear  being  politically  incorrect. 
Write  the  word  chairman,  and  you're 
warned  that  it  is  "gender  specific" 
and  that  a  "gender  neutral"  word  like 
chair  or  chairperson  should  be  used 
instead.  Wife?  Should  be  spouse.  And 
in  Wordspeak,  that  was  no  lady;  that 
was  a  person,  individual  or  woman. 

But  Word  won't  satisfy  the  radi- 
cal PC  -ers.  If  you  write  womyn  the 
Word  spelling  checker  flags  it  as  an 
error.  -Damon  Darlin 

And  then  there  were  none 

Six  months  ago,  at  the  height  of 
the  battle  for  Paramount,  four  sets  of 
authors — and  at  least  as  many  pub- 
lishing houses — were  eagerly  jockey- 
ing for  the  right  to  publish  the  de- 
finitive story  of  the  Paramount/Via- 
com/QVC  melee.  But  there's 
nothing  staler  than  yesterday's  take- 
over battle.  Virtually  every  one  of 
the  writers  once  said  to  have  been 
considering  the  project —  Vanity 
Fair's  Bryan  Burrough,  the  New 
Yorker's  Ken  Auletta,  the  New  York 
Times'  Bernard  Weintraub  and  Geral- 
dine  Fabrikant,  and  Variety's  J.  Max 
Robins  and  Paul  Noglows — has  ap- 
parently dropped  the  idea. 

-Lisa  Gubernick 

Minnesota's  newest 
millionaires 

A  recent  DUSTUP  involving  Minne- 
sota's Shakopee  Mdewakanton  Da- 
kota tribe  has  revealed  just  how  ex- 
traordinarily profitable  gambling  on 
Indian  reservations  can  be. 

The  150-member  tribe  owns  the 
Mystic  Lake  Casino,  situated  on  its 
reservation  just  a  35-minute  ride 
from  Minneapolis.  When  Leonard 
Prescott,  a  tribe  member  who  ran 
the  casino,  was  accused  of  misman- 
agement and  sexual  harassment,  he 
opened  the  casino's  books  in  late 
April  to  quiet  his  critics. 

In  1993  the  casino  earned  $97 
million  on  revenues  of  SI  78  million — 
free  of  state  and  federal  taxes.  Some 
35%  of  the  net  went  to  the  tribe  in  per 
capita  payments;  the  rest  was  spent 


Casino  manager  Leonard  Prescott 

His  tribe  made  a  mint;  he  was  ousted. 


on  sewers,  a  community  center  and  the 
like.  Last  year  each  adult  took  home 
$400,000  from  the  operation. 

Great  for  the  Shakopee  Mdewa- 
kanton Dakotas  but  bad  for  Prescott, 
who  was  ousted  from  his  job  by  the 
tribe  just  days  later  amid  accusations 
he'd  jeopardized  the  casino's  future 
by  disclosing  its  profits.  Prescott's  de- 
tractors apparently  are  worried 
Donald  Trump  and  other  casino  op- 
erators will  now  come  knocking  on 
doors  in  Minnesota  demanding  equal 
treatment.        -Will  iam  M.  Stern 


Landrieu  for  governor? 

Television  ads  for  Kathleen 
Brown,  the  California  Democrat  run- 
ning for  governor,  claim  she's  the 
best  state  treasurer  in  the  U.S.  The  ads 
proclaim  that  over  the  past  three 
years  ex- Governor  Jerry  Brown's 
younger  sister  has  made  $4.1  billion 
on  $22  billion  in  state  funds  invested 
in  bonds,  certificates  of  deposit  and 
commercial  paper. 

The  numbers  are  right,  but  the 
claim  that  Brown's  the  best  isn't.  For 
one,  Mary  Landrieu,  Louisiana  state 
treasurer,  has  shown  a  return  over  the 
same  period  of  22.8%.  -D.D. 

Kime  rules  the  waves 

Bill  Clinton's  policy  switcheroo 
on  Haitian  refugees  isn't  the  only 
ticklish  issue  facing  outgoing  Coast 
Guard  boss  Admiral  J.  William  Kime. 
Thanks  to  a  self-imposed  deadline, 
before  Kime  retires  on  May  31  he 
intends  to  publish  a  rule  involving 
liability  insurance  that  could  seriously 
disrupt  U.S.  oil  consumption. 


Here's  Kime's  problem:  The  Oil 
Pollution  Act  of  1990,  passed  after  thej 
Exxon  Valdez  spill,  requires  the  Coast  [ 
Guard  to  issue  a  rule  that,  in  effect, 
would  require  die  owners  of  vessels 
transporting  oil  in  U.S.  waters  to  carry 
what  amounts  to  unlimited  liability 
insurance.  This  would  apply  not  just  to 
oceangoing  tankers,  which  supply 
55%  of  the  oil  consumed  in  the  U.S. 
but  to  ships  and  barges  carrying  oil- 
even  fuel  oil — on  the  Great  Lakes,  and 
rivers  like  the  Mississippi. 

Tanker  owners  say  insurance  of 
this  sort  would  be  impossible  to  ac- 
quire at  any  reasonable  cost.  Some, 
notably  the  French,  have  already 
stopped  shipping  to  the  U.S.  Un- 
derwriters at  Lloyd's  of  London  are 


A  foreign  tanker  in  Portsmouth,  N.H. 
Liability  insurance  may  keep  them  away. 


refusing  to  reinsure  such  a  risk. 

Betting  is  there  will  be  some  kind 
of  compromise,  such  as  a  liability  cap 
or  a  delay  of  several  years  in  the 
interests  of  national  security,  before 
the  rule  is  implemented.  But  even 
with  his  retirement  weeks  away,  Ad- 
miral Kime  was  still  talking  tough. 
At  a  recent  meeting  in  Washington  of 
the  world's  top  tanker  operators  he 
said  the  last  thing  on  his  mind  was 
compromise.         -Howard  Banks 

Where  there's  smoke  . . . 

Yemen,  now  engulfed  in  a  bloody 
civil  war,  is  also  the  site  of  a  tobacco 
war  between  U.S.  cigarette  giant 
R.J.  Reynolds  and  Rothmans  Interna- 
tional Pic,  its  South  African-owned 
British  competitor. 

Rothmans  has  long  had  an  effec- 
tive monopoly  on  the  sale  of  ciga- 
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ettes  and  tobacco  in  Yemen  (pop. 
tin  1 1  million).  Good  business.  The  Ye- 
nenis  are  heavy  smokers;  Rothmans 
:arns  an  easy  $25  million  a  year  there. 

Two  years  ago  Reynolds  gained  a 
oehold  in  Yemen,  signing  a  contract 
o  supply  the  state  tobacco  compa- 
td  ly  with  up  to  3,000  tons  a  year  of  raw 
eaf  at  a  price  1 1%  below  Roth- 
nans'.  RJR  also  planned  to  start  pro- 
iucing  its  own  cigarettes  there  to 
bmpete  with  Rothmans'  brands.  But 
>y  last  summer  Rothmans  had 
hwarted  the  move.  Its  two  represen- 
atives  on  the  board  of  the  state  to- 
bacco company  engineered  the  ouster 
)f  its  chairman,  and  his  successor 
hen  suspended  the  RJR  contract. 

RJR  claims  breach  of  contract  and 
las  complained  to  the  U.S.  Trade 
Representative's  office,  which  earli- 
er this  year  lodged  a  complaint  with 
he  Yemeni  government. 

-Peter  Fuhrman 

Oil  is  stronger  than  blood 

Nevermind  that  Saddam  Hus- 
ein's  thugs  invaded  and  raped  their 
country,  never  mind  that  Kuwaiti 
Nationals  are  forbidden  to  deal  with 
lis  outlaw  regime,  some  greedy  Ku- 
waitis are  trafficking  with  the  enemy, 
ach  month  an  estimated  40  to  80 
Cuwaiti  nationals  still  make  the  tortti- 
)us  trip  from  Kuwait  City  to  Basra 
nd  Baghdad.  How  do  they  get  there? 
;ly  to  Beirut;  catch  a  connecting 
light  to  Amman,  Jordan's  capital; 
hen  hop  a  bus  to  Iraq,  whose  bor- 
ier  police  are  careful  not  to  stamp 
heir  passports.  Once  in  Iraq,  the 
Cuwaitis,  many  of  whom  have  Iraqi 
>artners  or  family  ties,  sell  auto 
)arts,  electronics,  housewares  and 
nore,  often  smuggled  in  from 
ordan.       -Zina  Moukheiber  H 


'he  Jordan-Iraq  border 

lo  barrier  for  some  greedy  Kuwaitis. 


Time  stands  still. 


Rado  Diastar 
Anatom  'Jubilee' 


-A  different  world 
Uljenqufetf  Beckstead 


The  Gallena  at  Tysons  I 


JEWELERS 
McLean,  Virginia  (703)448-6731 


Scratchproof  titanium  carbide  is  linked  with  18 
kt.  gold  to  form  the  band  of  the  Rado  'Anatom'. 
The  anatomically  designed  case  top  and  crystal  are 
scratchproof,  too.  The  result:  a  watch  that  won't 
show  the  passing  of  time.  Water-sealed  Swiss 
quartz  technology.  Available  for  men  and  women. 


RADO 

Switzerland 


Rado,  A  division  of  SMH  US.  Inc  35  East  21  St.,  New  York,  NY  10010 


"S&n 


LEAVING  YOUR  JOB? 

DON'T  LEAVE  20%  OF  YOUR 
RETIREMENT  MONEY  BEHIND 


Free  T.  Rowe  Price  kit  helps  you  protect  your  retirement  savings. 

If  you're  leaving  your  job,  choosing  what  to  do  with 
your  retirement  plan  payout  may  be  one  of  the  most 
important  decisions  you'll  make.  And  current  law 
makes  your  choices  more  complicated — and  more 
important — than  ever.  Depending  on  your  decision,  the 
IRS  could  withhold  20%  of  yow  retirement  money. 

We  help  you  know  all  your  options.  Our  up-to-date- 
kit  can  help  you  understand  all  your  options.  In  plain,  straightforward 
language,  we  give  you  the  accurate,  detailed  facts  you  need  to  help 
decide  what's  best  for  you.  And,  with  our  free  Direct  Rollover  Service, 
we  can  coordinate  your  request  directly  with  your  previous  employer, 
if  you  so  choose. 

Call  for  more  information  and  a  free  kit 

1-800-541-6627 


Invest  With  Confidence 

T.Roweftice 


IRAR022440 


T  Rowe  Price  Investment  Services,  Inc.,  Distributor 
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READERS  SAY 


distaste  for  taxation  and  the  growth  c 
government  programs,  I  should  thin 
that  Forbes  would  applaud  the  vol 
untarily  supported  and  privately  fund 
ed  activities  of  the  ymca. 
-Michael  A.  Berlin 
Chairman  of  the  Board  of 

Management 
Downtown  YMCA  of  Pittsburgh 
Ben  Avon  Heights,  Pa. 


Plane  speaiung 

Sir:  Re  "A  Sixties  industry  in  a  Nine- 
ties economy"  (May  9).  Unfortu- 
nately, Forbes  perpetuates  one  of  the 
industry's  great  myths  when  you 
blame  labor  for  making  certain  air- 
lines uncompetitive.  The  problem  is 
structural,  and  worsening  due  to  a 
reluctance  to  embrace  change  in  a  key 
production  strategy — hub  schedul- 
ing. It  is  disingenuous  to  blame  an 
industry's  woes  on  its  workers,  when 
the  appropriate  demand  is  that  man- 
agement "fix  the  factory." 

It's  not  yet  time  to  bail  out  on 
airline  investment;  this  is  an  industry 
whose  structural  problems  are  fixable. 
-Robert  W.  Mann  Jr. 
President 

R.  W.  Mann  &  Co. 
Brooklyn,  N.Y. 

Sir:  We  who  must  fly  for  business 
reasons  may  only  fill  40%  of  the  seats 
today,  but  we  generate  a  significant 
majority  of  airline  revenues.  We  will 
continue  to  fly  the  airlines  that  give  us 
the  best  service .  We  will  do  almost 
anything  to  stay  off  the  cattle  car 
flights.  Airline  managements  beware. 
-Dan  Kirby 
Sioax  Falls,  S.D. 

Read  it  and  weep 

Sir:  Re  "Gutenberg's  revenge"  (May 
9).  The  obscured  readability  of  cre- 
ative typesetting  by  sophomoric  de- 
signers will  quickly  translate  into 
higher  cost  of  sales.  Then  marketing 
directors  who  buy  this  stuff  will  de- 
mand a  return  to  rules  of  readability. 
-Ronald  D.  Albrech t 
Palo  Alto,  Calif. 

Dealing  with 
the  taxman 

Sir:  Re  "You  know  who  you  are,  and 
so  do  we"  (Apr.  11).  Update  on  my 
client  who  owed  the  IRS  because  of 
erroneous  1099s:  At  the  same  time 
that  our  client  began  an  installment 
agreement  to  prevent  the  IRS  from 
seizing  his  bank  account  and  pay- 
check, we  filed  an  Offer  In  Compro- 
mise. We  explained  why  we  believed 
our  client  didn't  owe  the  tax.  Within 
four  months,  the  IRS  reviewed  our 
Offer  and  agreed  to  abate  the  tax, 
penalties  and  interest  created  by  the 

: 


erroneous  1099s.  Moral:  Base  your 
case  on  logic  (not  emotion)  and  be 
persistent. 

-Laurie  B.  Conner 
Vice  President,  Tax  1 
Atlanta,  Ga. 

Charitable  response 

Sir:  Re  "Samaritan's  dilemma"  (Apr. 
25).  By  suggesting  that  withholding 
charity  may  actually  be  helpful  to 
people,  those  with  means  may  feel 
eased  of  their  conscience  for  not  con- 
tributing. How  convenient — to  help 
by  not  helping. 
-Dan  Reim,  S.J. 
Cambridge,  Mass. 

Sir:  Father  Sirico  is  correct;  welfare 
and  charity  giveaway  programs  have 
done  and  are  doing  a  great  deal  of 
harm  to  many  of  the  very  people  they 
are  trying  to  help.  We  should,  howev- 
er, all  spend  some  time  in  soup  kitch- 
ens to  appreciate  the  problem  society 
has  created  and  is  trying  to  solve. 
-R.E.  Alexander 
Erie,  Pa. 

Why  the  Y 

Sir:  Re  "Taxation  by  other  means" 
(Apr.  11).  ymcas  return  far  more  to 
die  community  in  tax  prevention  than 
they  receive  in  tax  abatement.  Our 
programs  help  keep  kids  in  school  and 
single  parents  at  work,  reducing  tax- 
payer expense  for  health  care,  welfare 
and  the  justice  system.  Given  your 


Cash  advantage 

Sir:  Re  "Natural  partners"  (Apr.  11) 
Forbes  reported  Ligand  Pharmaceu 
ticals  Inc.'s  cash  balance  as  of  12/91 
at  $36  million  and  years  cash  estimati 
of  1.8  years.  The  company's  actua 
cash  and  equivalents  balance  as  o 
12/31/93  was  $42.4  million.  Ac) 
cordingly,  the  years  cash  using  thi 
author's  formula  would  have  exceed 
ed  2.0  years. 
-Paul  V.  Maier 
Chief  Financial  Officer 
Ligand  Pharmaceuticals  Inc. 
San  Diego,  Calif. 

Sir:  Your  "cash-strapped"  table  o 
biotech  companies  incorrectly  statec 
DNX  Corp.'s  cash  as  $5  million.  Th< 
correct  figure  is  $14.7  million. 
-Paul  J.  Schmitt 
President  and  Chief  Executive 
DNX  Corp. 
Princeton,  N.J. 

The  years  of  cash  remaining  was  correq 
as  printed:  0.8  years.-ED. 

Clueless  in  D.C. 

Sir:  Re  Fact  &  Comment  (Apr.  25) 
Surely  you're  not  joining  the  band- 
wagon of  nearsighted  people  dc 
manding  more  openness  and  ac- 
countability by  Alan  Greenspan  at  the 
Federal  Reserve.  The  track  record  ii 
clear  that  neither  Congress  nor  the 
White  House  has  a  clue  as  to  the 
myriad  forces  affecting  the  country'$ 
economy.  Allowing  them  more  in- 
sight and  influence  in  the  Fed's  activi-i 
ties'  will  only  encourage  media  mann 
agement  of  complex  problems  that 
don't  lend  themselves  to  short-term) 
goals  and  posturing  public  officials. 
-Renny  Ponvert 
Manager 

Value  Line  Institutional  Services 
New  York,  N.Y. 
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Over  20  million  Americans 
safeguard  their  families  with  life  insurance  from 

The  Prudential. 


Proof  that  there's  strength  in  numbers. 


And  peace  of  mind  in  strength. 


ThePrudential^v 


ncludes  individual  and  group  policies  as  ol  12/31/93  G 1 994  The  Prudential.  Prudential  Plaza.  Newark.  NJ  07102 


Confidence  and  trust  are  things  you  earn.  Over  time. 
Delivering  on  promises.  Exceeding  expectations.  That's 
why  looking  at  the  Gulfstream  V  versus  the  competition,  you 
have  to  look  at  the  record. 

Charles  Coppi  is  a  part  of  that  record.  More 
than  35  years  ago,  he  was  on  the  concept  team 
that  created  the  Gulfstream  I — the  first  aircraft 
specifically  designed  for  business  use. 

"If  you  told  me  back  then  we'd  be  designing  some- 
thing like  the  Gulfstream  V,  I  wouldn't  have  believed 
you.  New  York  to  Tokyo  at  Mach  .80?  It  was  just  a 
dream.  But  in  1995,  when  the  Gulfstream  V  flies,  it 
will  be  a  reality." 


an 
k 
siai 


he 


Charles  N.  Coppi 
Sr.  VP- Engineering 

&  Technology 
Gulfstream  Aerospace 


The  introduction  of  the  Gulfstream  V  will  mark 
the  fifth  time  Charlie  has  guided  the  launch  of  a  new  standard 
in  business  aircraft.  And  while  it  will  offer  the  ultimate  in 
state-of-the-art  technology,  it  is  built  around  a  proven  concept. 

"Some  of  these  new  planes  seem  preoccupied  with  bells  and 
whistles  at  the  expense  of  function.  Simplicity  is  a  virtue. 
It  pays  dividends  in  reliability,  safety,  extra  pilot  margins 
and  performance." 

Charlie  ju  st  shrugs  when  someone  suggests  he's 
an  aviation  legend.  "I'm  hardly  the  legend. 
Gulfstreams  are  the  legend." 


Ac, 


WA 

Gulfstream 
Aerospace 


Contact:  Robert  Cooper,  Executive  V.H 
(912)  965-5555  Fax  (912)  965-3084 


Setting  the  Standards 
Others  Follow. 


"With  all  thy  getting  get  understanding' 


Fact  and  Comment 


By  Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


SIMPLIFYING  THE  FED'S  LIFE— AND  ENRICHING  EVERYONE  ELSE'S 


The  Federal  Reserve  should  make  the  price  of  gold  its 
chief  compass  for  monetary  policy.  What  John  Maynard 
Keynes  called  "the  barbarous  relic"  is  the  most  sensitive 
measure  of  inflationary  fears.  Annual  production  is  only  a 
tiny  fraction  of  the  world's  outstanding  supply.  The  value 
of  the  yellow  metal  is  thus  not  subject  to  shocks  such  as 
surging  production  or  natural  disasters  such  as  earth- 
quakes and  floods. 

Whenever  gold  has  been  the  centerpiece  of  monetary 
policy,  government  bond  yields  have  rarely  pierced  4%. 
Only  when  Washington  began  undermining  the  post- 
World  War  II  gold  exchange  standard  in  the  1960s  did 
long-term  interest  rates  begin  reaching  the  historically 
high  levels  that  we  now  take  for  granted. 

Many  economists  froth  at  the  mouth  at  the  mere 
mention  of  gold,  having  been  taught  that  it  somehow 
caused  and  deepened  the  Great  Depression.  That's  like 
blaming  stock  market  cycles  on  the  length  of  women's 
skirts.  These  mossbacks  can  safely  be  ignored.  A  modern- 


ized gold  standard  would  trigger  a  powerful,  long-term 
bond  rally.  Bondholders  wouldn't  need  high  interest 
rates  as  an  inflation  hedge.  A  gold  standard  would  stimu- 
late the  economy  as  well  as  reduce  the  budget  deficit  by 
lessening  the  amount  of  money  Washington  must  pay  to 
finance  the  national  debt. 

Others  fret  over  the  alleged  difficulties  in  finding  the 
right  price  range.  These  theological  "how  many  angels  can 
dance  on  the  head  of  a  pin"  concerns  are  also  overwrought. 
Simply  peg  a  price  range,  say  $350  to  $375  per  ounce, 
around  where  gold  has  traded.  That  way,  we'll  have 
flexibility  and  avoid  inflation  or  deflation  disruptions. 

From  early  1992  until  the  spring  of  1993,  gold  re- 
mained remarkably  stable,  ranging  from  $330  to  $350 
per  ounce.  That  May,  prices  began  shooting  up  and  broke 
the  $400  barrier  in  January.  By  the  fall  of  last  year  interest 
rates  were  also  moving  up.  If  the  Fed  had  followed  the 
golden  rule,  rates  would  have  continued  moving  down 
instead  of  reversing  direction. 


PRICE  OF  SUCCESS 


President  Salinas'  extraordinary  achievements  in  liber- 
alizing the  Mexican  economy  and  in  starting  to  open  up 
the  political  system  have  created  a  ferment  that  that 
country  hasn't  seen  in  decades. 

Mexico's  history  has  been  a  dreary  pattern  of  authori- 
tarian regimes  punctuated  by  anar- 
chic violence.  In  the  early  part  of  this 
century  Mexico  was  continually 
racked  by  murderous  civil  strife. 
Wear}'  of  the  continual  bloodshed, 
the  fighting  factions  finally  melded 
together,  creating  the  still  dominant 
political  party,  the  PRI.  In  effect, 
Mexico  became  a  benign,  one -party, 
corporate  state. 

Salinas'  economic  reforms  have 
smashed  this  statist  structure,  but  a 
growing  middle  class  is  demanding 
more  rapid  political  pluralism.  Para- 
doxically, political  earthquakes  often  erupt  when  condi- 
tions begin  to  improve. 

An  Italian  prime  minister  explained  this  phenomenon 
to  me  22  years  ago:  "When  I  began  my  career  as  a 
politician  [in  the  late  1940s],  I  remember  that  there 
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Modernization  mandated  from  top  led  to 
violent  reactions  from  below  in  early  1900s 


was  1  car  for  every  130  inhabitants.  Now  there  is  1  for 
every  4,  and  those  who  don't  have  a  car  aren't  as  patient 
as  those  who  do." 

As  the  troubles  in  its  south  demonstrate,  Mexico  is  not 
a  homogeneous  country.  Indians  there  have  long  had 
grievances.  This  problem,  along  with 
guerrillas  from  Nicaragua  and  El  Sal- 
vador looking  for  new  places  to  fight 
and  local  political  bosses'  ebbing  au- 
thority, helped  create  the  explosion 
earlier  this  year. 

Can  Mexico  break  the  chains  of  its 
historic  past  and  evolve  into  a  free- 
market  democracy?  The  omens  are 
positive,  although  we  can  expect  a 
steady  diet  of  turbulent  headlines. 

The  economy  has  spawned  hun- 
dreds of  thousands  of  new  entrepre- 
neurs and  millions  of  middle-class 
aspirers  who  have  no  stomach  for  authoritarianism  or 
violence.  Mexico's  financial  markets  have  weathered  the 
storm  remarkably  well. 

What  can  the  U.S.  do?  Keep  its  moralizing  mitts  off 
Mexico  and,  instead,  work  hard  to  make  Nafta  function. 


25 


TALKING  ABOUT  NAFTA . . . 


President  Ci  inton  is  dropping  the 

ball  on  liis  one  major  Free-trade  suc- 
cess, missing  an  historic  opportunity. 
Contrary  to  expectations,  passage  of 
Nafta  has  not  been  followed  by  nego- 
tiations to  bring  in  other  countries, 
such  as  Chile  and  kgentirta.  Chile 
has  already  made  the  transition  from 
military  dictatorship  to  vibrant  de- 
mocracy. Its  economic  transforma- 


Grapes  of  Growth:  major  Chilean  export. 


tion  over  the  past  two  decades  has 
been  well  nigh  miraculous. 

Instead,  the  post-Nafta  momen- 
tum has  dissipated.  Expanding  Nafta 
would  hearten  and  strengthen  Latin 
American  democrats.  Economic 
growth  is  essential  for  democracy  to 
sink  deep  roots.  The  U.S.  economy 
would  also  benefit  from  an  open, 
expanding  market. 


BAYONET  DEMOCRACY  WON'T  WORK 


Tin  Clinton  Administration  seems  ready  to  send 
American  troops  into  Haiti  to  overthrow  the  junta  and 
install  deposed  President  Aristide.  Are  we  crazy? 

Has  no  one  looked  up  our  experiences  the  last  time 
we  sent  the  Marines  into  that  unhappy  country?  Have 
we  learned  nothing  from  our  more  recent  occupation  of 
Somalia?  What  makes  White  House  officials  think  we 
will  be  any  more  successful  "nation  building"  in  Haiti 
than  we  were  in  South  Vietnam?  That  the  Clinton  Ad- 
ministration would  seriously  consider  such  a  venture 
demonstrates  how  sadly  lacking  it  is  in  any  sensible 
foreign  policy  moorings. 

In  1915  the  Marines  went  into  Haiti — and  remained 
until  1934.  Despite  imposed  reforms  (in  1920  Democrat- 
ic vice  presidential  candidate  Franklin  Roosevelt  publicly 
boasted  of  the  fine  constitution  he  wrote  for  Haiti  as 
Assistant  Secretary  of  the  Navy),  Haiti  redescended  into 


its  tragic  pattern  of  dictatorial  violence  and  oppression. 

If  we  were  ever  going  to  intervene  in  Haiti,  the  time  to 
do  so  would  have  been  immediately  after  the  1991  coup 
that  overthrew  Aristide,  when  our  prestige  from  the  Gulf 
war  was  still  so  high.  The  mere  hint  of  U.S.  military  action 
would  have  been  sufficient  to  force  new  elections. 

Poverty-stricken  Haiti  would  prosper  under  a  stable, 
free-enterprise  government  that  is  not  under  the  thrall  of 
the  IMF.  But  the  past  shows  we  can't  impose  such  a  regime. 

President  Clinton  should  grasp  the  sensible  suggestion 
of  Senator  Bob  Dole  (R-Kans.)  to  appoint  a  blue-ribbon 
diplomatic  commission  to  examine  the  Haitian  issue. 
Henry  Kissinger  would  be  a  first-rate  choice  to  head  such 
a  group.  The  former  Secretary  of  State  know  s  too  much 
history  and  has  too  keen  an  appreciation  of  our  true 
national  interests  to  be  emotionally  pressured  into  sug- 
gesting unwise  policies. 


HORIZON  BROADENER 

Thk  AMERICAN  Council  on  Germany  played  (and  still  Shouldn't  globally  minded  U.S.  executives  and  aca- 
plays )  an  important,  underappreciated  role  undergirding    demies  establish  a  Russian  version  of  the  American  Coun- 


democracy  in  post-WWII  Germany.  The 
organization  enabled  and  encouraged  key 
German  figures  from  various  walks  of  life- 
business,  labor,  education,  medicine,  poli- 
tics— to  get  to  know  similarly  situated 
Americans  well  via  conferences,  seminars, 
dinners,  luncheons,  etc.  Such  gatherings, 
here  and  in  Europe,  helped  invigorate  Ger- 
man  civic  life  by  exposing  present  and  future 
leaders  to  constant  interaction  with  peers 
from  the  world's  most  vibrant  democracy. 
The  Germans1  horizons  were  thereby 
broadened  from  their  country's  narrow, 
militaristic,  nationalistic,  authoritarian  past. 


John  J.  McCIoy:  U.S.  diplo- 
mat and  founder  of  the  council. 


cil  on  Germany?  Russians  need  to  learn 
through  experience  that  not  all  activity 
must  flow  from  government.  Many  people 
in  the  former  Soviet  Union  still  believe  that 
successful  Americans  have  somehow  been 
vetted  by  their  government.  Under  the 
Soviet  regime,  of  course,  you  couldn't  ad- 
vance far  in  any  field  without  Communist 
Party  approval. 

It  would  be  salutary  for  Russians  to  be 
constantly  exposed  to  the  idea  that  these 
kinds  of  activities  need  not  be  dependent 
on  the  temperature  of  Washington's  rela- 
tions with  the  Kremlin. 


RESTAURANTS— GO,  CONSIDER,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  Forbes  eatery  experts  Jeff  Cunningham  and  Tom  Jones. 


•  Polo — Westbury  Hotel,  840  Madison  Ave.,  at  69th 
St.  (Tel.:  439-4835).  Quiet,  comfortable,  elegant.  Des 
sens  (notably  the  cinnamon  creme  brulee),  truly  worthy 
of  the  name.  Service  can  be  a  little  pokey. 

•  Chiam— 160  Fast  48th  St.  (Tel.:  371-2323).  At- 
tractive, modern  Chinese  restaurant  w  ith  extremely  effi- 
cient service. 

•  Uskudar  140S  Second  Ave.,  near  73rd  St.  (Tel.: 
988-2641 ).  Tiny  Turkish  restaurant  boasts  excellent  ser- 
vice and  a  first,  rate,  creative  kitchen.  Special  leek  appetizer, 


outstanding,  as  is  the  imam  bayildi  (baby  eggplant  stuffed 
with  tomatoes,  Bermuda  onions,  pignoli  and  herbs). 

Gallagher's— 228  West  52nd  St.  (Tel.:  245-5336). 
Overtouristed.  Steaks,  slightlv  short  on  flavor.  Service, 
too,  is  not  inspired. 

•  Pigalle— 111  East  29th  St.  (Tel.:  779-7830).  One 
of  the  best  bistros  in  town,  with  such  delights  as  steak 
frites,  turkey  sausages  with  mashed  potatoes,  tomato 
salad  with  parmesan  cheese  and  balsamic  vinegar,  and 
fillet  of  snapper  with  ratatouille.  ■■ 
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Made  with  fine  aged  Scotch,  delicate  herbs  and  a  touch  of  heather  honeij. 

"He    Attract  ion    of  Drambuie. 


THE  NAME  OF  THE  CA 

THE  PRICI 


While  zero-to-sixty  times  and  top 
speed  statistics  are  impressive,  the 
BMW  525i  Sedan  is  engineered  to 
quicken  your  pulse  with  another 
set  of  numbers. 

$34,900/ 

Under  the  hood  you'll  not  only 
find  classic  BMW  performance,  but 
the  balanced  practicality  of  two 
overhead  cams,  six  in-line  cylinders 
and  24  maintenance-free  valves. 

All  of  which  help  the  compact, 
fuel-injected  2.5-liter  engine  produce 
189  horsepower  efficiently. 

A  variable  valve  timing  system 


further  enhances  the  powerplanf 
responsiveness.  It  helps  improve 
torque  at  low  and  medium  speed 
and  makes  idling  smoother. 

Of  course,  a  high-performanc 
engine  needs  a  high-performanc 
means  of  slowing  it  down. 

Massive  disc  brakes  nearly 
foot  in  diameter  and  an  advance" 
anti-lock  braking  system  on  all  fix 
wheels  help  prevent  wheel  lock-u| 
and  fading  under  hard  braking. 


'Suggested  retail  price  for  the  base  model  1994  BMW  525i  Sedan  is  $34,900.  Actual  price  will  depend  on  dealer.  Price  excludes  destination  ano 
handling  charges  taxes,  license  and  options.  ©1994  BMW  of  North  America,  Inc.  The  BMW  trademark  and  logo  are  registered. 


TARTS  WITH  A  FIVE, 
OESNT 


Additional  active  safety  features 
elude  an  agile  steering  system 
id  suspension  that  continuously 
ed  road  information  back  to  you. 
d  you  can  react  more  quickly. 

Even  an  alarm  reminds  you  to 
ok  out  for  slippery  surfaces  when 
e  temperature  outside  dips  below 
7  degrees. 

Passive  safety  comforts  such  as 
i  innovative  impact  sensor  system, 
Iht  seatbelt  tensioners  and  duai 


airbags  inside  add  to  your  sense  of 
security  and  well-being. 

The  rest  of  the  interior  is  typical 
of  BMW.  Ten-way  power  front  seats. 
Dual  climate  controls.  And  a  stereo 
with  250  watts  and  ten  speakers. 

But  these  are  merely  facts  and 
figures.  To  fully  appreciate  the  525i 
Sedan,  try  the  following  number: 
1-800-334-4BMW. 


THE  ULTIMATE  DRIVING  MACHINE: 


Other  Comments 


Special  Interest  Spread 

In  1960  there  were  365  paid  lobby- 
ists of  the  Senate.  Today,  there  are 
40,100,  or  400  lobbyists  for  every 
Senator.  In  1970  the  American  Asso- 
ciation of  Retired  Persons  (AARP), 
one  of  the  most  politically  powerful 
special  interest  groups  in  America, 
had  2  million  members.  In  1990  it 
had  30  million  members. 
-Stephen  Moore, 
Institute  for  Policy  Innovation 

Time  Bomb 

The  Chinese  oppose  sanctions  against 
North  Korea,  Patriot  missiles  for 
South  Korea,  even  a  draft  U  .N.  resolu- 
tion taking  North  Korea  to  task  for 
interfering  with  inspections  of  its  nu- 
clear sites.  "If  pressure  is  applied  to 
North  Korea,"  Chinese  President 
Jiang  Zemin  said,  "that  can  only  com- 
plicate the  situation  on  the  North 
Korean  peninsula."  It's  hard  to  square 
this  position  with  Jiang's  assurances 
that  China  wants  a  nuclear-free  Kore- 
an peninsula.  It's  even  harder  to  square 
this  view  with  China's  own  interests. 

The  threat  posed  by  Pyongyang's 
violation  of  the  Nuclear  Non-Prolifer- 
ation Treaty  unsettles  the  foundation 
upon  which  Asia's  stability  has  rested 
for  four  decades:  an  agreement  by 
Japan  to  reject  its  own  nuclear  arms  in 
favour  of  an  American  security  um- 
brella. With  the  umbrella  now  spring- 


ing leaks,  failure  to  persuade  Pyong- 
yang to  drop  its  nuclear-arms  pro- 
gramme would  almost  certainly  lead 
to  decisions  by  both  Seoul  and  Tokyo 
to  pursue  their  own  programmes. 
China  may  prefer  a  divided  Korea  to  a 
united  and  prosperous  Korea.  But  the 
likely  outcome  of  China's  policies  will 
be  a  divided  Korea  where  both  North 
and  South  possess  the  bomb. 
-Far  Eastern  Economic  Review 

Word  Games 

"I've  always  gone  through  things 
very  fast,"  Benjamin  said.  "I  learn  a 
lot  about  them,  and  then  I  lose  inter- 
est." He  gave  a  light  laugh  and 
cocked  his  head  to  the  right.  Then  he 
shrugged.  "Anyway,  writing  is  one 
thing  you  can  never  really  get  tired 
of.  You  can  never  really  win  at  it." 
-Summer,  by  Lisa  Grunwald 

Justice  Will  Out 

There's  a  world  of  difference  be- 
tween the  Clintons'  complex  cover- 
up  on  Whitewater,  which  bred 
doubt,  and  Clinton's  simple  denial  of 
a  sexual  allegation,  on  which  he  de- 
serves the  benefit  of  our  doubt. 

It  Jones  vs.  Clinton  goes  to  court, 
who  carries  the  burden  of  proof?  Al- 
though civil  and  criminal  law  differ, 
our  sense  of  fairness  places  that  bur- 
den on  the  accuser;  the  defendant 
need  not  prove  himself  innocent. 


Sexual  harassment  is  widespread, 
wrong,  unlawful  and  should  be 
stopped.  The  best  way  for  the  harassed 
to  get  justice  is  to  file  a  complaint 
promptly,  as  laws  require,  and  not  wait 
[until]  the  target  is  politically  ascen- 
dant or  at  risk.  The  best  way  to  protect 
the  rights  of  the  accused  is  to  hold  fast 
to  our  presumption  of  innocence. 
-William  Saeire,  New  York  Times 

Tea  is  quiet  and  coffee  is  loud. 

-Miriam  Novalle,  owner  of  T, 
a  New  York  tea  emporium, 
Conde  Nast  Traveler 

Food  for  Thought 

Imagine  that  employers  purchased 
food  insurance  for  their  workers.  Ev- 
ery time  the  employee  went  to  the 
supermarket,  he  or  she  paid  only  20% 
of  the  grocery'  bill  because  the  "food 
insurer"  picked  up  the  rest  of  the  tab. 
Most  shoppers  probably  would  buy 
expensive  steaks  and  fine  wine  in- 
stead of  hamburger  and  beer. 

Luxury  foods  would  soon  push 
budget  items  off  the  shelves.  People 
without  food  insurance  couldn't  af- 
ford to  shop.  The  cost  of  food  insur- 
ance would  rise,  and  more  and  more 
people  would  be  left  standing  outside 
the  supermarket. 

This  is  exactly  what  has  happened 
to  our  health  care  system  in  the  U.S. 
This  is  not  to  cast  blame:  Americans 
are  simply  responding  to  the  incen\ 
fives  placed  before  them. 
-The  Economic  Impact  of  Health  Care 
Reform,  Montgomery  Securities 

Ignorance  is  Bliss 

The  eourth  of  June  is  Eton's  big 
day.  Hardly  anyone  remembers  what 
Eton  is  celebrating  on  Tlje  Fourth — 
George  Ill's  birthday.  He  and  Hen- 
ry VI  were  the  only  two  monarchs 
who  loved  Eton.  Etonians  are  en- 
couraged to  overlook  the  fact  that 
they  were  also  England's  only  two 
mad  monarchs. 
-Mark  Dixon, 
An  Eton  Schoolboy's  Album  WBk 
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"WHY  IS  OUR 
AWARD  PROGRAM 
SO  POPULAR  WITH 
FREQUENT  TRAVELERS? 
WE'RE  IN  EVERY  CITY 


THEY  FREQUENT. 


99 


As  a  business  traveler  you  earn  free  vacations  faster  with 
Marriott's  Honored  Guest  Award  program.  With  over  250  locations 
worldwide,  we're  doing  business  wherever  you're  doing  business. 
To  join  the  program  call  1-800-648-8024.  For  reservations, 
call  your  travel  agent  or  1-800-228-9290. 

Harriott 

HOTELS  RESORTS  SUITES 


WE  MAKE  IT  HAPPEN  FOR  YOU; 


©1994  Marriott  international.  Inc. 


Some  Of  TheWorl 


Based  on  cities  served  by  Delt.i  and  Delta  Connection*  Delta  Connection  flights  operate  with  Delta  flight  numbers  3000-5999  and  7000-7999.  ©  1994  Delta  Air  Lines,  Inc. 


lost  Important  Meetings 


Handshake. 


You  cross  time  zones  and  territories, 


boundaries  and  borderlines,  oceans, 
countries  and  continents.  And  you  do 


it  all  in  the  name  of  business.  And  with 


a  flight  taking  off  every  17  seconds  of 
every  day  to  over  300  cities  in  34 
countries,  Delta  Air  Lines  can  fly  you 


to  the  farthest  corners  of  the  business 


world.  Of  course,  when  the  job  is  done, 
we'll  gladly  bring  you  back  to  a  place 
where  the  really  important  meetings 
happen.  Where  facts  and  figures  are 
replaced  with  hugs  and  smiles.  Join  us 
on  your  next  business  trip.  We  think 
you'll  love  the  way  we  fly. 


ADELTAAIR  LINES 

 You'll  Love  The  Way  We  Fly-  


You  get  what  you  pay  for  when  you  buy  the  insurance,  too. 


If  you  own  fine  jewelry,  you  deserve  insurance  that's  as  vahmbJ^aSme  jewelry  itselt.  Which  is  why 
so  much  of  the  world's  precious  jewelry — in  fact,  many  billions  of  dollars  worth — is  insured  by  Chubb 
The  right  insurance  isn't  simply  a  matter  of  what  it  costs,  but  what  it's  worth.  And  with  over  a  century 
of  experience  covering  special  gifts  and  heirlooms,  a  reputation  for  fair  and  timely  claim  service  and^^| 
financial  strength,  Chubb  insurance  is  worth  its  weight  in  gold.  For  information  and  a  free  broclj 
protecting  your  jewelry,  call  your  agent  or  broker,  or  Chubb  at  1-800-CHUBB  08. 


Insure  your  world  vith  Chubb 


Foi  promotional  purposes,  Chut  h  r  tors  u>  member  insurers  of  the  Chuhh  (.  iroup  of  Insurance  Companies  who  issue  coverages* 
.  1  is  ckm  riprive  onh,   1  i  •■.\  afforded  is  subject  to  the  terms,  conditions  and  exclusions  of  the  poUijflS 

CHubb  Group  of  Insurance  Comp  i    -, 'X  arren,  NJ.  Jewelry  and  place  settings  courtesy  of  Tiffany  &  Co. 


Commentary 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Chairman 


SAUDI  ARABIA 

Saudi  Arabia,  whose  financial  stability  and  economic  who  would  not  feel  far 
future  were  severely  criticized  in  the  New  York  Times  and 
Financial  Times,  is  in  far  better  condition  than  any  casual 
!  reader  of  such  articles  would  imagine.  Kip  Forbes  and  I, 
during  a  recent  trip  to  the  Kingdom,  met  with  leaders  of 
the  government  and  the  burgeoning  private  sector  in 
Riyadh  and  Jidda,  as  well  as  with  representatives  of 
i  foreign  investors.  From  this  and  personal  observation  we 
gained  these  impressions: 

■  The  economy.  Saudi  Arabia's  economy  is  far  stronger 
and  has  better  prospects  than  its  critics 


believe.  Although  oil  prices  are  de- 
pressed, there  are  signs  of  a  substantial 
increase  in  consumption  and,  there- 
fore, the  price  of  oil.  Both  the  Organi- 
zation for  Economic  Cooperation  & 
Development  and  the  International 
Energy  Agency  predict  a  50%  increase 
in  world  energy  consumption  over 
1991  by  the  year  2 0 1 0 .  Oil  is  bound  to 
make  up  a  large  part  of  this. 

Even  more  favorable  is  the  growth 
of  the  nonoil  economy,  generated 
•mostly  in  the  major  industrial  cities  of 
Jubail  and  Yenbo.  Too  many  people 
believe  that  all  Saudi  Arabia  does  is  produce  and  sell  oil  and 
that  the  economy  is  in  trouble  when  oil  prices  are  low.  Oil 
actually  makes  up  only  a  little  over  a  third  of  the  GDP. 

■  Domestic  strengths.  Saudi  Arabia  is  a  developed  coun- 
Itry  with  a  modern  infrastructure  of  ports,  roads,  transpor- 
tation, communications  and  schools.  It  has  a  trained, 
jskilled  work  force  and  a  growing  export  trade,  as  well  as  a 
jhuge  domestic  market,  while  tax  and  other  incentives 
[attract  foreign  investment.  Because  of  reduced  oil  reve- 
piues  the  government  has  decreed — and  is  succeeding 
with — a  20%  reduction  in  government  spending.  Saudi 
citizens  are  not  taxed,  and  all  education  and  health 
services  are  provided  free  to  them. 

■  Foreign  policy.  Saudi  foreign  policy  and  security  are  in 
experienced  hands.  Minister  of  Foreign  Affairs  Saud  al- 
Faisal  Al  Saud  and  Minister  of  Defense  Sultan  ibn  Abdul 
Aziz  Al  Saud  have  been  in  office  many  years  and  have 
guided  the  Kingdom  to  close  relations  with  both  the 
West  and  other  Arab  countries.  The  Saudis'  main  worries 
are  Iran  and  Iraq;  we  did  not  encounter  a  single  Saudi 


CWW,  Suliman  Olayan,  Kip  Forbes: 

Discussing  the  economic  climate  with  one  of 
Saudi  Arabia's  most  successful  capitalists. 


more  comfortable  if  Saddam 
Hussein  were  no  longer  the  head  of  his  country. 

The  Saudis  are  concerned  about  the  weakness  and  drift 
in  Anerica's  leadership  and  in  our  wavering  foreign 
policy.  They  are  particularly  sensitive  regarding  our  poli- 
cy— or  lack  of  it — in  Bosnia  because  of  its  large  Muslim 
population.  The  Saudis  were  dismayed  over  our  joining 
others  in  trying  to  persuade  Bosnia  to  accept  Serbia's 
brutal  aggression  and  to  agree  to  partitioning.  They  also 
were  concerned  about  our  apparent  fear  of  doing  any- 
thing that  might  offend  Russia  and 
about  our  willingness  to  turn  deci- 
sion making  over  to  an  increasingly 
inept  United  Nations. 

These  positions  have  led  the  Saudis 
to  wonder  if  they  can  rely  on  us  in  the 
future  as  they  have  in  the  past.  They 
remember  with  gratitude  our  enor- 
mous contribution  to  their  security 
during  the  Gulf  war.  They  recognize 
that  it  is  the  leadership  and  not  the 
basic  strength  of  the  U.S.  that  has 
changed,  but  their  worries  are  com- 
pounded by  U.S.  responses  in  Soma- 
lia and  Haiti.  Despite  these  concerns, 
the  Saudis  awarded  a  gigantic  contract  to  AT&T  amidst 
fierce  competition  from  other  countries. 

■  Fundamentalism.  The  Saudis  have  returned  to  a  strict 
observance  of  their  traditional  values  after  a  period  of 
seeming  relaxation  in  the  1970s  and  1980s.  Since  it  is 
commonly  believed  that  the  Shah  of  Iran's  fall  was  caused 
by  his  attempt  to  secularize  Iran  and  push  it  too  rapidly 
toward  Western  ways,  the  Saudi  government  tries  not  to 
provoke  religious  backlash  by  doing  the  same.  Saudi 
leadership  is  always  conscious  of  the  significant,  potential- 
ly radical,  Shiite  presence  within  the  Kingdom. 

■  Foreign  investment.  Saudi  Arabia  is  an  excellent  place 
for  foreign  investment.  Prospects  are  strong  for  continued 
stable  government.  There  are  many  incentives  to  attract 
foreign  investors,  and  political  and  economic  policies  are 
highly  favorable  to  free  enterprise,  private  profit  and 
owning  property  without  fear  it  will  be  nationalized.  There 
is  also  a  growing,  sophisticated  market  eager  for  products 
and  services,  much  of  which  will  be  supplied  by  Saudi 
enterprise  and  entrepreneurs  in  the  coming  decades.  H 
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Reason  &16  to  consider  working  with  an  investment  professional. 


A  Professional's  Financial  Game  Plan 


A  gifted  individual  like  Joe 
Montana  knows  his  true  expertise  is  on 
the  playing  field,  not  in  the  financial 
field.  He  relies  on  investment  profes- 
sionals to  develop  a  workable  game  plan 
for  his  family  and  his  future. 

An  investment  professional  can 
offer  experience,  training,  perspective 
and  focus  to  guide  you  through  thou- 
sands of  options  in  today's  domestic 
and  international  investment  arena. 


Franklin/Templeton  has  always 
believed  you  can  benefit  from  profes- 
sional advice  to  help  in  asset  allocation, 
investment  suitability,  diversification, 
and  service. 

Call  your  investment  professional 
today. 


This  ad  is  a  paid  endorsement.  Use  of  an  investment  professional  cannot  assure 
your  financial  goals  will  be  met.  The  testimonial  used  may  not  he  representative 
of  the  experience  of  all  customers. 

Sponsored  by  Franklin/Templeton  Distributors,  Inc. 


FRANKLIN 
TEMPLETON 

Franklin/Templeton  Distributors,  Inc.,  777  Mariners  Island  Blvd.,  San  Mateo,  CA  94404 


WHAT  S  AHEAD  FOR  BUSINESS 

EDITED  BY  HOWABD  BAHKS  


Business  startups:  on  the  rise  again 


Despite  higher 
taxes  and 
increased  and 
costly  government 
regulation,  small 
business  startups 
are  growing  as 
fast  as  they  did 
from  1970  to 
1985. 


Joseph  W.  Duncan  has  a  spot  of  good  news 
for  the  Clinton  Administration.  "We  are  back  to 
seeing  people  starting  new  businesses  at  a  pace 
we  haven't  seen  in  half  a  decade,"  says  Duncan, 
chief  economist  at  Dun  &  Bradstreet.  By 
Duncan's  numbers,  new  business  incorpora- 
tions jumped  6%  in  1993,  to  706,540  (see 
chart). 

Why,  after  a  lengthy  pause,  did  small  busi- 
ness creation  start  picking  up  in  1992  and  accel- 

End  of  the  drought? 

Index  of  small  business  startups  (1965  =  100) 
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Sources:  Dunn  &  Bradstreet;  National  Federation  of  Independent  Business 


erate  last  year?  Two  main  reasons,  Duncan 
replies.  One  factor  is  the  continued  downsizing 
by  major  corporations,  which  leads  them  to 
buy  in  more  services  from  outside.  But  more 
important  has  been  the  general  feeling  that 
the  economy  is  improving — "animal  spirits,"  as 
John  Maynard  Keynes  called  this  hard-to- 
measure  factor. 

Note  that  animal  spirits  haven't  risen  at  the 
same  rate  everywhere.  The  startups  have  been 
concentrated  in  areas  where  the  local  econo- 
my has  been  doing  best — the  Mountain  states 
from  Arizona  to  Idaho,  the  midwestern  Rust 
Belt,  and  in  Florida  and  even  California. 

Another  interesting  finding  from  Duncan's 
research  on  startups:  Many  more  survive  than  is 
generally  thought.  It  is  often  said  that  three 
out  of  four  startups  die  in  year  one.  But  a  D&B 
study  identified  249,768  "real"  businesses 
started  in  1985  (those  that  entered  d&b's  credit 
files).  Of  them,  177,133 — over  two  thirds — 
were  still  going  strong  in  early  1994.  While  very 
few  of  these  had  added  more  than  100  new 
employees,  fully  88%  of  the  survivors  had  main- 
tained or  added  some  new  jobs  in  that  time. 


Some  gloom  from  the  Sub  S  corps 


The  slowdown  in  startups  from  1985  to 
1992  provides  more  ammunition  for  those  ar- 
guing that  higher  taxes  (especially  on  capital 
gains),  tougher  and  costly  environmental  laws, 
and  other  government  policies  helped  create  a 
hostile  environment  for  small  businesses.  But 
offsetting  this,  many  employees  sacked  from 
big  companies  have  decided  that  the  hassles  of 
starting  a  business  are  preferable  to  no  work  at 
all.  Duncan:  "In  many  cases  two  or  three  people 
with  marketable  skills  thrown  out  of  a  major 
corporation  can  create  a  business  and  make 
more  income  this  way,  though  without  any 
fringe  benefits." 

How  long  might  the  startup  surge  contin- 
ue? The  Federal  Reserve  has  not  yet  pushed  rates 
up  far  enough  to  dampen  the  economy,  says 
Robert  P.  Pincus,  president  of  Franklin  National 
Bank  of  Washington,  D.C.,  who  reckons  he- 
has  made  more  loans  to  small  businesses  than 
most  bankers.  "But  if  the  prime  gets  to  8%,  9% 
or  10%,  then  you  will  see  an  impact." 

A  warning  sign  that  higher  taxes  may  al- 
ready be  starting  to  depress  animal  spirits  came 
from  an  April  National  Association  of  Manu- 
facturers survey  of  2,100  small  business  mem- 
bers. The  survey  shows  that  companies  oper- 
ating as  S  corporations  (which  pay  taxes  at  the 
owners'  personal  rates,  and  so  saw  their  taxes 
hiked  retroactively  to  January  1993)  are  much 


gloomier  than  companies  paying  lower  corpo- 
rate taxes  (see  chart,  below). 

White  House  policymakers  should  do 
themselves  a  favor  and  take  a  close  look  at  that 
nam  survey.  Hi 

Taxes  do  matter 

Small  manufacturers'  plans  for  1994 


Investment  will: 


tJfti 


3%  3.7% 


Decline  Stay  the  same  Increase  No  response 
Employment  will: 


59.8%  S7% 


I 


4.2%  3.7% 


Decline       Stay  the  same  Increase 


Til  9.7% 


No  response 


Source:  National  Association  of  Manufacturers  survey  of  2. 1 00 
small  company  members. 


Bosses  paying  higher  individual  tax  rates 
plan  to  invest  less  and  to  cut  jobs. 
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THE  FORBES  INDEX 


BY  ROBERT  ROSENSTEIH 


The  Forbes  Index  (1967=100) 


145 

'80         '82        '84        '86        '88        '90        '92  '94 


In  each  of  the  last  12  months  through  April,  an  average 
of  189,000  net  new  jobs  were  created.  In  contrast,  in  the 
12  months  ending  April  1993,  an  average  of  123,000  new 
jobs  were  created.  Nevertheless,  there  are  some  signs  of 
sluggishness  in  the  economy.  Retail  sales  fell  0.8%  in  April, 
and  initial  claims  for  unemployment  compensation  rose 
3%,  to  a  weekly  average  of  350,000.  Economist  Michael 
Evans  thinks  that  job  growth  may  begin  to  slow  dramati- 
cally in  July.  Any  increase  through  June  would  be  "a  last 
gasp,"  says  Evans. 


Other  key  rates 

Source 

Status 

Prime  rate 

Chase  Manhattan  Bank 

7.25% 

Auto  sales  year  to  date  vs  1993' 

Ward's  Automotive 

14.8% 

Index  of  leading  indicators  Mar  vs  Feb 

Dept  of  Commerce 

0.7% 

trade  balance  12  months  ended  Feb  1994' 

Dept  of  Commerce 

-$140  bil 

All-commodity  producer  price  index  Apr  vs  Mar3 

Dept  of  Labor 

0.1% 

GDP  1st  quarter  vs  4th — annualized  growth 

Dept  of  Commerce 

2.6% 

M2  (3-month  change) — annualized  growth1 

Federal  Reserve 

1.7% 

1  U.S. -based  manufacturers,  excludes  imports,  as  of  4/30/94. 2Goods  and  services.  Wholesale  goods. 
4  Includes  Ml  (public  currency  and  checking  deposits)  plus  savings  accounts  and  money  market  funds. 

Index  components 


Services    •   Total  index 


Inventories     o    New  orders 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  8  equally  weighted  elements:  The  cost  of 
services  relative  to  all  consumer  prices,  the  level  of  new 
orders  for  durable  goods  compared  with  manufacturers' 
inventories,  total  industrial  production,  new  housing 
starts,  personal  income,  new  claims  for  unemployment 
compensation,  total  retail  sales,  total  consumer 
installment  credit. 

To  measure  these  8  elements,  Forbes  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  in  these  charts. 
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Industrial  production  index  (198/ 
seasonally  ad|usted  (Federal  Reserve) 


155 


145 


135 


140 


minim' 

Consumer  price  indexes  (1982-84  average=100) 
all  urban  consumers,  unadjusted  (Dept  of  Labor) 


New  housing  starts  (thousands)  privately  owned, 
unadjusted  (Dept  of  Commerce) 


270 


150 


Manufacturers'  new  orders  and  inventories 

(Sbillions),  seasonally  adjusted  (Dept  of  Commerce) 


3300 


3100 


2900 


2700 


Personal  income  (Sbillions)  wage  and  salary 
disbursements,  seasonally  adjusted  (Dept  of  Commerce) 


400 


190 


310 


New  unemployment  claims  .-verage  tor  month 
(thousands),  seasonally  adjusted  (Dept  of  Labor) 


Retail  sales  (Sbillions), 

seasonally  adjusted  (Dept  of  Commerce) 


820 


795 


770 


745 


Consumer  installment  credit  (Sbillions)  total, 
seasonally  adjusted  (Federal  Reserve) 


MAMJJASONDjFMA 


MAM  J    JASONDJ  FMA 


MAMJ    JASONDJ  FMA 
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else  is  history 

With  four  out  of  five  Accords      output  to  145  horsepower,  as  well   or  passenger  comfort.  W 


With  four  out  of  five  Accords 
now  being  made  in  America,  the 
future  has  never  looked  better. 

The  new  Accord  Sedan  from 
Honda  is  more  aerodynamically 
beautiful  than  ever. 

You'll  notice  that  the  driver's 
and  front  passenger's  airbags  SRS 
are  standard.  The  Accord  EX, 
pictured  here,  features  a  refined 
anti-lock  braking  system. 

While  we're  on  the  subject  of 
safety,  the  Accord  meets  federal 
side-impact  standards  for  1997— 
three  years  early. 

Its  2.2  liter,  16-valve  engine  will 
be  a  topic  of  engineering  lectures 
for  years  to  come.  A  new  version 
of  the  Honda-designed  Variable 
Valve  Timing  and  Lift  Electronic 
Control  system  (VTEC)  in  the 
Accord  EX  increases  its  power 


output  to  145  horsepower,  as  well 
as  improves  its  fuel  efficiency. 

Computer  analysis  and  testing 
revealed  how  high-tech  sound- 
absorbing  materials  and  changes 
in  the  body's  internal  structure 
could  reduce  vibration  and  noise 
even  more. 

Study  the  interior  of  the  new 
Accord  and  you  will  find  that  it's 
expanded  in  four  dimensions: 
length,  width,  height -and  style. 
The  look  is  warm  and  inviting, 
with  soft  luxurious  fabrics  and 
pleasing  textures.  A  rich,  leather- 
trimmed  interior  is  available  on 
the  Accord  EX. 

The  sea  ts  are  wider  and  offer 
greater  support  in  the  hip,  back 
and  shoulder  areas.  A  padded 
center  armrest  with  storage  bin 
is  ideally  positioned  for  driver 


or  passenger  comfort. 

The  new  instrument  panel  is 
a  model  of  intelligent  planning 
and  design.  Gauges  are  large  and 
easy  to  read.  Controls  operate 
with  a  satisfying  precision. 

Honda  engineers  wrote  the 
book  on  ride  and  handling.  The 
Accord  adds  another  chapter. 
Its  sophisticated  4-wheel  double 
wishbone  suspension  expertly 
absorbs  bumps,  tracks  accurately 
through  curves  and  responds 
immediately  to  steering  inputs. 

The  Accord  has  a  history  of 
sending  everybody  else  back  to 
their  drawing  boards.  With  the 
introduction  of  the  new  Accord, 
history  is  bound  to  repeat  itself. 

ACar  Ahead 


O  1<W4  American  Honda  Motor  Co.,  Inc. 


Road  construction 
next  4,000,000 
miles. 


Most  of  the  four  million  miles  of  public 
road  and  highway  in  this  country  need  major 
repairs,  improvements  or  expansions. 

In  fact,  our  country's  entire  infrastructure 
is  aging.  This  includes  bridges,  airports,  mass 
transit  systems,  and  environmental  systems,  as 
well  as  local  roads  and  highways. 

This  year,  Martin  Marietta  Materials 
Company  will  provide  65  million  tons  of  aggre- 
gates —  crushed  stone,  sand  and  gravel  —  for 
vital  infrastructure  projects,  and  our  proven 
reserves  of  more  than  four  billion  tons  will  help 
keep  America  on  the  move. 

With  precision  techniques,  we're  making 
aggregates  mining  safer  and  more  efficient. 

With  plant  automation,  we're  increasing 
productivity  in  a  setting  designed  to  protect  the 
surrounding  countryside. 

And  instead  of  stripped  mines  and  empty 
quarries,  our  site  reclamation  program  produces 
pastures,  reservoirs,  wildlife  habitats  and 
recreational  areas. 

When  you  add  it  all  up,  small  rocks  are 
hardly  a  small  matter. 

After  all,  aggregates  are  the  building  blocks 
of  America's  revitalization. 

6801  ROCKLEDGE  DRIVE,  65 THE  IDA,  MARYLAND  20817 
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The  three  rules  of  real  estate,  people  say, 
are  location,  location  and  location.  Gary  Primm 
knows  that  rule  works  for  gambling  casinos,  too. 

Do  drop  in 


By  Howard  Rudnitsky 

Drin  k  from  southern  California  on 
Interstate  15,  and  150  miles  across 
the  Mojave  Desert  you'll  come,  sud- 
denly, upon  two  brightly  lit  casino- 
hotel  resorts,  just  across  the  state  line 
in  Nevada.  With  Las  Vegas  still  40 
miles  away,  here  are  slot  machines, 
live  entertainment,  swimming  pools 
and  prices  that  won't  bust  your  w  allet: 
$30  a  night  for  a  weekend  room. 

Why  not  spend  the  night?  Indeed, 
why  not?  Last  year  2  million  cars 
pulled  into  Whiskey  Pete's  and  the 
Primadonna  Resort  and  Casino  on 
their  way  to  or  from  Vegas. 

The  two  establishments  are  owned 
by  Primadonna  Resorts,  Inc.,  now  a 
publicly  traded  company,  which  had 
net  revenues  last  year  of  $144  million 
and  operating  income  of  a  stunning 


$45  million — better  than  30  cents  on 
the  revenue  dollar.  Such  profit  mar- 
gins are  the  envy  of  the  big  Vegas 
casinos,  which  are  lucky  to  get  operat- 
ing profits  of  17%,  according  to  Op- 
penheimer  &  Co.  gaming  industry 
analyst  Steven  Eisenberg.  It's  an  all- 
cash  business  with  no  credit  risks. 

It  all  started  in  1952  when  Ernest 
Primm  acquired  400  acres  along  the 
state  line  together  with  a  gas  station 
and  bar  called  Whiskey  Pete's.  A  year 
later  he  acquired  another  400  acres 
from  the  Federal  government.  It  of- 
fered to  give  him  that  much  if  he 
could  grow  three  consecutive  crops 
on  his  land.  With  the  valuable  water 
rights  he  had,  he  managed  to  grow 
barley,  was  awarded  the  land  and 
never  farmed  again. 


Ernie  Primm  went  on  to  build  the 
Primadonna  casino  in  Reno  (since 
sold),  but  in  1977  he  turned  his  atten- 
tion to  the  state-line  acreage,  building 
a  12 -room  motel,  with  12  slot  ma- 
chines and  a  coffee  shop  to  cater  to 
folks  on  their  way  to  Vegas. 

Primm  died  a  few  years  later  at  age 
80,  and  it  was  left  to  his  son  Cary,  now 
54  and  chief  executive  officer,  to  de- 
velop the  full  potential.  Gary  Primm 
added  such  attractions  as  the  original 
bullet-riddled  Bonnie  &  Clyde 
"Death  Car"  and  the  Dutch  Schultz- 
Al  Capone  Gangster  Car.  Whiskey 
Pete's  caters  to  moderate-income, 
blue-collar  gamblers  who  ogle  the 
display  and  work  the  slots. 

Moving  upmarket,  Gary  Primm  in 
May  1990  opened  the  Primadonna 


Resort  and  Casino  to  cater  to  middle- 
income,  white-collar  families.  Prima- 
donna  has  a  turn-of-the-century  car- 
nival theme  and  features  a  Ferris 
wheel  and  an  indoor  carousel.  The 
two  properties  are  connected  by  a 
monorail,  which  makes  it  easy  for 
customers  to  enjoy  both  spots. 

According  to  Primadonna's  chief 
financial  officer,  James  VanWoer- 
kom,  each  slot  machine  produces 
profits  of  $115  per  day,  compared 
with  a  Las  Vegas  industry  average  slot 
machine  profit  of  around  $80  a  day. 
How  come?  Speed.  Primadonna  relies 
primarily  on  mechanical  machines  as 
against  video  poker  machines.  Says 
VanWoerkom:  "[The  electronic  ma- 
chine] slows  play  because  the  player 
has  to  spend  time  making  choices  on 
what  cards  to  hold  or  discard.  With 
mechanical  slot  machines  there's  no 
thinking,  just  pulling." 

On  a  mid-April  weekday  afternoon 
this  year  both  casinos  were  packed. 
Primadonna  doesn't  need  a  lot  of 
advertising  to  lure  these  crowds.  Ve- 
gas aims  much  of  its  huge  ad  budgets 
at  Californians,  and  Primadonna  way- 
lays the  people  on  the  way  there.  Gary 
Primm  is  spending  $130  million  to 
open  a  huge  new  casino-resort  hotel 
on  the  property  in  July.  Buffalo  Bill's 
will  have  a  Wild  West  theme,  a 
46,000-square-foot    casino,  1,800 


slot  machines,  a  618-room  hotel  and 
four  restaurants.  It  will  have  the 
world's  tallest  (209  feet  high)  roller 
coaster  entering  and  exiting  through 
the  casino,  a  water  flume  ride  through 
a  man-made  mountain  and  western- 
style  trains  running  through  all  the 
properties. 

Little  risk  motorists  will  miss  the 
place  on  their  way  to  Vegas:  A  3,000- 
foot-high  laser-based  rainbow  will 


A  monorail 
connects 
Primadonna 
Resorts' 

casino  properties 
Enticing  drivers 
heading 
to  Las  Vegas 
to  stop  a  while 
and  gamble  here. 
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Primadonna 
Resorts' 
Gary  Primm 
The  sound 
of  2,400 
slot  machines 
is  music 
to  his  ears. 


span  Interstate  15,  visible  5  miles  in 
either  direction. 

Until  June  21,  1993  Primadonna 
was  a  privately  owned  Subchapter  S 
company  whose  slot  machines  coined 
money  exclusively  for  the  Primm  fam- 
ily, which  now  numbers  six.  It  was 
taken  public  by  Salomon  Brothers 
and  Montgomery  Securities,  which 
sold  the  public  6.67  million  new 
shares  at  $18  each,  raising  $110  mil 
lion  to  help  finance  Buffalo  Bill's  and 
other  projects.  Primadonna  recently 
traded  around  $24.  Gary  Primm  is  the 
largest  shareholder,  with  10.67  mil- 
lion shares  (34.8%).  His  five  siblings, 
who  are  not  involved  in  the  casino 
business,  own  43%.  The  Primm  fami- 
ly's wealth  from  Primadonna  Resorts 
is  over  $600  million. 

In  March  1994  the  company 
signed  a  letter  of  intent  with  Lone  Star 
Casino  Corp.  to  jointly  develop  the 
Pine  Hills  Casino  on  250  acres  of  land 
in  Pine  Hills,  Miss.,  off  the  Interstate 
10  exit.  At  an  estimated  cost  of  $130 
million,  the  two  outfits  plan  to  build  a 
60,000-square-foot  casino,  an  18- 
hole  golf  course,  a  500-room  hotel 
and  conference  center  and  a  gourmet 
restaurant. 

You  guessed  it:  Pine  Hills  is  in  the 
path  of  lots  of  motorists.  An  estimated 
15  million  cars  a  year  flow  by  Pine 
Hills,  about  65%  more  than  in  Nevada 
on  Interstate  15.  The  New  Orleans 
metro  area  is  onlv  50  miles  awav.  H 
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In  1981  everyone  thought  $50  oil  was  a  shoo-in. 
More  recently  the  same  everyones  have  considered 
oil  dead  in  the  water. 

Wrong  again 


By  Robert  Lenzner  and  James  M.  Clash 


Just  before  the  late  March  opec 
meeting  in  Geneva,  Cyrus  Tahmas 
sebi,  chief  economist  at  Ashland,  Ky. 
based  Ashland  Oil,  said  the  price  of 
crude  oil  could  erode  to  $12.50  a 
barrel.  Couple  months  later,  and  oil 
breaks  $18  a  barrel. 

Oh,  sure,  the  runup  from  $14. 10  in 
late  March  to  a  recent  $  1 7.60  was  due 
in  part  to  a  cold  winter,  production 
problems  in  Iran  and  Nigeria,  fire  at  a 
North  Sea  drilling  platform  and  polit- 
ical turmoil  in  Yemen,  on  Saudi  Ara- 
bia's border.  But  it  is  doubtful  these 
short-term  factors  alone  account  for  a 
25%  runup  in  prices.  The  wild  card: 
Demand  is  creeping  inexorably  up- 
ward, while  major  additional  supplies 
are  not  in  sight. 

The    world    now  con-   

sumes  roughly  68  million 
barrels  of  oil  a  day,  about 

..!  it  produces;  by  2000 
it  will  need  79  million  bar- 

Is,  if  you  believe  the  2.5% 
annual  increase  projected 
by  a  leading  Wall  Street 
trader.  With  India,  China 
and  Latin  America  last  in- 
dustrializing, those  de- 
mand estimates  could 
prove  too  low. 

"Longer-term  demand 
will  be  robust  if  we  accept 
the  vision  of  a  strongly 
growing  Asia  with  a  high 
intensity  of  raw  material 
usage,"  says  Andrew  Hall, 
chairman  of  the  Phibro  di- 
vision of  Salomon  Inc.  Hall 


The  China  boom 

A  net  importer  of  oil  now. 


Behind  the  bulls'  case 


Oil  production /demand  (millions  of  barrels  per  day) 


Production 


Demand 


points  out  that  two  tradi- 
tional exporters  of  oil  have 
become  or  are  about  to  be- 
come net  importers:  "Chi- 
na and  Indonesia  .  .  .  w  ill 
be  significant  importers  by 
the  end  of  this  decade." 
China  became  a  net  im- 


1993  2000 
China 


Includes  condensate.  "Including  Japan,  Malaysia,  South  Korea,  Taiwan,  Thailand 
and  other  Asia/Pacific  countries. 

Source:  East-West  Center  Program  on  Resources 


That  demand  for  oil  will  increase  dramatically  in 
of  the  century  is  almost  certain.  That's  bound  to 


porter  late  last  year  and  is  expected  by 
the  year  2000  to  consume  4.2  million 
barrels  a  day — at  least  1 . 1  million 
more  than  it  is  likely  to  produce.  India 
will  need  a  68%  increase  in  imports  by 
2000  (see  chart,  below),  to  1.4  million 
barrels. 

In  the  former  Soviet  Union,  oil 
demand  has  slumped  with  economic 
and  political  chaos,  dropping  even 
faster  than  production.  But  eventually 
Soviet  demand  will  pick  up  again. 

Where  will  the  1 1  million  extra 
barrels  come  from  to  meet  expected 
demand  six  years  hence?  The  Middle 
East  will  be  a  stretch.  Saudi  Arabia  has 
an  estimated  1.5  million  barrels  per 
day  in  excess  capacity,  and  maybe 
there's  another  1  million  from  Iraq  at 
first,  once  the  U.N.  embargo  is  lifted. 
Add  a  half- million  combined  from 
Kuwait  and  United  Arab  Emirates, 
and  that's  3  million  barrels  a  day. 

New  wells  in  the  Middle  East  could 
be  drilled,  adding  possibly  3  million 
barrels  per  day  within  a  few  years,  but 
that  still  leaves  the  world  5  million 
barrels  short  in  2000.  Argentina's 
newly  privatized  oil  companies,  along 
with  the  potential  for  privatization  in 
countries  like  Trinidad  and  India, 
should  help.  Someday  new  reserves  in 

  Russia  and  Kazakhstan  will 

come  to  market,  as  will  the 
hard-to-reach  Tarim  Basin 
fields  in  northwestern  Chi- 
na, but  that's  beyond  the 
year  2000. 

New  discoveries?  "In 
frontier  exploration,  it 
takes  ten  years  to  prove  a 
discovery,  from  leasing 
acreage  to  getting  oil  out  of 
the  ground,"  says  Edward 
Morse,  publisher  of  Petro- 
leum Intelligence  Weekly,  a 
highly  respected  industry 
newsletter.  "By  the  end  of 
the  decade  I  think  the  price 
will  be  significantly  higher 
than  the  $28  a  barrel  esti- 
mated by  the  International 
Energy  Agency  for  2005," 
he  adds. 

Of  course,  supply  in  the 
end  does  tend  to  equal  de- 
mand; that's  what  the  mar- 
ket is  for.  That's  where 
price  comes  in.  Price  ra- 
tions demand.  As  the  price 
rises,  people  find  ways  to 


12.2 


Asia  by  the  end 
lift  the  price. 
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use  oil  yet  more  efficiently  and  some 
people  go  without.  The  question  is: 
How  high  must  the  price  go  to  bring 
expected  demand  into  balance  with 
expected  supply?  At  a  price  above, 
say,  $25  a  barrel,  there  could  be 
additional  production  in  North 
America,  says  Matthew  Simmons, 
president  of  Houston-based  Sim- 
mons &  Co.  International. 

But  short  of  $25  oil,  U.S.  produc- 
tion will  most  likely  continue  to  slide. 
It  is  already  down  to  6.7  million 
barrels  a  day,  from  over  9  million  in 
early  1986.  Low  oil  prices  have 
caused  die  U.S.  majors  to  budget 
exploration  and  development  expen- 
ditures below  levels  needed  to  re- 
place depleting  reserves  (Forbes, 
Feb.  28).  "The  real  question  is  to 
what  degree  can  we  [the  U.S.]  slow 
our  decline  as  an  oil  producer,'"  says 
Daniel  Yergin,  president  of  Cam- 
bridge Energy  Research  Associates. 

So  far  we've  talked  economics,  not 
politics.  Rut  there  is  an  immeasurable 
political  factor  in  oil  prices.  Rising 
Islamic  fundamentalism  and  prolifer- 
ation of  nuclear  weapons  in  the  Mid- 
dle East  could  create  a  tighter  oil 
market  sooner  than  anyone  expects. 

In  short,  it  looks  as  if  the  bears  on 
oil  will  turn  out  to  be  as  wrong  as  the 
bulls  were  a  decade  ago. 

For  investors  with  nerve  there  is  an 
opportunity  to  buy  crude  oil  futures 
contracts  that  price  domestic  oil  at  a 
discount  to  today's  spot  market  price. 
A  December  contract,  traded  on  the 
New  York  Mercantile  Exchange,  is 
priced  today  at  $16.89  a  barrel.  This  is 
71  cents  less  than  the  spot  market 
price.  Or  you  can  buy  the  spot  market 
contract  at  $17.60  and  continually 
roll  it  over  into  December,  booking 
the  premium  received  over  $16.89. 
This  is  equivalent  to  playing  a  steep 
positive  yield  curve  in  the  fixed-in- 
come market. 

But  look  out.  Oil  prices  are  volatile, 
and  you  might  be  called  to  put  up 
more  margin  if  profit-taking  rolls  spot 
prices  back  to  below  $17. 

Another  way  to  participate  in  the 
price  of  oil  is  through  the  Salomon 
Phibro  Oil  Trust,  which  entitles  the 
investor  to  the  cash  equivalent  of  one- 
quarter  of  a  barrel  of  crude  oil  on  Nov. 
1,  1995.  The  shares  trade  at  313/i6, 
creating  a  barrel  of  oil  at  $15.25, 
$2.35  less  than  the  spot  market.  BH 


After  confounding  the  pessimists  in  the  early  1990s, 
Dell  Computer's  Michael  Dell  confirmed  their  suspicions 
last  year.  But  in  the  topsy-turvy  world  of  computers, 
he  may  already  be  proving  them  wrong  again. 

Michael  Dell's 
new  religion 


By  Toni  Mack 

The  big  banner  at  Dell  Computer 
Corp.'s  plant  in  Austin,  Tex.  read: 
"Glenn  will  take  a  pie  in  the  face  for 
2200  shipped  in  10."  Translation:  To 
meet  some  big  orders,  Dell  Vice  Presi- 
dent Glenn  Armbruster  would  let 


workers  slather  him  with  whipped 
cream  if  they  produced  2,200  com- 
puters in  ten  hours.  They  did,  and  he 
was.  A  relatively  small  price  to  pay,  he 
figured,  to  get  his  point  across:  Dell 
must  get  costs  down  and  productivity 


Dell  Computer  Corp.  founder  and  chairman,  Michael  Dell 
"We  won't  just  survive.  We'll  thrive." 
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Dell  Computer 


Chief  Information  Officer  Thomas  L.  Thomas  (left)  and  Senior  Vice  President  Scott  Flaig 
New  managers,  fresh  capital  and  serious  cost-cutting. 


up  if  it  is  to  survive.  It  must  attempt  to 
repeat  the  stunning  turnaround  engi- 
neered in  1992  and  1993  by  Compaq 
Computer's  Eckhard  Pfeiffer. 

Even  by  computer  industry  stan- 
dards, Dell  has  been  on  a  wild  ride. 
Sales  in  fiscal  1994  (ended  Jan.  30) 
surged  43%,  to  $2.9  billion,  but 
earnings  tumbled  from  $102  million 
($2.59  a  share)  to  a  loss  of  nearly  $40 
million.  Dell  stock  sank  from  nearly 
50  a  share  in  early  1993  to  13% 
before  bouncing  to  a  recent  24%. 

Dell,  still  only  29,  has  seen  $265 
million  wiped  off  the  value  of  his  26% 
stake  in  the  company.  His  response: 
"We're  not  just  going  to  survive  the 
computer  wars.  We're  going  to 
thrive." 

He's  probably  right.  Dell  has  al- 
ready made  some  impressive  strides. 
Since  early  1993  he  has  hired  several 
experienced  senior  managers,  raised 
$218  million  in  fresh  capital  to  fund 
growth  and  taken  an  a\  to  costs  that 
were  bloating  out  of  control. 

Cost  control  is  key  to  the  personal 
computer  business  at  a  time  when 
most  of  the  boxes  have  become  little 
more  than  commodity  products. 
Compaq  compressed  its  cost  struc- 
ture, cut  its  prices — and  boosted  its 
world  market  share  from  4.6%  to  7.4% 
in  1993,  estimates  PaineWcbber. 
Compaq  sales  climbed  75%,  to  $7 
billion,  and  earnings  1 17%,  to  a  rec- 
ord $462  million.  "Lower  costs  mean 
you  can  lower  prices,  which  raises 
your  volume,  which  lowers  your  unit 


costs  even  more,1'  says  Compaq  Chief 
Financial  Officer  Daryl  White.  "It's  a 
cycle  any  business  would  love  to  get 
into,  and  we're  there  now." 

To  get  Dell  there,  Michael  Dell  has 
been  examining  ever)'  facet  of  his 
design,  manufacturing  and  sales  pro 
cess.  Until  very  recently  Dell  w  as  a  big 
and  growing  company  with  a  corner 
grocer)'  store  style  of  management.  It 
grew  so  fast  with  its  computers- by- 
mail -order  pioneering  that  it  had  no 
time  for  the  subtleties  of  organiza- 
tion. Sales  were  zero  in  1984,  $3 
billion  a  decade  later. 

"No  one  had  any  idea  what  was  in 
inventory  or  what  was  needed  from 
procurement,"  says  Dell's  chief  infor- 
mation officer,  Thomas  L.  Thomas, 
one  of  Dell's  new  hires.  Result:  a  $29 
million  writeoff  of  obsolete  parts. 

With  new  controls  in  place,  at  Jan. 
30  Dell  was  supporting  a  43%  jump  in 
sales  with  27%  less  inventor)'  than  the 
year  before. 

Another  big  cost  cutting  step: 
whittling  Dell's  suppliers  from  140  to 
80,  and  cutting  better  deals  with  the 
survivors.  Reducing  freight  carriers 
from  21  to  3  will  trim  Dell's  freight 
costs,  a  major  expense  item,  by  a 
third.  "And  we  may  get  down  to  one 
carrier,"  chuckles  Scott  Flaig,  hired 
by  Dell  as  senior  vice  president  in  late 
1992.  "They're  bidding  like  crazy." 

Monitors,  disk  drives  and  other 
materials  costs  absorbed  70%  of  Dell's 
revenues  last  year.  Dell  expects  to  pare 
those  costs  by  10%  to  15%  this  year. 


Last  year  Dell's  gross  profits  were  a 
sickly  15.1%  of  sales.  Cutting  materi- 
als costs  by  15%  would  have  swollen 
that  gross  margin  to  25.6% — not 
much  below  Compaq's  27.1%  first  - 
quarter  gross  margin. 

Cutting  costs  does  more  than  im- 
prove profitability.  It  gives  operating 
flexibility,  too.  Dell  Chief  financial 
Officer  Thomas  Meredith  puts  it  this 
way:  "Now  we  can  pass  our  cost 
savings  through  to  customers  [via 
price  cuts  j  or  give  them  to  sharehold- 
ers. We  can  generate  more  net  income 
and/or  more  market  share."  Just  last 
month,  Dell  lowered  prices  by  8%  to 
14%  on  its  notebook  computers. 

Dell  stumbled  badly  last  year  in 
notebooks,  with  badly  designed 
products  it  had  to  cancel.  Now  it  is 
playing  catch-up  in  this  hot  part  of  the 
business  by  reselling  machines  made 
by  rival  AST.  Dell  plans  to  bring  out  its 
own  design  model  later  this  summer. 
It  recently  added  to  its  line  of  servers 
the  more  powerful  machines  used  to 
network  PCS.  It  is  expanding  its  Irish 
plant  for  growth  in  Europe  and  is 
looking  for  a  plant  site  in  Asia. 

Though  Compaq,  IBM  and  other 
competitors  have  tried  to  copy  the 
direct  marketing  strategy  that  has  fu- 
eled Dell's  growth,  Dell  still  leads  the 
pack  at  building  and  quickly  deliver- 
ing computers  customized  for  busi- 
nesses and  other  big  buyers,  then 
following  up  with  superb  customer 
service.  Michael  Dell  is  also  pushing 
into  the  retail  trade  in  the  U.S. — 
where  he's  lined  up  Sam's  Club,  Best 
Buy  and  others — and  overseas. 

The  upstart  of  the  PC  business,  Dell 
has  detractors  almost  as  fanatical  as  its 
boosters.  It  has  long  been  a  favorite 
target  of  shortsellers.  Most  analysts 
expect  Dell  to  earn  some  $85  mil- 
lion— $2.10  per  share — this  year.  But 
the  optimism  is  not  universal.  As  of 
Apr.  1 5,  investors  who  expect  Dell  to 
stumble  again  had  sold  short  fully  26% 
of  the  30  million  shares  not  owned  by 
Michael  Dell. 

The  shorts  were  proven  right  early 
last  year,  as  Dell  stock  collapsed  from 
nearly  50  to  below  14.  But  they  have 
been  wrong  much  of  the  time  since. 
Morton  Meyerson,  who  helped  Ross 
Perot  build  EDS  and  blows  Michael 
Dell  well,  offers  this  advice:  "Never 
underestimate  the  horsepower  inside 
Dell  Computer."  H 


46 


Forbes  ■  June  6,  1994 


People  who  reckon  that  Wal-Mart  will 
walk  all  over  Kroger  Co.  in  the  grocery 
business  underestimate  Joe  Pichler. 

Cash  Flow  Joe 


By  Marcia  Berss 

With  1,277  stores  in  24  states,  Cin- 
cinnati's Kroger  Co.  is  the  nation's 
largest  grocery  retailer — but  last  year 
one  of  the  least  profitable.  On  sales  of 
$22  billion  Kroger  netted  just  SI 71 
million,  barely  8  cents  per  $10  in 
sales.  The  average  grocery  store 
earned  nearly  twice  that. 

But  don't  blame  Kroger's  troubles 
on  its  chief  executive  since  1990,  54- 
year-old  Joseph  Pichler — "Cash  Flow 
Joe,"  as  he's  known  in  the  industry. 
Pichler  is  obsessed  by  two  related 
goals:  holding  market  share  and  con- 
trolling costs.  He's  had  to  be:  In  1988 
Kohlberg  Kravis  Roberts  tried  to  do  a 
leveraged  buyout  on  Kroger;  to 
thwart  kkr,  Pichler  (then  president) 
leveraged  Kroger  with  $5.3  billion  in 
debt  and  paid  shareholders  a  $40-a- 
share  dividend.  Now  it  must  service 
that  debt. 

Kroger  suffers  from  other  long- 
standing handicaps — a  unionized 
work  force  and  poor  productivity. 
And  now  the  last  thing  Kroger  needs: 
Nonunion  Wal-Mart  Stores  and 
Kmart  Corp.  are  shoving  out  huge 
new  supercenters — combination  dis- 
count and  grocery  stores — often  in  a 
Kroger  store's  backyard.  At  the  end  of 
1993, 4%  of  Kroger's  sales  base  direct- 
ly competed  with  Wal-Mart  or  Kmart 
grocery  stores.  This  year  that  will 
jump  to  12%;  next  year,  to  24%. 

But  don't  underestimate  Cash 
Flow  Joe.  He  is  fighting  the  invaders 
to  a  standstill. 

The  typical  Kroger  store  is  50,000 
square  feet  and  draws  its  customers 
from  a  2.5-mile  radius.  By  contrast, 
Wal-Mart's  supercenters  are  three 
times  as  large  and  pull  from  a  15-mile 
j  radius.  Wal-Mart  is  betting  that  price- 
conscious  shoppers  will  want  to  buy 
!  lettuce  where  they  buy  clothes  and 
:  sporting  goods,  and  so  will  drive  past 
ttwo  neighborhood  Kroger  stores  to 


go  to  a  Wal-Mart  supercenter.  But 
experience  to  date  suggests  this  is  not 
happening.  For  example,  Kroger  bat- 
tles supercenters  in  1 1  of  its  26  big- 
gest markets;  in  all  but  2,  Kroger  has 
gained  market  share. 

It  does  so  by  excelling  where  super- 
centers  lag,  in  high-profit  perishables 
like  produce  and  meat.  And  to  service 
debt,  Pichler  ordered  store  managers 
to  generate  cash  from  wherever  they 
could.  Managers  complied  in  all  sorts 
of  ways — for  example,  by  substituting 
25  cent  cake  containers  for  the  37- 
cent  version.  To  wring  more  produc- 
tivity from  all  levels  of  the  organiza- 
tion, Pichler  cut  corporate  staff  from 
1,400  to  400  and  gave  the  operating 
divisions  more  responsibility  for  pric- 
ing, buying,  merchandising,  labor  re- 
lations and  advertising. 

One  area  where  Pichler  didn't 
skimp  was  technology.  Before  he 
automated  the  system,  at  store  receiv- 
ing docks  Kroger  employees  had  to 
count  incoming  items,  check  that 
goods  received  were  ordered,  take  the 
invoices,  send  them  to  accounting. 
Kroger  developed  a  system  whereby 


goods  are  scanned  with  a  handheld 
computer  programmed  with  agreed- 
upon  product,  price  and  amount.  The 
first  division  using  the  new  technol- 
ogy' immediately  cut  36  accounting 
people.  These  and  scores  of  other 
productivity  enhancements  have 
squeezed  $142  million  a  year  from 
Kroger's  operating  cost. 

Pichler,  who  was  once  an  aide  to 
Secretary  of  Labor  George  Shultz,  is 
playing  tough  with  Kroger's  unions, 
too.  He  took  a  two-month  strike  in 
1992  in  Michigan,  for  example,  and 
won  the  wage  and  benefit  package  he 
wanted. 

Between  debt  repayment  (debt  is 
down  from  $5.3  billion  in  1988  to 
$4.1  billion  now)  and  lower  interest 
rates,  Kroger  has  cut  its  interest  bill  by 
over  25%  since  1991.  Pichler  is  using 
the  liberated  cash  flow  to  renovate 
older  stores  and  open  new  ones. 
Kroger  will  spend  nearly  $600  million 
this  year  and  ox  er  $500  million  next 
year;  this  will  push  the  growth  rate  of 
Kroger's  total  floor  space  from  2.5%  a 
year  to  nearly  5%. 

Look  beneath  the  bare  figure  for 
reported  earnings  and  the  results 
show  clearly.  Last  year  Kroger's  gross 
margins  jumped  to  23.6%,  up  from  a 
22.7%  average  for  the  prior  four  years 
and  on  a  par  with  well-run  grocers  like 
Albertson's  and  Winn-Dixie.  Analysts 
think  Kroger  will  net  $2 . 1 5  a  share  in 
1994,  43%  above  1993.  Joe  Pichler 
figures  that  any  executive  who  can  lick 
a  $5  billion  debt  load  in  a  low-profit 
business  doesn't  have  to  lose  a  lot  of 
sleep  just  because  Wal-Mart  is  invad- 
ing its  territory.  Mi 


Kroger  chief 
Joseph  Pichler 
"We  know  from 
111  years'  experi- 
ence, if  you  give 
up  market  share, 
it's  hard  to  get 
it  back.  The  best 
investment  is 
the  first  one." 
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Once  Indians  had  something  to  watch  other  than 
boring  state  TV,  the  set  business  boomed— and 
Venugopai  Dhoot  became  one  of  the  fast-developing 
economy's  newest  magnates. 

Thank  you,  MTV 


By  Peter  Fuhrman 

As  India  joins  China,  Latin  America 
and  other  rapidly  developing  econo- 
mies (Forbes,  May  23),  entrepre- 
neurial juices  are  surging  through  the 
subcontinent.  One  of  the  biggest  suc- 
cesses: Venugopai  Dhoot  and  his  Vid- 
eocon  International. 

Started  from  scratch  just  a  decade 
ago,  now  publicly  owned  Videocon 
has  become  India's  leading  maker  of 
television  sets,  with  26%  of  the  market 
and  revenues  last  year  of  $230  mil- 
lion, earnings  of  $15.3  million.  Mar- 
ket capitalization,  including  $90  mil- 
lion in  shares  recently  listed  in  Lux- 
embourg, is  $390  million. 

Dhoot,  42,  is  the  son  of  a  sugar 
farmer  from  Aurangabad  near  Bom- 
bay. When  he  started  Videocon  in 
1984,  the  only  thing  Dhoot  knew 
about  television  was  that  the  Indian 
market  was  closed  to  imports.  He 
convinced  Japan's  Toshiba  to  sell  him 
kits  for  assembly  in  India. 

"Toshiba  set  a  test  for  me,"  Dhoot 
recalls.  "They  handed  me  one  of  their 
kits  and  said  if  I  returned  the  next  day 
with  it  assembled,  they  would  be- 
come my  supplier.  Two  colleagues 
and  I  stayed  up  all  night  and  built  the 
TV."  Toshiba  sold  the  kits  to  Dhoot 
for  $500  each.  He  sold  the  finished 
20-inch  color  televisions  to  wholesal- 
ers for  $600. 

Sales  grew  slowly  in  India  because 
there  was  little  to  watch  beyond  a 
rather  boring  state-run  broadcasting 
system.  Dhoot  stayed  afloat  by  selling 
over  150,000  of  his  TVs  to  the  Soviet 
Union  during  the  late  1980s. 

Dhoot's  big  break  came  just  2V2 
years  ago  when  Star  TV,  owned  by 
Rupert  Murdoch's  News  Corp.,  be- 
gan delivering  by  satellite  a  package  of 
six  channels,  including  an  Asian  ver- 
sion of  MTV  and  the  BBC  World  Service 
Television.  The  government  network 


responded  by  improving  the  quality 
and  variety  of  its  programming,  and 
by  introducing  a  new  terrestrial  outlet 
aimed  at  younger,  urban  viewers.  TV 
set  sales  boomed:  Last  year  alone  1 
million  units  were  sold. 


rural  villages  where  TV  is  opening  new 
horizons  for  hitherto  isolated  people 

Dhoot's  toughest  competitor  is 
Calcutta-based  Philips  India,  a  very 
profitable  51%-owned  subsidiary  of 
the  Dutch  electronics  giant.  Sales  of 
Philips  TVs  doubled  in  the  last  two| 
years,  to  around  75,000  sets  sold  last 
year,  and  are  on  course  to  double 
again  this  year  to  150,000. 

With  a  population  of  900  million 
and  with  at  least  250  million  enjoying 
a  middle-class  standard  of  living,  In- 
dia's TV  market  is  still  young.  While 
Videocon  sells  most  of  its  sets  in  the 
smaller  towns,  Philips  India  targets 
urban  markets.  Philips  India  and  Vid- 
eocon are  both  planning  to  export 
sets  to  Southeast  Asia  and  Africa. 

All  this  potential  has  not  gone  un- 


Limbering  up  with  an  Indian  aerobics  program 

New  and  better  programs  fuel  the  boom  in  TV  sales. 


Toshiba  still  supplies  Dhoot  with 
technology  under  license,  but  Video- 
con now  makes  all  its  own  compo- 
nents. This,  plus  the  economies  of 
scale  from  much  higher  production 
runs,  has  pushed  down  the  wholesale 
price  of  Videocon's  20-inch  televi- 
sions to  $160,  further  expanding  the 
market.  To  market  the  sets,  Dhoot 
has  built  the  largest  retail  distribution 
system  in  the  country,  with  3,000 
independent  dealers,  many  located  in 


noticed.  Korea's  Goldstar  has  just  en- 
tered the  Indian  market.  Japan's  lead- 
ing maker,  Matsushita,  plans  to  begin 
manufacturing  TVs  in  India  later  this 
year  with  an  Indian  partner. 

Dhoot's  reaction  to  the  prospect  of 
fresh  competition:  "I'm  not  at  all 
afraid  of  the  Japanese.  We  will  do  as 
the  Korean  [TV  manufacturers]  have 
done:  defeat  the  Japanese  in  our 
home  market  and  then  compete  suc- 
cessfully with  them  outside  it."  Hi 


48 


Forbes  ■  June  6,  1994 


©  1994  SAAB  CARS  USA,  INC 


IT  GETS  ITS  AGGRESSIVE  STREAK  FROM  ITS  WILD  UNCLE. 

Its  great-grandmother  was  a  tour  bus.  Its  father  a  safe,  practical  900.  But  the  new  Saab  900  SE  Turbo  Coupe  shows 
definite  signs  of  a  Type-A  personality.  Sleeker  aerodynamics.  I  6-inch  alloy  wheels.  A  stiffened  sports  suspension.  A 
I  85-horsepower  intercooled  turbo  engine.  Switched  at  birth?  No.  Just  a  case  of  a  car 


company  with  jet  fuel  in  its  bloodlines. 

FOR  MORE  INFORMATION.  CALL  1-800-582-SAAB. 


THE  NEW  900  SE  TURBO  COUPE. 


Tutored  by  Sam  Walton,  Ricardo  Salinas  has  forged 
Elektra  into  Mexico's  top  retailer  of  TV  sets. 
Next:  building  a  media  empire. 

Shotguns  and 
airwaves 


By  Christopher  Palmeri 

Worried  by  the  recent  kidnappings 
of  wealthy  Mexican  businessmen,  38- 
year-old  Ricardo  Salinas  Pliego  has 
himself  chauffeured  to  work  in  an 
armor-plated  sedan  with  six  shotgun- 
toting  bodyguards,  some  of  whom 
follow  behind  in  a  separate  "chase" 
car.  As  boss  of  Grupo  Elektra,  he  is  an 
obvious  target. 

Elektra  is  Mexico's  largest  home 
electronics  and  appliance  retailer, 
with  more  than  300  stores.  Profits  last 
year:  $35  million,  on  $440  million  in 
sales.  The  Salinas  family  (no  relation 
to  President  Carlos  Salinas  de  Gor- 
tari)  owns  93%  of  Elektra's  publicly 
traded  stock;  the  family  holding  is 
worth  more  than  $1  billion. 

Now  the  family  is  expanding  into 
the  media  business.  Last  year's  pur- 
chase of  broadcaster  Television  Az- 
teca,  held  outside  Elektra,  puts  the 
Salinases  into  the  camp  of  global  me- 
dia moguls  and  promises  to  greatly 
expand  their  influence  as  well  as  their 
wealth.  "We  will  be  a  force,"  vows  the 
puckish  Salinas. 

Ricardo  Salinas'  family  has  long 
been  a  quiet  fixture  on  the  Mexican 
business  scene.  In  1907  two  brothers- 
in-law,  Benjamin  Salinas  and  Joel  Ro- 
cha,  opened  a  furniture  shop  in  Mexi- 
co City.  That  shop  has  since  grown 
into  Salinas  y  Rocha,  one  of  Mexico's 
largest  department  store  chains,  but 
this  wealth  has  accrued  to  the  Rochas. 
They  kicked  out  Ricardo's  grandfa- 
ther, Hugo  Salinas,  in  the  late  1950s. 

Hugo  Salinas  was  annoyed  but  not 
cowed.  He  had  already  started  Elektra 
to  assemble  radios  for  the  Mexican 
market.  To  get  back  at  the  Rochas,  he 
began  opening  electronics  retailing 
stores.  This  went  well  until  1982, 


when  the  Mexican  debt  crisis  and 
subsequent  devaluation  of  the  peso 
drove  Elektra  into  bankruptcy. 

While  his  lather  negotiated  with 
creditors,  Ricardo  Salinas  took  an  in- 
creasingly active  role  in  managing 
Elektra's  retail  stores.  Then  26,  Sali- 
nas had  earned  an  M.B.A.  degree 
from  Tulane  University.  But  his  most 
important  teacher  was  Sam  Walton. 
In  1984  one  of  Elektra's  suppliers 


arranged  for  him  to  spend  a  day  with 
the  Wal-Mart  founder.  "He  asked  me 
a  lot  of  questions  I  didn't  know  the 
answers  to,"  Salinas  recalls.  "He 
asked  me  about  my  gross  margin  re- 
turn on  inventory.  I  didn't  know  what 
that  was." 

Salinas  soon  had  the  answers.  He 
invested  in  computer  systems  for 
Elektra,  reduced  the  number  of  lines 
the  stores  carried  and  reduced  prices, 
targeting  Mexico's  poor  and  lower- 
middle-class  consumers.  In  1991 
Elektra  began  offering  credit  to  low- 
er-income customers,  a  first  among 
major  Mexican  retail  chains.  Salinas 
offered  people  the  chance  to  pay  for 
their  TVs,  vcrs  and  other  electronic 
goods  a  week  at  a  time,  at  annual 
interest  rates  that  work  out  to  about 
60%.  Elektra's  credit  business  has 
climbed  to  more  than  half  of  company 
sales  in  just  three  years. 

Thanks  to  these  and  other  innova- 
tions, in  a  very  weak  retail  environ- 
ment Elektra's  sales  and  profits  were 
up  more  than  21%  last  year.  These 
gains  have  come  largely  from  the 
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hides  of  small  electronics  stores  and 
the  Rocha  family's  higher-priced  Sali- 
nas y  Rocha  chain — a  sweet  victory  for 
Salinas.  Gloats  he:  "I  feel  my  family 
has  finally  been  vindicated.' 1 

Still,  Salinas  knows  that  competi- 
tion and  the  rapid  modernization  of 
Mexico's  economy  will  drive  down 
those  high  consumer  credit  rates  and 
eat  into  Elektra's  margins.  To  diversi- 
fy, Salinas  had  for  several  years  been 
trying  to  buy  the  government's  Tele- 
vision Azteca,  which  broadcasts  two 
channels  nationwide.  He  finally  suc- 
ceeded last  summer  when  the  govern- 
ment agreed  to  sell  him  Azteca  for 
$641  million,  30%  higher  than  the 
next  highest  offer.  "We  saw  a  monop- 
oly with  huge  profits,"  Salinas  says  of 
the  Mexican  television  market,  "and 
I'm  a  businessman." 

To  help  finance  the  Azteca  deal, 
Salinas  brought  in  wealthy  Mexico 
City  businessman  Alberto  Saba.  In 
mid-May  Salinas  announced  that 
General  Electric's  NBC  had  acquired 
an  option  to  buy  20%  of  Azteca  for  a 
price  that  could  top  $200  million. 


Television  Azteca's 
Ricardo  Salinas 
on  the  set 
of  a  game  show 
Gossip-happy 
Mexicans  love  to 
note  that  one  of 
Azteca's  shows 
stars  an  actress 
rumored  to  have 
been  a  mistress 
of  Emilio 
Azcarraga, 
Salinas'  main 
media  rival. 


Salinas  still  needs  to  raise  about  $200 
million  to  cover  his  family's  30%  of 
the  investment.  To  do  so  he  sold  7%  of 
Elektra  to  public  investors  for  $65 
million  in  December  and  is  expected 
soon  to  announce  the  sale  of  an  addi- 
tional $200  million  or  more  in  Elektra 
stock  to  international  investors.  In 
March  he  agreed  to  sell  30%  of  his 
mobile  radio  company  (like  Televi- 
sion Azteca  it  is  also  held  outside 
Elektra)  to  speculator  George  Soros 
and  Montvale,  N.J. -based  Geotek 
Communications  for  $24  million. 

Television  Azteca  puts  Salinas  in 
direct  competition  with  Grupo  Te- 
levisa  Chairman  Emilio  Azcarraga 
Milmo,  whose  near-monopoly  of  the 
Mexican  television  market  has  made 
him  Latin  America's  richest  man. 
Right  now  this  is  a  fight  between 
unequals.  Azcarraga's  Televisa  owns 
four  television  networks,  to  Salinas' 
two.  Televisa  has  a  lock  on  90%  of 
Mexico's  television  advertising  dollar, 
and  Azcarraga  uses  the  money  to 
invest  heavily  in  programming.  Te- 
levisa operates  three  talent  schools  to 
nurture  young  stars,  who  then  sign 
exclusive  contracts  with  the  company. 
In  exchange,  Televisa  cross-markets 
the  talent  through  its  interests  in 
broadcasting,  cable  television,  radio, 
publishing  and  recorded  music. 

Under  government  ownership  Az- 
teca's programming  was  so  dull  that 
Mexicans  have  long  joked  that  if  you 
wanted  to  get  away  with  murder  you 
should  commit  the  crime  in  front  of 
Television  Azteca's  cameras  because 
no  one  would  be  watching. 

In  lining  up  talent  to  make  his 
channels  more  appealing,  Salinas 
found  himself  blocked  by  the  Azca- 
rraga operations,  which  had  a  lock  on 
most  of  the  talent.  So  Salinas  is  bright- 
ening Azteca's  two  channels  by  li- 
censing programs  produced  in  other 
countries.  During  weekdays  his 
Channel  1 3  targets  women  with  aero- 
bics workouts  and  soap  operas  pro- 
duced in  Brazil,  Venezuela  and  Ar- 
gentina. On  weekends  the  program- 
ming targets  male  viewers  by  shifting 
to  sports — Salinas  has  contracted  to 
broadcast  World  Cup  soccer  and  U.S. 
professional  baseball  and  basketball. 

For  synergy  Salinas  uses  Azteca's 
unsold  air  time  to  push  Elektra's 
products  and  to  advertise  for  a  chain 
of  movie  theaters  that  came  with  the 


A  new  Mega  Elektra  store 

"My  family  is  finally  vindicated." 


Azteca  purchase.  Azteca's  Channel  7 
goes  after  younger  audiences  with 
such  U.S.  television  shows  as  The 
Simpsons  and  The  Wonder  Tears, 
dubbed  in  Spanish.  Salinas  is  consid- 
ering launching  a  direct  broadcast 
satellite  service  to  compete  with 
Azcarraga's  cable  properties. 

Through  these  initiatives,  Televi- 
sion Azteca's  share  of  the  prime-time 
audience  has  grown  from  4%,  when 
Salinas  bought  it,  to  a  recent  16%.  A 
top-rated  show  like  Azteca's  Los 
Simpson  now  reaches  over  6  million 
people,  more  than  the  circulation  of 
all  of  Mexico's  newspapers  combined. 
Advertisers  like  General  Motors, 
Coca-Cola,  Telmex  and  Bancomer, 
Mexico's  largest  bank,  have  climbed 
on  board. 

Gossip- happy  Mexicans  are 
amused  by  the  fact  that  Salinas  has 
picked  up  a  soap  opera  starring  Mexi- 
can actress  Lucia  Mendez,  widely  ru- 
mored to  have  been  a  mistress  of  his 
media  rival,  Emilio  Azcarraga.  Salinas 
clearly  loves  thumbing  his  nose  at  his 
powerful  rival.  He  chuckles  when  he 
tells  how  he  outfoxed  another  Azca- 
rraga. In  the  early  1980s  the  Elektra 
stores  were  largely  dependent  on 
Emilio  Azcarraga's  cousin,  Victor  Ri- 
vero  Azcarraga,  who  owned  an  exclu- 
sive franchise  to  distribute  Sony  and 
Hitachi  TVs  in  Mexico.  So  Salinas 
went  to  Korea  and  signed  contracts 
with  Goldstar,  Daewoo  and  Samsung 
to  supply  private-label  "Elektra"  sets, 
now  Mexico's  top  sellers. 

"You  see,"  Salinas  smiles,  "we  al- 
ready beat  one  Azcarraga."  M 
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When  teachers  brainwash  rather  than  teach, 
you  had  better  not  complain.  They  will  call  you 
a  right-wing  fundamentalist. 

Tragicomedy 


BY  THOMAS  SOWELL 


Dr.  Thomas  Sowell  is  an  economist 

and  a  senior  fellow  at  the  Hoover  Institution 

in  Stanford,  Calif. 


American  education  would  be 
comic  if  it  wore  not  so  tragic  in  its 
consequences. 

Recently  I  received  a  letter  from  a 
schoolteacher,  asking  for  an  auto- 
graphed picture  for  his  class  because  it 
would  "ultemetly"  help  his  students 
to  have  me  as  a  "roll  model.1'  Atypi- 
cal? Let  us  hope  so.  But  a  few  years 
ago  a  study  showed  the  average  verbal 
Scholastic  Aptitude  Test  score  for  as- 
piring teachers  to  be  389  out  of  a 
possible  800. 

With  American  schoolchildren  re- 
peatedly finishing  at  or  near  the  bot- 
tom on  international  test  compari- 
sons, the  response  of  the  education 
establishment  has  been  to  seek  ever 
more  nonacademic  adventures  to  go 
off  on.  Among  the  latest  of  these 
"innovations" — a  magic  word  in  the 
wonderland  of  educational  New- 
speak — is  something  called  "out- 
come-based education."  Like  so 
many  of  the  catch  phrases  that  come 
and  go,  it  means  nothing  like  what  it 
seems  to  mean . 

Education  based  on  outcomes 
might  sound  to  many  people  like 
finally  creating  a  bottom  line  for 
schools,  teachers  and  administrators 
to  be  judged  by.  Nothing  of  the  sort. 
It  is  yet  another  w  ay  of  getting  away 
from  academic  work  and  indulging  in 


psychological  and  ideological  indoc- 
trination. This  is  called  advancing 
beyond  "rote  learning"  and  teaching 
schoolchildren  to  "think."  Many  in 
the  media  gullibly  repeat  such 
phrases,  without  the  slightest  investi- 
gation of  what  concretely  they  mean 
in  practice. 

When  concrete  specifics  leak  out, 
there  is  often  shock,  as  there  cur- 
rently is  in  California,  where  tests  are 
intruding  into  students'  family  lives 
and  sexual  experiences,  among  oth- 
er things.  The  parents  who  first  pro- 
tested were  predictably  labeled  "the 
religious  right,"  but  now  even  some 
in  the  educational  establishment  it- 
self have  begun  to  express  concern. 
Not  long  before,  parents  in  Con- 
necticut who  objected  to  filmstrips 
of  naked  couples  engaged  in  sex 
(both  homosexual  and  heterosex- 
ual) being  shown  in  the  local  junior 
high  school  were  labeled  "funda- 
mentalists" and  "right-wing  ex- 
tremists," even  though  they  were  in 
fact  affluent  Episcopalians. 

There  are  all  sorts  of  prepackaged 
responses  to  critics  of  the  public 
schools,  of  which  this  was  just  one. 
Recently,  I  got  a  firsthand  dose  of 
these  stereotyped  responses  when  ad- 
dressing a  class  of  students  who  are 
being  trained  for  careers  as  teachers. 
They  seemed  disconcerted  by  the 
questions  I  put  to  them: 

"Suppose  you  are  wrong:  How 
would  you  know  ?  How  would  you 
test  for  that  possibility?" 

The  very  thought  that  the  dogmas 
they  were  repeating  with  such  fervor 
might  be  open  to  question  or  subject 
to  evidence  seemed  newer  to  have 
occurred  to  them.  This  was  a  far  more 
ominous  sign  than  their  merely  being 
wrong  on  particular  beliefs.  How  can 
they  teach  anybody  else  to  think  if 
they  themselves  have  not  reached  this 
elementary  level  of  logic? 


By  "thinking"  too  many  educa- 
tors today  mean  teaching  children  to 
reject  traditions  in  favor  of  their  own 
emotional  responses.  Objections  to 
such  propaganda  programs  are 
called  objections  to  letting  children 
think.  Anything  less  than  a  blank 
check  for  indoctrination  is  called 
"censorship." 

In  light  of  such  nonacademic 
activities  in  our  public  schools,  it 
can  hardly  be  surprising  that  Ameri- 
can youngsters  do  so  badly  on  aca- 
demic tests  administered  to  young- 
sters around  the  world.  Nor  is  it 
surprising  that  academic  work  is 
so  readily  abandoned  for  social 
experiments,  ideological  crusades 
and  psychological  manipulations  by 
educators  whose  own  academic  per- 
formances have  long  been  shown  to 
be  substandard. 

It  is  not  uncommon  for  those  few 
schools  with  traditional  academic 
programs  to  have  waiting  lists  of 
parents  who  want  to  get  their  chil- 
dren admitted.  When  admission  is 
on  a  first-come,  first-served  basis,  it 
is  not  uncommon  for  parents  to 
camp  out  overnight  in  hopes  of  get- 
ting their  children  into  institutions 
that  will  teach  them  substance  in- 
stead of  fluff  and  politically  correct 
propaganda. 

Against  this  background,  recent 
campaigns  for  a  longer  school  day  and 
a  longer  school  year  are  farcical.  If  a 
lack  of  time  is  the  problem,  why  are 
schools  wasting  so  much  time  on 
innumerable  nonacademic  activities? 
Moreover,  there  is  no  amount  of  ad- 
ditional time  that  cannot  be  wasted 
on  similar  pursuits. 

No  small  part  of  the  existing  prob- 
lems of  the  public  schools  is  that  the 
school  day  is  already  so  long  and 
boring,  with  so  little  to  challenge 
the  ablest  students.  Moreover,  many 
average  and  below-average  students 
who  have  lost  all  interest  are  re- 
tained by  compulsory  attendance  for 
years  past  the  point  where  their  pres- 
ence is  accomplishing  anything  oth- 
er than  providing  jobs  for  educators. 

Despite  orchestrated  hysteria 
about  "the  dropout  problem,"  what 
many  apathetic  students  most  need  is 
a  cold  dose  of  reality  that  they  can 
only  get  out  in  the  workaday  world — 
not  in  the  never-never  land  of  the 
public  schools.  Hi 
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When  he  heard  Bethlehem  Steel's  railcar  business 
was  for  sale,  Tom  Begel  made  his  lack  of  interest 
perfectly  clear.  But  something  made  him  reconsider. 

A  market  cleared 


By  Jerry  Flint 

Four  years  ago  someone  told 
Thomas  Begel  that  Bethlehem  Steel 
wanted  to  sell  its  railcar  manufactur- 
ing division  in  Johnstown,  Pa.  Was 
Begel  interested  in  buying  it?  "I  said, 
'Not  a  chance.  No  way  in  the 
world,'  "  Begel  recalls. 

Who  could  blame  him?  As  chief 
executive  of  Chicago's  Pullman  Co. 


in  the  1980s,  Begel  was  well  aware  of 
the  railcar  glut  that  had  developed  in 
the  late  1970s  and  early  1980s.  In 
normal  years  maybe  60,000  railcars 
were  built.  But  then  railcars  were 
marketed  as  tax  shelters;  in  1980, 
85,000  were  built,  and  industry  ca- 
pacity had  exploded  to  1 50,000  "Ev- 
ery dentist  had  to  own  a  couple  freight 


Johnstown  America  Industries'  Thomas  Begel 

"We've  created  something  out  of  nothing  and  have  ail  made  a  lot  of  money  out  of  it." 


cars,"  says  Begel.  When  the  shelters 
were  curbed  in  1981,  some  400,000 
cars — a  six-  or  seven-year  supply- 
were  sitting  on  sidings  unused. 

Unwilling  to  swim  against  this  glut, 
Begel  sold  Pullman's  railcar- making 
business  in  1984  and  rebuilt  Pullman 
by  acquiring  a  broad  base  of  manufac- 
turing companies,  from  truck  trailers 
to  airline  seats.  Three  years  later  he 
cashed  in  his  Pullman  stock  and  start- 
ed looking  for  a  new  business  to  buy. 
Railcars  were  definitely  not  on  the  list 
when  he  was  approached  about  the 
Bethlehem  division  in  1990. 

But  then  Begel  began  to  reconsid- 
er. Looking  at  the  numbers,  he  real- 
ized that  the  railcar  market  was  clear- 
ing. Over  the  decade  the  number  of 
freight  cars  in  use  had  declined  from 
1.8  million  to  1.2  million,  and  indus- 
try capacity  had  dropped  to  50,000 
cars  a  year.  Cars  were  getting  older, 
and  the  railroads  were  pushing  them 
harder.  Railroads,  Begel  sensed, 
would  soon  have  to  start  ordering  a 
lot  of  new  cars.  He  wanted  to  be  a 
seller  when  the  buyers  returned. 

So  Begel  reversed  himself.  In  Oc- 
tober 1991  he  led  an  investor  group 
that  bought  Bethlehem's  railcar 
business  for  about  $50  million — less 
than  20  cents  on  the  sales  dollar — 
and  renamed  it  Johnstown  America 
Industries. 

Begel's  first  order  of  business  was 
to  sharpen  up  quality  and  productivi- 
ty. That  started  with  two  days  of 
quality  training  for  every  worker,  and 
Begel  has  gone  on  to  invest  over  $5 
million  for  new  machinery  to  reorga- 
nize production  into  smaller,  team- 
controlled  operations. 

Quality  is  clearly  on  the  rise.  Walk- 
ing a  visitor  around  Johnstown's 
plant  floor,  James  Shope,  who's  in 
charge  of  planning  the  changes,  stops 
by  a  worker  who's  painting  trim  along 
the  edges  of  a  massive  coal  car.  He 
carefully  wipes  away  any  smears.  "You 
can  say  it's  only  a  coal  car,  and  after 
the  first  load  of  coal  you  wouldn't 
know  if  there  was  a  smear  or  not,"  says 
Shope.  "But  today  die  railroad  buyers 
look  for  fit  and  finish  and  say  if  they 
aren't  right,  how  can  they  depend  on 
the  integrity  of  the  car?" 

Johnstown  America  is  not  the  kind 
of  operation  where  a  new  owner 
strides  in,  throws  out  the  United 
Steelworkers    members    and  cuts 
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Rail  cars 


We're  Changing  Our  Company, 
And  Our  Name  Along  With  It. 


Arkla,  Inc.  is  now  NorAm  Energy  Corp.  Our  new 
name  illustrates  the  positive  changes  going  on  within 
our  company.  With  operations  stretching  from  the  border 
of  Canada  to  the  border  of  Mexico  —  it  also  reflects  the 
scope  of  the  areas  we  serve.  Today  we  are  the  3rd  largest 
natural  gas  distributor  and  one  of  the  largest  interstate 
pipeline  companies  in  the  United  States.  NorAm  Energy 
Corp.  It's  our  new  symbol  for  a  fresh  start. 

Beginning  May  16,  NorAm's 
NYSE  symbol  will  be  NAE. 


Arkla  Gas  •  Entex  •  Minnegasco 
Mississippi  River  Transmission  •  NorAm  En 
NorAm  Gas  Transmission 


ENERGY  CORP. 


HIGH  YIELD 
5-STAR  PERFORMANCE 


T.  Howe  Price  Tax-Free  High  Yield  Fund  offers  the  investor  high 
current  income  free  of  federal  taxes*  and  the  highest  risk-adjusted 
performance  rating  (5  stars — **■*•**)  from  Morningstar*  *  The  Fund 
achieves  its  high  performance  with  a  prudently  diversified  and  active- 
ly managed  portfolio  of  upper  medium-  to  lower-quality  municipal 
bonds.  We  also  place  primary  emphasis  on  our  own  credit  analyses  to 
reduce  risk.  Of  course,  yields  and  share  price  will  vary  as  interest  rates 
change.  $2,500  minimum.  No  sales  charges. 

Call  24  hours  for  more  information 
1-800-541-6628 


Invest  With  Cotifideno 

TRoweftice 


lift 


♦Some  income  may  be  subject  to  stal  I  |i  ical  la  s  and  the  federal  alternative  minimum  tax.  *  *  Morningstar  propri- 
etary ratings  relied  historical  risk-adjusted  performance  as  of  3/31/94.  These  ratings,  which  are  subject  to  change 
monthly,  are  calculated  from  thi  ear  average  annual  returns  in  excess  of  90-dav  Treasury  bill  returns 

with  appropriate  fee  adjustments  an  I  risk  factor  thai  reflects  the  Fund  performance  below  90-day  Treasury  bill  returns. 
Onlv  the  top  10%  of  hinds  in  an  invi  rive  five  stars.  Past  performance  cannot  guarantee  future  results 

Request  a  prospectus  with  more  compiei  including  management  fees  and  other  charges  and  expenses. 

Read  it  carefully  before  you  invest  or  set  I  !«>we  Price  Investment  Services,  Inc.,  Distributor.  TFH022441 


wages.  "This  is  western  Pennsylvan- 
ia," says  Shope,  "and  that  is  not  going 
to  happen." 

But  Hegel  didn't  need  to  fire  work- 
ers. The  industry  turnaround  came 
just  about  as  he  had  expected.  Indus- 
try freight  car  deliveries  were  25,000 
two  years  ago,  35,000  last  year  and 
maybe  45,000  this  year.  Johnstown's 
production  climbed  from  4,500  in 
1992  to  8,300  last  year.  Around 
10,000  units  are  expected  this  year, 
and  Johnstown  is  bumping  up  against 
capacity.  About  60%  of  output  is  coal 
cars,  mostly  aluminum,  which  go  for 
about  $55,000  each.  Most  of  the 
balance  are  intermodal  cars — de- 
signed to  carry  truck  trailers  or  con- 
tainers— which  sell  for  about 
$35,000. 

With  almost  no  increase  in  the 
company's  payrolls,  Johnstown's 
sales  climbed  from  $205  million  in 
1992  to  $329  million  last  year  and 
more  than  $400  million  is  expected 
this  year.  Net  income,  which  was  $5.4 
million,  or  66  cents  a  share,  last  year 
(before  about  $3  million  to  prepay 
loans),  is  forecast  at  $1.20  to  $1.45  a 
share  this  year  (on  10  million  shares) 
by  analysts.  Begel  says  the  estimates 
are  reasonable. 

For  Begel  and  his  investor  group, 
Johnstown  has  been  a  home  run. 
Begel  sold  35%  of  the  company  to  the 
public  last  July  at  $14  a  share  and  used 
most  of  the  proceeds  to  retire  the 
acquisition  debt.  The  stock  has  since 
surged  to  $24  a  share,  valuing  the 
debt-free  company  at  $240  million — 
nearly  five  times  what  Begel  and  his 
investors  paid. 

Because  the  acquisition  was  highly 
leveraged,  returns  on  initial  equity 
invested  are  even  more  impressive. 
One  early  investor,  Canada's  Onex 
Corp.,  put  up  $8  million,  has  taken 
out  $64  million  in  a  secondary  stock 
offering,  and  still  has  about  4%  of  the 
company,  worth  $9  million.  Begel, 
51,  personally  owns  6%,  worth  $15 
million. 

"I  love  the  Rust  Belt,"  says  Begel, 
who  majored  in  journalism  at  the 
University  of  Missouri  but  moved 
into  managing  industrial  companies 
when  he  decided  he  wasn't  much  of  a 
writer.  "We'v  e  created  something  out 
of  nothing,  and  we've  all  made  a  lot  of 
money  out  of  it.  I  love  these  nuts-and- 
bolts  kinds  of  businesses."  WM 
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WE  CAN'T  PROMISE  THAT  MOVING 


HERE  WILL  GET  YOU  ON  THE  FORBES  5  0  0. 


BUT  IT  MAY  IMPROVE  YOUR  ODDS. 


Just  the  facts. 

Out  of  all  50  states,  New 
York  is  the  #1  location  for 
companies  in  every  Forbes 
500  category. 

In  Sales,  New  York  is  home  to 
70  of  the  top  500,  versus  54 
for  second-place  California. 

In  Profits,  New  York  has  64. 
California  is  second  with  49. 

In  Assets,  it's  New  York  69, 
California  42. 

In  Market  Value,  New  York 
wins  again,  66  to  49. 

New  York  State  also  houses 
15  of  the  Forbes  Super  50. 
(If  you're  keeping  score, 
that's  three  times  as  many 
as  runners-up  California 
and  Illinois.) 


More  Forbes  500  Companies  have  their  headquarters 
in  New  York  than  in  any  other  state.  This  is  equally  true  for 
the  Forbes  Super  50,  and  for  the  companies  in  every  one  of 
the  individual  Forbes  500  categories. 

Coincidence?  Not  likely. 
For  instance,  if  you  moved  your  company  here,  you  could  draw 
from  a  manufacturing  work  force  19%  more  productive  than  the 
national  average,  too.  And  you'd  be  a  beneficiary  of  our  state-of-the-art 
infrastructure,  allowing  you  to  move  people,  products  and  information  as 
quickly  as  technology  will  allow. 

Like  other  companies  here,  you'd  have  ready  access  to  the  nation's 
largest  collection  of  high-technology  incubators,  research  centers  and 
institutions  of  higher  learning.  (Our  321  institutions  of  higher  education 
alone  spend  more  than  $1  billion  on  research — research  made  available  to 
companies  like  yours.)  You  could  also  take  advantage  of  investment  tax 
deductions  and  credits  that  can  drive  your  corporate  tax  bill  under  6%. 

These  kinds  of  odds  may  be  sounding  pretty  good  to  you.  In  which  case, 
you  should  call  1-5 18-431-7000  to  find  out  about  our  many  business 
assistance  programs.  Or  you  can  write  to  The  Business  Alliance  for  a 
New  New  York,  One  Commerce  Plaza,  Albany,  NY  12245. 

And  keep  in  mind:  You  don't  actually  need  a  desire  to  make  the 
Forbes  500  in  order  to  move  here. 

Wanting  to  be  wildly  successful  will  do. 


1-518-431  -  7  0  D  D 


ORK-A    STATE    OF  MIND 


THE  BUSINESS  ALLIANCE  FDR  A  NEW  NEW  YORK  AND  NEW  YORK  STATE  OFFICE  Of  ECONOMIC  DEVELOPMENT 


Celebrities  makn  big  money  on  the  rubber  chicken  circuit, 
but  some  of  the  biggest  bucks  go  to  people  who  rarely 
get  their  names  in  the  paper. 

"As  Henry  Kissinger  said 
the  other  night 
at  dinner . . . " 


By  Phyllis  Bcrman  and  Lisa  Sanders 


Henry  Kissinger 


Just  BEFORE  David  Brinkley  steps  to 
the  podium  to  address  1 ,000  expec- 
tant fans,  he  turns  to  the  distin- 
guished-looking host  nearby  who  has 
engaged  him  to  speak  at  dinner. 
"Trust  me,"  he  says,  "I'll  do  45 
minutes  and  then  take  questions." 
His  host  is  not  pleased.  "I'm  afraid 
not.  I  paid  you  for  a  one  hour  speech, 
and  my  audience  expects  an  hour," 
the  host  tells  Brinkley. 

They  wrangle.  The  host  explains 
that  the  well-dressed  and  sportily 


Margaret  Thatcher 


tanned  audience  paid  to  hear  a  one- 
hour  speech.  They  want  the  thrill  of 
hearing  and  seeing  a  real  life  cele- 
brity. Brinkley  capitulates.  Since 
he's  charging  a 
lot  of  money — 
around  $30,000 
for  an  appear- 
ance— he  owes 
ever}'  minute  of  it 
to  the  folks  who 
hired  him. 

Such  are  the 
rewards  of  celc- 
britydom  in  to- 
day's affluent 
America.  Televi  ■HH 
sion  brings  the 

world  and  the  world's  chief  personal- 
ities right  into  everyone's  living  room, 
but  people  clearly  hunger  for  flesh- 
and  blood  sightings.  At  retirement 
communities,  in  conference  rooms  of 
famous  investment  bankers,  on  col- 
lege campuses, 
famous  faces  and 
voices  cash  in  on 
their  renown 
with  handsome 
lecture  fees. 

Traveling  this 
modern,  gold 
lined  chautauqua 
circuit  can  be 
almost  anyone 
with  a  recogniz- 
able    name  or 


David  Brinkley 


face.  For  $80,000  you  can  hire  Mi 
khail  Gorbachev  for  an  hour  or  so. 
Margaret  Thatcher  gets  a  bit  less — 
$60,000  an  appearance.  Henry  Kis- 
singer asks  $40,000. 

How  much  money  is  involved  in 
the  speechmaking  business?  Nobody 
knows  for  sure,  but  $1  billion  would 
be  a  fair  guess. 

And  there's  a  lot  more  to  the  busi- 
ness than  celebrities  making  a  few 
hundred  thousand  dollars  on  the  side. 
There  are  also  thousands  of  profes- 
sional lecturers  who  capitalize  not  on 
their  celebrity 
but  on  their  en- 
tertainment or 
inspirational  tal- 
ents. A  celebrity 
can  be  dull:  Peo- 
ple come  to  ab- 
sorb a  bit  of  his  or 
her  charisma. 
But  the  profes- 
sional speakers 
must  work  hard 
at  what  they  do.  HHBB 

Circuit  veteran 
Tony.  Buzan  is  typical.  Using  some- 
thing called  Mind  Maps,  Buzan,  for- 
mer editor  of  the  Mensa  International 
Journal,  shows  corporate  executives 
how  to  hotwire  their  creative  ener- 
gies. If  nothing  else,  Buzan  puts  on 
quite  a  show.  In  teaching  his  audience 
new  ways  of  learning,  he'll  spend  time 
trying  to  instruct  a  businessman  to 


Mikhail  Gorbachev 
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Every  man  over  50  should  take  this 
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If  you  answered  "yes"  to  any  question,  you  should  see  your  doctor. 
You  may  be  experiencing  the  symptoms  of  a  condition  called 
benign  prostatic  hyperplasia  (BPH),  which  is  an  enlargement  of 
the  prostate  gland. 

Affecting  one  out  of  three  men  over  the  age  of  50,  symptomatic 
BPH  can  be  caused  by  a  tightening  of  muscles  inside  the  prostate. 
These  tightened  muscles  can  slow  the  flow  of  urine,  leading  to 
the  kinds  of  urinary  symptoms  described  above. 

There  are  three  basic  treatment  options  for  symptomatic  BPH: 
"watchful  waiting,"  which  entails  having  regular  checkups 
over  time;  surgery;  and  medication. 

HYTRIN:  A  New  Treatment  Option 

HYTRIN  is  a  once-a-day  medication  that  can  rapidly  treat 

bothersome  BPH  symptoms.  HYTRIN  works  by  relaxing  the 


Please  see 

patient  information 

on  adjacent  page. 
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muscles  that  have  tightened  in  the  prostate,  increasing 
urine  flow  and  decreasing  urinary  symptoms.  With  HYTRIN, 
you  can  see  improvement  in  2  to  4  weeks. 

HYTRIN  can  cause  a  sudden  drop  in  blood  pressure  at 
the  beginning  of  treatment  (or  if  you  miss  doses  and  then 
start  taking  the  medication  again).  You  may  feel  dizzy,  faint, 
or  "light-headed,"  particularly  after  getting  up  from  a 
chair  or  bed. 

If  you  have  any  urinary  symptoms,  see  your  doctor. 

Only  your  doctor  can  properly  diagnose  symptomatic  BPH 

(or  other  conditions  such  as  prostate  cancer). 

And,  only  your  doctor  can  treat  your  bothersome  BPH  symp- 
toms with  HYTRIN.  For  FREE  information  on  symptomatic 
BPH  and  HYTRIN,  please  call  ]  800  886  S95S 
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HYTRIN 
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PATIENT  INFORMATION 
ABOUT 
HYTRIN®  (HI-TRIN) 

Generic  Name: 
terazosin  (ter-A-zo-sin) 
hydrochloride 

When  used  to  treat 
BENIGN  PROSTATIC 
HYPERPLASIA  (BPH) 

Please  read  this  leaflet  before  you  start  taking 
HYTRIN.  Also,  read  it  each  time  you  get  a  new  pre- 
scription. This  information  should  NOT  take  the  place 
of  a  full  discussion  with  your  doctor.  You  and  your 
doctor  should  discuss  HYTRIN  and  your  condition 
before  you  start  taking  it  and  at  your  regular  check- 
ups. 

HYTRIN  is  used  to  treat  benign  prostatic  hyperplasia 
or  BPH.  HYTRIN  is  also  used  to  treat  high  blood  pres- 
sure (hypertension).  This  leaflet  describes  HYTRIN 
only  as  a  treatment  for  BPH. 

What  is  BPH? 

The  prostate  is  a  gland  located  below  the  bladder.  It 
surrounds  the  urethra  (you-REETH-rah).  which  is  a 
tube  that  drains  urine  from  the  bladder.  BPH  is  an 
enlargement  of  the  prostate  gland.  The  symptoms  of 
BPH,  however,  can  be  caused  by  an  increase  in  the 
tightness  of  muscles  in  the  prostate.  If  the  muscles 
inside  the  prostate  tighten,  they  can  squeeze  the  ure- 
thra and  slow  the  flow  of  urine.  This  can  lead  to  symp- 
toms such  as: 

•  a  weak  or  interrupted  stream  when  urinating 

•  a  feeling  that  you  cannot  empty  your  bladder 
completely 

•  a  feeling  of  delay  when  you  start  to  urinate 

•  a  need  to  urinate  often,  especially  at  night,  or 

•  a  feeling  that  you  must  urinate  right  away. 

Treatment  options  for  BPH 

There  are  three  main  treatment  options  for  BPH: 

•  Program  of  monitoring  or  "Watchful  Waiting". 
Some  men  have  an  enlarged  prostate  gland,  but  no 
symptoms,  or  symptoms  that  are  not  bothersome. 
If  this  applies,  you  and  your  doctor  may  decide  on 
a  program  of  monitoring  including  regular  check- 
ups, instead  of  medication  or  surgery. 

•  Medication.  There  are  different  kinds  of  medica- 
tion used  to  treat  BPH.  Your  doctor  has  prescribed 
HYTRIN  for  you.  See  "What  HYTRIN  does" 
below. 

•Surgery.  Some  patients  may  need  surgery.  Your 
doctor  can  describe  several  different  surgical  pro- 
cedures to  treat  BPH  Which  procedure  is  best 
depends  on  your  symptoms  and  medical  condi- 
tion. 

What  HYTRIN  does 

HYTRIN  relaxes  the  tightnt  a  certain  type  of 
muscle  in  the  prostate  and  of  the  blad  - 

der. This  may  increase  the  rate  i  rte  flow  and/or 
decrease  the  symptoms  you  a 

•  HYTRIN  helps  relieve  the  •  3PH.  It 
does  NOT  change  the  size  oi  ale,  which 
may  continue  to  grow.  How  prostate 


does  not  necessarily  cause  more  or  worse  symp- 
toms. 

•  If  HYTRIN  is  helping  you,  you  should  notice  an 
effect  on  your  particular  symptoms  in  2  to  4  weeks 
of  starting  to  take  the  medication. 

•  Even  though  you  take  HYTRIN  and  it  may  help 
you,  HYTRIN  may  not  prevent  the  need  for 
surgery  in  the  future. 

What  you  should  know  while  taking 
HYTRIN  for  BPH 

WARNINGS 

HYTRIN  Can  Cause  A  Sudden  Drop  in  Blood 
Pressure  After  the  VERY  FIRST  DOSE.  You  may 

feel  dizzy,  faint,  or  "light-headed"  particularly  after 
you  get  up  from  bed  or  from  a  chair.  This  is  more 
likely  to  occur  after  you've  taken  the  first  few  doses, 
but  can  occur  at  any  time  while  you  are  taking  the 
drug.  It  can  also  occur  if  you  stop  taking  the  drug  and 
then  re-start  treatment. 

Because  of  this  effect,  your  doctor  may  have  told  you 
to  take  HYTRIN  at  bedtime.  If  you  take  HYTRIN  at 
bedtime  but  need  to  get  up  from  bed  to  go  to  the  bath- 
room, get  up  slowly  and  cautiously  until  you  are  sure 
how  the  medicine  affects  you.  It  is  also  important  to 
get  up  slowly  from  a  chair  or  bed  at  any  time  until  you 
learn  how  you  react  to  HYTRIN.  You  should  not  drive 
or  do  any  hazardous  tasks  until  you  are  used  to  the 
effects  of  the  medication.  If  you  begin  to  feel  dizzy,  sit 
or  lie  down  until  you  feel  better. 

•  You  will  start  with  a  1  mg  dose  of  HYTRIN.  Then 
the  dose  will  be  increased  as  your  body  gets  used 
to  the  effect  of  the  medication. 

•  Other  side  effects  you  could  have  while  taking 
HYTRIN  include  drowsiness,  blurred  or  hazy 
vision,  nausea,  or  "puffiness"  of  the  feet  or  hands. 
Discuss  any  unexpected  effects  you  notice  with 
your  doctor. 

Other  important  facts 

•  You  should  see  an  effect  on  your  symptoms  in 
2  to  4  weeks.  So,  you  will  need  to  continue  seeing 
your  doctor  to  check  your  progress  regarding  your 
BPH  and  to  monitor  your  blood  pressure  in  addi- 
tion to  your  other  regular  check-ups. 

•  Your  doctor  has  prescribed  HYTRIN  for  your 
BPH  and  not  for  prostate  cancer.  However,  a  man 
can  have  BPH  and  prostate  cancer  at  the  same 
time.  Doctors  usually  recommend  that  men  be 
checked  for  prostate  cancer  once  a  year  when  they 
turn  50  (or  40  if  a  family  member  has  had  prostate 
cancer).  These  checks  should  continue  even  if  you 
are  taking  HYTRIN.  HYTRIN  is  not  a  treatment 
for  prostate  cancer. 

•  About  Prostate  Specific  Antigen  (PSA).  Your 
doctor  may  have  done  a  blood  lest  called  PSA. 
Your  doctor  is  aware  that  HYTRIN  does  not 
affect  PSA  levels.  You  may  want  to  ask  your  doc- 
tor more  about  this  if  you  have  had  a  PSA  test 
done. 

How  to  take  HYTRIN 

Follow  your  doctor's  instructions  about  how  to  take 
HYTRIN.  You  must  take  it  every  day  at  the  dose  pre- 
scribed. Talk  with  your  doctor  if  you  don't  take  it  for 
a  few  days,  you  may  have  to  restart  it  at  a  1  mg  dose 
and  be  cautious  about  possible  dizziness.  Do  not  share 
HYTRIN  with  anyone  else;  it  was  prescribed  only  for 
you. 

Keep  HYTRIN  and  all  medicines  out  of  the  reach  of 
children. 

FOR  MORE  INFORMATION  ABOUT  HYTRIN 
AND  BPH,  TALK  WITH  YOUR  DOCTOR, 
NURSE,  PHARMACIST  OR  OTHER  HEALTH 
CARE  PROVIDER. 
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The  speakers'  circuit 

juggle,  or  he'll  bring  in  an  expert  to 
teach  a  group  to  sing  "Ode  to  Joy"  in 
German. 

What's  the  point?  By  forcing  his 
audience  to  stretch  their  minds  in 
unusual  ways,  Buzan  says,  he  teaches 
them  to  think  more  creatively. 

For  up  to  $30,000  a  day,  former 
Cambridge  Uni- 
versity professor 
Edward  de  Bono 
will  demonstrate 
to  business  peo- 
ple his  unortho- 
dox problem- 
solving  methods. 
Steven  Zeisler, 
an  organization- 
al development 
Anna  Quindlen  manager  at  Du 

MHH  Pont,  has  attend- 

ed De  Bono's 
conferences  many  times.  Zeisler  cred- 
its De  Bono's  techniques  with  help- 
ing a  team  of  Du  Pont  plant  engineers 
in  Dordrecht,  Netherlands  to  create 
new  methods  for  eliminating  unwant- 
ed raw  polymer  waste  in  chemical 
production. 

Lecturers  like  De  Bono  or  Buzan 
take  their  shows  on  the  road  for  as 
many  as  150  appearances  a  year  and 
earn  as  much  as 
$3  million  a  year 
in   the  process. 
Buzan's  daily 
rate     starts  at 
$20,000. 

At  the  low  end 
of  the  profession- 
al lecture  busi- 
ness are  speakers 
who  can  attract 
mass  audiences  Terry  Anderson 
with  inspiration  HHH 
al    themes.  In 

April,  in  Charlotte,  N.C.'s  Conven- 
tion Center,  there  was  a  marathon  day 
of  speeches  featuring  Jim  Rohn,  a 
"success  trainer"  who,  like  his  com- 
petitors Brian  Tracy,  Zig  Ziglar  and 
Og  Mandino,  has  thousands  of 
followers. 

No  fewer  than  1,000  people  paid 
$49  each  to  attend.  Rohn's  nearly 
three-hour  speech,  beginning  with 
his  life  story,  instructed  attendees  on 
what  he  calls  the  five  major  pieces  of 
the  life  puzzle:  philosophy,  attitude, 
activity,  results  and  lifestyle. 

Appearing  in  addition  to  Rohn 
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Tony  Buzan 


were  Joe  Gibbs,  the  former  coach  of 
the  Washington  Redskins  and  winner 
of  three  Super  Bowls,  and  Joe  Theis- 
mann,  former  quarterback  for  the 
same  team. 

This  kind  of  performance  can  really 
pay  off:  Rohn  nets  about  SI  million  a 
year,  with  revenues  from  books,  au- 
diocassettes  and  videos  supplement- 
ing admission  fees.  You  can  buy 
Robin's  audiocassettes  The  Art  of  Ex- 
ceptional Living  ($60)  and  video  The 
Tljree  Keys  to  Greatness  ($75),  or  you 
can  get  all  his  works,  specially  priced 
at  $455. 

Sample  Rohnism  from  his  book:  "I 
used  to  say,  'Things  cost  too  much.' 
Then  my  teacher  straightened  me  out 
on  that  by  saying, 
'The  problem 
isn't  that  things 
cost  too  much. 
The  problem  is 
that  you  can't  af- 
ford it.'  That's 
when  I  finally  un- 
derstood that  the 
problem  wasn't 
'it' — the  prob- 
lem was  'me.'  " 
It  all  adds  up  to  MHB 
a     fourth -grade 
pep  talk. 

Why  do  Americans  spend  so  much 
money  a  year  to  hear  celebrities  tell 
them  things  that  have  already  ap- 

i  peared  in  newspapers?  If  they  want 
inspiration,  why  don't  people  go  to 
church?  Or  read  a  good  book  or 
magazine? 

"It's  an  extension  of  the  ''People 
magazine'  syndrome,"  explains  Don 
Epstein,  president  of  New  York's 
Greater  Talent  Network.  "It's  the  car 
dealer  who  can  sit  next  to  Iacocca  at 
lunch.  He  won't  think  much  about 
the  convention  he  is  obliged  to  at- 
tend, but  what  he  does  remember  is 
the  thrill  of  dining  with  or  talking  to  a 

|  star." 

And  if  possible,  doing  so  at  a  posh 
resort.  At  Goldman,  Sachs'  retreat  last 
I  January,  Tony  Buzan  held  court  at 
•Utah's  exclusive  Deer  Valley  Resort. 
Those  who  had  their  fill  of  inspiration 
could  go  skiing. 

Edward  de  Bono's  private  island  off 
j  Venice,  called  Tessera,  is  the  setting  of 
a  lateral  thinking  seminar  for  execu- 
tives who  have  completed  De  Bono's 
two  introductory  courses.  For  about 


$5,000  each,  a  handful  of  top-level 
managers  fly  in  from  points  around 
the  globe  for  4V2  days  of  fun  and 
inspiration. 

Tony  Robbins,  known  as  the  star  of 
his  own  infomercials,  schedules  some 
upcoming  events,  called  "A  Date 
with  Destiny,"  four  days  of  self-re- 
flection and  inspirational  talk  that 
help  you  "gain  clarity  on  your  person- 
al and  professional  life,"  in  Cannes 
and  on  Maui. 

Eyewash?  To  a  cynic,  yes.  But  there 
are  literally  thousands  of  satisfied  cus- 
tomers. "We  kept  coming  up  with  the 
same  hackneyed  ideas,"  says  Stan 
Pauley,  head  of  Carpenter  Co.  in 
Richmond,  Va.,  which  manufactures 
foam  cushions  and  mattresses.  "So  we 
spent  $10,000  to  send  12  executives 
to  learn  the  De  Bono  exercise  called 
'Six  Thinking  Hats'  [a  method  that 
isolates  six  types  of  thinking  experi- 
enced during  a  decision  making  pro- 
cess]. Since  then,  I've  found  that  our 
meetings  are  less  chaotic  and  our  em- 
ployees less  combative." 

At  the  low  end,  the  mass-market 
lectures  have  an  almost  religious  qual- 
ity, which  convinces  the  audience  that 
they  can  pull  themselves  up  by  their 
bootstraps  and  achieve  their  personal 
goals  with  the  right  attitude. 

But  basically  we  are  talking  about 
a  branch  of  show  business — and  one 
that  is,  increasingly,  international. 
Management  Centre  Europe,  the 
European  headquarters  of  the 
American  Management  Association 
International,  or- 
«  ganizcs  more 
than  500  events  a 
year.  The  blow- 
out event  of  the 
season,  in  Lon- 
don this  month, 
has  a  star-stud- 
ded roster  that  in- 
cludes Margaret 
Thatcher,  Direc- 
Edward  de  Bono  tor  General  of 
■HUM  gatt  Peter  Suth- 

erland and  Peter 
Drucker  ( both  via  satellite )  and  adviser 
to  the  President  of  Ukraine,  Bohdan 
Hawrylyshyn. 

Companies  like  Daimler-Benz, 
Mars  and  Walt  Disney  pay  $3,500  per 
executive  for  the  two  days  of  speeches 
at  this  Management  Centre  Europe 
event.  The  price  covers  just  the  event 


i  \ 


Tony  Robbins 


itself,  without 
travel  or  hotel  ex- 
penses. Guests 
get  to  mingle 
with  300  other 
chief  executives 
and  financial 
managers  of  like 
rank  at  fancy 
cocktail  parties 
and  dinners. 
SOHI  But  if  many  at- 

tendees go  to 
hobnob  and  network,  a  conference 
isn't  a  conference  without  names. 
Event  promoters  usually  go  to  a  hand- 
ful of  major  speaker  bureaus  that 
book  most  of  the  top  talent.  These 
include  Harry  Walker  Agency  and 
Greater  Talent  Network  in  New  York, 
the  Leigh  Bureau  in  Somerville,  N.J. 
and  Washington  Speakers  Bureau  in 
Alexandria,  Va.  For  their  services 
these  bureaus  usually  charge  20%  to 
30%  of  the  speaker's  fee. 

What  are  the  bureaus  looking  for? 
They  scout  the  newest  and  most  sal- 
able names.  For  example,  suffering 
sells.  When  Natan  Sharansky  was  re- 
leased from  a  Russian  prison,  he  was 
hot.  Today  it  is  Terry  Anderson,  the 
Associated  Press  reporter  held  prison- 
er for  seven  years  in  Lebanon. 

Jeanne  Jones,  who  has  been  sched- 
uling speakers  for  17  years  in  places 
like  Indian  Wells,  Calif,  thinks  New 
York  Times  cohmmht  Anna  Quindlen 
will  be  hot  next  season.  Quindlen 
charges  $1 5,000  to  deliver  her  femin- 
ist/leftist views  on  the  world. 

The  speech-making  industry  is  be- 
coming increasingly  specialized. 
Agents  market  their  "inventor)'"  to 
specific  audiences.  For  Douglas  Ad- 
ams, author  of  Hitchhiker's  Guide  to 
the  Galaxy,  it's  techies.  He  gets  book- 
ings from  AT&T,  Microsoft,  Apple 
Computer  and  was  a  keynoter  for  a 
CD-ROM  trade  conference  two  years 
ago.  TV  reporter  Betty  Rollin,  author 
of  First,  Tou  Cry,  about  her  mastecto- 
my, is  a  draw  on  the  hospital  circuit, 
made  up  of  professionals  and  those 
concerned  with  health  problems. 

There  are  deals  and  there  are  deals. 
Sometimes  the  speaker  must  agree  to 
appear  in  ads  and  give  interviews  to 
the  local  press.  Other  speakers  refuse 
to  do  more  than  deliver  their  spiel, 
smile  for  photographers  and  catch  the 
next  plane  out.  Hi 
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Big  companies  and  visionary  entrepreneurs  are  scrambling  to  create 
satellite-based  communications  systems.  Orbital  Sciences' 
David  Thompson  is  already  there. 


Space  race 


By  Amy  Feldman 

How  much  do  you  think  it  would 
cost  to  send  an  electronic  message  of 
about  a  dozen  words  from  Mount 
Everest  to  New  York?  Would  you 
believe  25  cents? 

That's  the  price  quoted  by  Orbital 
Sciences  Corp.'s  founder  and  chief 
executive,  David  Thompson.  In  part- 
nership with  Montreal's  Teleglobe, 
Orbital's  Orbcomm  division  is  devel- 
oping a  data  messaging  service 
that  will  allow  customers  to 
use  an  inexpensive  hand-held 
Orbcomm  receiver/ transmit- 
ter to  bounce  data  off  a  fleet  of 
26  low-earth-orbit  satellites, 
at  a  cost  per  message  not  much 
above  a  local  phone  call. 

Orbcomm  isn't  another 
global  wireless  telephone  sys- 
tem to  compete  against  Mo- 
torola's Iridium  project,  with 
66  satellites,  or  the  Bill  Gates/ 
Craig  McCaw  Teledesic  pro- 
posal, with  840  satellites.  Orb- 
comm will  send  and  receive 
only  numbers  and  words,  not 
voice.  But  Thompson  thinks 
that  by  moving  data  cheaply 
between  any  two  points  on  the 
globe,  Orbcomm  can  sign  up 
hundreds  of  thousands  of  cus- 
tomers. In  addition  to  emer- 
gency services,  Orbcomm  HH 
could  offer  cheap  ways  for 
large  farms  to  monitor  irrigation 
equipment  and  for  trucking  compa- 
nies to  keep  tabs  on  trailers. 

Thompson  plans  to  launch  Orb- 
comrn's  first  two  low-orbit  (approxi- 
mately 500  miles  above  earth)  satellites 
this  summer,  and  to  have  the  entire 
fleet  up  and  running  next  year — far 
ahead  of  the  much  more  complex  Iridi- 
um and  Teledesic  systems. 

Thompson,  40,  has  spent  his  life 
learning  about  space.  In  high  school 
he  sent  monkeys  aloft  in  homemade- 


rockets  (two  returned  safely,  one 
died).  After  earning  a  master's  degree 
in  aeronautics  he  worked  at  NASA, 
leaving  in  1979  to  get  an  M.B.A.  at 
Harvard.  With  two  classmates,  he 
formed  Orbital  Sciences  in  1982. 

Orbital's  first  product  was  a  rocket 
called  the  Transfer  Orbit  Stage,  de- 
signed to  sling  satellites  from  NASA's 
space  shuttle  into  geosynchronous 


Orbita 
"There 


ences  Chief  Executive  David  Thompson 
's  no  reason  space  can't  be  like  computers." 


orbit  (22,300  miles  up).  But  in  1986, 
before  tos'  first  launch,  the  shuttle 
Challenger  exploded,  and  the  govern- 
ment placed  a  moratorium  on  com- 
mercial launches  from  the  shuttle. 

So  Thompson  set  Orbital's  engi- 
neers to  work  on  a  low-cost  rocket 
called  Pegasus  that  would  launch 
small  satellites  into  low  orbit  from  a 
high-flying  jet.  Thus  began  the  com- 
pany's strategy  of  focusing  on  small 
satellites — which  can  weigh  as  little  as 
50  pounds  and  cost  as  little  as  $1 


million — and  on  inexpensive  rockets 
to  put  them  into  space. 

After  the  first  Pegasus  launch  in 
April  1990,  Thompson  was  able  to 
raise  $35  million  in  an  initial  public 
offering.  Since  then,  Orbital,  which  is 
based  in  Dulles,  Va.,  has  accounted 
for  five  of  the  ten  small-satellite 
launch  vehicles  that  have  gone  up. 
Orbital  is  solvent  now.  Last  year  it 
earned  $4.6  million  (34  cents 
I  a  share)  on  sales  of  $190  mil- 
1  lion,  and  Alex.  Brown  analyst 
Tony  Robertson  figures  Or- 
bital will  earn  $8  million — or 
41  cents  a  share — this  year  on 
sales  of  $200  million. 

But  competition  with  Chi- 
na and  Russia  for  launch  ser- 
vices is  heating  up.  Thomp- 
son is  coping  with  the  low- 
cost  competition  by  de- 
veloping specialized  small 
satellites  and  space  sensors 
that  will  be  put  in  space  by 
Orbital  rockets.  He  is  also  of- 
fering new  services.  One  such 
service  is  called  Eyeglass;  it 
will  offer  high-resolution  sat- 
ellite imagery  for  mapping, 
natural  resources  manage- 
ment and  other  commercial 
uses.  Aiother  product,  Sea- 
Star,  will  use  satellites  to  de- 
tect changes  in  the  oceans. 
But  most  important  to  Orbital's 
future  is  Orbcomm,  that  cheap  global 
messaging  service.  Alex.  Brown's 
Robertson  figures  Orbcomm  could 
break  even  on  a  cash  flow  basis  in 
1996.  His  assumption:  125,000  sub- 
scribers paying  an  average  $30  per 
month.  After  the  fixed  costs  have 
been  met,  most  of  the  additional  reve- 
nues will  be  operating  profit. 

"We  want  to  make  space  more 
affordable,"  says  Thompson.  He's  off 
to  a  promising  start.  BE 
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There's  a  building  boom  in  professional  sports 
stadiums.  Guess  who's  footing  most  of  the  bill. 

Bread  and 
circuses 


By  Randall  Lane 


tions  of  fans?  Skyboxes,  in  part.  These 
luxury  viewing  suites  have  been 
around  for  years,  but  teams  are  only 
now  reeognizing  their  true  value  to 
corporate  entertainers.  With  TV  reve- 
nues leveling  off,  skyboxes  and  semi- 
private  "'club  seating"  have  become 
the  chief  way  to  garner  new  revenues. 

A  centrally  situated  arena  skybox 
rents  for  over  $2()(),()()()  a  year.  Foot- 
ball stadium  skyboxes  can  run  even 
higher,  while  suites  at  baseball  parks 
usually  rent  for  $60,000  to 
$100,000.  "Without  enough  sky- 
boxes, a  stadium  is  considered  practi- 


For  seven  long  years  Allan  (Bud) 
Selig,  the  acting  commissioner  of 
baseball  and  owner  of  the  Milwaukee 
Brewers,  has  been  floating  the  idea  of 
building  a  private  stadium  to  replace 
fraying  County  Stadium.  But  by  this 
spring,  Selig's  plan  had  changed.  The 
Brewers'  new  stadium  would  have  a 
turn-of-the-century  look,  a  convert- 
ible roof- — and  the  governor  will  fig- 
ure out  a  way  to  finance  the  estimated 
$188  million  cost. 

Professional  sports  is  in  the  midst  of 
its  largest  building  boom  ever — over 
half  of  the  99  major  teams  based  in  the 
U.S.  have  either  just  moved  into  a 
new  arena  or  stadium  or  have  plans  to 
build  one  (see  map,  opposite).  Over  $1 
billion  has  been  spent  for  facilities 
opened  since  1992,  ground  has  been 
broken  on  another  $1.5  billion 
worth,  and  there  are  plans  for  still 
another  $5  billion  in  construction  by 
the  end  of  the  decade. 

Yeps  the  taxpayer  is  being  asked  to 
foot  all  or  part  of  the  bill.  Usually, 
state  or  local  governments  pay  for 
these  facilities  by  selling  bonds,  which 
are  paid  off  in  most  cases  through  a 


variety  of  taxes.  The  governments 
typically  also  spend  millions  more  for 
land  acc]uisition  and  infrastructure 
improvement,  not  to  mention  lost 
property  taxes.  And  this  doesn't  even 
factor  in  opportunity  cost. 

Why  do  stadiums  and  arenas  cost  so 
much?  What's  wrong  with  the  venera- 
ble facilities  that  have  served  genera- 


Panthers'  Jerry  Richardson,  with  son  Mark 
\  stadium  being  built  by  the  fans. 


Baltimore's  Oriole  Park  at  Camden  Yards 
It  created  a  windfall,  inspired  imitators. 


cally  obsolete,"  says  Mitchell  Ziets,  a 
sports  industry  consultant  for  Phila- 
delphia-based Public  Financial  Man- 
agement. In  fact,  the  Orlando  Magic 
is  clamoring  for  a  new  arena  despite 
playing  in  a  five-year-old  facility.  Not 
enough  skyboxes. 

Skyboxes  are  not  the  whole  story. 
Economists  lames  Quirk  and  Rodney 
Fort  found  baseball  teams  draw  62% 
more  fans  during  their  first  five  years 
in  a  new  stadium  than  during  the 
previous  five  years.  The  Cleveland 
Indians  and  Texas  Rangers — both 
with  brand-new  stadiums — expect  at- 
tendance to  jump  50%,  despite  hiking 
ticket  prices  by  over  30%. 

The  revenue  boost  is  especially 
sweet  when  you  don't  have  to  pay 
anything  to  get  it.  Team  owners  have 
discovered  a  neat  little  trick:  By 
threatening  to  leave  for  another  city, 
they  can  often  force  the  taxpayers  to 
foot  the  bill  (Forbes,  May  11,  'l992). 

The  threats  needn't  be  as  drastic  as 
Jerry  Reinsdorf's  promise  to  move 
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the  Chicago  White  Sox  to  St.  Peters- 
burg in  1988,  which  prompted  Illi- 
nois to  build  a  $135  million  stadium 
financed  out  of  hotel  taxes.  George 
Steinbrenner  has  already  shaken  a 
$150  million  offer  out  of  New  York  to 
renovate  Yankee  Stadium  by  hinting 
of  a  move  to  New  Jersey.  Teams  in 
Houston  and  Dallas  are  angling  for 
city-subsidized  facilities  by  threaten- 
ing to  move  to  the  suburbs. 

The  potential  rewards  from  playing 
the  stadium  game  became  vivid  in 
Baltimore.  Speculator  Eli  Jacobs 
bought  the  Baltimore  Orioles  for  $70 
million  in  1989.  The  team  had  just 
convinced  Maryland  to  build  it  a 
$200  million  stadium  from  lottery 
revenues.  The  result  was  the  enor- 
mously popular  Oriole  Park  at  Cam- 
den Yards.  Last  year  Jacobs  and  his 
pals  resold  the  club  for  $173  mil- 
lion— a  150%  appreciation  in  four 
years.  Thanks  for  the  break,  all  you 
taxpayers. 

What  we  have  here  is  professional 
sports'  version  of  Gresham's  Law, 


which  states  that  bad  money  drives 
out  good  money.  Once  the  public 
starts  subsidizing  these  new  facilities, 
it  becomes  hard  for  those  without 
subsidies  to  compete. 


Yankees  owner 
George  Steinbrenner; 
Yankee  Stadium 
Would  he  dare 
leave  the  "House 
that  Ruth  Built"? 
For  a  few 
skyboxes . . . 


In  Minneapolis  the  owners  of  the 
nba's  Timberwolves  built  a  private 
stadium  for  about  $100  million,  well 
over  budget.  They  consequently  lost 
about  $15  million  when  a  local  sav- 
ings and  loan  failed.  But  the  owners, 
Marv  Wolfenson  and  Harvey  Ratner, 
are  looking  to  the  public  to  get  them 
off  the  hook.  Their  pitch:  If  the  state 
doesn't  buy  the  Target  Center  from 
us,  we're  moving.  Minnesota  blinked. 
The  state  legislature  agreed  last 
month  to  buy  the  arena  if  the  team 
stays  in  Minneapolis. 

A  recent  study  calculated  that  when 
all  is  factored  in,  pro  sports  facilities 
drained  $500  million  from  govern- 


United 
Stadiums 
of  America? 


Denver: 

Coors  Field  will  open 
for  baseball  next  year. 
The  $141  million  cost  was 
financed  by  a  one-tenth  of 
a  cent  sales  tax 
surcharge. 


Opened  within  last  two  years 


l  Arena 


I  Stadium 


Portland: 

Says  NBA  Commissioner 
David  Stern:  "A  private-public 
partnership  is  probably  the  best 
approach."  Witness  the  $262 
million  arena  complex  being  built 
here;  private  investors  have 
snapped  up  $15b  million 
worth  of  bonds. 


Cleveland: 

Sports  as  urban 
redevelopment— state, 
county  and  city  plunk  down 
$236  million  for  state-of-the-art 
downtown  facilities.  Jacobs 
Field  opened  in  April  for 
Indians;  Gateway  Arena 
will  bow  next  year  for 
Cavaliers. 


Philadelphia: 

New  Jersey  Governor 
Christine  Todd  Whitman 
nixed  a  publicly  financed  arena 
for  the  76ers  in  Camden.  So 
Spectacor  Inc.  now  is  planning 
to  build  $100-million-plus 
arena  in  south  Philly  for 
76ers  and  Flyers. 


Washington: 

Abe  Pollin,  owner  of  the  Bullets 
and  Capitals,  built  USAir  Arena  privately 
in  1972.  He  knows  a  good  thing  when  he 
sees  one:  Now  he  wants  Maryland  or  D.C.  to 
build  him  a  new  facility  with  taxpayer  money. 
Meanwhile,  in  Laurel,  Md.,  Redskins  owner 
kJack  Kent  Cooke  is  privately  financing  the 
ultimate  stadium  for  the  skybc 
331  luxury  suites. 


%  J<,eir 


Sources:  KPMG  Peat  Marwick; 
Public  Financial  Management,  Forbes 


With  television  money  leveling  off  and  player  salaries  still  soaring,  team  owners  are  trying  to  squeeze  more  out  of  their  facilities. 
The  result:  an  explosion  of  new  stadiums  and  arenas.  But  while  most  are  taxpayer-financed,  some  are  trying  to  get  off  the  dole. 


Forbes  ■  June  6,  1994 


63 


sional  sports  stadiums 


For  the  first  time  in  50  years,  the  top  priority 
at  France's  Renault  is  the  bottom  line. 

Better  alive 
than  red 


By  Paul  Klebnikov 


|  Raymond  Levy, 
I  Renault's 
|  honorary  president 
§  "Our  cars  have  a 

lot  of  personality, 

they  are 

friendly." 


ments  annually.  For  whose  benefit? 
"If  you  want  to  subsidize  an  industry, 
subsidize  an  industry  that's  generat- 
ing jobs  that  are  high  skill  and  high 
wage  and  not  seasonal  in  nature,"  says 
Lake  Forest  College  economist  Rob- 
ert Baade. 

Are  subsidies  really  necessary?  Jerry 
Richardson,  chief  executive  of  restau- 
rant franchisor  Flagstar,  doesn't  think 
so.  He  paid  $140  million  for  an  NFL 
expansion  franchise  in  Charlotte, 
N.C.  last  year.  The  city  needs  a  new 
stadium  but,  says  Richardson:  "I 
don't  think  it's  the  obligation  of  the 
taxpayers  to  build  facilities  for  profes- 
sional sports  franchises." 

He  did  accept  $55  million  in  land 
and  site  preparation  from  the  city;  he 
reckons  these  will  be  paid  back  in 
property  taxes  within  seven  years. 

Richardson  adopted  a  novel  financ- 
ing scheme.  A  former  star  wide  receiv- 
er for  the  Baltimore  Colts,  he  began 
selling  something  he  invented,  "per- 
manent seat  licenses."  These  licenses, 
costing  between  $600  and  $5,400, 
represent  a  perennial  option  to  buy 
season  tickets  at  $190  to  $600  and 
can  be  bought  or  sold  like  stocks. 
Over  50,000  of  the  62,000  licenses 
available  have  been  sold,  raising  near- 
ly $100  million  of  the  stadium's  $160 
million  cost. 

The  rest  of  the  stadium's  cost  will 
easily  be  covered  by  the  stadium's  135 
skyboxes,  renting  for  upwards  of 
$294,000.  The  suites  sold  out  on  the 
first  day  available.  Local  banks  offered 
cheap  loans  to  license- buyers;  big  em- 
ployers like  Duke  Power  gave  workers 
no-interest  loans. 

More  such  ideas  may  be  needed  if 
the  sports  arena  boom  is  to  continue. 
The  taxpayers  are  getting  restless. 
Over  the  past  decade  referendums  on 
financing  stadiums  and  arenas  have 
generally  failed;  Bay  Area  voters  have 
nixed  the  San  Francisco  Giants  four 
times,  despite  their  threats  to  move. 

But  politicians  often  push  the  proj- 
ects through  anyway.  Why?  For  a 
smallish  city  like  Orlando,  obtaining  a 
pro  sports  franchise  certifies  it  as  a 
"major  league  city";  for  larger  cities 
like  New  York,  keeping  them  is 
thought  to  be  important  to  combating 
perceptions  of  a  city  in  decline.  Never 
mind  that  high  taxes  have  more  to  do 
with  New  York  City's  difficulties  than 
lack  of  athletic  pre,  ■  :ss  does.  m 


"We  ARE  coming  back!"  So  proclaims 
Raymond  Levy,  the  chief  executive  of 
France's  state-owned  automaker  Re- 
nault S.A.  from  1986  until  1992  and, 
since  then,  the  company's  honorarv 
president. 

Renault  back?  As  an  arm  of  the 
French  state  since  1945,  Renault  was 
expected  to  be  in  the  vanguard  of 
socially  conscious  industrial  employ- 
ers— profits  were  secondary  to  happy 
workers,  who  turned  out  cars  of  such 
poor  quality  they  often  wouldn't  start 
on  damp  mornings.  From  1981  to 
1986,  Renault  lost  nearly  $6  billion 
(at  current  exchange  rates);  debt 
reached  a  staggering  $11  billion. 
Levy:  "We  were  bankrupt." 

But  look  at  Renault  now.  While 
European  carmakers'  sales  were  down 
15%  on  average  last  year,  Renault  w  as 
the  only  major  carmaker  besides  Opel 
to  earn  a  profit:  $192  million  on  sales 
of  $30  billion.  This  year  Renault  is 


expected  to  earn  up  to  $500  million. 
Things  are  looking  so  good  that 
French  Prime  Minister  Edouard  Bal- 
ladur  has  slated  Renault  for  privatiza- 
tion, probably  next  year.  On  a  sale 
Renault  might  bring  as  much  as  $7 
billion. 

The  man  who  deserves  credit  for 
starting  Renault's  turnaround  is  now 
dead:  Georges  Besse,  brought  in  to 
run  the  company  in  1985  after  the 
government  finally  decided  that  a 
profitable  Renault  was  better  than  a 
bankrupt  Renault.  Besse  demanded 
huge  cuts  in  Renault's  work  force. 
When  Renault's  communist  labor 
unions  led  a  violent  strike,  Besse 
broke  it.  A  year  later  he  was  assassinat- 
ed by  left-wing  terrorists. 

But  there  was  no  turning  back. 
Besse's  successor,  Raymond  Levy, 
continued  the  layoffs.  The  result  has 
been  a  massive  rise  in  productivity. 
Workers  at  the  huge  Flins  plant  out- 


Forbes  ■  June  6, 1994 


side  Paris,  for  instance,  turned  out 
400,000  cars  last  year,  close  to  twice 
as  many  cars  per  worker  as  in  1985. 

As  he  fought  the  Communists  and 
the  French  government's  social  engi- 
neers, Levy  also  goaded  Renault's 
design  teams  into  turning  out  several 
hot  new  models.  Some  have  been  big 
hits,  especially  the  R-19  hatchback 
introduced  in  1988,  the  compact  Clio 
launched  in  1990  and  last  year's  sub- 
compact  Twingo.  Each  was  a  jaunty 
little  number — the  Twingo,  for  ex- 
ample, was  acclaimed  by  the  automo- 
tive trade  press  as  the  most  revolu- 
tionary car  design  in  years.  It's  a  tiny, 
bug-eyed  vehicle  that's  surprisinglv 
roomy  inside  and  comes  in  fluores- 
cent colors. 

"Our  strength  is  that  our  cars  have 
a  lot  of  personality — they 
are  friendly,"  boasts  Levy. 

In  the  late  1980s  sales 
rose  dramatically  and, 
thanks  to  the  productivity 
gains,  big  profits  began 
rolling  in.  Lew  used  the 
cash  to  chop  away  at  the 
mountain  of  net  debt,  now 
down  to  $1.4  billion,  23% 
of equity. 

On  its  current  produc- 
tion base  of  1 .7  million  cars 
(and  48,000  trucks  and 
buses),  Renault  has  11%  of 
the  European  car  market. 
But  merely  holding  on  to 
that  share  will  be  every  bit 
as  hard  as  marching  back 
from  the  dead. 

Thanks  to  their  trans- 
plants in  Britain,  Japanese 
carmakers  like  Toyota,  Nis- 
san, Honda  and  Mitsubishi 
have  captured  12%  of  the 
European  market — and  the 
European  Commission  has 
promised  to  allow  free  mar- 
ket access  by  1999  to  made- 
in- Japan  and  made-in- 
America  imports  as  well. 

But  the  biggest  threat  to 
Renault  comes  from  its  Eu- 
ropean competitors,  which 
have  been  consolidating 
and  demanding  more  pro- 
ductivity from  their  work- 
ers in  preparation  for 
the  borderless  European 
market. 

Renault,  too,  tried  the 


consolidation  route.  But  its  bid  for 
Czechoslovakia's  Skoda  failed  in 
1990,  and  its  proposed  merger  with 
Volvo  fell  through  last  December — a 
big  blow  to  Renault's  moneylosing 
truck  division  (FORBES,  Apr.  11). 

Unable  to  consummate  the  right 
marriage,  Renault  has  been  quieriy 
expanding  on  its  own,  and  with  some 
success.  The  R-19  hatchback  is  now 
the  bestselling  import  in  Germany. 
The  Clio  has  been  a  big  hit  in  Britain, 
and  the  neon-painted  Twingo  has 
captured  2%  of  the  European  market 
in  just  six  months.  Renault's  sales 
outside  France  accounted  for  53%  of 
revenues  last  vear;  that's  up  from  49% 
in  1991. 

With  its  little  personality  cars  mov- 
ing well,  Renault  is  turning  toward 


Renault's  hit  products 


Twingo 
Price:  $9,775 
Annual  produc- 
tion: 223,601 
Foreign  sales: 
58% 


Clio 

Price:  $10,650 
Annual  produc- 
tion: 443,838 
Foreign  sales: 
60% 


R-19 

Price:  $12,740 
Annual  produc- 
tion: 373,633 
Foreign  sales: 
67% 


Espace 

Price:  $25,300 
Annual  produc- 
tion: 60,040 
Foreign  sales: 
53% 


Price  is  Renault's  official  list  price  in  France  (at  current  exchange  rates). 
Twingo's  production,  April  1993  through  March  1994;  all  others,  1993. 


larger,  more  profitable  models.  Three 
months  ago  it  launched  the  Laguna,  a 
midpriced  sedan  comparable  in  de- 
sign and  price  to  Ford's  Taurus.  The 
Laguna  will  be  Renault's  contender 
for  Europe's  corporate  fleet  market, 
where  Fords  and  Opels  do  w  ell.  Ren- 
ault's popular  Espace  minivan  was 
Europe's  first  minivan  in  1984  and 
remains  the  bestselling  model  on  the 
Continent.  But  with  the  fast-grow- 
ing minivan  market  becoming  in- 
creasingly crowded,  Renault  will  in- 
troduce a  less  expensive  minivan  in 
two  years  or  so. 

As  it  pushes  its  Clios  and  Twingos 
in  Western  Europe — especially  Ger- 
many and  Britain — Renault  is  also 
expanding  its  beachheads  outside  Eu- 
rope. Renault  has  assembly  plants  in 
Turkey,  Iran  and  Taiwan 
and  has  recently  established 
one  in  China.  The  company 
will  steer  clear  of  the  cut- 
throat U.S.  market,  but 
Latin  America  is  another 
story:  Renault  already  has 
assembly  plants  in  Argenti- 
na, Colombia  and  Venezu- 
ela, and  is  planning  a  new 
one  in  Brazil. 

The  government  still 
makes  the  occasional  mis- 
take at  Renault.  When  Ray- 
mond Lew  retired  in  1992, 
he  was  replaced  by  5 1  -year- 
old  Louis  Schweitzer,  an 
uninspiring  Socialist  Party 
bureaucrat.  But  by  then  the 
Besse/Levy  policies  were 
so  entrenched  that 
Schweitzer  could  do  little 
damage. 

In  any  case,  the  betting  in 
Paris  is  that  Schweitzer  w  ill 
get  the  boot  within  a  year  t<  > 
make  Renault  a  more  at- 
tractive sale  to  the  private 
sector. 

Reflecting  on  Renault's 
days  as  an  instrument  of 
socialist  policy,  Levy  says: 
"There  was  confusion  be- 
tween our  essential  goals — 
satisfying  our  customers 
and  making  a  profit,  and 
our  social  responsibilities." 
For  the  first  time  in  half  a 
century,  the  bottom  line  is 
clearly  top  priority  at 
Renault.  HB 
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General  Instrument  boss  Daniel  Akerson 
is  an  impatient  man.  As  he  puts  it: 

"I  want  turmoil" 


By  Christopher  Palmeri 

SiD]  lined  i<\  A  painful  gall  bladder 
ailment  in  ( lermany  several  years  ago, 
Daniel  Akerson  decided  to  take  things 
into  Ins  own  hands.  He  pulled  the 
tubes  out  of  his  arm,  checked  himself 
out  of  the  hospital  and  then  got  on  a 
plane  for  the  States.  "The  German 
doctors  were  not  moving  fast 
enough,'1  the  U.S.  Naval  Academy 
graduate  complains. 

Pulling  out  the  tubes  is  the  kind  of 
thing  Akerson  seems  to  do  constantly. 
Right  now  he's  doing  it  as  chairman 


Instrument  of  trying  to  monopolize 
the  distribution  of  cable  program- 
ming signals.  The  suit  apparently 
prompted  a  Justice  Department  in- 
vestigation into  General  Instrument's 
dominance  of  the  cable  equipment 
market.  In  March  the  Federal  Com 
munications  Commission  announced 
cable  rate  rollbacks  likely  to  crimp 
cash  flows  of  General  Instrument's 
cable  company  customers. 

At  the  same  time,  new  competitors 
like  Hew  lett  Packard,  AT&T  and  IBM 


ol  General  Instrument,  the  Chicago- 
based  cable  television  equipment  sup- 
plier. Ucerson  is  also  one  of  the  six 
general  partners  in  Forstmann  Little, 
the  leveraged  buyout  boutique  that 
acquired  General  Instrument  m 
1990.  "I  want  turmoil;  I  want  excite- 
ment," Akerson  says. 

He's  getting  it.  Just  one  month 
after  Akerson  came  on  board,  the 
company  was  fingered  in  Viacom's 
antitrust  suit  against  Tele-Communi- 
cations, Inc.  Viacom  accused  General 


General 
Instrument's 
Daniel  Akerson 
Like  an  arms 
merchant, 
Akerson  is 
hoping  to  profit 
no  matter 
who  wins  the 
cable  wars. 


have  set  their  sights  on  General  In- 
strument's core  business — supplying 
the  little  boxes  that  go  on  top  of  cable 
subscribers'  televisions. 

Akerson  laces  these  problems  just 
as  he  was  restoring  General  Instru- 
ment to  profitability.  Last  year  the 
company  returned  to  profitability  for 
i lie  first  time  since  the  buyout,  earn- 
ing $90  million  on  $1.4  billion  in 
sales.  Though  General  Instrument  is 
still  highly  leveraged  with  $780  mil- 
lion in  debt,  its  cash  tlow  came  in  at  a 


robust  $280  million,  up  more  than 
50%  from  1992.  In  this  year's  first 
quarter,  sales  were  up  43%,  operating 
income  more  than  twice  that. 

To  head  off  the  threats  to  General 
Instrument's  restored  profitability, 
Akerson  is  moving  fast  to  expand  the 
company's  customer  base  beyond  ca- 
ble companies  to  telephone  compa- 
nies and  personal  computer  users. 
Akerson  announced  an  alliance  last 
November  with  DSC  Communica- 
tions, a  fast-growing  Dallas-based 
provider  of  switching  systems  for  tele- 
phone companies.  The  alliance  will 
provide  telephone  companies  with 
hardware  allowing  them  to  offer  cable- 
television  service. 

The  strategy  may  have  already  paid 
off.  General  Instrument  will  soon  join 
AT&T  in  a  major  five-year  upgrade  of 
Bell  Atlantic's  local  phone  system. 
General  Instrument  is  expected  to 
provide  everything  from  transmission 
equipment  to  cable  converter  boxes 
in  a  deal  that  could  be  worth  more 
than  $1  billion  for  the  company. 

General  Instrument  has  also  creat- 
ed an  alliance  with  Intel,  designing 
hardware  to  help  home  personal  com- 
puter users  access  information 
through  cable  wires  at  high  speeds. 

Akerson  envisions  a  box  in  every 
home — in  the  basement  next  to  the 
fuse  box — that  will  control  access  to 
all  of  a  family's  information,  commu- 
nication and  video  entertainment 
needs.  "Wouldn't  that  be  wonder- 
ful," he  says,  scarcely  controlling  his 
excitement. 

Akerson  learned  about  the  commu- 
nications business  first  at  AT&T  and 
then  at  MCI,  where  he  rose  to  the 
presidency  of  the  $12  billion  long 
distance  juggernaut.  He  took  the 
General  Instrument  deal  last  summer 
because  he  saw  a  chance  to  make  big 
money  as  well  as  to  run  his  own 
company;  his  boss  at  MCI,  Chairman 
Bert  Roberts,  is  only  53  and  not  likely 
to  go  anywhere  soon.  "That  sense  of 
urgency  is  one  of  his  great  managerial 
skills;,"  says  General  Instrument's  ca- 
ble group  president,  Hal  Krisbergh. 

As  an  aside,  for  all  his  stake  in  the 
industry,  Daniel  Akerson  doesn't 
even  take  cable  TV  at  home.  He  was 
disgusted  by  what  his  three  kids  were 
watching  on  MTV  several  years  ago.  So 
he  pulled  the  plug  and  canceled  the 
service. 
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On  October 24, 1988,  Nissan  officially  unveiled 
an  all-new  Maxima.  It  was  the  first  automobile  to 
give  high-priced  European  dream  sedans  a  run  for 
their  money,  ft  offered  size,  style,  power,  grace  and 
two  very  important  things  its  expensive  competition 


reputation  for  amazing  quality.  Made  top  ten  list 
And  by  the  time  1994  rolled  around,  the  Maximt 
had  become  the  best-selling  import  car  in  its  class  fi 
nine  consecutive  years. 

Now,  without further  ado,  we  proudly  introdu\ 


We  have  this. 


couldn't '  match:  Outstanding  reliability  and  a  very 
reasonable  price  of  entry. 

The  Maxima  experienced  a  meteoric  rise  to 
success.  Automobile  Magazine  hailed  it  "the  best 
$20,000  sedan  we've  ever  driven"** Cm  and  Driver 
said  "In  the  international  sports-sedan  class,  we 
.  on  i  h  a  tit'.  ...  U !- 1  n  edal  material'.' '  It  gained  a 


you  to  our  latest  achievement:  the  1995  Maxima 
A  car  that  doesn't  merely  challenge  more 

expensive  luxury/performance  seda  ns  -  it  runs 

rings  around  them. 

Simply  stated,  the  new  Maxima  GXE  now 

boasts  an  amazing  V6  engine  that  weighs  100  lb 

less  than  the  engine  it  replaces.  It  generates 30  mon 


1 


irsepower  (for  a  total  of  190  hp)  and,  astonish- 
igly  enough,  gets  10%  better fuel  economy  (21  mpg 
ty/28  mpg  highway)  tlian  its  predecessor* 

For  tliose  keeping  score  at  home,  all  this  equates 
>  scorching  0-60  times  that  are  faster  than  a  1994 


Multi-link  Beam  Suspension  has  three  separate 
U.S.  patents  pending.  We  xuon'tgo  into  a  great 
amount  of  scientific  detail,  but  we  will  say  that  the 
new  Maxima  rides  quieter  and  smoother  over  rough 
roads  than  a  Lexus  ES300  and  can  outcorner 


The  1995  Nissan  Maxima  GXE.  Starting  under  $20,000* 


:ura  Legend  LS,  a  Lexus  ES 300  and  a  Mercedes 
280  iv hile  getting  gas  mileage  (believe  it  or  not) 
fits  equal  to  the  far  less  powerful  four-cylinder 
yota  Camry.ff 

After  our  engineers  were  satisfied  that  they'd 
lutionized  the  power  plant,  they  decided  to  work 
nders  with  the  suspension.  The  remarkable  new 


{>o, 


an  Acura  Legend  LS  with  relative  ease.§ 

Of  the  many  significant  improvements,  per- 
haps the  most  notable  is  the  increased  cabin  vol- 
ume. We've  added  more  leg  room,  more  shoulder 
room  and  more  liead  room  (which  means,  among 
other  things,  our  car  now  possesses  more  head  room 
than  a  Rolls-Royce  Silver  Spur).  The  amount  of 


luxury  was  enlarged  as  well.  The  dash  and  door 
panels  on  the  Maxima  GLE  are  now  graced  with 
beautiful  woodgrain  appointments.  The  GLE 
drivers  seat  is  now  electronically  adjustable  in 
eight  different  directions.  And  for  your  listening 


in  the  doors,  and  numerous  active-safety  capa- 
bilities which  are  intended  to  help  you  avoid  an 
accident  in  the first  place. 

But  of  all  these  achievements,  perliaps  the 
most  remarkable  is  tfiat  the  neiu  Maxima  can  still 


pleasure,  the  Maxima  GLE  offers  a  custom-built 
6 -speaker  Bose  stereo  system  with  a32-band 
graphic  equalizer  in  each  speaker  for  amazing 
clarity  and  concert  hall  full  balance  of  sound  as 
standard  equipment. 

By  this  point,  you've  no  doubt  recognized 
that  "new  and  improved"  lias  become  something 
of  a  mantra  to  the  engineers  of  tlie  new  Maxima. 
The  area  of  safety,  of  course,  is  no  exception.  The 
Maxima  noxv  provides  its  passengers  with  stan- 
dard dual  airbags,  high-strength  steel  pipe  beams 


be  yours  for  a  starting  price  of  under  $20,000* 
And  that's  something  tJiat  can't  be  said  for 

the  Stealth,  Frank  Sinatra,  or  that  rather famous 

tower  in  Paris. 

For  a  free  video  and  the  opportunity  to 

learn  more  about  the  remarkable  new  Maxima, 

simply  call  us  at  1-800-952-2442. 

The  Nezv  Nissan  Maxima. 


NISSAN 


It's  time  to  expect  more from  a  car  " 


Nissan  Motor  Corporation  I  S.A.  Smart  people  always  read  the fine  print.  And  they  always  wear  their  seat  belts.  Bose  is  a  registered  trademark  of  Bose  Corporation. 
*MSRP for  1995  Maxima  GXE  5-speed  excluding  taxes,  title,  license,  destination  charge  and  optional  equipment. GXE  shown  with  optional  alloy  wheels. 
**Autonu>bile  Magazine,  7/89.  tCar  and  Driver,  11/91.  ft 1995  E.P.A.  Fuel  Economy  Estimates  21  city/28  hwy.  with  automatic;  22  city/27  hwy.  with  5-speed. 
t  v  tht  ••  E.  P.  A  estimates  for  comparison  only.  )ou>  mileage  may  vary.  §  Based  on  independent  tests  conducted  by  AMCI  using  1995  Maxima  GLE  vs.  1994  com- 
itt  i it   quit  tness  based  on  decibel  level.  Ride  smoothness  measured  from  driver's  seat. Cornering  based  on  speed  through  a  cornering  maneuver. 


While  many  government  programs  to  straighten  out 
teenage  criminals  fail  miserably,  Jim  Hindman's  Youth 
(Services  International  may  make  a  big  difference. 

Schools  for 
scoundrels 


By  Janet  Novack 

"Take  every  inch  of  ground  we  can, 
and  then  battle  to  hang  on."  That  was 
the  military  analogy  W.  James  Hind- 
man,  a  former  U.S.  Marine  Corps 
Reserve  corporal,  once  used  to  de- 
scribe his  strategy  at  Jiffy  Lube  Inter- 
national Inc.,  the  quick  oil  change 
franchisor  Hindman  founded  in 
1979.  But  after  expanding  too  rapidly 
with  too  much  borrowed  money, 
Hindman  lost  control  of  Jiffy  Lube  in 
1990  to  Pennzoil  Co. 

Now  Hindman  is  trying  to  claim 
and  hang  on  to  a  different  kind  of 
territory:  the  hearts  and  minds  of 
teenage  lawbreakers.  In  1991  Hind- 
man, now  58,  started  Owings  Mills, 
Md.- based  Youth  Services  Interna- 
tional, Inc.  It  now  runs  nine  residen- 
tial programs  serving  1,030  problem 
teens,  aged  13  to  19,  in  Maryland, 
Iowa,  Tennessee,  Utah  and  South 
Dakota.  YSI  gets  an  average  $  1 14  a  kid 
per  day,  paid  mostly  by  state  agencies. 
Hindman  plans  to  expand  into  Cali- 
fornia and  Missouri  this  year. 

Inside  ysi's  walls  are  a  variety  of 
troubled  teens,  including  some  of  the 
country's  toughest  young  thugs. 
Consider  Baltimore's  Charles  H. 
iHickey,  Jr.  School,  which  YSI  took 
over  in  July  1993.  The  state  canceled 
an  earlier  private  operator's  contract 
lifter  a  series  of  melees  and  mass  es- 
capes. Hickey's  all-male  student  body 
includes  repeat  sex  offenders,  armed 
irobbers  and  a  14-year-old  murderer, 
fit  was  like  a  jungle  when  we  took 
over,"  says  Richard  Singleton,  the 
Dersonable  but  stern  retired  Army 
:olonel  and  former  prison  warden 
Hindman  brought  in  to  manage  the 
300-student  Hickey  facility.  "Kids 
were  bouncing  off  the  walls,  teachers 


Youth  Services  International's  Jim  Hindman 
"I  found  a  way  out." 


were  yelling  and  screaming.  There 
was  no  control." 

Drawing  on  Hindman's  Marine 
Corps  boot  camp  days,  ysi  uses  a  mix 
of  6  a.m.  calisthenics,  job  training 
classes  and  lots  of  contact  sports  to 
keep  students  busy  and  to  give  them  a 
more  positive  view  of  themselves  and 
society.  For  bad  behavior  students 
lose  privileges  and  can  be  confined  to 
their  rooms.  For  good  behavior  kids 
earn  points  and  privileges — like  being 
able  to  make  phone  calls,  eat  junk 
food  and  stay  up  later — and  are  pro- 
moted into  a  senior  cadre  that  helps 
enforce  the  rules  on  newcomers. 

When  a  youngster  really  starts  to 
turn  around  he  is  rewarded  with  what 


Hindman  calls  "life-altering"  experi- 
ences. Several  students  were  sent  to 
Japan,  accompanying  Iowa  business 
leaders  for  two  weeks.  Others  are 
taking  flying  lessons. 

Hindman  spends  a  good  deal  of  his 
time  visiting  his  facilities,  giving  moti- 
vational talks  to  the  kids.  He  speaks 
from  the  heart.  As  a  child,  Hindman 
spent  seven  years  in  an  Iowa  orphan- 
age after  his  father,  a  teenager  w  hen 
Hindman  was  born,  deserted  the  fam- 
ily. While  at  the  home,  he  says,  he  was 
sexually  abused  by  a  minister.  Hind- 
man's own  life-altering  experiences 
were  winning  a  high  school  trip  to  a 
model  U.N.  for  a  citizenship  essay, 
and  a  summer  in  Europe  for  his  per- 
formance at  the  U.N.  Football  played 
a  role,  too.  He  played  the  sport  in 
high  school  and  parlayed  it  into  a 
scholarship  to  Morningside  College 
in  Sioux  City,  Iowa. 

"I  am  a  salesman,"  says  Hindman 
of  his  motivational  talks  to  ysi's  stu- 
dents. "I'm  a  coach.  I'm  selling  a  way 
of  life  that's  different  from  the  way  of 
life  they've  had  in  the  past.  I'm  able  to 
say,  'I've  been  where  you  are.  I  found 
a  way  out.'  " 

As  a  financial  investment,  YSI  has 
been  something  of  a  disappointment. 
Hindman  took  the  company  public  in 
February,  selling  1.3  million  shares  at 
$10  each.  It  traded  recently  at  $6.50, 
which  values  Hindman's  32%  share  of 
the  company  at  $10.5  million.  But 
this  is  a  growth  industry.  Between 
1988  and  1992  the  FBI's  juvenile  vio- 
lent crime  index  rose  47%,  and  des- 
perate state  and  local  governments  are 
showing  a  willingness  to  experiment 
with  innovative  programs  provided 
by  private-sector  firms  like  YSI. 

With  Maryland's  Hickey  school  as 
its  largest  contract,  Hindman  pre- 
dicts YSI  will  net  $1.9  million,  or  35 
cents  a  share  (including  the  positive 
effects  of  a  tax  loss  carryforward),  on 
revenues  of  $34  million  in  fiscal 
1994,  which  ends  June  30.  That 
compares  with  $9  million  in  revenues 
and  a  $1 .7  million  loss  in  fiscal  1993. 
Convinced  he's  on  the  right  track, 
Hindman  is  now  thinking  of  expand- 
ing ysi  into  running  boot  camps  for 
young  adult  offenders,  and  for-profit 
orphanages. 

"If  I  look  back  at  all  my  experi- 
ences," says  Hindman,  "it's  as  if  God 
prepared  me  for  this."  MM 
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Xerox  used  to  call  itself 
an  information  company— 
a  definition  that  brought  it 
big  problems  and  missed 
opportunities.  Now  it  calls 
itself  'The  Document  Company." 
This  is  more  than  just 
different  slogans. 

Back 
in 

focus 


By  Subrata  N.  Chakravarty 

Tin  ["HEATER  at  New  York's  Jacob  Javits  Convention 
( lenter  w  as  pulsing  in  mid  April  to  the  pounding,  beat 
of  aboriginal  Australian  didgeridoos  and  percussion  in 
struments.  "There  are  special  moments  in  time  when  the 
rules  change,  when  the  strands  of  history  converge," 
intoned  technology  historian  lames  Burke. 

This  w  as  pretty  strong  rhetoric  for  a  product  introduc 
don,  hut  for  Xerox  Corp.  it  was  more  than  that.  It  was  a 
way  of  serving  notice  to  the  world,  that  the  great  growth 
company  of  the  1960s  was  getting  hot  again.  Earlier  this 
year  Xerox  stock  topped  100  a  share  lor  the  first  time  in 
two  decades. 

The  big  changes  don't  yet  show  in  the  income  state- 
ments. A  cursory  look  at  the  bottom  line  would  show- 
mediocre  earnings  in  1991,  over  $1  billion  in  aftertax 
losses  m  1992  and  another — albeit  much  smaller  ($126 
million) — loss  last  year.  But  those  results  come  after  large 
charges  to  increase  efficiency  and  to  shed  Xerox's  financial 
sendees  business. 

Strip  aw  ay  this  bookkeeping  and  you  see  better  things: 
Xerox's  document  processing  income  (after  interest  and 
before  taxes  i      10%  last  year,  to  $620  million,  on  $14.2 


billion  in  revenues.  This  looks  like  just  the  early  stages  of 
recovery,  Salomon  Brothers  analyst  James  Kissane  predicts 
earnings  w  ill  rise  29%  this  year  and  30%  in  199S,  despite  a 
sluggish  worldwide  economy  and  intense  competition. 

New  products  and  hustle  get  much  of  the  credit  for  the 
turnaroundjn  Xerox's  prospects.  At  the  Manhattan  intro- 
duction in  April,  Xerox  unveiled  its  DocuSP.  In  industry 
jargon,  DocuSP  is  a  software  architecture  for  distributed 
electronic  publishing.  In  plain  English,  it  is  a  program  to 
translate  printable  information  from  any  kind  of  operating 
system  Macintosh,  [BM  or  Unix.  It  is  the  first  step  in 
being  able  to  gather  assorted  information  from  all  over  the 
world  and  print  it  again  anywhere  in  the  world  inte 
grating  in  the  document  text,  pictures,  charts. 

A  fascinated  audience  watched  as  a  docu- 
ment was  created  at  the  Javits  Center  and 
scanned  into  a  just  introduced  $21,500  high 
speed  Xerox  DocuCM  (for  Document  Capture 
Machine)  620.   The  620  scans  and  digitizes 
information  at  20  pages  a  minute  with  an  indus- 
try best  600  dots-per-inch  resolution,  and  com- 
presses it.  The  document  prepared  at  the  demon- 
stration was  then  transmitted  and  printed  on 
Xerox  DocuTech  publishing  systems  equipped 
with  DocuSP  software  at  sites  from  Australia  to 
England  to  New  York.  Corrections  w  ere  input  into 
the  DocuCM  in  New  York  and  the  process  repeated 
to  show  the  system's  versatility.  Johannes  Guten 
berg's  five  century  old  invention  for  disseminating 
ideas  had  been  carried  to  its  ultimate  conclusion. 

I  [ere's  w  here  Xerox  advances  the  art:  Without  a 
Docusp,  you  might  create  a  document  using  a  per 
SOlial  computer  and  a  word  processing  program, 
modem  the  pages  to  distant  PCs  running  the  same 
software, print  at  each  location  on  a  laser  printer,  then 
call  a  mailroom  clerk  at  each  place  and  tell  him  to  run 
off  100  copies  for  the  branch  office. 

But  with  the  DocuSP,  the  operating  system  and 
software  of  the  creator  of  the  document  can  be  differ 
cut  from  the  faraway  printer.  A  large  number  of 
processes  arc  combined  into  one,  w  ith  huge  improve- 
ments in  speed  and  convenience.  The  result  will  be  a 
document  of  offset  quality,  produced  at  near-offset 
speed.  DocuSP  and  DocuCM  are  just  two  of  a  host  of 
promising  new  products  introduced  by  Xerox  in  recent 
years  (see  box,  p.  75). 

Xerox  owes  its  current  recovery  to  two  strategic  moves. 
In  the  mid  1980s  former  chief  executive  David  Reams 
made  the  core  copier  business  competitive  again.  And, 
over  the  past  four  years,  current  Chairman  Paul  Allaire  has 
repositioned  the  company  for  a  world  that  is  changing  to 
digital  products  hooked  together  by  networks. 

There  are  a  lot  of  companies  scrambling  for  entry  onto 
this  digital  highw  ay.  Allaire's  strategy  is  to  use  Xerox's  core 
strengths  in  copying  and  printing  as  the  on-  and  ott 
ramps — producing  machines  that  take  the  original  infor- 
mation and  machines  that  output  the  end  product. 

Kearns,  now  retired,  came  to  Xerox  from  IBM,  but 
Allaire,  55,  is  a  home-grow  n  executive  w  ho  has  spent  his 
career  at  Xerox,  much  of  it  overseas.  He  returned  to  join 
the  Stamford,  Conn,  based  company's  corporate  stall  in 
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1983  and  played  a  key  role  in  helping  Kearns  begin  Xerox's 
turnaround.  Tall  and  bespectacled,  Allaire  looks  uncom- 
fortable when  he  speaks,  but  he  combines  charm,  a 
willingness  to  listen  and  tenacity  to  get  results. 

To  put  some  perspective  on  the  turnaround  at  Xerox,  it 
helps  to  understand  how  far  and  fast  it  rose  and  fell.  It  was 
the  first  corporation  in  history  to  surge  to  $1  billion  in 
revenues  in  less  than  a  decade  on  the  basis  of  a  new 
technology.  Xerox  came  to  dominate  the  new  copying 
industry  and  was  one  of  the  vaunted  "Nifty  Fifty"  compa- 
nies in  the  early  1970s.  While  everyone  was  looking  to  find 


Managing  in  a  digital  world. 

1"the  next  Xerox,"  the  original  was  becoming  stale.  By  the 
early  1980s  Xerox  had  become  a  poor  joke,  missing 
opportunity  after  opportunity.  Musing  about  Xerox's  lost 
decade — 1973  to  1982 — Wayland  Hicks,  one  of  three 
executive  vice  presidents  for  operations,  refers  to  it  as  "a 
chapter  of  a  bad  book  that  you're  not  going  to  read  twice." 

Xerox  was  blindsided  on  the  very  low  end  of  the  copy 
(speed  range  (up  to  30  copies  per  minute)  by  Japanese 
jcompetitors  like  Sharp,  which  took  over  the  market  with 
jinexpensive  but  high-quality  plain-paper  copiers,  replac- 
ing slow  coated-paper  copiers.  Complacent  in  its  domi- 
nance of  the  plain-paper  market  and  concerned  about 


competition  from  IBM  and  Kodak  in  the  middle  range  (45 
to  90  copies  per  minute),  Xerox  ignored  the  huge  poten- 
tial replacement  market  for  small  coated-paper  copiers. 

Bad  enough  that  it  had  so  blithely  conceded  what  it 
believed  to  be  a  small  market  at  the  low  end.  Far  worse  that 
it  also  lost  ground  in  the  middle,  high-tech  range,  particu- 
larly to  Kodak's  magnificent  first  plain-paper  copier. 

By  1982,  according  to  Salomon's  Kissane,  Xerox's  share 
of  the  copier  market  had  dropped  to  just  13%  in  units, 
compared  with  95%  in  1970.  Meanwhile,  Xerox  dreamed 
grandiose  dreams.  It  would  be,  not  a  copier  company,  but 
an  "information"  company,  creating  products  for  the 
"office  of  the  future."  It  was  a  time  of  such  grandiose 
visions,  and  C.  Peter  McColough,  the  chief  executive  at 
the  time,  was  certainly  not  the  only  corporate  chieftain  to 
think  and  talk  like  that.  IBM,  RCA,  General  Electric  and 
AT&T  did  the  same. 

For  Xerox  the  consequences  were  humbling.  The  big 
vision  lured  Xerox  into  the  computer  and  computer 
peripherals  business,  where  it  stumbled,  excelling  techno- 
logically but  failing  to  follow  through.  At  Xerox's  Palo 
Alto  Research  Center  (known  as  PARC),  some  of  the 
world's  most  brilliant  scientists  invented  the  first  comput- 
er for  personal  use,  the  mouse  and  the  iconographic 
menu,  but  on  none  of  these  did  Xerox  follow  through. 
The  beneficiary:  Apple  Computer  and,  later,  the  rest  of 
the  personal  computer  industry. 

As  Xerox  floundered,  its  bosses  realized  they  needed 
cash,  lots  of  cash,  to  catch  up.  In  1982  Xerox  paid  $1.6 
billion  to  buy  Crum  &  Forster,  a  property/casualty 
insurer.  The  idea  was  to  milk  the  insurance  operation 
for  cash  to  reinvest  in  technology.  But  then  Kearns 
j|     made  a  bad  mistake,  expanding  further  into  financial 

■  services.  Over  the  years  Xerox  added  Van  Kampen 

■  Merritt,  an  investment  manager  and  adviser,  the 
H     Furman  Selz  brokerage  house  and  other  bits  and 

■  pieces  in  financial  services.  But  what  General  Electric 

■  pulled  off  so  successfully  with  GE  Capital  Services, 
H     Xerox  failed  to  do.  It  had  purchased  a  milk  cow,  and 
R     now  the  cow  went  dry.  The  cyclical  property/ca- 
H     sualty  business  turned  down  again,  and  the  stock 
H     market  crashed.  Instead  of  being  a  cash  provider, 

financial  services  became  a  cash  user.  Allaire  began 
backing  away  from  financial  services  after  he  became  chief 
executive  in  1990  and  pulled  the  plug  in  1992  with  a 
charge  of  almost  $800  million  aftertax.  The  pieces  that 
haven't  been  sold  have  been  renamed  Talegen  Holdings 
and  are  on  the  block. 

If  financial  services  are  a  blot  on  Kearns'  record,  his 
refocusing  of  the  basic  business  was  a  big  success.  Today, 
says  Executive  Vice  President  Hicks,  Xerox  has  the  broad- 
est and  best  line  of  copier/duplicators  in  the  industry, 
ranging  from  personal  copiers  for  under  $300  to  huge 
DocuTech  publishing  systems  costing  over  $300,000. 
And  Xerox  is  the  only  company  to  have  won  all  three  major 
quality  awards:  the  Deming  Prize  in  Japan,  the  Baldrige 
Award  in  the  U.S.  and  the  European  Quality  Award. 

Xerox's  new  copiers  have  steadily  regained  market  share 
since  1983.  It  has  always  led  the  market  in  dollar  volume 
because  it  dominates  the  high-speed  end  of  the  business, 
where  prices  are  much  higher.  Now  it  is  picking  up  share  in 
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unit  placements  of  machines  (see  chart,  p.  76).  The  most 
authoritative  independent  source  of  statistics  in  the  indus- 
try is  Dataquest,  which  divides  the  copier/duplicator 
market  into  seven  segments  according  to  speed.  Xerox  is 
now  the  market  leader  in  two  segments,  and  an  increasing 
ly  competitive  second  in  three  others. 

Where  to  now?  Here's  how  chief  scientist  John  Seely 
Brown  defines  Xerox's  future:  "We  start  by  understanding 
that  the  document  is  not  just  a  passive  piece  of  paper  but  is, 
in  fact,  a  social  artifact  structured  for  human  comprehen- 
sion, to  facilitate  the  interpretation  of  information."  In 
that  mouthful  Brown  is  saying  that  you  don't  write  a 
report  to  fill  pieces  of  paper  but  to  convey  information. 
Fair  enough.  Brown  goes  on:  "How  do  you  then  design 
technologies  in  support  of  that,  to  enhance  work  effective- 
ness, in  whatever  form  the  document  takes?  And  how  do 
we  manage  seamlessly  the  transition  between  physical  and 
digital  forms  of  documents?"  Put  more  simply,  informa- 
tion must  be  able  to  be  transmitted  or  stored  not  only  in 
printed  words  but  in  spoken  words,  pictures,  graphs  and 
electronic  forms  as  well. 

By  defining  "document"  in  the  broadest  possible  way, 
Xerox  aims  to  keep  a  firm  grip  on  its  piece  of  the  office 
equipment  market  as  the  hardware  changes  dramatically. 
In  particular,  Xerox  is  positioning  itself  to  be  a  leader  as 
analog  media  are  replaced  by  digital  media. 

What's  the  difference?  Analog  media  capture  informa- 
tion in  the  continuous  gradations  of  the  natural  world. 
Examples  are  camera  film,  stand-alone  copier  machines, 
today's  radio  and  television  signals,  vinyl  records,  micro- 
film and  offset  printers.  Digital  media  capture  information 
in  the  Os  and  Is  used  by  computers.  Examples  are  the  flat 
screens  used  in  portable  computers,  copier/duplicators 
operating  on  a  network,  fax  machines,  laser  disk  movies, 
audio  compact  discs,  laser  printers' and  the  bulk  of  the  U.S. 
telephone  system. 

Here's  the  challenge  for  Xerox.  The  world  is  getting 
more  digital  every  day;  almost  all  long  distance  phone 
lines,  for  example,  are  now  digital  (fiber-optic)  ones. 


Although  Xerox  has  20%  of  the  plain-paper  fax 
business,  and  a  $2  billion  laser  printing  business,  80% 
of  its  $14.2  billion  in  revenue  last  year  was  from 
analog  equipment.  For  example,  the  Xerox  5390 
office  printer,  which  costs  $154,000  and  can  print 
and  collate  135  pages  a  minute,  is  a  stand  alone- 
analog  duplicator.  But  the  future  belongs  to  ma- 
chines like  Xerox's  DocuTech,  introduced  in 
1990,  a  networked  digital  machine.  So  any 
changes  to  a  document  can  be  made  at  a  worksta 
tion  without  having  to  physically  handle  the 
document  again. 

In  Plymouth,  Mich.,  Unisys'  Software  Publi- 
cations Manufacturing  Division  uses  the 
DocuTech  to  print  manuals  on  demand.  With 
over  50,000  master  documents  dating  back  as 
far  as  30  years,  the  division  couldn't  cope  with  the  demand 
for  documents,  especially  in  small  quantities.  It  was  spend- 
ing millions  on  printing,  warehousing  and  disposing  of 
outdated  manuals.  Now,  with  DocuTech,  it  can  handle 
triple  the  number  of  orders  per  day. 

Cornell  University's  library  is  using  Xerox's  document 
handling  machines  to  scan  in  rare  old  books  and  reprint 
them  for  use  by  students.  The  university  bookstore  is 
binding  customized  course  packages  for  professors.  Be- 
cause the  package  is  stored  digitally,  additional  packages 
can  be  produced  in  a  day. 

Tektronix  uses  DocuTech  systems  to  keep  manuals  up- 
to-date  and  produce  them  in  small  quantities.  It  estimates 
that  a  print  order  for  manuals,  done  on  an  offset  press,  can 
take  as  long  as  28  days  and  cost  as  much  as  $120  a  copy. 
With  a  DocuTech  the  same  batch  of  manuals  can  be 
updated  and  printed  in  24  hours  at  a  cost  of  $12  each. 

Now  Tektronix  is  working  with  Xerox  to  print  docu- 
ments electronically  all  over  the  world — wherever  its 
products  arc  manufactured  or  its  customers  are. 

That's  where  the  DocuSP  comes  in.  It  makes  possible  the 
transmission  of  digitized  documents  across  networks, 
national  borders  and  operating  systems.  For  instance, 
Boeing's  new  777  airplane  was  entirely  designed  on 
computer  screens,  from  initial  designs  to  tooling  draw- 
ings. Xerox  does  not  make  such  machines,  but  its  DocuSP 
will  make  it  easier  for  Boeing  to  transmit  drawings  for  a 
future  aircraft  digitally  to  multiple  locations,  across  the 
U.S.  to  suppliers  or  across  the  world  to  partners. 

Here's  John  Seely  Brown  again:  Paper,  says  Brown,  will 
not  disappear  by  any  means,  but,  increasingly,  paper 
documents  will  be  for  "transient"  use — to  be  used  and 
discarded  after  being  stored  digitally.  And,  he  adds,  digital 
documents  in  the  future  will  be  displayed  not  by  pc:s  and 
workstations  but  by  very  high  resolution  screens.  Xerox 
recently  demonstrated  a  flat  panel,  active  matrix  screen 
with  a  resolution  higher  than  a  printed  page — 6.3  million 
pixels  on  a  1 3-inch  diagonal  monitor,  or  over  20  times  that 
of  a  standard  monitor. 

What  is  still  slowing  the  digital  transition  to  all-electron- 
ic distributed  publishing  is  the  prohibitively  high  cost  of 
transmitting  complex  documents  in  large  volumes.  Do- 
cuSP  w  ill  not  reach  its  real  potential  until  networks  can 
transmit  text,  pictures  and  graphics  simultaneously  and  at 
high  speed.  That's  why  Xerox  has  AT&T  as  a  partner  to 
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New  Age 
documents 

I  i  s  ON]  v  a  small  exagger- 
ation to  say  that  Xerox 
missed  the  personal  com- 
puter revolution,  despite 
having  invented  the 
mouse,  the  icon-based 
screen  menu  and  the  con- 
eept  of  the  PC  itself.  Xerox  is 
determined  not  to  miss 
the  networking  revolution. 

One  of  the  main  moti- 
vations for  the  networking 
of  small  groups  of  desk- 
top computers  is  to  share 
printers.  Xerox's  inspira 
tion:  Why  not  network 
w  hole  document  creation 
systems  for  large  compa 
nies,  no  matter  how  tar- 
Hung?  (See  story.)  After  all, 
big,  fast  scanners,  printers 
and  copiers  are  Xerox's  spe- 
cial preserve. 

To  get  a  sense  of  what 
Xerox  means  when  it  says  it 
wants  to  be  "The  Docu- 
ment Company,"  not  just  a 
copier  company,  FORBES 
checked  out  a  few  of  the 
current  and  coming 
product  offerings. 

DocuPrint  printers. 
These  will  be  the  off- ramps 
to  Xerox's  digital  high- 
way and  a  chance  at  win- 
ning a  big  slice  of  the  $93 
billion  electronic  publish- 
ing market.  Few  rival  ma- 
chines are  digital,  and  none 
can  compete  (yet)  with 
the  6135's  135-page-per- 
minute  output  and  600- 
dot-per-inch  resolution. 

The  new  DocuPrint 
6135  black  and  white 
model  will  debut  this  tall 
as  Xerox's  latest  networked 
copier.  Customers  will  be 
.able  to  use  their  networks 
or  workstations  to  store 
and  manipulate  an  image  as 
a  computer  file — resizing 
it  or  cutting  and  pasting 
pieces — before  printing  it 
with  offset  quality. 

This  will  also  give  cus- 


tomers flexibility  to  trans 
mit  the  image  to  another 
site  before  printing. 

DocuTech,  the  older 
cousin  of  DocuPrint,  w  as 
introduced  in  1990.  It 
has  similar  print  speed  and 
quality.  But  it  can  handle 
the  storage  and  editing  oi 
documents  itself,  rather 
than  handing  a  document 
off  to  a  workstation. 

The  DocuPrint 
doesn't  come  cheap:  The 
high  resolution  6135 
lists  for  $307,000;  a  low  er 
resolution  highlight  col- 
or version  will  run 
$224,000. 

Document  Capture 
Machine.  DocuCM  620  will 
be  Xerox's  latest  nei 
worked  scanner,  an  on 
ramp  for  electronic  pub- 


as  uniform  gray  fields. 
Think  of  them  as  micro- 
scopic bar  codes.  A  stan 
dard  scanner  can  read  the 
tin)  marks  and  convert 
t  hem  into  ordinary  com 
purer  files.  A  glyph  might 
contain  text,  graphics,  soft 
w  are  codes,  spreadsheet 
formulas  or  confidential 
data.  It's  possible  to  tuck 
glyphs  inconspicuously 
into  page  layouts — as 
decorative  grayish  borders, 
for  example. 

Who  needs  glyphs?  Xe- 
rox suggests  that  corporate 
controllers,  for  example, 
could  encode  checks  w  ith 
information  about  the 
payee  or  the  account  being 
charged  without  reveal 
ing  that  information  to 
people  who  see  the  check. 


lishing.  Suppose  that  your 
'  company  needs  to  scan 
thousands  of  pages  of  doc 
uments  into  a  computer 
:  system — at  600-dpi  resolu- 
tion. It  could  use  a  620, 
which  soaks  up  a  record- 
beating  20  pages  per  min- 
ute. Scanned  images  can  be 
faxed,  altered,  archived, 
compressed  or  fed  into  a 
character  recognition 
pr<  igram. 

Glyphs.  This  technol- 
ogy involves  printing  on 
paper  documents  digital 
maps  that  appear  to  the  eye 


Securities  could  be  made 
virtually  impossible  to 
forge,  and,  once  scanned,  a 
b lack-and- wh ite  page 
could  be  transformed  into  a 
full-color  image. 

The  first  glyph  product 
is  PaperWorks,  software 
Xerox  sells  for  $250.  The 
Windows  compatible- 
package  allows  users  to 
fax  instructions  to  their 
computers  to  send,  store 
or  distribute  files. 

I. ire  Board.  This  is  a  gi- 
ant computerized  black- 
board (67  inches  on  the 


diagonal).  It  supports  text, 
graphics,  video  and  audio 
taken  from  computer  tiles 
or  written  with  an  elee 
tronic  pen,  a  keyboard  or  a 
mouse.  And  it  stores  in- 
formation lor  later  recall. 

By  connecting  two 
LiveBoards  via  a  second 
phone  line  and  using 
Windows  applications  soft 
ware,  participants  can 
speak  freely  while  viewing 
one  another's  work  in 
progress.  For  two  people 
comparing  notes  in  dif 
ferent  cities,  there  will  soon 
he  a  much  cheaper  alter 
name  from  Sun  Microsys 
terns,  among  others,  in- 
corporating a  video  w  in 
d< >\\  and  software  that 
allows  two  people  to  work 
on  a  file  at  once.  But  for  a 

LiveBoard  communication 
Close  at  hand  or  thousands 
of  miles  away.  Note  the  Live- 
Board  display  (background) 
is  replicated  on  the  laptop 
computer  (foreground). 


group  of  people  conferring 
at  l< >ng  distance  with  an 
other  group  of  people,  the 
LiveBoard  makes  sense. 
Its  $34,900  price  is  compa 
rable  to  that  of  a  high  end 
videoconferencing  system. 

Reading  Edge.  This  is 
the  only  all-in  one  docu- 
ment reader  available. 
Slap  a  page  on  the  24- 
pound  device,  and  in 
about  a  minute  it  turns  the 
words  into  digitized 
speech,  with  a  very  high  ac- 
curacy rate.  Good  for 
blind  people  and  lor  those 
who  w  ant  to  listen  to 
memos  while  driving  to 
work — other  uses  will  de- 
velop. Price,  $5,500.  For 
around  $2,100  Xerox 
sells  the  software  and  audio 
card  if  you  already  have  a 
scanner  and  a  PC. 

-Neil  Wkinbkrc  an 
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Xerox 


develop  asynchronous  transfer 
mode  technologies.  AT&T  is  al- 
ready engaged  in  customer  tri- 
als of  such  a  system. 

Meanwhile,  in  a  radical  depar- 
ture from  its  past  practice,  Xerox 
is  involved  in  numerous  partner- 
ships with  the  likes  of  Sun  Micro- 
systems, Novell,  Microsoft  and 
Lotus  to  bring  technology  to 
market  faster.  In  the  past,  Brown 
notes,  Xerox  would  have  opted  tc 
go   it   alone   and   would  have 
brought  an  expensive  product  to 
market  too  late.  Now  it  is  quite 
willing  to  let  others  make  compo- 
nents of  the  system  as  long  as  its 
scanners  and  printers  play  an  impor- 
tant role  and  its  software  manages 
the  system. 

To  get  ready  for  the  digital  era, 
Allaire  in  1 992  announced  a  sweeping 
reorganization  of  Xerox  after  a  year  of 
study  by  teams  of  employees.  "A  lot  of  times  people  will 
just  change  the  structure  and  reporting  relationships, "  he 
notes.  "But  if  you  want  to  change  a  company,  you'd  better 
change  more  than  that.  There's  the  formal  structure  and 
then  there's  the  way  the  company  really  works.  You  have  to 
change  the  way  it  really  works." 

The  old  Xerox  was  organized  on  functional  lines — 
engineering,  manufacturing,  sales,  service  and  so  on.  The 
new  Xerox  is  organized  into  business  units,  each  focused 
on  the  end  customer — for  example,  the  Desktop  Docu- 
ment Systems  business  (the  digital  network  products), 
Office  Document  Products 
(stand-alone  copiers)  or 
Personal  Document  Prod 
ucts  (home  office  copiers). 

Think  of  it  as  a  mega- 
phone: The  mouthpiece  is  a 
common  research  pool, 
while  the  speaker  is  made 
up  of  three  geographic  cus- 
tomer service  organiza 
tions.  In  between  are  nine 
semiautonomous  business 
units.  Each  now  has  profit 
and  loss  accountability  for 
its  line  of  products.  Each 
has  its  own  manufacturing 
and  sales  groups  and  allo- 
cated research  and  service 
teams.  Bonuses  are  based 
on  individual,  unit  and  cor- 
porate performance,  tying 
people's  future  more  tight- 
ly to  the  whole  company. 

"We've  moved  away 
from  the  old  notion  of  in- 
venting technology  and 
throwing  it  over  the  tran- 


Chief  scientist  John  Seely  Brown 
"We  intend  to  be  a  player  in 
the  workscape  of  the  future." 


Gaining  ground 


Market  share* 


Low-end  copiers  (copy  speed  up  to  44  copies  a  minute) 
Canon 


Mid-  and  high-end  copiers  (copy  speed  over  45  copies  a  minute) 
Xerox 


IBM 
Kodak 
Canon 


'Annual  unit  net  placements. 


Xerox  has  grabbed  market  share  in  the  lowest-speed  segments 
of  the  copier  market.  And  at  the  high  end  it  now  sells  fewer 

but  faster  and  more  profitable  machines. 


som  to  the  business  divisions,"  says 
chief  scientist  Brown,  who  also  runs 
PARC:.  No  longer,  says  Brown,  do 
the  scientists  have  the  attitude  that 
"  'We're  the  geniuses;  you  guys 
go  do  the  shit  work.'  That's  not  a 
winning  strategy." 

Now  the  scientists  work  hand- 
in-hand  with  Xerox's  business 
units  to  bring  products  to  mar- 
ket more  quickly.  If  a  serendipi- 
tous invention  is  not  of  interest 
to  one  of  the  business  units,  it 
goes  to  a  group  that  decides 
whether  it  has  the  potential  to 
become  another  business 
unit.  If  so,  it  is  developed 
within  Xerox.  If  not,  it  is  licensed  to 
other  companies  for  royalties  or  as  a 
joint  venture,  or  shut  down.  Two 
promising  new  technologies,  the 
LiveBoard  (see  box,  p.  75)  and  Verde 
Digital  Film,  a  very  high  resolution 
xerography- based  film  for  graphic  arts  use,  are  being 
brought  to  market  by  Xerox.  Over  a  dozen  other  products 
are  being  developed  by  small  Xerox  subsidiaries.  Among 
them  are  computer  security  devices  and  portable  copiers. 

Allaire  sees  his  task  as  having  two  dimensions.  The  first 
is  to  maintain  Xerox's  strength  in  copiers.  Freestanding, 
single-purpose  copier  machines  are  not  disappearing 
overnight,  especially  not  in  overseas  markets;  Xerox  aims 
to  be  making  big  money  from  this  business  for  the 
foreseeable  future.  The  other  dimension  is  to  move  Xerox 
rapidly  into  a  digital  future  where  copiers  and  printers  will 

be  part  of  a  seamless  docu- 
I  ment  stream. 
|  "We  expect  to  be  the 
|  preeminent  company  in  the 
document  field,"  Paul  Al- 
laire says  firmly  in  the  flat 
accent  of  his  native  Massa- 
chusetts. How  does  that 
motto  differ  from  the  old 
slogan  of  being  an  "infor- 
mation company"?  Peter 
van  Cuylenburg,  the  execu 
five  vice  president  responsi- 
ble for  the  digital  side  of  the 
business,  answers  our  ques- 
tion: "What  is  new  here  is 
that  we've  looked  at  the 
whole  document  pipeline, 
from  creation  to  use,  and 
provided  all  of  the  software 
and  hardware  to  build  the 
whole  infrastructure.  No 
one  has  been  able  to  inte- 
grate the  system  we're  talk- 
ing about  because  the  com- 
ponents didn't  exist  until 
now."  Bl 


Total  units 

1984:  897,000 
1993:  1,231,000 


Total  units 

1984:  46,000 
1993:  197,000 

30%  35% 

Source:  Dataquest 
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magine  an  international  airline  that  gave  your 
money  back  if  it  didn't  arrive  on  time. 


ow  imagine  if  that  airline  only  took  packages. 


UPS  INTRODUCES  THE  WORLDWIDE  EXPRESS  ON-TlME  GUARANTEE.  We  promise  toU 
er  your  package  on  time  to  hundreds  of  cities  around  the  world  or  we'll  deliver  it  / 

or  free.  Kind  of  makes  you  wish  we  also  took  people,  doesn't  it?  For  guarantee  >^  [j 

etails,call  1-800-PICK-UPS.ThepackagedeliverycompanymorecompaniescoBnton:'   /  \ 


MPS 


its i  Been  said  that  a  thing  of 

beauty  is  a  joy  forever. 
(« course  strong  welds  and 
fewer  body  panels  help  too. 


The  Infiniti  JSC 


Okiehni  of 


orpontHen  (,'.S.A 


Just  as  an  artist  carves  a  sculpture  from  a 
single  piece  of  stone,  creating  beauty  that  defies 
the  passage  of  time,  Infiniti  engineers  created  the 
J30  to  leave  an  equally  lasting  impression. 

And  that  impression  —  that  the  J30  has 
been  formed  from  a  single  piece  of  steel  —  has  as 
much  to  do  with  our  philosophy  of  how  a  car  like 
this  should  be  constructed  as  it  does  with  its 
obvious  aesthetic  qualities. 

Around  the  passenger  cage,  in  addition  to 
placing  spot  welds,  we  apply  an  aircraft-type  epoxy 
to  form  bonds  which  help  maintain  durability 
over  the  years.  We've  also  reduced  the  number  of 
exterior  joints  by  using  as  few  body  panels  as  pos- 
sible. All  processes  which  contribute  to  a  tight, 
solid,  safe  and  secure  feeling  on  the  road. 

if  you  'd  like  to  know  more,  we  invite  you  to 
callus  at  1-800-356-8636.  We  also  recommend 
a  Guest  Drive  at  your  Infiniti  showroom. 

After  all,  there's  only  one  way  to  truly  appre- 
ciate a  work  of  art.  And  that's  to  go  to  the  gallery. 

Its  everything  that's  possi 
INFINITI® 
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Writing  checks  is  no  one's  idea  of  pleasure. 
Priscilla  Beard  figured  a  way  to  make  some  people 
feel  better  about  check  writing. 

Fed  good 


banking 


By  Ellie  Winninghoff 

Ten  years  ago  Priscilla  Beard,  then 
36,  had  been  fundraising  for  a  succes- 
sion of  Seatde  nonprofits:  the  Seattle 
Symphony,  Pacific  Northwest  Ballet, 
Pacific  Arts  Center.  Begging  was  a 
pain  in  the  neck.  "I  wanted  to  sell  a 
product, "  she  says. 

Checks.  Americans  cash  about  30 


billion  consumer  checks  a  year.  They 
pay  something  like  $2  billion  a  year  to 
get  the  blank  printed  checks.  For  the 
most  part  they  order  the  checks 
through  their  banks,  but  they  don't 
have  to.  They  can  also  order  directly 
from  a  check  printer.  A  bank  might 
charge  $14  for  an  order  of  200 


MessagelCheck  founder  Priscilla  Beard 
Former  fundraiser  goes  for-profit. 


80 


checks,  sending  $4  to  a  printer  and 
pocketing  the  other  nickel  a  check  to 
compensate  itself  for  the  onerous 
work  in  clearing  the  check.  A  mail- 
order check  vendor  undercuts  this 
arrangement  by  dealing  directly  with 
the  account  holder.  They  split  the  $10 
saving  somewhere  down  the  middle. 
The  bank  is  the  loser. 

Beard  figured  a  way  to 
get  a  piece  of  this  lucrative 
business  of  undercutting 
the  banks  while  at  the  same 
time  raising  money  for  do- 
good  outfits:  Why  not  gain 
an  edge  by  offering  a  fea- 
ture that  would  make  users 
feel  better  about  writing 
checks?  Why  not  emblazon 
them  with  bumper-sticker- 
like messages  and  promise; 
to  cut  the  do-gooders  in  on| 
the  lucre? 

Priscilla  Beard,  in  a  sense,! 
wasn't  going  to  leave  her 
profession  of  fundraising  at; 
all.  She  was  simply  going  toi 
make  the  fundraising  easi- 
er— on  both  the  fundraiser 
and  the  person  giving  the 
money.  A  niche  business 
was  born. 

Beard  and  James  Mor- 
gan, then  34,  paid  an  artist 
$400  to  design  a  check, 
found  a  local  check  printer 
and  spent  $1,000  advertis- 
ing it  in  a  half-page  spread! 
in  Mother  Jones.  The  pilot: 
"Prevent  Nuclear  War,"  ai 
black-and-white  check  pic- 
turing a  mushroom  cloud 
of  impending  doom.  Price:; 
more  than  what  the  banks 
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Newly  renovated  hotels.  Guaranteed  30 
minute  room  service.  ExpressPass"  check-in. 
Just  a  few  of  the  ways  ITT  Sheraton  makes 
business  travel  easy.  We  also  make  it 
easy  for  you  to  take  a  vacation.  With 
ITT  Sheraton  Club  International,  you 

FINALLY.  A  HOTEL  CHAIN 
THAT  GIVES  BUSINESS 
TRAVELERS  EVERYTHING 

THEY  NEED. 
INCLUDING  A  VACATION. 


quickly  earn  miles  toward  free  travel  and 
hotel  stays  in  our  world  class  resorts.  Gold 
members  earn  miles  even  faster,  and  special 
benefits  like  late  check-out  privileges  and 
upgrades  to  our  Club  Level  floors.  Call  your 
travel  professional  or  ITT  Sheraton 
at  800-325-3535.  With  more  than  400 
hotels  and  resorts  worldwide,  there's  always 
a  room  waiting  for  you.  And  a  vacation. 

WorldCupUSAMW 

Official  Hotel  Company 


Sis 


ITT 


Sheraton 


HOTELS 

OUR  WORLD  REVOLVES  AROUND  YOU 


Just  a  few  of  the  ITT  Sheraton  Hotels  in  North  America:  Georgia:  Sheraton  Atlanta  Gateway  Louisiana:  Sheraton  New  Orleans  Florida:  Sheraton  Bal  Harbour, 
Walt  Disney  World  Dolphin  Illinois:  Sheraton  Chicago  California:  Sheraton  Harbor  Island,  San  Diego,  Sheraton  Fisherman's  Wharf,  San  Francisco,  Sheraton  Palace,  San 
Francisco  Washington:  Sheraton  Seattle  Washington,  DC:  Sheraton  Washington  New  York:  Sheraton  New  York,  Sheraton  Manhattan  Ontario:  Sheraton  Centre 
Toronto  Quebec:  Le  Centre  Sheraton,  Montreal  Guaranteed  30  minute  room  service  and  ExpressPass  Check-in  at  participating  properties  only;  tree  room  upgrades  at  time  of  check-in 
Oased  upon  availability;  SCI  available  at  participating  properties  only.  ©  1994  ITT  Sheraton  Corporation  ©  1991  WC  '94  TM  S 


A  sampling  of  MessagelCheck  checks 
Buiit-in  annuities  for  nonprofits. 


were  charging  and  considerably  more 
than  the  price  from  a  mail-order  ven- 
dor selling  plain  checks.  In  ten  days 
they  got  600  orders;  in  months,  thou- 
sands more. 

Housed  in  three  bedrooms  of  the 
five-bedroom  house  Beard  shared 
with  Morgan,  in  the  Capitol  Hill  area 
of  Seattle,  Message!  Check  Corp.  offi- 
cially started  in  1985.  Beard  did  in- 
house  operations;  Morgan,  order 
processing;  and  another  friend,  Amy 
Larkin,  sales.  Total  investment: 
$20,000.  Nobody  took  a  salary  for 
two  years. 

No- more  nukes  was  getting  a  bit 
stale.  Message! Check  needed  fresher 
and  more  specific  messages.  Beard 
went  to  nonprofit  outfits  and  made  an 
offer:  Give  Message !  Check  free  space 
in  your  newsletters  and  we'll  give  you 
a  cut  of  the  gross.  Greenpeace,  Moth- 
ers Against  Drunk  Driving,  Vietnam 
Veterans  of  America  all  signed  on, 
allowing  their  messages  to  be  on  the 
checks. 

MessagelCheck  would  sell  200 
checks  w  ith  a  message  for  $14,  but  a 
lot  of  people  would  happily  pay  the 
price  as  a  sort  of  guilt  assuagement,  or 
just  for  fun.  Bumper  stickers  without 
the  adhesive.  MessagelCheck  would 


donate  $1  to  $1.50  (depending  on 
volume)  of  the  $14 — leaving  plenty 
of  profit  for  MessagelCheck. 

Oh,  yes — MessagelCheck  was  go- 
ing to  order  recycled  paper  for  its 
checks.  That  was  a  battle  in  itself;  for  a 
long  time  the  check-clearing  authori- 
ties told  Beard  she  couldn't  do  it. 

Luck  followed.  French  agents 
bombed  Rainbow  Warrior,  Green- 
peace's flagship.  Three  weeks  later 
Message! Check's  first  half-page  full- 
color  ad  appeared  in  the  radical  envi- 
ronmental organization's  magazine. 
As  it  happened,  the  checks  had  a 
picture  of  the  Greenpeace  life  raft 
afloat,  planet  earth  tucked  safely  in  its 
berth.  Check  orders  flooded  in. 

Not  that  everything  went  smooth- 
ly; it  never  does.  By  1988  Beard's 
customers  were  dispersed  among 
10,000  banks  nationwide — each  with 
its  own  standard  check  specifications, 
a  nightmare  for  Beard's  printer,  Inter- 
checks. 

Also  a  nightmare  for  Message! 
Check,  itself  not  computerized.  "I 
had  10,000  customers  in  shoeboxes," 
Beard  says.  "We  had  shoeboxes  all 
over  the  house."  It  seemed  there  were 
a  hundred  customers  named  David 
Smith,  ten  calling  at  once — and  no 


way  to  track  them.  Bank  numbers 
didn't  work;  too  many  banks.  Zip 
codes  didn't  work;  people  had  several 
accounts — in  the  same  bank,  banks 
across  the  street  from  each  other, 
banks  across  state  lines.  "I  was  frankly 
afraid  to  get  too  many  customers," 
Beard  says,  in  all  earnestness.  "I  was 
afraid  we'd  make  mistakes." 

In  1989  Beard  found  a  check  print 
er  who  could  computerize  those  ac- 
counts. By  1992  her  client  base  mush- 
roomed twentyfold — to  200,000. 

Success?  Not  yet.  Next  came  bank 
mergers  and  internal  bank  changes 
that  complicated  check  processing. 
Problem:  When  banks  merge,  they 
usually  stop  honoring  their  old 
checks.  But  they  do  not  notify  Mes- 
sagelCheck, which  most  of  them  have 
never  heard  of. 

During  the  last  two  years,  one  Mes- 
sagelCheck staffer  has  done  nothing 
but  track  mergers  and  call  banks  to 
determine  which  checks  will  be  hon- 
ored, how  long,  when  they  will 
change,  whether  the  routing  codes 
will  change  and  how  and  when,  and  so 
on.  Beard  finally  solved  the  problem 
with  new  computer  software  that 
streamlines  the  ordering  process. 

Beard,  now  46,  runs  the  company 
from  the  old  general  store/ post  office 
in  Dockton,  Wash.,  situated  on  Vash- 
on  Island  and  overlooking  Puget 
Sound,  a  ferry  ride  away  from  Seattle. 
She  married  in  1990,  and  her  wood- 
worker/sculptor husband  has  reno- 1 
vated  the  building,  which  was  put  on 
the  local  historic  register  last  year. 
Amy  Larkin  left  in  1988  to  manage  a 
rock  band;  James  Morgan  left  in  1989 
for  health  reasons. 

Last  year  MessagelCheck  Corp] 
grossed  $3  million  and  paid 
$350,000  in  royalties  to  50  nonprof- 
its. Beard's  five  employees  are  well 
paid.  Still,  the  business  is  wonderfully 
profitable,  netting  about  10%  on 
sales — or  $300,000.  She  has  no  com- 
pulsion to  make  this  business  really 
big.  It  already  gives  her  a  beautiful 
life,  with  time  for  her  family  and  for  a 
7-acre  farm  near  the  office.  Room 
enough  to  grow  plenty  of  flowers, 
vegetables  and  herbs,  and  for  her 
husband's  studio.  "When  I  go  to 
sleep  at  night,  I  can  hear  the  frogs," 
Beard  says.  "And  when  I  go  to  work,  I 
can  take  my  dog  and  wear  my  Birken- 
stocks."  WB 
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"We're  insured  against 


fire,  flood  and  natural  disaster 
And  now  calling  card  fraud." 


Corporate 


1 


836  000  0000  0001 

H  HARVEY 
CITY  RAH.  LINE 

International  Number 

891253  836  000  0000  5 


r~\  lizzards,  hurricanes, 
lZ^  equipment  problems 
There  are  so  many 
dangers  we 


Ey  ut  AT&T  has  a 
J  guarantee:  you 

won't  pay  a  penny 
for  calls  like  that*  .. 
And  we  didn't. 


can't  control 
we  like  to 
control  the  ones  we  can.  The  AT&T 
Corporate  Calling  Card  helps. 


Their  security  program 
is  absolutely  iron-clad. 
24  hours  a  day, 
7  days  a  week, 
AT&T  is  monitoring 
how  our  cards  are 
used.  If  something 
seems  out  of  line,  they 
blow  the  whistle  immedi- 
ately. 


The  card  also  helps  us 
hold  down  charges  on 
the  calls  we  do  make.  All 
our  people  have  calling 
limits  of  some  kind.  It 
might  be  a  dollar  limit, 
or  they  can  only  call 
within  a  certain  area.  We 
can  even  set  different 
limits  for  each  person. 


A couple  of  months  ago,  it 
happened.  Someone 
had  gotten  hold  of  one  of 
our  calling  card  numbers  and 
was  calling  places  I  can't 
even  pronounce.  Believe 
me,  we  don't  do  business  in  Alphen  Aan 
de  Rijn.  (That's  in  the  Netherlands.) 


U  The  AKST  Business  Advantage 


AT&T 


n  fact,  AT&T  is  totally  flexible-even 
down  to  how  we  want  our  bills 
up.  They  can  do  it  whichever 
way  makes  it  easiest  for  us 
to  track  expenses. 
After  all,  I  have 
to  keep  my  busi- 
ness from  getting  derailed,  as 
much  as  my  trains.  To  get  the 
AT&T  Corporate  Calling  Card, 
call  1  800  257-5809, 
ext.  702. 


1    800   257-5809,   ext.  702 


•  Guarantee  applies  only  to  standard  AT&T  Corporate  Calling  Cards  and  excludes  other  service  and  billing  options  such  as  VTNS  and  bulk  issuance. 
Excludes  fraudulent  usage  by  associated  persons  and  liability  based  on  knowledge  of  fraudulent  conduct  Other  terms  and  conditions  apply. 


STARTING  YOUR  OWN  BUSINESS 

EPITiD  BY  FUMIMC  MEEKS 


Andrew  Wang  struggled  two  years  to  learn 
Japanese.  From  that  experience  came  a 
successful  software  company. 

Japanese 
made  easy 


By  Steve  Kichen 

For  two  years  after  coming  from  his 
native  Hong  Kong  to  the  U.S.  in 
1967,  Andrew  Wang  took  courses  in 
the  Japanese  language.  "I  spent  a  few 
thousand  dollars  on  classes,  cassette 
and  video  tapes  and  books,"  he  says. 
Today  that  study  is  paying  off  for 
Wang,  who  holds  a  doctorate  in 


chemical  physics  from  Berkeley,  and 
for  BayWare  Inc.,  his  San  Mateo, 
Calif. -based  computer  software 
company. 

In  late  1991  Wang's  BayWare 
brought  out  Power  Japanese  on  flop- 
py disks,  quickly  followed  by  a  CD- 
ROM- based  version.  The  computer 


BayWare's 
Andrew  Wang  (left) 
and  Norman  Donald 
"Don't  be  so 
hung  up  on  one 
idea  that  you 
cannot  change." 


A  Power  Japanese 
screen 

With  a  click  of  a 
mouse,  you  can 
see  and  hear 
how  a  character  is 
written  and 
pronounced. 


press  praised  the  program,  and  multi- 
national corporations  such  as  Ford, 
Hewlett-Packard,  Motorola  and  Mi- 
crosoft began  ordering  Power  Japa- 
nese to  help  teach  the  language  to 
executives  heading  off  to  Japan. 

Since  its  release,  Power  Japanese, 
which  retails  for  around  $175,  has 
sold  10,000  copies;  last  year  Bay- 
Ware's  sales  passed  the  $1  million 
mark.  That's  not  much  compared 
with  mass-market  multimedia  titles 
like  Microsoft's  Encarta,  which  has 
sold  over  300,000  copies  in  its  first 
year  out.  But  for  BayWare,  which  has 
just  eight  full-time  employees,  it's 
enough  to  cover  costs  and  fund  new 
projects.  A  second  language  program, 
Power  Spanish,  should  hit  the  market 
this  month. 

CD-ROM  technology  is  beautifully 
suited  to  language  training.  Power 
Japanese  combines  text  and  digitized 
sound  to  teach  the  characters  of  the 
Japanese  alphabets,  simple  vocabu- 
lary and  grammar.  With  a  click  of  a 
mouse,  a  user  can  see  and  hear  how  a 
character,  word  or  sentence  is  written 
and  pronounced  in  Japanese. 

The  program  is  self-paced,  with 
numerous  self-scoring  drills  and  exer- 
cises. In  just  two  months  a  user  can 
pick  up  enough  of  the  language  to 
understand  a  few  hundred  words  and 
conduct  simple  conversations — ask- 
ing for  directions,  say. 

BayWare  was  started  in  1988  by 
Wang,  now  41,  and  partner  Norman 
Donald,  31.  They  had  worked  to- 
gether at  a  Sunnyvale,  Calif-based 
outfit  that  provides  ship  routing  and 
maritime  weather  information  to 
ships  at  sea.  They  tried  to  start  a 
software  development  group  inside 
the  company,  which  was  a  subsidiary 
of  Great  Britain's  John  Swire  &  Sons. 
They  got  the  cold  shoulder. 

So  the  pair  decided  to  hang  on  to 
their  jobs  at  the  Swire  unit  and  do  the 
software  deal  on  the  side,  using  a 
couple  of  hundred  thousand  dollars 
from  personal  savings  and  from  a  trust 
fund  Donald  had  inherited.  The  two 
wanted  to  develop  software  that 
would  allow  smaller  MS-DOS-based 
personal  computer  programs  to  run 
under  the  more  rarefied  operating 
system  designed  for  Japanese  personal 
computers. 

After  developing  the  software  in 
just  12  months,  they  quit  their  jobs 
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and  introduced  the  program  in  De- 
cember 1989.  Bad  luck.  Just  then 
Microsoft  released  Windows  3.0, 
which  took  the  wind  out  ofDOS-based 
programs'  sails.  Compounding  the 
problem,  the  smaller  companies  that 
stood  to  benefit  from  being  translated 
for  Japanese  use  did  not  have  the 
resources  to  translate  all  of  their  mate- 
rials from  English. 

Although  most  of  their  startup  cap- 
ital was  gone,  Wang  and  Donald  sup- 
pressed the  impulse  to  beg  for  their 
old  jobs  back.  Instead  they  borrowed 
more  money  from  their  families  to 
keep  BayWare  going.  Recalling  the 
time  and  frustration  it  had  cost  him  to 
learn  Japanese,  Wang  wanted  to  har- 
ness computer  technology  to  make 
the  task  easier  for  others.  Wang  even 
sold  his  Los  Altos,  Calif,  house  to  raise 
new  cash.  "Most  friends  and  all  my 
relatives  thought  it  was  a  totally  fool- 
ish thing  to  do,"  he  says. 

Now  that  the  partners  have  proved 
that  they  were  far  from  foolish,  what 
will  they  do  next? 

In  addition  to  language  instruction 
Wang  and  Donald  are  experimenting 
with  other  educational  titles  that  can 
be  sold  directly  to  corporate  buyers. 
The  margins  are  better  that  way,  and 
the  marketing  insights  are  greater  and 
more  immediate.  Likely  to  be  released 
by  the  end  of  the  year  is  BayWare's 
Shameless  Capitalism,  which  teaches 
the  rudiments  of  accounting. 

Waiting  in  the  wings  for  1995  is 
Bay  Ware's  Moral  Dilemma,  a  busi- 
ness ethics  program  that  combines 
game  theory  and  artificial  intelligence 
to  guide  a  user  through  the  conse- 
quences of  various  actions. 

Here's  an  example  of  a  Moral 
Dilemma  problem:  A  small  compa- 
ny needs  several  copies  of  a  software 
program,  but  the  program  is  expen- 
sive. Should  the  cash-strapped  com- 
pany pay  for  all  the  copies  even 
though  this  expense  might  threaten 
the  financial  health  of  the  firm?  Or 
should  the  company  buy  one  copy, 
then  make  illegal  copies  even 
though  this  would  hurt  the  software 
vendor? 

BayWare's  program  doesn't  say 
which  choices  are  right  or  wrong,  but 
Andrew  Wang  offers  this  advice  to 
anyone  thinking  about  starting  a  busi- 
ness: "Don't  be  so  hung  up  on  one 
idea  that  you  cannot  change."  H 


Leslie's  Poolmart's  Phil  Leslie  lost 

a  good  little  business  by  trying  to 

shaft  his  partner.  Now  he's  on  the  outside 

looking  in  on  what  may  yet  be  quite  a  success  story. 

Beggar  thy 
partner 


By  Amy  Feldman 


Chlorinating 
Hoping  for 


Entrepreneurs  who  try 
to  shaft  their  partners 
often  end  up  shafting 
themselves. 

In  1963  Philip  Leslie 
and  his  partner,  Raymond 
Cesmat,  started  a  chain  of 
swimming  pool  supply 
stores  in  the  Los  Angeles 
area.  By  1987  they  had 
built  up  Leslie's  Poolmart 
Inc.  into  a  65-store  chain 
with  revenues  of  $57  mil- 
lion. But  then  Cesmat  de- 
cided to  get  divorced  and 
he  wanted  to  sell  his  stake 
in  the  privately  owned 
company. 

Leslie  made  him  a  low- 
ball  offer  for  his  stock — a 
big  mistake  as  it  turned 
out.  Cesmat  felt  the  stock 
was  worth  a  lot  more  and 
filed  to  have  their  corporation  dis- 
solved. In  the  spring  of  1988  a  Cali- 
fornia Superior  Court  judge  ordered 
that  the  company  go  to  the  top  bid- 
der. "They  sold  it  out  from  under 
me,"  gripes  Phil  Leslie.  Not  that  Les- 
lie had  to  go  on  relief:  He  pocketed 
$10  million  for  his  share.  But  he  lost 
the  business. 

The  winning  bid,  at  $23  million, 
was  from  an  investor  group  led  by 
Hancock  Park  Associates,  a  Los  An- 
geles-based venture  capital  firm.  To 
run  Leslie's,  Hancock  Park  installed  a 
young  partner  named  Brian  McDer- 
mott.  Then  31,  McDermott  knew  a 
little  about  business  and  a  great  deal 
about  swimming  pools:  A  competi- 
tive swimmer  since  age  6,  he  was  a  star 


ducks  at  Leslie's  Poolmart 
a  long,  hot  summer. 


on  Williams  College's  varsity  swim 
team  and  paid  his  way  through  college 
managing  pools  during  the  summers. 
"I'm  a  chlorine  head,"  he  says. 

But  as  the  new  chief  operating  offi- 
cer of  Leslie's  Poolmart,  McDermott 
nearly  drowned  at  first.  In  May  1988, 
just  as  pool  season  was  getting  under 
way,  61  of  the  chain's  66  store  manag- 
ers, loyal  to  Phil  Leslie,  refused  to 
open  their  shops.  McDermott  re- 
opened the  stores  with  new  managers 
and  got  a  restraining  order  against  any 
meddling  by  Phil  Leslie  and  his  co- 
horts. But  there  were  other  problems, 
from  drought  in  California  to  servic- 
ing nearly  $20  million  of  acquisition 
debt.  The  company  lost  money 
through  1990. 
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Research 


"At  Bohus  we  take  research  and  development 
literally.  No  research  without  development, 
no  innovation  without  implementation.  That  is 


why  we  work  so  closely  with  our  custo 
Their  practical  problems  are  our  resei 
challenges.  It  keeps  us  focused  and  on  our 


Akzo  Nobel  is  one  of  the  world's  leading  companies  in  selected  areas  of  chemicals,  coatings,  health  care  products  and 
More  than  73,000  people,  active  in  50  countries  around  the  world,  make  up  the  Akzo  Nobel  workforce.  For  more  information, 
call:  Corporate  Communications  Department/Si  A,  300  South  Riverside  Plaza,  Chicago,  II.  60606.  Phone  (312)  906-7500. 


7 


Lillemor  Holtinger,  Manager  of  TCF  Bleaching  Research,  Bohus,  Sweden: 

id  develop 


arch  and  develop.  That's  our  job.  As  a  com- 
,  as  a  unit,  and  as  an  individual.  And  that's 
creating  the  right  chemistry  is  all  about." 


CREATING  THE  RIGHT  CHEMISTRY        AKZO  NOBEL 


Park  Avenue  Ultra.  A  car 
so  thoughtful,  even  its  mirrors 
remember  how  you  look. 


With  a  touch  of  a  button,  the  available  outside 
memory  mirrors  recall  your  favorite  viewing 
position.  They  are  also  heated  for  better  vision  in 
nasty  weather.  Even  the  electrochromic 
^^^1^.     rearview  mirror  automatically 

adjusts  to  reduce  headlamp  glare. 
These  and  other  features,  like 
Ultra's  supercharged  engine, 
dual  air  bags,  and  anti-lock 
brakes,  are  further  reflections 
of  Buick  quality.  To  learn  more, 
call  1-8Q0-4A-BUICK. 


m) 


BUICK 

The  New  Symbol  For  Quality 
In  America. 


■ GM 1 1®©1 994  GM  Corp.  All  rights  reserved. 

Kffipl 
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jLffj  Park  Avenue  is  a  registered  trademark  of  GM  Corp. 

Buckle  up,  America! 

up  a  COMERS 


Brian  McDermott,  chief  executive  of  Leslie's  Poolmart 
"I'm  a  chlorine  head." 


McDermott,  now  Leslie's  chief  ex- 
ecutive, hung  in  there  and  the  compa- 
ny's fortunes  began  to  turn.  In  1991 
Montgomery  Securities  sold  47%  of 
:he  company  to  the  public,  raising 
!$28  million.  McDermott  used  the 
money  to  pay  off  the  company's  debt. 
He  also  opened  new  stores,  from  New 
fork  to  California. 

Investors  who  bought  on  the  IPO 
haven't  fared  too  well — yet.  Soon  af- 
:er  the  public  offering,  the  summer  of 
'1992  was  cold  and  wet.  When  earn- 
!  ngs  came  in  far  below  predictions, 
Leslie's  stock  collapsed  from  its  Sil- 
k-share offering  price  to  $5. 

Finally  things  are  looking  up.  Over 
he  past  two  years  McDermott  has 
replaced  four  of  Leslie's  eight  top 
managers  and  installed  up-to-date 
|x>int-of-sale  systems  to  keep  track  of 
2,800  items — from  chlorine,  algicide 


and  soda  ash  to  leaf  skimmers  and 
pool-cleaning  machines.  Home  De- 
pot, the  most  serious  of  Leslie's  com- 
petitors among  the  discounters,  offers 
only  75  pool  products. 

At  2.5%,  Leslie's  net  margins  are 
still  well  below  the  retail  building 
supply  industry's  average  margin  of 
3.5%.  To  improve  profitability 
McDermott  has  been  adding  higher- 
margin  items,  like  Speedo  swimsuits 
and  goggles,  to  the  chain's  mix. 
"When  you're  a  retailer,  you  experi- 
ment," he  says. 

By  decade's  end  McDermott  says 
he  hopes  to  have  500  stores,  with  sales 
of  $500  million.  That's  quite  a  leap 
from  today's  store  count  of  182,  but 
there  is  plenty  of  room  to  grow.  While 
Leslie's  is  the  largest  player  in  the  $3.6 
billion  pool-supply  business,  its  share 
of  the  highly  fragmented  market  is 


just  3%.  McDermott  says 
he  can  open  a  new  store 
at  a  cost  of  around 
$100,000.  And  with 
stores  that  have  been 
open  more  than  a  year 
producing  an  average 
$40,000  in  operating  in- 
come, the  chain,  which 
has  long-term  debt  of 
$14  million,  should  be 
able  to  finance  growth 
fairly  easily. 

By  offering  growing 
numbers  of  the  coun- 
try's 6.3  million  residen- 
tial pool  owners  a  wide 
array  of  pool  products  at 
discount  prices,  McDer- 
mott hopes  to  turn  Les- 
lie's Poolmart  into  a  cat- 
egory killer  in  the  pool- 
supply  business,  along 
the  lines  of  Blockbuster 
in  video  rentals,  Staples 
in  office  supplies  and 
AutoZone  in  automo- 
tive supplies. 

Last     year  Leslie's 
Poolmart  earned  $3  mil- 
lion, or  48  cents  a  share, 
on  sales  of$120  million. 
Tammira  Kuntz,  a  spe- 
cialty retailing  analyst  at 
Morgan  Keegan  &  Co., 
predicts    that  Leslie's 
will  earn  $4.6  million, 
or  74  cents  a  share,  on 
sales  of  $142  million 
this  year.  In  the  past  18  months  the 
stock  has  snapped  back,  to  a  recent 
123/4.  Since  the  time  of  the  public 
offering,  Hancock  Park  Associates 
and  the  original  investor  group  have 
sold  enough  shares  to  more  than 
recoup  their  original  investment  and 
still  own  around  2  million  shares, 
worth  $25  million. 

In  advance  of  the  pool  season, 
McDermott  opened  25  new  Leslie's 
stores  in  the  first  quarter  of  this  year. 
He  also  has  been  pushing  into  the 
commercial  pool  market — health 
clubs,  hotels,  municipalities.  Two 
years  ago  McDermott  paid  $1 .2  mil- 
lion for  North  Hollywood- based 
Sandy's  Pool  Supply,  Inc.,  a  money- 
losing  22-storc  chain  with  a  growing 
business  in  commercial  pools.  The 
sellers:  Leslie's  founder,  Phil  Leslie, 
and  a  partner.  m 
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After  selling  his  cable  TV  business  in  1982,  Pat  Swisher 
figured  there  were  good  opportunities  in  cellular  phones 
and  cleaning  toilets.  He  picked  toilets. 


Bathroom 
humor 


By  Randall  Lane 

Frksh  out  of  Appalachian  State  Uni  • 
versity  in  1977,  Patrick  Swisher  start- 
ed a  restaurant,  sold  it,  started  a  small 
cable  television  company  and  sold  it 
too,  in  1982,  pocketing  some 
$250,000  on  the  deal. 


What  next?  Two  businesses,  cellu- 
lar telephones  and  cleaning  bath- 
rooms, looked  good  to  the  young 
entrepreneur.  Despite  the  obvious 
dissimilarities,  he  believed  that,  like 
cable,  both  cellular  and  bathroom 


Swisher  International  President  Pat  Swisher 

"People  say  i  was  destined  to  be  in  this  business." 


cleaning  could  be  built  into  business- 
es where  customers  could  be  added  at 
relatively  low  incremental  cost. 

For  advice  on  which  path  to  take, 
Swisher  approached  his  next-door 
neighbor  in  Charlotte,  N.C.  at  the 
time,  an  investment  banker  named 
Erskine  Bowles  (he  now  heads  the 
U.S.  Small  Business  Administration). 
Bowles  advised  Swisher  to  go  with  the 
bathroom  idea — the  business  could 
be  started  on  a  shoestring,  there  were 
no  major  competitors,  and  there  were 
plenty  of  commercial  restrooms  that 
needed  cleaning. 

Swisher  took  Bowies'  advice  and 
today  runs  Charlotte- based  Swisher 
International  Inc.,  an  aptly  named 
franchisor  of  bathroom  cleaning  ser- 
vices that  earned  $618,000,  or  37 
cents  a  share,  last  year,  on  corporate 
revenues  of  $4.8  million.  "People  say 
I  was  destined  to  be  in  this  business," 
Swisher  jokes. 

To  get  into  the  business,  Swisher 
paid  $75,000  in  1982  for  a  franchise 
from  Fikes  International,  a  now  de- 
funct Fort  Worth-based  bathroom 
cleaning  firm.  After  concluding  that 
Fikes  did  not  know  how  to  market  its 
services,  Swisher  started  his  own  chain 
of  bathroom  cleaning  companies  in 
1983.  By  1989  he  owned  18  outlets 
stretching  from  Pittsburgh  to  Hous- 
ton. With  them  as  his  base,  Swisher 
began  selling  franchises  at  $35,000  a 
pop.  The  fee  entitles  franchisees  to 
two  weeks  of  cleaning,  sales  and  man- 
agement training  and  an  exclusive 
territory  covering  500,000  people. 
Incremental  territories  can  be  pur- 
chased at  $10,000  each.  Swisher  con- 
verted all  but  one  of  his  original  out- 
lets to  franchises  as  well. 

The  franchisees  charge  their  cus- 
tomers about  $20  for  each  complete 
bathroom  cleaning  and  sanitizing; 
most  customers  opt  to  have  this  done 
once  a  week.  In  fiscal  1993  (ended 
Oct.  31 )  Swisher  Internationars  fran- 
chisees, which  now  number  78,  sold 
$12  million  worth  of  services  to 
17,000  customers,  including  outlets 
for  Burger  King,  Wal-Mart  and  Ex- 
xon. Swisher's  most  energetic  fran- 
chisees clear  over  $100,000  a  year. 

As  franchisor,  Swisher  Internation- 
al collects  royalties  and  fees  of  1 1  %  or 
more  of  the  franchisees'  revenues, 
depending  on  volume.  In  return, 
Swisher  handles  all  the  franchisees' 
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bookkeeping  and  supply-ordering 
chores.  A  franchisee  doesn't  even 
need  a  secretary:  unanswered  calls  are 
forwarded  to  Charlotte,  where  an  op- 
erator named  Laura  pretends  to  be  a 
local  Swisher  receptionist  and  places 
messages  in  voicemail.  Swisher  also 
sells  the  franchisees  cleaning  products 
at  markups  of  as  much  as  20%. 

Sound  good?  Enough  people 
thought  so  a  year  ago  that  Swisher  was 
able  to  make  a  public  offering  and  use 
the  $4.1  million  in  proceeds  to  boost 
marketing  efforts  and  sales  of  fran- 
;hises.  Swisher  International's  market 
^alue  is  $10  million;  founder  Swish- 
er's 39%  is  now  worth  $4  million. 

"Once  you  get  over  the  stigma  of 
►vhat  you  do,  you  laugh  all  the  way  to 
:he  bank,"  says  Swisher. 

But  not  everyone  is  laughing.  Peo- 
ple who  bought  Swisher's  stock  at  the 
xiblic  offering  price  of  $6  a  share  now 
lave  shares  selling  at  just  $5,  and  the 
prospects  aren't  good.  Most  of  Swish- 
fcr  International's  profits  over  the  last 
few  years  have  come  from  selling  fran- 
;hises.  Pat  Swisher  now  estimates 
here  are  only  about  30  good  fran- 
:hise  sites  left,  all  of  which  he  expects 
:o  sell  by  year's  end. 

For  growth,  Swisher  must  rely  on 
ts  franchisees  to  expand  their  reve- 
illes. Douglas  Fahoury,  an  analyst 
vith  Swisher's  underwriter  Cohig  & 
Associates,  thinks  this  is  happening. 
Te  estimates  that  Swisher's  net  earn- 
ngs  will  rise  10%  this  year,  to 
5678,000,  as  the  last  franchises  are 
>old.  But  if  Swisher  sells  no  franchises 
In  1995,  earnings  will  drop  to  around 
5500,000 — and  that's  after  factoring 
in  increased  royalty  revenues.  If  that 
xciirs,  expect  Swisher's  thinly  traded 
•tock  to  plunge. 

Hoping  to  broaden  his  revenue 
stream,  Swisher  is  trying  to  interest 
several  paper  companies  in  engaging 
Swisher  franchisees  to  hawk  toilet 
>aper  and  paper  towels  to  their  cus- 
tomers. He's  also  trying  to  create  a 
new  franchise  for  Swisher  Interna- 
lional  to  sell:  Swisher  Maids,  a  house- 
hold maid  service  that  he  is  testing  in 
pharlotte.  But  there  are  strong  com- 
petitors in  maids-for-hire,  including 
big  national  outfits  like  Service- 
Master's  Merry  Maids. 

Pat  Swisher  probably  should  have 
gnored  Erskine  Bowles  and  gone 
into  cellular.  WM 


FOLLOW  THROUGH 


Gunning  for 
Bill  Ruger 


Sturm,  Ruger  &  Co. 
Chairman 
William  Ruger 
"Our  mail  ran 
100-to-l  in  our 
favor." 


On  a  CLOUDY  Thursday  in  June 
1993,  seven  months  after  his  compa- 
ny was  profiled  in  these  pages  (Nov. 
9,  1992),  William  Ruger  woke  up  to  a 
rude  shock.  His  company,  gun- 
maker  Sturm,  Ruger  &  Co.,  was  the 
subject  of  a  page  one  attack  in  the 
Wall  Street  Journal.  The  story  de- 
tailed injuries  caused  by  the  acci- 
dental firing  of  one  of  its  long-discon- 
tinued revolvers,  and  noted  Ruger 
had  settled  several  product  liability 
suits  for  multimillion-dollar  sums. 

Crusty  and  unflappable,  Ruger 
says  the  JournaFs  scathing  story  af- 
fected his  business  not  a  whit.  "Our 
mail  ran  100-to-l  in  our  favor," 
Ruger  says.  Sturm,  Ruger's  custom- 
ers, mainly  hunters,  target  shooters 
and  collectors,  kept  on  buying,  per- 
haps out  of  fear  that  media  support  for 
gun  control  would  eventually  make 
guns  more  difficult  and  more  expen- 
sive to  purchase. 

Last  year  Sturm,  Ruger's  sales  hit 
$194  million,  up  24%  from  1992. 
Profits  were  up  50%,  to  $33  million, 
or  $2.44  a  share.  And  even  as  the 
stock  market  has  crumbled  in  recent 
months,  Sturm,  Ruger's  stock  has 


been  hitting  new  highs.  Recent 
price:  30  a  share,  nearly  twice  its  price 
two  years  ago. 

David  Guthrie,  an  analyst  at  Mor- 
gan Keegan,  says  Sturm,  Ruger's 
shares  are  selling  at  a  modest  12 
times  his  1994  earnings  estimate  for 
the  Southport,  Conn. -based  com- 
pany. But  Guthrie  is  cautious  on  the 
stock,  citing  a  frenzy  of  gun  buying 
as  federal  gun  legislation  looms.  He 
expects  Sturm,  Ruger's  growth  to 
slow  as  the  frenzy  cools.  (None  of  the 
company's  guns  would  be  affected 
by  the  ban.) 

In  recent  years  founder  Bill 
Ruger  has  been  turning  over  manage- 
ment responsibilities  to  his  son, 
William  Ruger  Jr.,  55.  And  last  July  he 
personally  sold  1.75  million  Sturm, 
Ruger  shares  for  $39  million.  But  not 
because  he  was  worried  about  the 
company's  prospects.  At  78,  he's  wor- 
ried about  his  estate.  "When  I  die, 
55%  of  my  estate  will  go  to  the  federal 
government,  and  there's  no  way  of 
getting  around  that,"  he  growls.  The 
Ruger  family  still  owns  2.4  million 
shares,  worth  $72  million. 

-Joel  Millman 
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Car  theft  and  break-ins  are  bad  here,  but  for  whatever 
comfort  it  gives,  they're  worse  in  Europe.  That's  bad  for 
insurance  companies  but  great  for  Code-Alarm. 

Business  is  lousy 
in  Singapore 


By  Jerry  Flint 

Just  when  you  think  thieves  are  tired 
of  breaking  into  cars  for  the  radios, 
there's  new  stuff.  They're  going  after 
air  bags:  "Worth  $200,"  says  Rand 
Mueller,  chairman  and  founder  of 
Madison  Heights,  Mich. -based  Code- 
Alarm  Inc.  Phones,  too.  "They  can  be 
reprogrammed  in  the  back,  rooms  of 
the  refurb  shops,"  he  says. 

It's  an  ill  wind  that  doesn't  blow 
good  for  somebody.  For  Mueller,  car 
theft  is  a  nice,  warm  breeze.  "We've 
just  added  a  second  shift  at  our 
Michigan  plant,"  he  smiles. 

Code-Alarm  sales  ran  a  rec- 
ord $50  million  last  year.  This 
year  sales  will  pass  $70  million, 
he  predicts,  and  $100  million 
in  three  years. 

In  Europe,  where  Code- 
Alarm  has  a  new  subsidiary 
and  is  getting  20%  of  its  busi- 
ness, car  theft  is  worse  than  in 
the  U.S.  The  majority  of  car 
thefts  in  the  U.S.  are  recre- 
ational crimes — joyriding.  In 
Europe,  stolen  cars  are  driven 
to  Eastern  Europe  for  resale. 

Auto  protection  comes  in  IH 
four  forms.  Plain  alarms  are 
the  most  common  system,  and  Code- 
Alarm  says  they're  number  one  here. 
They  retail  for  $50  or  so.  Then  come 
the  wheel  locks,  like  Winner  Interna- 
tional's The  Club  (Mueller  calls  his 
version  "Cop  in  Your  Car"),  which 
go  for  about  $40. 

Higher  end — $100  and  up — are 
electronic  systems.  These  are  keyless 
entry  devices  that  unlock  the  door  or 
pop  the  trunk  from  a  distance,  and 
also  set  off  alarms,  Hash  lights  or  turn 
off  the  engine.  Code-Alarm  makes 
these  under  its  own  names,  for  De- 


troit's big  three  and  for  European 
customers  like  Volkswagen,  Renault 
and  Peugeot. 

Finally,  if  you  are  willing  to  spend 
$400  or  more,  there  are  tracking  de- 
vices that  send  out  electronic  signals 
that  can  be  traced.  "Right  now  track- 
ing has  a  lack  of  appeal,"  Mueller  says. 
"People  really  don't  want  the  car  after 
it's  been  stolen  if  they  can  get  a  new 
one  from  the  insurance  company." 

Mueller,  44,  was  an  engineering 


Code-Alarm's  Rand  Mueller 
Car  theft  is  big  business. 


college  dropout,  then  spent  a  couple 
years  in  the  Air  Force,  where  he 
learned  about  electronics.  He  started 
an  auto  parts  company,  which  failed, 
with  his  brother  in  his  parents'  base- 
ment. "I  didn't  know  how  to  run  the 
business,"  he  says.  "The  21%  interest 
rates  didn't  help,  either." 

They  had  a  design  for  an  engine- 
cutoff  antitheft  device  left  over  and 
convinced  a  Detroit  Mercedes  dealer 
to  put  one  in  a  car.  It  sold.  "Pretty 
soon  we  were  building  80  to  100  a 
month."  That  was  1979. 


"But  the  issue  came  up,  do  we  warn) 
to  be  an  installer,  like  my  brother 
Marshall  wanted,  or  a  manufacturer 
We  flipped  a  coin,  he  lost,  and  we 
were  in  the  manufacturing  business.' 

By  1984  Mueller  was  doing  $2 
million  to  $3  million  a  year,  and  $13; 
million  a  year  by  1987,  when  he  tooty 
the  company  public  through  First  oi 
Michigan  Corp.,  selling  33%  of  the 
company  for  $4.7  million.  Marshall 
Mueller  decided  at  this  point  to  sell 
most  of  his  stock  and  retire  (he  now 
studies  holistic  medicine). 

Despite  all  the  growth,  the  stoc 
hasn't  done  much  for  its  public  share- 
holders. Issued  at  a  shade  under  $7  a 
share,  the  stock  bounded  to  $24  b\ 
the  end  of  1989,  then  suddenly  dived, 
dropping  all  the  way  to  $5. 

What  went  wrong?  "We  didn't 
make  the  analysts'  predictions.  In 
1989  they  were  looking  for  $1.25  a 
share,  and  we  came  in  at  86  cents.'- 
That  was  bad  enough.  The  company 
adapted  its  wireless  technology  tcj 
home  alarms.  No  luck.  Too  much 
competition,  particularly  with  wired 
systems  (home  alarms  remain  a  smal 
part  of  Code-Alarm's  totaj 
business). 

In  addition,  competitior 
from  producers  in  Taiwan 
Korea  and  Malaysia  put  price 
pressure  on  Code -Alarm 'j 
made-in-the-U.S.  car  systems 
and  so  there  was  red  ink  ir 
1991  and  1992.  The  stock  is 
back  to  around  10  now,  ana 
analysts  expect  the  company 
to  earn  75  to  85  cents  a  share 
this  year.  But  profit  margins,  3 
cents  on  the  sales  dollar  las) 
year,  are  still  a  long  wav  from 
the  7  cents  of  1988. 

Mueller  worries  less  abou 
U.S.  competitors  than  foreigr 
ones.  General  Motors,  for  example 
makes  some  of  its  own  systems.  Code 
Alarm's  labor  runs  about  $13  an  houi 
with  benefits;  the  big  three  top  $40. 

Can  systems  actually  stop  theftsi 
"At  the  end  of  the  day,  yes,  they  can 
still  steal  the  car,"  Mueller  admits.  Bui 
systems  like  his  can  make  it  harder 
Even  wheel  locks,  which  he  thinks  will 
lade  as  the  electronic  systems  taki 
over,  can  keep  teenage  joyriders  at  bay 
"Maybe  if  they  started  caning,' 
muses  Mueller.  "We've  got  zero  busi- 
ness in  Singapore,  zero."  M 
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 he  easy  way 

to  handle  success. 


You've  risen  to  tke  top  by 
pulling  your  own  weigkt.  But 
now  that  you've  made  it,  take 
it  easy.  On  your  next  trip,  take 
Lark's®  new  E-Z  Traveler™ 
Soft  Piggyback.®  Its  kghtweigkt 
construction  and  wide-track 
wkeels  are  designed  to  keep  tke 
upwardly  mobile  mobile.  And 
its  Piggyback  system  can 
increase  your  pull—just  strap  on 
more  luggage.  For  more  infor- 
mation and  your  nearest  dealer, 

call  1-800-421-LARK. 
Reserved  For  Tkose  Wko  Have  Earned  Tkeir  Stripes.™ 


©1993  Lark  Luggage  Co. 


Like  many  technology  companies,  FileNet  crashed. 
Unlike  many,  it  listened  to  the  market  and  recovered, 

The  Cadillac- 

to-Chevrolet 

strategy 


By  Jerry  Flint 

If  you  ride  along  the  frontiers  of 
technology,  be  prepared  for  bumps, 
twists  and  U-turns.  That's  the  story  of 
FileNet  Corp.  of  Costa  Mesa,  Calif,  a 
pioneer  in  creating  and  processing 
digitized  documents. 

Theodore  Smith  started  FileNet  in 
1982  to  exploit  breakthroughs  in  op- 
tical disk  technology  that  promised  to 
turn  pieces  of  paper  inexpensively  into 
digitized  images  that  could  be 
moved,  modified,  stored  and  re- 
trieved in  seconds  on  a  computer 
screen.  In  a  society  that  runs  on  paper- 
work, Smith  saw  unlimited  potential 
for  this  technology,  and  for  a  few  years 
the  market  proved  him  right.  From 
1988  through  1991  FileNet's  sales 
doubled  and  profits  jumped 
by  a  factor  of  nearly  six.  File- 
Net's  stock  moved  from  about 
7  in  1991  to  37  by  early  1992. 

Suddenly  FileNet  hit  a 
bump.  The  idea  of  having  to 
buy  FileNet's  expensive  pro- 
prietary hardware  systems  be- 
gan upsetting  customers.  Why 
couldn't  they  do  these  optical 
tricks  on  their  own  desktop 
computers?  Moreover,  only 
big  companies — banks,  insur- 
ers and  pension  funds — could 
afford  FileNet's  $500,000- 
and-up  systems.  Bv  early  1993 
the  stock  was  back  at  9. 

"Basically,  we  had  to  rein- 
vent the  company,"  says 
Smith,  now  64.  That  meant 
transforming  FileNet  from  a 
company  dedicated  primarily 


to  making  proprietary  hardware  sys- 
tems for  scanning  and  optical  storage 
and  retrieval,  into  a  software  company 
that  would  enable  customers  to  use 
odier  makers'  hardware  to  create  and 
manipulate  digitized  documents. 

The  new  approach  also  meant  de- 
veloping less  expensive  products,  so  as 
to  broaden  FileNet's  customer  base. 
Recently  FileNet  has  started  to  sell 
software  packages  priced  at  $100,000 
to  $250,000.  And  rather  than  depend 
solely  on  FileNet's  own  sales  force, 
Smith  has  begun  marketing  through 
resellers — cheaper  that  way. 

Smith  uses  an  automotive  analog)' 
to  explain  the  new  strategy. 

"We've  been  viewed  as  the  Cadillac 


FileNet  founder  Theodore  Smith 
"This  had  to  be  a  big  fish.'' 


of  the  market,"  he  says.  "What  we're 
launching  now  is  a  Chevrolet.  People 
are  shocked  that  we  would  go  down- 
market, but  it's  easier  to  take  the 
much  more  sophisticated  software 
and  simplify  it  for  departmental  cen- 
ters than  to  go  the  other  way." 

FileNet's  marketing  vice  president, 
Jordan  Libit,  expands  on  his  boss" 
analog}':  "GM  sells  someone  a  Chevy, 
but  the  next  time  he  may  buy  an  Olds 
or  a  Buick.  We're  trying  to  appeal  to' 
departments  within  large  corporations! 
or  smaller  businesses  that  our  direct 
selling  force  wouldn't  be  calling  on. 
When  these  people  expand  their  sys- 
tems, we'll  have  the  foothold." 

For  FileNet's  next  advance,  Smith 
is  turning  to  "object-oriented"  soft- 
ware. Object-oriented  means  devel- 
oping software  programs  with  stan- 
dardized parts— for  example,  com- 
mands to  retrieve  and  display  t he- 
image  of  a  document.  "With  this  new 
software,  we  much  more  quickly  put 
their  applications  into  use,  and  more 
rapidly  get  a  return  on  investment," 
says  Libit. 

Again  the  market  is  vindicating 
Smith.  In  1992,  with  sales  hurting 
and  the  hardware-to-software  transi- 
tion underway,  the  company  reported) 
an  $8  million  loss  (after  a  restructur- 
ing charge ).  But  last  year  sales  were  upi 
1 5%,  to  $  1 59  million,  and  net  equaled! 
$7.8  million,  71  cents  a  share.  Robert 
Johnson,  an  analyst  at  the  Chicago 
Corp.,  predicts  $1 .16  a  share  this  year 
and  sees  long-term  profit  growth  oi 
25%  to  30%  a  year.  And  the 
stock  is  back  up  to  26lA. 
"Things  are  really  rolling,'" 
says  Smith. 

Educated  as  an  aeronautical 
engineer,  Smith  learned  about 
electronics  in  the  Air  Force  and) 
never  looked  back.  But  FileNet 
will  never  make  him  really 
wealthy.  To  raise  $40  million! 
to  start  the  company  he  had  to 
give  up  a  large  part  of  the 
equity  to  venture  capitalists;  he) 
now  owns  just  250,000  shares 
(worth  $6.6  million)  and  has 
options  for  200,000  more.  But 
no  regrets:  "You've  got  to  de- 
cide if  you  want  a  big  piece  of  a| 
small  fish  or  a  small  piece  of  ai 
big  fish.  This  had  to  be  a  big 
fish."  FileNet  isn't  big  yet,  but 
at  least  it's  growing  again.  I 
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You  ve  never  seen  an  interior  like  this  before. 


)nce  again  we're  taking  Range  Rover  to 
ew  heights. 

With  a  new  abundantly  opulent 
iterior  that  surpasses  even  our  old 
bundantly  opulent  interior. 

For  1995,  we've  augmented,  upgraded 
nd  redesigned  the  Range  Rover's  ameni- 
es  to  surround  you  with  an  entirely  new 
jvel  of  convenience  and  polish. 

In  fact,  from  its  sound  equipment  to 
le  heating  and  air  conditioning  system, 
'e've  made  improvement  after  improve- 


ment that  make  the  Range  Rover  more 
comfortable  than  ever.  We've  even  added 
the  most  comforting  feature  of  all:  driver 
and  passenger-side  airbags. 

Not  surprisingly,  there  isn't  another 


4-wheel  drive  vehicle  that  comes  close  to 
equaling  the  unequaled  luxury  of  a  Range 
Rover.  And  obviously,  there's  no  other 
car  on  earth  that  offers  Range  Rover's 
daunting  off-road  ability,  air  suspension, 
and  electronic  traction  control. 

So  why  not  call  1-800-FINE  4 WD  for  a 
dealer  near  you? 

At  just  under  853,000,*  we  can't  pre- 
tend that  a  Range  Rover  is  inexpensive. 

But  then,  there's  always  a  price  to  pay 
for  moving  up  in  the  world. 


THE  DIFFERENCE 
BETWEEN   BEING  BULLISH 
ON  AMERICA  AND  BULLISH 
O  N  TH  E  WORLD 

Slowly  and  deliberately,  like  the  process  of  natural 
evolution,  the  economies  of  our  world  are  coming 
together.  Command  economies  have  gradually  toppled 
and  free  markets  are  flourishing  in  nearly  every  corner 
of  our  world.  Today,  trading  alliances  are  being  formed 
that  promise  to  become  stronger  than  the  nations  that 
comprise  them. 

But  as  the  world  grows  closer,  it  also  grows  more  complex. 
So,  too,  has  Merrill  Lynch  evolved.  We  have  people 
and  capabilities  in  place  throughout  the  world,  and 
our  reach  is  unmatched.  But  we  have  learned  that  to 
compete  in  the  global  marketplace  requires  more  than 
just  global  resources— it  requires  global  resourcefulness: 
intelligence,  creativity,  agility  and  understanding. 

Everywhere  we  serve  the  world,  Merrill  Lynch  acts  as 

a  catalyst  to  bring  people  together  with  opportunities. 

With  global  financial  expertise  and  global  presence, 
  '  

we  can  help  clients  harness  the  power  of  global  inter- 
dependence. So  an  investor  in  Asia  can  profit  from  the 
efforts  of  business  people  in  Argentina  and  vice  versa. 


Wherever  we  are  in  the  world,  it  is  our  business  to 
focus  on  our  clients  and  build  long-term  relationships 
with  them;  to  use  teamwork  to  deliver  seamless 
integration  of  our  services;  to  respect  our  clients  and 
colleagues  as  individuals;  to  act  as  responsible  citizens 
in  the  communities  in  which  we  live  and  work;  and, 
above  all,  to  maintain  our  reputation  for  integrity. 

Our  world  is  being  brought  together,  not  simply  by 
the  mandate  of  nations  but  by  the  power  of  individuals; 
individuals  who  allow  themselves  to  hope  for  a  better 
life.  We  believe  that  nothing  holds  greater  possibility 
than  a  world  with  hope  for  its  own  future. 

Although  the  road  may  not  be  easy  or  quick,  we 
believe  we  can  help  our  clients  achieve  even  greater 
successes,  in  a  world  brought  together  by  individuals 
with  hope.  We  think  that  makes  the  difference- 
all  the  difference  in  the  world. 

The  difference  is  Merrill  Lynch. 

Merrill  Lynch 

A  tradition  of  trust. 


©1994  Merrill  Lynch  &c  Co.,  Inc. 


"History,"  wrote  Karl  Marx,  "repeats  itself, 
the  first  time  as  tragedy,  the  second  time  as  farce." 
Indeed,  European  efforts  to  control  multimedia 
technology  are  almost  farcical. 

Here  we  go  again 


By  Peter  Fuhrman 

The  multimedia  business,  both  in 
the  U.S.  and  Europe,  is  still  in  the 
talking  stages.  In  Europe,  however, 
most  of  the  talking  isn't  about  merg- 
ers and  new  technologies.  It's  about 
protecting  state  telecommunications 
monopolies  and  keeping  American 
technology  and  programming  out. 
"The  Americans  are  trying  to  break 
Europe  and  to  dominate  Europe  with 
this  new  information  technology," 
rages  a  senior  policymaker  at  the  Eu- 
ropean Union's  sprawling  Brussels 
headquarters.  "It  is  time  to  develop  a 
Europe-wide  answer." 

Sound  familiar?  But  of  course.  Back 
in  the  1960s,  when  American  compa- 
nies like  IBM,  Xerox  and 
Boeing  were  pushing  into 
Europe,  much  rhetoric  and 
huge  subsidies  were  ex- 
pended by  European  politi- 
cal and  business  leaders  to 
counter  what  Jean-Jacques 
Servan-Schreiber  called  the 
"American  challenge." 

Later,  billions  of  dollars 
were  wasted  to  litde  avail  in 
an  effort  to  create  a  purely 
European  computer  indus- 
try. Instead  of  trusting  to 
local  entrepreneurial  initia- 
tive, the  Europeans  insert- 
ed the  heavy  hand  of  gov- 
ernment. The  results  were 
predictable.  Europe's  com- 
puter companies  all  lost 
tons  of  money.  The  high 
cost  of  PCs — until  recently, 
comparable  models  cost  at 
least  30%  more  in  continen- 
tal Europe  than  in  Ameri- 
ca— has  held  the  penetra- 
tion of  computers  in  homes 
and  offices  in  much  of  Eu- 
rope to  levels  reached  in  the 
U.S.  a  decade  ago.  Eu- 


rope's cable  TV,  consumer  electronics 
and  telecommunications  markets  are 
also  anemic  compared  with  the  U.S. 
(see  table,  opposite). 

Instead  of  drawing  a  sensible  con- 
clusion from  these  failures  and  from 
the  collapse  of  socialism  to  the  east, 
Europe's  pols  and  industrialists  are 
repeating  the  same  mistake.  Urged  on 
by  the  governments  of  the  12  Euro- 
pean Union  countries,  the  bosses  of 
three  European  companies  that  lost 
heavily  in  computers — Heinrich  von 
Pierer  of  Siemens,  Carlo  De  Benedetti 
of  Olivetti  and  Philips'  Jan  Timmer — 
have  joined  together  with  European 
Union  bureaucrats  to  plot  Europe's 


way  forward  in  the  multimedia  indus 
try.  Their  "High  Level  Group  on 
Information  Society"  [sic]  has  met 
twice.  It  is  already  clear  that  it  will 
propose  the  same  statist  approach 
tried  in  the  computer  industry.  There; 
will  be  some  large  telecommunica 
tions  infrastructure  projects,  financed 
in  part  with  European  Union  subsi- 
dies. Special  preferences  will,  as  al 
ways,  be  given  to  European  equip- 
ment suppliers. 

Continental  Europe  is  held  captive 
by  its  state-owned  phone  monopo 
lies.  The  effects  of  this  are  plain:  Busi- 
nesses and  households  pay  phone 
charges  far  higher  than  those  in  the 
U.S.  This  discourages  use,  which  in 
turn  has  slowed  to  a  crawl  the  intro 
duction  of  new  value-added  services. 

"Whenever  I  return  to  Germany,' 
sighs  the  German-born  president  ol 
Compaq  Computer  Corp.,  Eckhard 
Pfeiffer,  "I'm  amazed  that  even  basic 
serv  ices  like  call  forwarding  and  cal 
waiting  are  still  unavailable." 

The  driving  force  in  modernizing 
U.S.  telecommunications  and  build 
ing  the  information  highway  is  the; 
intense  rivalry  between  U.S.  tele- 
phone and  cable  TV  companies.  Buj 
across  continental  Europe 
there  is  no  such  rivalry:  The 
cable  business  is  almost  em 
tirely  under  the  control  o| 
Europe's  state-owned 
phone  companies.  Foi 
these  phone  companies 
the  cable  business  is  ; 
means  to  protect,  not  chal- 
lenge, their  monopolies  or 
phone  service. 

In  terms  of  the  total  num- 
ber of  subscribing  house 
holds,  Germany  is  Europe': 
largest  cable  TV  market 
with  12  million  connectec 
homes  by  the  end  of  1993 
But  the  key  figure  is  this 
just  60%  of  the  home; 
passed  by  cable  actually  sub- 
scribe. The  reason  is  that  the 
main  cable  provider,  the 
German  state  phone  mo- 
nopoly Deutsche  Telekom 
has  made  it  very  expensive 
for  programmers  to  intro- 
duce German  channels  ex- 
clusivelv  for  cable  subscrib- 
ers. Why  pay  $13.50  i 
month  for  cable  in  Frank 
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urt  if  there's  nothing  special  to  watch? 

Deutsche  Telekom  insists  that  ca- 
de programmers  pay  for  the  right  to 
ise  the  telephone  monopoly's  cable, 
fhis  is  the  opposite  of  the  U.S.,  where 
able  operators  pay  fees  to  program 
>roviders  like  Turner  Broadcasting, 
Ime  Warner  and  Viacom. 

Despite  these  high  fees,  Deutsche 
"elekom  is  losing  a  lot  of  money  on 
able.  Estimates  by  London  broker- 
ge  house  S.G.  Warburg  &  Co.  put 
he  losses  at  $600  million  in  1993. 
.Tie  German  government  has  said  it 
/ill  end  Deutsche  Telekom's  phone 
aonopoly  by  1998,  but  by  then  the 
tate-  owned  outfit  will  have  most  of 
lermany  wired  and  competition  will 
>e  irrelevant. 

In  France  the  cable  business  is  still 
nderdeveloped,  with  fewer  than  1 
lillion  subscribing  households.  This 
F  not  as  the  French  government  and 
;'rance's  main  supplier  of  cable  ser- 
jce — state-owned  phone  monopoly 
ranee  Telecom — would  like  it.  Back 
a  1982  they  decreed  that  4  million 
irench  homes  should  be  connected 
p  cable  by  1992.  High  cost  and 
dmpy  programming  drive  potential 
ubscribers  away. 

j  Cable  would  be  more  popular,  of 
jourse,  if  more  U.S.  programming 
rere  made  available,  but  European 
Jnion  quotas  restrict  made-in-Amer- 
[a  programs  to  under  50%  of  each 
European  channel's  output.  The 
[irench  rules  are  even  tighter:  60%  of 
11  programming  must  be  European 
[i  origin,  and  40%  of  that  must  be 
irench.  There  isn't  enough  French 
rogramming  to  fill  up  even  French 
lerrestrial  channels,  which  broadcast 
[red  old  French  films  late  at  night  to 
fteet  the  quota. 

i  In  Italy  there  is  no  cable  television 
1  hatsoever.  As  the  owner  of  Italy's 
pree  largest  private  broadcast  chan- 
els,  Silvio  Berlusconi,  Italy's  new 
Irime  minister,  is  unlikely  to  push  for 
jiything  detrimental  to  his  own  busi- 
fess  interests.  There  are  no  national 
jtble  providers  in  Spain.  In  Austria 
id  Ireland,  all  television  is  still  state - 
wned  and  taxpayer-financed. 
1  Britain,  where  the  influences  of 
jhatcherism  haven't  entirely  faded,  is 
lie  one  spot  where  deregulation  has 
jirned  telecommunications  into  a 
lenzy  of  competition.  In  1990 
^hatcher's    government  scrapped 


More  byway  than  highway 


Country 

Daily  TV        Multiple  VCR 
viewing           TVs         (%  homes) 
(hours)       (%  homes) 

Cable  &       Basic  cable 
satellite  TV       fee  per 
(%  homes)  month 

France 

2.9               35%  52% 

5%        $22  to  25 

Germany 

2.8  20 

58 

39            5  to  13.50 

Italy 

3.3  31 

31 

0  NA 

UK 

3.5  50 

67 

17           14  to  22 

US 

3.7  65 

82 

65           17  to  22 

Country 

PC  penetration 
(%  homes)1 

CD-ROM  units 
installed 

Laptop,  notebook, 
palmtop  units  sold 

France 

8% 

100,000 

380.000 

Germany 

12 

220,000 

510,000 

Italy 

6 

183,000 

196,000 

UK 

12 

185,000 

595,000 

US 

28 

7.500,000 

4,100,000 

Country 

Cost  of  bandwidth2 

Networks3 

Local  phone  charges4 

France 

$17,255 

62% 

42  cents 

Germany 

11,699 

58 

26 

Italy 

21,879 

41 

38 

UK 

4,733 

67 

69 

US 

1,746 

69 

13s 

All  figures  as  of  1993.  'Intel-based  IBM  compatibles  and  Apple.  22  megabits  per  second  sent  180  miles  along  digital 
leased  line.  3Percent  of  PCs  used  in  business  hooked  into  local  area  networks.  'Average  ten-minute  peak  call.  5Amen- 
tech,  for  business  callers.   NA:  Not  applicable. 

Sources:  Inteco  Corp.;  Dataquest;  Tarifica/OmmCom  PPI  Ltd.;  Lehman  Brothers;  S.G.  Warburg. 

Europe  fails  to  measure  up.  High  prices,  heavy  regulation  and  monopoly  practices 
have  stunted  the  growth  of  markets  in  consumer  electronics, 
computers  and  telecommunications. 

rules  restricting  American  participa- 
tion in  the  cable  business,  and  U.S. 
companies  are  pouring  billions  into 
wiring  Britain.  TCI,  U  S  West,  Nynex, 
Cox,  Southwestern  Bell  and  other 
U.S.  companies  now  hold  cable  fran- 
chises serving  70%  of  the  population. 
The  cable  providers  are  allowed  to 
compete  with  British  Telecom  in  ba- 
sic phone  service,  putting  Britain  well 
ahead  of  the  U.S.  in  this  regard.  The 
U.S.  firms  charge  15%  less  on  average 
than  British  Telecom.  So  far,  300,000 
customers  have  signed  up. 

The  British  government  chooses 
not  to  enforce  the  Euro-rules  restrict- 
ing American  programming:  Ameri- 
can content  on  Rupert  Murdoch's 
Sky  satellite  entertainment  channel 
most  days  runs  at  over  90%.  Murdoch 


has  also  formed  a  joint  venture  with 
Barry  Diller's  Qvc  for  providing  a 
home  shopping  channel,  banned  else- 
where under  European  Union  rules. 

The  Brussels  bureaucracy  is  furious 
at  what  it  regards  as  British  transgres- 
sions. The  European  Union  is  dis- 
cussing taking  the  British  to  court  to 
force  them  to  implement  the  anti- 
American  quotas. 

At  a  recent  conference  held  at  the 
Louvre  in  Paris,  French  ministers  and 
journalists  were  outraged  at  Bill 
Gates'  efforts  to  buy  the  digital  repro- 
duction rights  for  old  master  paint- 
ings. Horrors!  Commercial  exploita- 
tion of  high  art?  Those  who  won't 
learn  from  experience,  as  the  saying 
goes,  are  doomed  to  go  on  repeating 
their  old  mistakes.  HE 
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Desktop  computers  conquered  the  word  a  decade  ago. 
Now  they  are  mastering  moving  pictures. 

The  digital  splice 


By  David  C.  Churbuck 

Any<  >ni  wi  [<  >  i  las  ever  tried  t<  >  edit  an 
8mm  home  movie  knows  the  frustra- 
tion of  trying  to  cut  and  splice  a  tangle 
of  delicate  lilmstrips  without  smear- 
ing fingerprints  all  over  the  frames. 
Why  can't  there  be  the  video  equiva 
lent  <  »i  a  w<  ird  processor? 

That's  what  William  Warner  was 
thinkingin  1985,  when  he  ordered  up 
a  demonstration  video  to  promote 
workstations  made  by  his  employer, 
Apollo  Computer  (since  acquired  by 
I  [ewlett- Packard).  It  occurred  to  him 
thai  if  desktop  machines  like  Apollo's 
could  handle  3- 1")  graphics, 
n  was  only  a  matter  of  time 
before  they  could  handle 
m<  wing  pictures. 

At  the  time,  there  were 
computerized  video  edit 
ing   machines,    but  they 
were  scarcely  worthy  of  the 
name.  "I  realized  that  elec 
ironic  editing  meant  just 
using  a  computer  too  >ntrol 
tape  decks,"  Warner  re- 
calls. "There  was  no  way  to 
randomly  access  the  mate 
rial,  make  changes  at  will 
and    see    them  instantly 
on-screen." 

Warner,  an  electrical  en- 
gineering graduate  of  Mi  r, 
quit  in  1987  to  start  his 
own  company  to  build  a  prototype 
digital  editor  on  an  Apollo  worksta 
Hon  A  $500,000  chunk  of  venture 
capital  from  Cireylock  Management 
Corp.  helped  out.  Avid  Technology, 
now  based  in  Tewksbury,  Mass.,  was 
under  way. 

After  switching  from  Apollo  work- 
stations to  Apple  Macintoshes,  Avid 
put  out  its  first  digital  video  editor  in 
December  1989.  The  company, 
which  went  public  in  1993,  had  sales 
of  $1  million  the  first  full  year,  $7 
million  the  next  and  an  annualized 
$150  million  during  the  first  quarter 
of  1994.  Evidently  a  lot  of  film  editors 


were  grow  ing  tired  of  splicing  tape. 

Ii  all  sounds  too  easy.  Warner's 
inspiration  was,  after  all,  nothing 
more  than  to  apply  word  processing 
to  a  different  kind  of  file.  Rut  the 
technical  challenges  are  larger  than 
they  seem.  Video  files  dwarf  text  files 
in  size.  It's  tricky  getting  much  of  a 
film  clip  into  a  personal  computer. 

look  at  the  numbers.  A  crisp  color 
image  on  the  screen  uses  307,200  pix- 
els; with  1  byte  of  information  each 
about  the  red,  green  and  blue  intensity, 
it  takes  almost  1  million  bytes — enough 


Ophthalmic  surgeon  Jay  Fleischman 
Excising  the  slow  scenes. 


to  store  the  text  of  one  newel — to  paint 
a  single  frame.  A  smoothly  moving 
image  needs  30  frames  a  second,  or 
roughly  30  megabytes  a  second. 

That's  a  huge  amount  of  memory. 
At  this  data  rate,  two  seconds  of  video 
w  <  >uld  till  an  Apple  equipped  with  the 
maximum  amount  of  semiconductor 
memory  you  can  buy. 

(  ompromises  have  to  be  made, 
l  ust,  Avid  goosed  up  an  industry 
standard  digital  compression  scheme 
in  order  to  squeeze  video  files  down 
by  a  factor  of  somewhere  between  10 
and  80,  depending  on  how  much 
picture  quality  the  user  is  willing  to 


sacrifice.  At  the  high  compression  encj 
of  the  scale,  the  abridged  video  is 
good  enough  for  film  editors  to  work 
with.  Once  the  editor  has  put  the) 
show  together,  he  can  hand  off  thti 
project  to  a  technician  who  will  make 
the  same  cuts  and  splices  in  the  crisd 
videotape  or  celluloid  original.  Foi 
some  purposes,  including  television 
news,  10-to- 1  is  as  far  you  would  go. 

Next,  Avid  supplements  the  16  t( 
64  megabytes  of  available  semij 
conductor  computer  memory  wi 
the  much  larger,  albeit  slower,  memo- 
ry available  on  hard  disks.  It  takes  i 
hundredth  of  a  second  to  locate  dat. 
on  a  hard  disk.  That's  a  millionfolc 
slower  than  semiconductor  memory 
but  it's  still  much  faster  than  fetching 
a  scene  from  the  middle  ofa  videotape 
by  pressing  the  fast  forward  on 
cassette  player.  Nowadays  a  typicai 
Avid  Technology  system  come! 
equipped  with  9  gigabytes  of  hare 
disk  memory,  enough  space  to  store 
about  one  to  seven  hours  o 
color  video,  depending  or 
the  image  quality. 

As  it  always  has,  Avid 
produces  its  equipment  b] 
taking  a  high-end  Apple 
computer  off  the  shelf 
stuffing  it  with  extra  mem- 
ory and  hard  drives,  addina 
a  few  specialized  circui 
boards  and  le>ading  on 
some  Avid  software.  Th< 
complete  systems  run  frorr 
$25,000  to  $90,000. 

Who  buys  these  things 
Hollywood  ( The  Fujjitiv 
was  edited  e)n  an  Avid  ma 
chine), TV  broadcasters  arw 
ad  agencies  doing  commer 
cials.  Dr.  Jay  Fleischman 
an  associate  professor  of  ophthalmol 
ogy  in  New  Yeirk,  uses  one  to  edi 
three-hour  videos  of  operations  down 
to  four- minute  tutorials. 

Under  Curt  Rawley,  chief  execu 
tive  since  1991,  Avid  is  expandinj 
into  authoring  toe^ls  for  interactivi 
multimedia.  Warner,  bored  with  be- 
ing a  business  manager,  quit  his  ce>m 
pany  to  start  a  new  one.  Wildfir* 
Communications  is  working  em  soft 
ware  that  uses  speech  recognition  u 
help  traveling  executives  manag 
their  telephone  traffic  from  the  roadl 
A  lot  of  people  would  like  to  edit  em 
nuisance  calls.  I 
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"ompact  disks  are  an  excellent  medium  for  publishing 
data,  but  the  fear  of  piracy  keeps  many  databases 
Dn-line.  Infosafe  thinks  it  has  the  answer. 

Data  guard 


5y  Philip  E.  Ross 

<4lNKTKKNTH-CENTURY  American 
nkblishers  waited  at  the  docks  for 
prly  shipments  so  they  could  pirate 
he  latest  work  of  Sir  Walter  Scott  and 
pier  British  literary  lions.  Copyright 
gmventions  later  solved  the  problem. 

But  now  that  words,  pictures  and 
nusic  can  be  reduced  to  digital  sig 
Lais,  copyright  conventions  are  much 
larder  to  enforce.  That's  one  reason 
publishers  hesitate  to  put  their  w  orks 
»n  compact  disks.  The  disks  are  cheap 
b  manufacture  and  distribute  but 
asy  to  copy — much  easier  than  copy 
ig  a  printed  book.  For  a  data  service 
riced  at,  say,  $20,000,  the  tempta- 
ton  to  make  illegal  copies  is  great. 

There  are  two  other  drawbacks, 
[here  is  no  flat  fee  suitable  for  all 
[sers.  A  customer  who  will  access  the 
atabase  once  a  week  isn't  going  to 
ay  $20,000  a  year  for  it.  And  a 
atabase  published  monthly  on  ens  is 
ot  up-to-the-minute. 

flic  alternative  to  the  compact  disk 
;  an  on-line  service  offered  via  pass- 
words with  a  fee  for  each  use.  This 
blvcs  the  piracy  problem,  the  pricing 
Problem  and  the  freshness  problem, 
lit  on-line  services  have  a  stumbling 
(lock  of  their  own:  communications, 
bng  distance  costs  money  and  mo 
Sems  are  slow. 

Infosafe  Systems,  a  New  York  City 
lartup,  says  it  has  a  solution  to  this 
(lemma,  combining  the  best  of  the 
(id  and  the  on-line  system. 

The  company  markets  a  box  that 
atabase  vendors  send  to  their  cus- 
omers.  Attached  to  the  customer's 
bmputer,  the  box  decodes  data  en 
rypted  on  a  CD-ROM,  protecting  the 
ublisher  from  piracy  and  allowing 
im  to  charge  by  the  use  if  he  wants 
>.  The  box  also  has  up  to  1  gigabyte 
Simemory  and  a  modem.  That  gives 
ic  publisher  a  chance  to  update  the 
atabase — and  perhaps  reprice  the  in- 


formation between  en  mailings. 
The  updating  goes  on  automatically, 
generally  at  night. 

The  Infosafe  box  releases  valuable 
data  in  stages.  Suppose,  lor  example, 
that  Infosafe  \s  client  is  the  owner  of  a 
photograph  library,  and  that  this 
client's  customers  are,  in  turn,  adver- 
tising agencies.  An  ad  designer  might 
order  up  a  low  resolution,  digitized 
image  of  San  Francisco  at  a  price  of 
$5.  After  a  few  such  selections,  he 


Pay  as  you  go 


Encrypted  CD 


Request 
for  data 


Encrypt/decrypt 


ypt 

t 
f 


Requested 
data  (encrypted) 


Memory 


Release  of  m  Billing 
requested  |  information 
data 


Updated 
prices 
and 
data 


Infosafe's  box  decrypts  a  CD-ROM  and 
supplements  it  with  phoned-in  updates. 


would  be  in  a  position  to  decide 
whether  to  buy  the  high  resolution 
form  for  $350.  "That's  our  striptease 
tactic,"  says  Thomas  Lipscomb,  55, 
cofounder  and  chief  executive. 

By  providing  free  searches,  query 
ing  each  expenditure  and  displaying 
the  bill  to  the  user,  the  Infosafe  system 
prev  ents  users  from  burning  up  com 
pany  budgets  (or  from  blaming  any- 
one but  themselves  if  they  do). 

Rather  than  sell  its  box,  Infosafe 
leases  it.  The  company  takes  a  per- 


centage of  its  client  publisher's  royal 
ties,  while  leaving  the  potentially  verj 
flexible  pricing  structure  entirely  up 
to  the  client. 

For  example,  a  user  looking  for 
biographical  information  wouldn't 
need  a  w  hole  set  of, say,  Who's  Who;ht 
could  be  billed  for  just  a  couple  of 
individual  bios.  This  sort  of  ordering 
can  provide  valuable  marketing  infor 
mation  for  vendors  of  information. 
They  can  oiler  optional  databases, 
where  the  client's  prior  purchases  in- 
dicate a  likely  interest  in  them. 

Suppose  you  don't  want  someone 
tracking  your  use  of  the  database.  A 
law  firm,  for  example,  might  not  w  ant 
people  to  know  which  cases  it  was 
researching.  "We  can  blind  the  thing 
so  we  don't  know  exactly  w  hat  you 
bought — just  the  price  class,"  says 
I  ipscomb. 

As  a  former  publisher  who  headed 
the  New  York  Times  Book  ( 'o.  in  the 
late  L970s, Lipscomb  knows  what  his 
potential  clients  want.  He  got  into 
daia  security  in  1988  by  cofounding  a 
firm  now  called  Wave  Systems  Corp. 
Wave  competes  with  Infosafe  bui  uses 
a  slight!)  different  approach.  It  installs 
a  decoder  chip  inside  each  of  a  data 
base  buyer's  personal  computers.  Yet 
another  antipiracy  scheme  is  from 
Rainbow  Technologies,  which  at- 
taches a  plug  in  security  device  to  the 
computer,  giving  access  only  to  the 
authorized  user. 

Infosafe  has  six  customers  so  far. 
Among  them  are  the  American 
Trucking  Associations,  which  plans  to 
use  the  system  to  sell  training  ami 
federal  regulators'  information  to  its 
40,000  members,  and  the  Interna 
tional  Typeface  Corp.  in  New  York, 
which  licenses  fonts  to  those  honest 
enough  to  pay  lor  them. 

for  International  Typeface  the  In 
fosafe  system  offers  a  welcome  relief 
from  illegal  copying.  Once  upon  a 
time,  typefaces  were  incorporated  in 
typesetting  machinery  that  was  easy 
to  police.  Nowadays  the  characters 
are  just  blips  on  a  $2  diskette.  "Piracy 
has  brought  the  typeface  industry  to 
its  knees,"  says  Charles  Wilhelm,  a 
spokesman  for  International  Type 
face.  "You  can  punch  a  button,  dupli- 
cate the  information  ami  transmil  it  i<> 
somebody  else."  I  lis  firm  aims  to  start 
putting  all  its  customers  on  an  Info- 
sale  system  tins  fall.  9m 
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Tom  Rapsas  couldn't  wait  to  get  up 
this  morning.  He'd  been  talking 
ibout  the  hike  to  the  top  of  Big  Pines  with 
lis  dad  every  night  over  dinner  for  the 
)ast  two  weeks.  And  finally  the  day  had 
irrived.  They  pulled  on  their  hiking  boots, 
arefully  packed  the  sapling,  and  headed 
ip  the  trail  until  they  found  the  perfect 
pot.  As  Tom  planted  his  frail,  little  tree, 
ie  learned  a  lesson  he'll  remember  the 
est  of  his  life.  He  learned  that  every  action, 
10  matter  how  seemingly  small,  has  an 


commitment  to  a  cleaner  environment  is 
our  worldwide  Clean  Earth  Campaign.  It 
has  been  designed  to  reduce  overall  landfill 
waste  and  preserve  natural  resources  by 
recycling  cartridges  from 
Canon  business  products 
such  as  Personal  Copiers, 
Plain  Paper  Facsimile  and 
Laser  Beam  Printers.  As  a  part  of  this  cam- 
paign, we've  pledged  one  dollar  for  every 
cartridge  returned  to  us,  to  help  a  variety 
of  national  environmental  foundations. 


The  Clean 
Eorrh  Campaign 


It  doesn't  happen  overnight. 


ffect  on  the  entire  world.  That's  some 
ssson.  Especially  for  an  eight-year-old. 
hit  if  we're  all  going  to  live  harmoniously 
vith  our  planet,  it's  a  lesson  we'll  all  have 
o  learn  if  we  want  to  make  a  dream  like 
his  come  true. 

At  Canon  we  believe  that  such  dreams 
an  become  a  reality.  That's  why  we 
lave  a  corporate  commitment  to  global 
nvironmental  concerns.  A  part  of  this 


This  is  only  a  part  of  the  environmentally 
correct  programs  we're  doing  throughout 
our  business  operations.  From  the  develop- 
ment of  solar  energy  panels  to  cleaner 
manufacturing  processes,  we  know  that 
caring  for  our  planet  is  a  responsibility  we 
all  need  to  take.  Because  making  the  world 
a  better  place  for  all  of  us  won't  happen 
overnight.  Unless  we  have  a  goal.  Unless 
we  have  a  dream. 


Official  Sponsor  of 
World Cup[}S AM" 

1991  WC'94/ISL 


Canon 


INTERACTIVE  MEDIA 


When  will  the  data  highway  extend  to  your  door? 
The  pavement  may  already  be  in  place. 

Copper  highway; 


By  Nikhil  Hutheesing 

The  RECENTLY  evidenced  compulsion 
of  telephone  companies  to  merge 
with  cable  operators  is  based  on  the 
assumption  that  the  information  su- 
perhighway will  be  paved  with  glass 
fibers.  But  what  if  existing  telephone 
lines  can  carry  the  torrents  of  data  that 
interactive  media  require? 

That's  the  make-or-break  bet  of 
Westell  Inc.,  a  telephone  equipment 
supplier  in  Oswego,  111.  The  company 
believes  in  old-fashioned  copper  wire. 
"You  could  take  a  jet  to  get  to  the 
local  deli,  but  is  that  the  best  technol- 
ogy to  get  there?"  asks  Gary  Seamans, 
Westell's  chief  executive.  "Riding  a 
bike  may  be  better.'1 

Westell's  bikes  aren't  in  great  de- 
mand just  yet.  Seamans  won't  reveal 
revenues,  except  to  say  that  they 
topped  $40  million  last  year.  But  he 
sees  enormous  potential  on  the  hori- 
zon, measured  in  billions  of  dollars. 

Westell's  system  divides  a  phone 
line  into  multiple  paths:  one  to  carry 
compressed  video  signals  to  the  sub- 
scriber, a  second  to  convey  queries 
and  commands  back  to  the  provider, 
and  a  third  for  regular  telephone  ser- 
vice. Additional  paths  may  one  day 
allow  videoconferencing. 

Will  the  system  ever  have  the  carry- 
ing capacity  of  fiber?  No,  but  it  will 
cost  a  lot  less — at  least  in  the  early 
stages — and  may  be  able  to  do  many 
of  the  same  things. 

Westell  designs  and  sells  the  elec- 
tronic circuitry  that  manipulates  the 
signals.  There's  a  black  box  at  each 
end  of  the  phone  line:  one  in  the 
customer's  home  and  one  in  the 
phone  company's  switching  office. 
The  system  uses  an  electronic  format, 
called  asymmetric  digital  subscriber 
line  (adsl),  that  is  in  the  public  do- 
main. ADSL  was  developed  by  Bell 
Communications  Research  to  protect 
telephone  company  copper  networks 
from  invasions  by  cable  companies  via 
fiber  and  coaxial  cable. 


Bell  Atlantic  is  testing  Westell's  sys- 
tem (in  Virginia  and  Maryland).  Sea- 
mans hopes  ultimately  to  be  selling  to 
all  the  big  local  telephone  companies. 
The  hope  is  edged  with  fear,  however: 
Bell  Atlantic  has  dedicated  one  site  to 
test  Westell's  system  but  three  to  test 
fiber.  More  significantly,  two  equip- 
ment giants,  Northern  Telecom  and 
AT&T  Paradyne,  are  also  developing 
circuitry  to  run  the  ADSL  format. 

ADC  Telecommunications,  which 


Westell  Chief  Executive  Gary  Seamans 
"You  don't  have  to  plow  the  ground." 


makes  a  variety  of  telephone  equip- 
ment, considered  investing  in  ADSL 
but  dropped  the  idea.  "We  worked 
with  a  telephone  company,  did  an 
analysis  and  concluded  that  for  a  mass 
market  ADSL  was  not  a  viable  alterna- 
tive," says  Sean  Martin,  a  senior  trans- 
mission product  manager  for  ADC. 

Seamans,  of  course,  begs  to  differ. 
"The  fundamental  thing  that  no  one 
can  get  away  from  is  that  all  580 
million  lines  in  the  ground  are  copper, 
and  you  don't  have  to  plow  up  the 
ground  to  use  ADSL,"  he  says. 

That  fact  gives  ADSL  an  edge  in 
helping  telephone  companies  make 
an  initial  foray  into  the  cable  televi- 


sion business.  Seamans  estimates  tha 
the  complete  installation  price  of  hi 
system,  now  about  $2,000  per  home 
will  soon  come  down  to  $1,400  pe 
home,  not  quite  half  of  that  represent 
ing  the  purchase  of  Westell's  hard! 
ware.  A  telephone  company  could,  ii 
principle,  afford  to  wire  just  one  hom< 
in  a  hundred  with  ADSL. 

Laying  fiber,  in  contrast,  has  a  higl 
fixed  cost,  but  becomes  far  more  eco 
nomical  than  ADSL  after  a  certaii 
number  of  homes  in  a  neighborhocx 
sign  up  for  it.  Martin  estimates  that  i 
costs  $105,000  to  make  fiber  avail) 
able  in  a  neighborhood  of 500  homes 
With  as  few  as  15%  of  homes  signinj 
up  for  this  new  service,  fiber  is  cheape 
than  ADSL. 

Fiber  has  advantages.  It  is  immun 
to  interfering  signals — unlike  copper 
which  picks  up  noise  from  neighbor 
ing  wires,  radio  broadcasts  and  light 
ning  bolts.  Also,  video  signals  fade  oi 
copper  networks  much  more  thai 
they  do  on  optical  fiber.  The  weaken 
ing  gets  worse  with  each  additiona 
subscriber  who  taps  into  the  coppe 
system.  As  a  result,  an  ADSL  transmis 
sion  can  travel  only  about  3  mile 
between  amplifiers.  A  fiber-optic  net 
work,  on  the  other  hand,  can  transmi 
data  up  to  40  miles  before  the  signa 
needs  to  be  refreshed. 

Another  difference  between  fibe 
and  copper  is  capacity.  ADSL  can  nov 
move  only  1.5  megabits  of  data  pe 
second,  good  for  just  one  channel  a 
prerecorded  (and  digitally  com 
pressed)  video.  Westell  expects  thai 
by  the  end  of  this  year  its  technolog 
will  allow  data  to  be  transmitted  at 
rate  of  6  megabits  per  second,  enougl 
for  four  channels  of  prerecorded  vid) 
eo  (or  two  live  TV  channels,  where  th 
same  degree  of  digital  compression  ii 
impractical).  That  is  quite  a  cascade  a 
data  to  stuff  down  a  pair  of  twisted 
copper  wires  that  are  right  now  prob 
ably  carrying  only  64,000  bits  word 
of  voice  sounds  per  second.  Bui 
adsl's  capacity  is  picayune  next  to  thj 
gigabits  that  can  now  be  sent  down 
fiber  line. 

The  most  likely  future  for  adsl  is  aj 
a  transition  measure.  Even  if  a  coppe 
superhighway  proves  inadequate  fo 
video  demands  in  the  next  century,  i 
may  serve  a  role  during  the  decades  i 
will  take  to  put  the  whole  nation  on 
fiber-optic  system.  ■ 
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THANKS  TO  SPRINT 
TECHNOLOGY, 

WORLD  CUP 

FANS  CAN  FOLLOW  THE 

ACTION 

FROM  THEIR  HOMELANDS. 


A  mountain  village  in  France.  A  trade  center  in  the  Far  East.  From  every  corner  of  the 
vorld,  soccer  fans  follow  the  World  Cup.  And  Sprint  makes  sure  they  don't  miss  any  of  the  action. 
Wore  than  5,000  reporters  from  143  countries  use  Sprints  fiber  optic  ^ 
letwork  to  access  data  from  World  Cup  headquarters.  And  scud  it  SjiriJlt^ 
m  to  fans  worldwide  over  fax,  data  and  voice  lines.  That's  the  power  r 
\)f  Sprint  technology.  At  play.  1-800-PIN-DROR   f^ff."™ 

WoridCupiism  w 

•i  1994  Sprint  C  ommunlcations  Company  L.P.  '   


THE  SOFTWARE  HORIZON 

COMPUTEHS/COMMUHIMIIOHS 


Trade-'em-up 
Bill 


COMMENTARY  BY  JOSEPH  R.  GARBER 


Joseph  R.  Garber  is  a  strategist  with 
Americom  Corp.  in  San  Francisco. 


We  have  all  gotten  the  same  letter: 
The  company  that  sold  you  a  software 
package  six  months  ago  is  pleased  to 
announce  the  release  of  a  new  and 
improved  version.  Forget  the  fact  that 
you  paid  $500  for  the  original  and 
that  it  works  just  fine.  The  new  release 
has  more  features  (whether  you  need 
them  or  not),  and  it  costs  only  $99. 

So  you  order  it.  A  year  or  two  later 
you  get  another  upgrade  solicitation;  18 
months  after  that,  another.  And  anoth- 
er. Those  $99  invoices  start  to  add  up. 

In  1986  Microsoft's  spreadsheet 
program,  Multiplan  for  MS-DOS,  cost 
$195.  In  1987  it  was  reincarnated  as 
Excel.  Upgrade  price:  $250.  Four 
upgrades  have  followed  at  $35  to 
$129  apiece.  Another  is  in  the  wings. 

Microsoft's  DOS  operating  system  is 
in  its  sixth  major  release;  in  June 
Lotus  1-2-3  will  unveil  its  twelfth 
major  upgrade.  I  estimate  that  Ap- 
ple's venerable  word  processing  pro- 
gram, MacWrite,  has  gone  through 
nine  incarnations  in  ten  years. 

Why  these  endless,  expensive  up- 
grades? Simple.  Software  developers 
have  learned  from  Detroit  about  the 
value  of  incremental  product  im- 
provements. Nearly  everybody  who 
needs  a  PC  already  has  one,  and  the 
programs  to  go  with  it.  But  there  are 
plenty  of  old  customers  around  to  sell. 
So  as  Detroit  added  radios  and  heaters 
and  tacked  tailfins  on  cars,  software 
companies  arc  adding  new  features  to 


their  old  programs,  issuing  upgrades 
and  hoping  that  PC  owners  won't  be 
able  to  resist  buying  them. 

The  software  sellers  have  an  advan- 
tage that  a  car  company  doesn't:  Their 
customers  are  to  a  degree  locked 
in.  Having  learned  the  commands  of 
Lotus  Development's  1-2-3,  you 
don't  want  to  invest  the  time  to  learn 
the  commands  of  the  cheaper  Quattro 
Pro  from  Borland.  And  so  you  may 
find  yourself  paying  tribute  to  Lotus 
for  a  long  time  to  come. 

Does  the  strategy  work?  Absolutely. 
Check  out  a  privately  held  outfit  called 
Upgrade  Corp.  of  America.  When  you 
call  an  800  number  to  order  a  copy  of 
your  favorite  program's  latest  release, 
the  odds  are  you  will  be  speaking  to 
UCA's  Buffalo  office,  not  the  company 
that  developed  the  package. 

Four  years  ago  uca  didn't  exist. 
This  year  it  probably  will  turn  $130 
million  in  revenues  and  fulfill  more 
than  2  million  orders. 

In  the  late  1970s  uca's  founders, 
Jordan  Levy  and  Ronald  Schreiber, 
were  among  the  first  to  recognize  that 
personal  computers  would  spark  ex- 
plosive growth  in  software  develop- 
ment, and  that  getting  software  into 
the  hands  of  the  customers  would 
require  a  well-oiled  distribution  net- 
work. In  1980  the  two  created  a 
company  to  do  just  that.  The  venture 
was  a  success,  and  eventually  Levy  and 
Schreiber  sold  it  to  Ingram  Corp.,  the 
big  book  and  tape  distributor. 

Still  in  their  mid -30s,  Levy  and 
Schreiber  began  looking  for  a  new  ven- 
ture in  software  distribution.  Customer 
service  caught  their  eye.  On  average,  PC 
software  companies  spend  about  8%  of 
their  revenues  on  customer  service — 
answering  technical  questions,  manag- 
ing warranties,  fulfilling  phone  orders 
and,  of  course,  processing  upgrades. 
Levy  and  Schreiber  started  with  the  last 
of  these,  then  took  on  all  of  them. 

Upgrades  were  a  great  niche  to  ex- 
ploit. Within  eight  weeks  of  announc- 


ing Excel  5.0,  Microsoft  shipped  1.5 
million  copies — not  all  of  them  up 
grades,  but  nonetheless  a  volume  tha 
would  swamp  the  order  desk  of  even  th« 
largest  software  company.  But  with  uo 
warehousing  the  product  and  its  tele 
marketers  fielding  the  calls,  Excel  5.0'- 
fulfillment  was  taken  care  of  without ; 
hitch,  and  Microsoft  could  devote  iti 
energies  to  new  products  and  upgrades 

UCA  now  provides  back-offic< 
services  for  73  software  companies 
Microsoft,  Disney,  Borland,  Novell 
Apple  and  IBM  head  the  list.  UO 
prides  itself  on  operational  efficiency 
Levy  and  Schreiber  boast  of  losing  ; 
scant  1%  of  callers,  declare  that  tht 
average  inquiry  is  answered  in  It 
seconds  and  claim  that  their  service: 
reduce  their  clients'  sales,  service  anc 
distribution  costs  by  one -third. 

From  Detroit  the  software  develop 
ers  are  also  learning  the  joys  of  selling 
customers  options,  and  trading  then 
up  into  fancier  models.  Once  a  cus» 
tomer  calls  one  of  uca's  well -trainee 
(and  highly  commissioned)  telephone 
salespeople  about  an  announced  up 
grade,  the  salesperson  confronts  th( 
caller  with  a  menu  of  irresistibly  low 
priced  specials.  For  example,  wher 
Borland  upgraded  its  Quattro  Pre 
spreadsheet  in  August  1993,  uo 
managed  to  sell  one  or  more  add-or 
modules  to  86%  of  those  who  called  tc 
order  the  upgrade.  In  the  trade-ur. 
category,  every  caller  who  orderec 
Microsoft's  Excel  5.0  was  offered 
one-time  deal  on  Microsoft  Office — i 
bundle  consisting  of  Excel  plus  wore 
processing,  graphics  and  electron^ 
mail,  and  priced  at  $259.  Many  cusi 
tomers  who  planned  to  pay  Microsof 
$99  for  an  Excel  upgrade  were  tradec 
up  to  Office  instead. 

Years  ago  Bill  Gates  mused  tha 
Microsoft,  like  the  auto  industry 
should  bring  out  a  new  model  even 
year.  So  it  has.  It  worked  for  Detroi 
and  it's  working  in  spades  for  Microsof 
and  other  program  developers.  ■ 
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e  Most  Reliable  Copier  Ever 
.ay  The  Game  Just  Got  Better." 


Rick  Pitino,  Championship  Coach 


*•  -Whether  you're  crashing  the  boards  or  chairman  of  the  board,  you  need  a  big  producer 
you  can  rely  on.  In  business,  that's  a  Sharp  Master  Series  high-volume  copier/duplicator. 
The  SD-3075  is  the  most  reliable  high-volume  copier  ever  tested  by  Buyers  Lab.  And  at  75 

copies  per  minute,  it  was  the  first  copier  tested  that  produced  over  a  million 
copies  without  any  unscheduled  service. 

From  this  winning  tradition  comes  the  new  SD-3062.  It  produces  62 
copies  per  minute  and  finishes  multiple  sets  of  documents  at  the  touch  of  a 
•button.  All  of  which  saves  time  and  ultimately,  money. 

To  see  how  the  right  Sharp  copier  can  be  a  big  time  player  for  you, 
call  for  a  free  copy  of  Sharp's  new  Winning  Game  Plan  Video. 
Or  fax  1-800-3-SHARP-3. 


FROM  SHARP  MINDS 
COME  SHARP  PRODUCTS 


CASH  REGISTERS  •  CALCULATORS  •  WIZARD9  ORGANIZERS 


INSIGHTS 

• 

SCIENCE  &  TECHNOLOGY 

Paranoiacs, 
don't  call 


COMMENTARY  BY  PETER  HUBER 


Peter  Huber,  a  senior  fellow  of  the  Manhattan 
Institute,  is  the  author  of  1994  and  After 
(Macmillan-Free  Press,  forthcoming,  fall  1994). 


If  you  arent  feeding  caller  in  from 
every  telephone  to  every  adjacent 
computer  in  your  shop,  you're  wast- 
ing time  and  big  money. 

Caller  id  is  a  little  packet  of  data — 
the  calling  party's  phone  number  sent 
down  your  phone  line  after  the  first 
ring.  Some  privacy  paranoiacs  despise 
it.  The  anonymous  phone  call,  they 
argue,  is  a  fundamental  civil  liberty. 
California  restricted  caller  id  so  sharp- 
ly that  Pacific  Bell  concluded  the  ser- 
vice would  be  unprofitable.  The 
Pennsylvania  Supreme  Court  at  one 
point  declared  that  caller  ID  violated 
state  wiretapping  laws,  but  the  state 
has  more  recently  allowed  caller  id, 
provided  callers  can  block  the  number 
at  no  extra  charge.  And  long  distance 
carriers  have  declined  to  pass  caller  id 
through  to  local  telcos.  So  only  large 
businesses  with  fancy  connections  get 
caller  id  on  interstate  calls. 

Despite  the  hurdles,  caller  id  is 
advancing  rapidly.  In  March  the  Fed- 
eral Communications  Commission 
issued  a  sensible  order  that  will  even- 
tually require  caller  id  handoff  be- 
tween carriers. 

Big  money  is  at  stake.  With  the 
liberation  of  caller  id,  50  million 
Americans  will  save  5  minutes  of  tele- 
phone time  a  day.  On  meters  running 
at  (say)  $15  a  hour,  the  time  savings 
w  ill  be  worth  $20  billion  a  year 


Taxicab  companies  and  Chinese 
restaurants  spend  countless  hours  re- 
cording the  same  cluster  of  personal 
factoids:  name,  address,  phone  num- 
ber. And  for  every  secretary  doing  the 
hold-one-moment  fandango,  there's 
someone  at  the  other  end  of  the  line, 
chafing.  Every  second-wasting,  dol- 
lar-burning byte  in  this  low-grade 
stream  of  data  can  now  be  handled 
instantly  by  machine.  Big  telemarket- 
ing companies  caught  on  in  the  last 
year  or  two.  Most  of  the  rest  of  the 
business  world  will  soon. 

Here's  how  a  basic,  book-size  caller 
id  package  works  in  a  one-man-  busi- 
ness like  mine.  Connect  the  Octus 
Personal  Telecommunications  Assis- 
tant to  a  phone  line  and  a  serial  port 
on  your  Windows-equipped  comput- 
er. Install  the  software  and  import  a 
few  dozen  key  names  and  phone 
numbers  into  the  electronic  Rolodex. 
Then  order  caller  ID  from  the  phone 
company.  The  hardware/software 
package  runs  about  $400.  The  telco 
service^  about  $5  a  month. 

What  does  it  do?  Watch. 

For  outgoing  calls,  I  now  have  a 
great  autodialer.  When  I  lift  my 
phone  handset,  my  Rolodex  pops  up 
automatically  on  the  computer  screen 
on  top  of  my  current  application.  I  hit 
S  on  my  keyboard  and  jump  to 
"Smathers,"  my  stockbroker.  I  hit 
enter  and  the  autodialer  rings  my 
broker.  Smathers  answers  and  I  take 
notes  on  an  electronic  pad  tied  to  the 
Smathers  entry  in  the  Rolodex.  Be- 
fore I  hang  up,  I  inquire  about  little 
lohnny  Smathers,  whose  name  I've 
recorded  at  the  top  of  my  pad. 

Next  time  Smathers  calls  me,  the 
real  time-saver  kicks  in.  My  phone 
rings,  and  an  Octus  window  pops  up 
in  the  corner  of  my  word  processor. 
"Smathers  on  Line  1,"  it  says.  So  I 
know7  at  once  it's  not  McDougal, 
peddling  cattle  futures.  Had  it  been 
McDougal,  a  click  of  the  mouse 


would  have  dispatched  his  call  to  my 
secretary  or  to  a  voice -message  dump- 
ground.  But  since  it's  Smathers,  I  pick 
up  the  phone.  Up  pops  the  Smathers 
notepad  again. 

If  I  were  selling  Mother's  Day  flow- 
ers, the  electronic  pad  would  be  re- 
placed by  an  order  form,  with  the 
standard  Smathers  bio  already  filled 
in.  When  called  from  a  new  phone 
line,  my  computer  would  consult  a 
national  white-pages  database  on  CD- 
ROM,  which  would  cough  up  a  name 
and  address.  ("'Select-phone,"  a  4- 
disk  set  from  Pro  CD  Inc.,  with  77 
million  listings,  retails  for  $189.) 

A  second  database  might  add  a 
demographic  profile  of  the  caller's 
neighborhood.  A  call  from  a  young 
lawyer  who  wanted  to  speculate 
heavily  in  cattle  futures  could  kick  off 
a  further  electronic  credit  check  with 
Dun  &  Bradstreet.  The  information 
could  all  be  on  my  screen  before  the 
second  ring.  The  Octus  unit  isn't 
designed  (yet)  for  heavy  cross-linking 
of  this  sort,  but  fancier  packages  are. 

Thus,  through  one  tiny  data  chan- 
nel opened  up  in  the  dead  space  be- 
tween telephone  rings,  telephony 
merges  seamlessly  with  digital  com- 
puting. All  the  rest  is  just  a  matter  of 
letting  computers  do  what  they  do  so 
well — put  this  and  that  together  and 
serve  it  up. 

Some  insist  this  is  a  grand  conspira- 
cy against  privacy.  It  isn't.  I  have  more 
right  to  know  who's  ringing  my  bell 
than  you  have  to  ring  it  anonymously. 
People  who  receive  calls  shouldn't 
have  to  tolerate  unwelcome  contacts 
so  that  callers  can  be  protected  from 
unwelcome  contacts  on  the  rebound. 
Anonymity  is  not  permitted  to  send- 
ers of  fax  or  E-mail.  If  you  want 
anonymity,  don't  telecommunicate. 

Thirty  years  ago  the  introduction 
of  800  numbers  launched  a  transfor- 
mation of  U.S.  retailing.  A  decade  ago 
the  personal  computer  swallowed  the 
calculator  and  typewriter.  The  tele- 
phone is  now  ripe  for  engorgement. 
The  FCC  deserves  credit  for  helping  to 
nudge  the  process  along. 

So  stop  asking  me,  your  loyal  cus- 
tomer, who  I  am,  or  how  I  plan  to  pay. 
You  already  know.  Just  connect  your 
phone  line  to  your  database.  You'll 
get  me  off  the  line  faster.  I'll  call  back 
sooner.  The  savings  in  time  will  be 
enormous.  HI 
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didn't  worry  me — until  my  job  moved 
down  the  road  fifty  miles.  For  his  own  peace  of  mind, 
my  husband  gave  me  an  NEC  portable  phone. 
I  didn't  realize  what  a  good  idea  it  was 
until  the  fan  belt  broke  in  the  middle  of  nowhere.*  * 


Portable  phones  are  no  longer  luxuries.  They  are 
carried  by  people  in  every  walk  of  life.  Business  people, 
housewives,  students  and  retirees.  Carpenters  and  utility 
workers.  Anyone  who's  on  the  go  and  needs  to  stay  in 
touch.  And  the  brand  more  and  more  people  count  on 
is  NEC.  Because  every  product  that  NEC  makes,  from 
UltraLite™  laptop  computers  to  compact,  colorful 
pagers,  is  designed  to  enhance  people's  lives.  And 
they  are  backed  by  the  expertise  of 
a  world  leader  in  computers  and 
communications  technology. 
In  businesses  large  and  small.  ^ 
In  public  and  private  insti-     />,  <%5  ^ 
tutions.  In  homes  across     <sy  0/<y 
the  country.  NEC  is  a  <c^/n^ 
part  of  people's  lives. 


~Talk> 
Timers, 


For  more  information,  call  us  at  1-800-338-9549. 


ING  HEALTHY 
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IS  I 

BY  KATARZYNA  WANDYCZ 
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Physical  fitness  alone  won't  prevent  mountain 
sickness.  Here  are  some  tips  for  traveling 
high  and  staying  healthy. 

Go  high, 
be  well 


By  James  M.  Clash  and  Toddi  Gutner 


You're  in  Mexico  City,  say,  or  on  a 
hiking  vacation  in  Jackson  Hole, 
Wyo.  Within  hours  of  landing  in  these 
high-altitude  places,  die  first  symp- 
toms appear:  headaches,  fatigue, 
shortness  of  breath,  followed  by  appe- 
tite loss,  nausea,  sleeplessness. 

An  attack  of  the  flu?  More  likely  it's 
mountain  sickness.  "Ninety  percent 
of  people  who  get  mountain  sickness 
for  the  first  time  don't  know  they  have 
it,"  says  University  of  Alaska's  Dr. 
Peter  Hackett,  a  pioneer  in  high- 
altitude  sickness  research. 

We're  not  talking  treks  in  the  high 
Himalayas.  Mountain  sickness  afflicts 
a  fourth  of  visitors  to  altitudes  above 
6,000  feet.  Aspen,  Colo,  is  8,000  feet. 
Mexico  City  is  7,000  feet  high,  Jack- 
son Hole,  6,000  feet.  Denver's  eleva- 
tion is  over  5,000  feet. 

The  higher  up  one  goes,  the  lower 
the  oxygen  pressure  in  the  atmo- 
sphere. The  body  compensates  by 
breathing  faster  and  pumping  the 
heart  harder.  This  causes  the  blood  to 
become  more  alkaline,  and  chemicals 
regulating  porosity  of  blood  vessels 
get  out  of  balance.  Fluid  leaks 
through  the  blood  vessels  into  inter- 
nal organs,  causing  them  to  swell. 
This  edema  is  most  intense  in  the 
lungs  and  die  brain. 

Most  edema  victims  are  fit,  non- 
smoking, middle-aged  men  who 
think  their  good  health  renders  them 
immune  to  altitude  sickness.  But  fit- 
ness has  little  to  do  with  it,  genetics  a 
great  deal.  During  a  ski  trip  to  Aspen, 
Miami  businessman  Ricardo  Garcia, 
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40  and  in  top  physical  condition,  got  a 
slight  headache,  shortness  of  breath 
and  congestion  in  his  lungs.  His  lips 
turned  blue.  After  checking  into  a 
hospital,  he  was  diagnosed  with  high- 
altitude  pulmonary  edema.  Symp- 
toms: a  dry  cough,  blue  lips,  gurgling, 
and  pink,  frothy  spittle.  Left  untreat- 
ed, a  victim  drowns  in  his  own  fluid. 
Another  skier  recently  died  of  pulmo- 
nary edema  while  siding  in  Winter 
Park,  Colo,  (elevation,  9,000  feet). 

High-altitude  cerebral  edema — 
fluids  on  the  brain — is  rarer  but  more 
deadly.  Symptoms:  severe  headache 
not  treatable  with  drugs,  vomiting, 
confusion,  slurring  of  speech  and  lack 
of  coordination.  Coma  and  death  can 
follow.  While  the  severe  cases  of  ede- 
ma most  commonly  occur  above 
12,000  feet,  Dr.  Edwin  Noordewier, 
a  physician  at  Snake  River  Clinic  in 
Keystone,  Colo.,  says  he  treats  annu- 
ally as  many  as  two  dozen  cases  of 
high-altitude  pulmonary  edema  oc- 
curring no  higher  than  9,000  feet. 

The  best  treatment  for  cerebral 
edema  is  rapid  descent  to  a  lower 
altitude.  For  pulmonary  edema,  80% 
of  patients  are  successfully  treated 
with  oxygen,  medication  and  rest, 
according  to  Dr.  Robert  Schoene,  an 
associate  professor  at  the  University 
of  Washington.  "Most  of  the  time  it's 
unnecessary  to  descend  when  medical 
care  is  available,"  he  says.  "Family 
vacations  and  business  trips  needn't 
be  disrupted." 

Here  are  some  tips  for  avoiding  or 
minimizing  altitude  sickness: 


Ascend  gradually.  Spend  a  night  c 
two  at  5,000  feet  before  going  t 
8,000  feet,  especially  if  you've  ju? 
had  a  cold  or  the  flu. 

Take  it  easy.  Don't  jog,  ski  or  tak 
an  aerobics  class  the  first  day.  On  dal 
two,  ease  into  physical  activities. 

Drink  lots  of  water.  Dehydratio 
reduces  blood  volume,  thereby  ira 
pairing  delivery  of  oxygen  through 
out  the  body.  The  lower  air  pressurt 
combined  with  heavier  breathin 
causes  the  body  to  lose  10%  moE 
fluid  at  8,000  feet  than  at  sea  leve 
With  exertion  that  loss  is  doubled, 
your  urine  isn't  clear,  you  probabl 
aren't  drinking  enough. 

Don't  drink  alcohol,  which  deh\ 
drates  the  body.  Avoid  tranquilizer) 
sleeping  pills  and  salt. 

Eat  carbohydrates,  which  requir, 
less  oxygen  to  metabolize  than  fats. 

Consider  medication.  If  you  hav 
had  mountain  sickness  before,  it  ma) 
be  a  sign  that  your  genetic  makeu 
predisposes  you  to  getting  it  again 
Go  armed  with  a  prescription  for  Di^ 
mox  (acetazolamide).  A  diuretic,  Dia 
mox  helps  rid  the  body  of  excess  fluid 
and  promotes  regular  breathing  dun 
ing  sleep.  Many  doctors  recommen 
starting  a  Diamox  regimen  one  da) 
prior  to  going  to  high  altitude.  Con 
tinue  the  dose  throughout  your  staj 
Side  effects  are  minimal:  increase 
urine  output,  tingling  extremities  an 
a  bitter  aftertaste  with  carbonate 
drinks — nothing  compared  with 
ruined  business  trip  or  a  mountai 
holiday  in  the  hospital.  ■ 
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The  special  ingredient  that 
makes  a  jjood  medicine  better: 

You. 


Even  the  best  drugs  depend  on  your 
remembering  to  follow  your  doctor's  dos- 
ing instructions.  This  is  especially  impor- 
tant with  conditions  like  high  blood  pres- 
sure or  diabetes,  which  don't  have  obvious 
symptoms  like  pain  or  fever  to  remind  you 
to  take  your  medicine  as  directed. 

Now,  Pfizer  has  made  it  a  little  easier  to 
remember... 

Carry  zfree  pocket 
record  of  your 
medications 

Become  actively  involved  in  your  health- 
care. One  way:  Carry  a  record  of  your  med- 
ical information,  including  the  prescription 
and  non-prescription  drugs  you  take.  When 
you  visit  a  physician  or  fill  a  prescription, 
bring  this  record.  Your  doctor  or  pharma- 


cist can  add  new  information. 

We'd  like  to  give  you  a  pocket-sized 
Personal  Medical  Data  card  with  space  to 
list  all  your  medications.  Please  send 
your  request,  along  with  a  self- addressed 
envelope,  to  Pfizer,  P.O.  Box  1608, 
West  Caldwell,  NJ  07007. 

Effective  treatment  takes  a  team  effort 

Often,  therapeutic  success  depends  on  a 
partnership  between  your  doctor,  your 
pharmacist,  and  the  people  who  make  your 
medications. 

Plus  —  above  all  —  you. 

Obtaining  a  Personal  Medical  Data  card 
can  be  an  important  first  step  in  becoming 
an  active  partner  in  your  healthcare. 

And  stay  in  touch  with  your  doctor. 
Open  lines  of  communication  make  it  easier 
for  him  or  her  to  fine-tune  your  treatment 
regimen  so  that  it  produces  the  best  results 
possible. 


Amessage  in  the  interest  of  better  health 
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tOinfD  BY  WILLIAM  G.  FUUBHAH 


Not  even  the  U.S.  Navy  feels  safe  in  the 
U.S.  Virgin  Islands.  It's  a  place  where 
crime  is  blamed  on  the  victims. 

Your  money 
and  your  life 

By  William  G.  Flanagan  and  Toddi  Gutner 


THE  U.S.  Navy's  Atlantic  Fleet  has 
beaten  a  hastv  retreat  from  St.  Thom- 
as. Its  ships  no  longer  put  in  there. 
Why  not?  Too  much  violent  crime 
against  sailors.  After  repeated  inci- 
dents  of  assault  and  even  a  murder, 
the  Navy  voted  with  its  propellers  in 
October  and  has  no  plans  to  return. 
"The  crime  rate  against  sailors  was 
way,  way  out  of  proportion  to  other 
ports  we  visited,  including  New  York 
and  Naples,"  says  Captain  Stephen 
H.  Clawson,  public  affairs  officer  for 
the  Atlantic  Fleet. 

Well-known  San  Diego  swimming 
instructor  Murray  Callan,  69,  didn't 
know  that  the  Navy  had  abandoned 
St.  Thomas.  As  a  result,  he  lost  his  Life. 
On  Apr.  1 0  of  this  year  Murray  Callan 
was  shot  to  death  on  a  public  street  by 
thugs  in  C  harlotte  Amalie,  St.  Thom- 
as' crime  riddled  capital. 

Think  New  York  City  is  bad?  The 
crime  rate  in  the  U.S.  Virgin  Islands— 
which  take  in  St.  Thomas,  St.  Croix 
and  St.  John — is  even  worse.  In  1992, 
the  last  year  for  which  statistics  arc 
available,  there  were  2,776  reported 
violent  crimes  in  the  U.S.  Virgin  Is 
lands,  with  a  population  of  about 
100,000.  That  compares  with  2,163 
violent  crimes  per  100,000  popula 
tion  in  New  York  City.  No  fewer 
than  189  crimes  against  tourists 
were  reported  in  1993;  no  doubt 
many  others  were  unacknowledged. 
A  Navy  officer  was  murdered  mak- 
ing a  phone  call  in  a  well-lighted 
area  of  St.  Thomas  last  year.  A 
tourist  was  shot  to  death  in  neigh- 
boring St.  Croix  in  December. 

What  do  St.  Thomas  officials  say 
about  all  this5  In  the  Callan  case,  they 
blamed  the  victim,  "  t  ourists  have  to 


Cruise  ships  but  not  warships 
Crime  chased  the  Navy  out  of  St.  Thom- 
as, but  tourists  weren't  warned — which 
proved  fatal  for  Murray  Callan  (above). 


use  common  sense,"  said  James 
O'Bryan,  a  spokesman  tor  Virgin  Is- 
lands Governor  Alexander  Farrelly. 
"This  is  America's  paradise,  but  it's 
not  the  Garden  of  Eden." 

According  to  the  original  newspa- 
per account,  Murray  Callan  was  tak- 
ing a  shortcut  through  a  housing 
project,  and  he  didn't  surrender  mon- 
ey when  gunmen  demanded  it.  But 
that  account  was  wrong.  After  living 
down  to  St.  Thomas  to  claim  his 
lather's  body,  Glenn  Callan  read  the 
newspaper  account  and  was  mystified. 
His  father  w  as  not  the  kind  of  man  to 
risk  his  life  to  save  his  wallet.  Or 
wander  around  in  the  middle  of  a 
housing  project  alter  dark. 

From  his  father's  friends,  who  were 
with  Murray  Callan  at  the  time  of  the 
murder,  Glenn  Callan  quickly  learned 
the  truth.  The  three  men  were  not 
taking  a  shortcut  through  a  housing 


project.  They  were  walking  along  par 
of  the  main  drag — a  pedestrian  walk 
way  that  is  the  principal  thoroughfarj 
for  the  2  million  tourists  who  come  tc 
St.  Thomas  each  year.  Callan  was  oi 
his  way  to  rent  a  movie,  and  wa 
returning  to  his  hotel,  Bluebeard' 
Castle.  It  was  10:45  p.m. 

Also  from  his  father's  friends  Gleni 
Callan  discovered  that  Murray  ha« 
not  refused  to  give  up  his  mont" 
when  it  was  demanded.  Before  he  hat 
a  chance  to  do  anything,  one  of  th< 
two  thugs  who  had  approached  th 
trio  shot  him  fatally  in  the  chest 
Callan  learned  that  the  walkway  wa 
supposed  to  be  patrolled,  but  specia 
patrolmen  assigned  to  that  area  wer 
off  that  night. 

Armed  with  this  evidence,  Gleni 
Callan  confronted  the  police  chief  m 
St.  Thomas  and  St.  John,  Raymont 
Hyndman.  "Where  did  the  reporter 
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&  get  the  erroneous  information  that 
1  my  father  was  a  dumb  tourist  who 
|  walked  through  the  housing  project 
and  refused  to  give  up  his  wallet?" 
asked  Callan. 

Hyndman  denied  being  the  source 
for  the  reports  and  said  the  press  had 
speculated.  But  at  a  news  conference 
the  next  day,  Hyndman  admitted 
some  of  t  he  false  information  printed 
in  the  local  paper  had  come  from  the 
police  department. 

"There's  a  conspiracy  on  the  part  of 
the  St.  Thomas  government,  law  en- 
forcement and  tourism  officials  to 
misinform  and  report  that  the  tourist 
is  at  fault  whenever  there  is  a  crime," 
says  Glenn  Callan.  "  They  are  all  very 
secret  ive  and  protective  of  the  tourist 
industry  and  hope  that  the  crime 
problem  will  just  go  away." 

Callan  insisted  upon  seeing  Gov- 
ernor Farrelly.  The  governor  was 
polite  but  took  no  action.  According 
to  Callan,  the  governor's  spokes- 
man, O'Bryan,  was  rude  and  said:  "I 
don't  think  a  five-second  incident 
occasions  this  much  attention.  If  this 
had  happened  in  New  York  City, 
you  wouldn't  go  off  to  see  Governor 
Cuomo." 

FORBES  found  a  similar  dismissive 
attitude  prevalent  when  we  investi- 
gated on  our  own.  "Crime  is  not  a 
major  problem  on  the  island,"  insist- 
ed Hyndman.  "Even  if  one  tourist  is  a 
victim  of  crime,  we  are  concerned. 


travelers'  advisory 

pHILE  some  places  like 
t.  Thomas  are  more  con- 
ucivc  to  violent  crime 
lan  other  places,  preying 
n  tourists  is  fair  game  ev- 
rywhere  in  the  world.  In 
pain,  for  example,  be- 
'are  the  mustard  ploy, 
fhieves  squirt  mustard 
n  tourists,  then  Good  Sa- 
laritan  accomplices  help 
can  them  off — and  rip 
iem  off.  In  Rome, 
ursc  snatchcrs  have  taken 
b  motor  scooters.  In 
iissia  and  Poland  watch 
nit  on  overnight  trains, 
specially  the  Moscow-St. 
ietersburg  run. 


In  Nigeria,  pickpock- 
ets and  con  men  pose  as  im- 
migration officials  at  the 
Murtala  Muhammad  air- 
port. Real  immigration 
officials  extort  money  from 
new  arrivals,  too. 

In  Mexico,  don't  drive 
at  night  on  highways — es- 
pecially Express  Highway 
15  in  the  state  of  Sinaloa, 
where  criminal  assaults 
and  murders  have  occurred 
day  and  night. 

Crime  is  so  endemic  in 
Rio  that  U.S.  government 
personnel  visiting  or  as- 
signed there  are  not  housed 
at  hotels  in  the  Copaca- 
bana  or  Leme  neighbor- 
hoods. Take  a  tip  from 


them. 

If  you  travel  to  Egypt, 
be  aware  that  local  extrem- 
ists have  declared  foreign 
tourists  as  targets. 

Tourism  and  travel  is 
the  largest  industry  in  the 
world,  generating  $2  tril- 
lion a  year  in  spending.  In 
most  countries  tourism  is 
the  nation's  largest  in- 
dustry ( it  is  third  in 
the  U.S.). 

With  all  these  green- 
backs at  stake,  authorities 
often  underplay  the  dan- 
ger tourists  face.  None  of 
this  is  any  reason  to  give 
up  traveling.  You  could,  af- 
ter all,  be  killed  by  a 
drunken  driver  in  your  own 


hometown.  But  take  rea- 
sonable precautions.  It's  a 
violent  world. 

Before  traveling  out- 
side the  U.S.,  especially  in 
the  Third  World,  you  can 
contact  the  U.S.  Depart- 
ment of  State  to  get  a 
consular  information  sheet 
on  the  country.  The 
sheets  include  data  on  ev- 
erything from  adoption 
to  crime  to  medical  care  to 
terrorism,  in  nearly  200 
countries  (202-647- 
5225). 

But  don't  expect  to  get 
a  consular  information 
sheet  on  St.  Thomas — it's 
not  foreign  soil. 

-W.G.F.  andT.G.  BH 


orbes  ■  Juno  6,  1994 


113 


COLLECTORS 

PERSONAL  AFFAIRS 


But  statistically,  crime  against  tourists 
is  not  a  major  problem." 

Not  only  tourists  are  worried.  A 
local  businessman  recently  wrote  the 
following  to  the  Virgin  Islands  Daily 
News:  "We  are  a  small  community  on 
three  relatively  tiny  islands,  where  ev- 
eryone knows  each  other.  Surely  con- 
trol of  crime  is  easier  in  our  context 
than  in  the  anonymity  and  diffuseness 
of  the  large  metropolitan  areas  of  the 
mainland." 

With  the  pressure  on,  local  police 
recently  arrested  two  teenage  boys 
and  charged  them  with  Callan's  mur- 
der. But  they  won't  be  tried  as  adults. 


The  alleged  shooter  is  only  15,  and 
even  if  found  guilty  could  be  free 
when  he  reaches  18. 

But  the  government  of  St.  Thomas 
does  little  to  alert  visitors  to  its  cancer- 
ous crime  problem. 

The  only  actions  it  took  were 
predictable:  The  legislature  ap- 
proved a  long-bottlcd-up,  though 
anemic,  crime  bill  authorizing  an 
outlay  of  $1.4  million  for  36  addi- 
tional police,  cars  and  equipment 
spread  among  the  three  islands. 
That  amounts  to  0.14%  of  the  al- 
most $1  billion  the  island  takes  in 
from  tourism  each  year,  or  about  70 
cents  annually  per  visitor. 

The  Virgin  Islands  raises  most  of 
the  money  it  spends  through  local 
income  taxes.  But  it  still  receives  sub- 
stantial aid  from  the  mainland. 

In  May  Governor  Farrelly,  who  is 
elected  by  local  residents,  rushed  to 
Washington  to  plead  for  $5  million 
from  the  federal  government.  To  fight 
crime  and  make  the  streets  safe  again? 
Well,  not  exactly.  Farrelly  wants  the 
Virgin  Islands  declared  a  high  intensi- 
ty drug  traffic  area.  As  Lieutenant 
Governor  Derek  Hodge  puts  it,  such  a 
ruling  "will  create  additional  funding 
opportunities."  »>.: 


Winter's  over  and  the  flea  markets 
are  in  full  bloom. 

Country  grange 


By  Maria  Matzer 

CRIES  of  "Do  you  have  any  ice  cream 
scoops?"  "Any  Kilroy  items?"  "Do 
you  have  Barbies?"  ring  out  on  a 
drizzly  Sunday  morning  at  the  Rose 
Bowl  in  Pasadena. 

On  the  second  Sunday  of  every 
month  the  Rose  Bowl  turns  into  one 
of  the  biggest  outdoor  flea  markets  in 
the  country.  Some  20,000  visitors 
prowl  through  1,500  booths  (ar- 
ranged loosely  by  merchandise  type: 
old,  new  or  antique).  A  full  tour  can 
easily  take  several  hours.  And  if  you're 
turned  on  by  celebrities,  the  Pasadena 
mart  is  also  a  place  for  sightings. 

The  flea  market  has  something  for 
everyone.  Wares  run  the  gamut  from 
totally  tasteless  (flocked  lamps  that 
look  like  they  came  from  a  bordello, 
black  velvet  paintings  and  kitschy, 
anatomically  correct  statues)  to  muse- 
um-quality earthenware  and  estate 
jewelry.  Prices  range  from  a  quarter 
for  a  floral  print  postcard  to  $2,000 
and  up  for  antique  furniture  and  re- 
stored 1950s  Coke  machines. 


Anything  from  the  Fifties  is  ho 
now.  Any  kind  of  painted  wood  o 
furniture — what  vendor  Joanne  Adlc 
calls  "country  grunge" — also  moves! 
Los  Angeles  is  a  town  with  a  throw 
away  culture.  As  long  as  your  tastei 
are  eclectic,  you  can  furnish  a  whol< 
apartment  here. 

The  majority  of  items  sell  for  unde 
$100  and  can  be  carried  away;  vem 
dors  will  often  deliver  big  items  sue! 
as  furniture.  Not  all  the  sellers  an 
dealers:  Booths  are  cheap  enougl 
($30  and  up)  to  lure  homeowner 
with  cluttered  garages,  looking  t< 
turn  detritus  into  dollars. 

But  be  realistic:  Don't  expect  m|j 
acle  finds  at  any  flea  market  anymore! 
the  sellers  generally  know  the  value  0 
their  stuff. 

If  it's  old  black-and-white  movit 
publicity  stills  you're  after,  Mary  Har 
man — a  lovely,  silver-haired  70-year 
old — will  give  you  them  with  a  smil 
and  a  story.  Harman  grabs  a  1930 
shot  of  Dale  Evans  from  a  stack  an< 


Jim  Robertson  and  his  five-hour  haul  at  the  Rose  Bowl  nea 
Where  20,000  visitors  browse  everything  from  postcards  to  antiques. 
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How  to  indulge  tk 

executives   wko  liave  tk  eir  own 
notions  of  wkat  company 

transDortatio 


e. 


^Jive  your  executives  the  latest  in  transportation.  In  an  all-new  1QQ5  L  umina.  With  standard 
ual  air  bags,  available  anti-loch  brahes  and  our  exciting  inside-out  design,  the  new  Lumina  is 
estined  to  become  the  flagship  of  all  Chevy  fleet  vehicles.  Over  2000  consumers  aided  in  its 
zvelopment.  And  we  tooh  your  comments  so  seriously,  our  engineers  spent  eighteen  months 
nprovmg  the  prototype  alone.  So  call  the  nation's  largest  Fleet  Sales  and  Service  organisation 


1 1-800-FLEET-OPS  (353-3867).  And 


{ecu 


tives  into  a  whole  new  atmosph 


ere. 


Genuine  Chevrolet 


evrolet,  the  Chevrolet  Limhlem  and  I. umina  are  registered  trademarks  and  Chevy  is  a  trademark  of  ike  GM  Corp.  ©1994  CM  Corp.  All  Rights  Reservecl.  Buckle  up,  America!  H* 


tells  of  seeing  her  at  a  local  hospital. 
"She  was  still  so  pretty,  and  so  nice." 

At  another  booth  young  Japanese 
tourists  are  snapping  up  bowling 
shirts,  overalls,  jeans,  jackets  and 
shorts  from  the  Fifties,  Sixties  and 
Seventies.  "A  pair  of  jeans  that  you  or 
I  would  donate  to  Goodwill  can  easily 
bring  $60  in  Japan,"  says  a  vendor. 

Flea  markets  have  become  big  busi- 
ness (FORBES,  May  15,  1989),  and  the 
Rose  Bowl  market  is  no  newcomer. 

It  was  started  in  1968  by  Gary 
(R.G.)  Canning,  who  rents  all  the 
grounds  outside  the  stadium  from  the 
city  of  Pasadena,  then  sells  booth 
space  for  $30  to  $125.  The  city  makes 
$800,000  a  year  from  flea  market 
revenues.  The  tax  collector  is  there, 
too:  Vendors,  whether  regular  or 
one-time  sellers,  are  required  by  law 
to  have  a  resale  permit  and  to  pay  state 
taxes  on  items  they  sell.  Some  vendors 
take  checks  and  a  few  take  credit 
cards,  but  be  prepared  to  pay  cash. 

1  he  tlea  market  opens  at  6  a.m., 
when  the  entry  fee  is  $10  for  those 
who  want  the  first  pickings.  After  9, 
it's  $5.  Bargaining  is  expected,  and 
some  dealers  automatically  give  a  1 0% 
discount,  according  to  Jeanne  and 
Harry  Allmoslecher,  who  sell  new  and 
old  painted  furniture. 

Some  regulars  swear  the  best  buys 


are  to  be  had  on  rainy  mornings,  or 
late  in  the  day  when  sellers  might  be 
desperate.  Maybe. 

For  finding  local  flea  markets  and 
helpful  hints  pick  up  The  Official  Di- 
rectory to  U.S.  Flea  Markets  by  Kitty 
Werner  (House  of  Collectibles,  $6), 
and  the  Price  Guide  to  Flea  Market 
Treasuresby  Harry  L.  Ranker  Jr.  (Wal- 
lace-Homestead Book  Co.,  $14.95). 
Following  are  flea  markets  well 
known  for  having  collectibles: 

Brimfield  Markets,  Brimfield, 
Mass.  Open  six  days  in  May,  July  and 
September,  starting  on  the  Tuesday 
before  the  second  full  weekend  of 
those  months.  There  are  over  3,000 
vendors,  promoters  and  shows-with 
in-shows.  For  details,  consult  the 
Brimfield  Antique  Guide.  Telephone: 
413-245-9329. 

Wellfleet  Drive-In  Flea  Market, 
Wellfleet,  Mass.  (on  Cape  Cod).  Sat- 
urdays and  Sundays,  April  through 
October.  More  than  200  vendors. 
Telephone:  508-349-2520. 

Fleamasters  Fleamarket,  Fort  My- 
ers, Fla.  Friday,  Saturday  and  Sunday 
vear-round.  1,200  vendors.  Tele- 
phone: 813-334-7001. 

Flea  World,  Sanford,  Fla.  (outside 
Orlando).  Friday,  Saturday  and  Sun- 
day  year-round.  1 ,600  vendors.  Tele- 
phone: 407-647-3976. 


Caravan  Antiques  Market,  Centre 
ville,  Mich.  First  Sunday  in  May  an 
second  Sunday  of  June  through  Ocj 
tober;  there  is  no  market  in  Septerrl 
ber;  650  vendors.  Telephone:  313 
227-4464. 

The  GreenFlea/I.S.  44,  Columbu 
Avenue  and  West  76th  Street,  Nei 
York,  N.Y.  Every  Sundav  vear-rounc 
Telephone:  212-721-0900. 

Metrolina  Expo,  Charlotte,  N.C 
First  full  weekend  of  the  mont 
(Friday,  Saturday  and  Sunday 
year-round.  Over  1,500  vendor! 
5,000  vendors  at  special  April  anl 
November  markets.  Telephon« 
800-824-3770. 
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The  growth  and  preservation  of  wealth  has  never  been  a  more  global  Issue — 
or  a  more  private  one.  At  Credit  Suisse  USA,  it  is  our  long-held  belief  that  banking 
privately  must  provide  more  than  enhanced  banking  services.  Prudent  wealth  management 
requires  selecting  a  partner  whose  global  perspective  and  personal  commitment  give  you  the 
privacy  and  peace  of  mind  that  you  deserve  while  leaving  you  in  control  of  your  investments. 

If  you  desire  a  superior  level  of  service  that  covers  your  needs  as  a  high  net  worth  investor, 
please  call  Frank  Meister,  Group  Executive,  Private  Banking  at  (212)  238-5100. 


Credit  Suisse  Private  Banking 


"2> 

CREDIT  SUISSE 
CS 

Atlanta  •  Chicago  •  Houston  •  Los  Angeles  •  Miami  •  New  York  •  San  Francisco 


///// 
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Manassas,  Fredericksburg,  Ge 
Now  revisit  the  actual  battlefields  and 
sites  as  thousands  accurately  reenact 
these  historic  events  in  this  award- 
winning  video.  VHS,  & 
S29.95.  #V47 


.  Ban.-?* 


31 


No  one  has  ever  told  America's 
story  with  more  grace  and  emotional 
power  than  the  late  Bruce  Catton. 
This  volume  of  selections  from  his  work, 
including  portions  of  the  Pulitzer  Prize- 
winning  work  A  Stillness  at  Appomattox, 
represents  historical  writing  in  its  most 
inspiring  form.  224  pages.  35  illustrations, 
$14.95.  #B44 


stunning  visual 
history  details  the  war's 
■most  important  battles  with 
color  maps  and  overlays 
that  break  down  the  troop 
movements  of  each  battle. 
Also  includes  NASA  aerial 
photographs  and  paintings. 
176  pages.  185  illustrations, 
95  in  color.  $32.95.  #B43 


J 


N  THE  3  0TH  A 


■■>  ■  ,v 


THIS  CLASSIC  RECORD  OF  THE  ASSASSINATION 


AS  BOTH  A  MEMORI  A  L  AND 


This  four- 
hour  video, using  photos  and  archival  footage,  is  the  first 

comprehensive  look  at  the  shaping  of  the  Kennedy  dynasty. 
2-volume  set.  Includes  a  16  page  family  photo  album.  $39.95.  #V31 


NOVEMBER  22-25,  1963 — Told  through 

eyewitness  accounts  and  haunting  photographs, 
Four  Days  takes  you  through  those  tragic,  harrowing  days. 
144  pages.  140  illustrations,  15  in  color.  $14.95.  #B30 


American  Heritage  Order  Form 


lail  to:  American  Heritage 
P.O.  Box  10934 
Des  Moines.  Iowa  50350-0934 

Title 

Qty. 

x  Price 

=  Total 

fB66     AH  Picture  History  of  the  Civ  il  \\  ar 

$19.95 

fV47     Touring  Civil  War  Battlefields,  Video 

$29.95 

tB43      Battle  Maps  of  Civil  War  (limited  supply) 

$32.95 

fB42     Civil  War:  Treasury  of  Art  &  Literature 

$60.00 

'B44     Bruce  Catton's  America 

$14.95 

'V31     The  Kennedys,  Video 

$39.95 

t\VM)      l  our  Days:  The  Historical  Record 

$14.95 

Total 

N.Y.  residents  add  sales  tax 
Shipping  and  handling 
Total  of  Above 

$3.50 

Payment  must  accompany  order. 

Check  or  money  order  payable  to  American  Heritage 
Charge  my:  Visa   MasterCard   Amex  


Card  #: 


Exp.  Date:  □□□□  Signature 


Address. 
City  


State 


Zip. 


I'hone 


OR  CALL  TOLL-FREE:  1-800-876-6556 


FACES  BEHIND  THE  FIGURES 

EDITED  BY  JOHN  B.  HftTES 


Life  after  Fidelity 

Morris  Smith  remem- 
bers June  1990  very  well. 
"The  question,"  he  re- 
calls, "was,  Is  there  life  after 
Peter  Lynch?"  Smith 
proved  there  was.  Two 
years  after  Smith  succeed- 
ed Lynch  at  Fidelity's  Ma- 
gellan Fund,  the  fund  was 
up  by  29%,  compared  with 
21%  for  thes&i>500. 

Question  answered, 
Smith  quit  money  manage- 
ment two  years  ago  and 
moved  to  Israel,  where  he 
spends  five  mornings  a 
week  in  Jerusalem's  Old 
City  studying  the  Tal- 
mud. "I  don't  miss  getting 
a  foot  of  mail  or  investing 
several  hundred  million 
dollars  a  day,"  he  says. 

A  minor  celebrity  in  Is- 
rael's nascent  financial 
community,  Smith,  36, 
has  turned  down  offers  to 
manage  money  for  U.S. 
and  Israeli  firms.  And  so  far 
he  has  avoided  the  Israeli 
stock,  market.  "I  may  take 
another  look  now  that 
prices  are  more  reason- 
able," he  says. 

Instead,  he  has  invest- 
ed his  own  money  in  a  few 
private  Israeli  companies. 

Barbecue  man 

Former  Houston  Oiler 
and  football  Hall  of  Fame 
running  back  Earl  Camp- 
bell got  bored  hawking 
Wrangler  jeans  and  Pony 


He  joined  a  group  led  by  a 
member  of  the  de  Roth- 
schild family,  which  owns 
controlling  interest  in 
Galilee  Tours,  Israel's  large- 
tour  organizer.  And  in- 
spired partly  by  office  sup- 
ply retailer  Staples  and 
partly  by  the  number  of  Is- 
raeli business  startups,  he 
helped  found  Super  Office, 
a  budding  office  supply 
chain  outside  of  Tel  Aviv. 
"There's  been  a  radical 
change  in  the  under-40 
generation  here,"  he 
says.  "They're  much  more 
capitalistic . "  -Ri va  Atlas 


Retiree  Morris  Smith 
They'll  all  need  paperclips. 

shoes  three  years  ago  and 
decided  to  start  his  own 
company.  He  didn't  know 
much  about  business 
but  remembered  some 
good  advice  from  his 
playing  days.  "I  always 


Football  great 
Earl  Campbell 
"I  always 
wanted  the 
Rolls-Royce." 


The  doggone  cat 
is  mine 

Garfield  creator  Jim 
Davis  has  spent  years  study- 
ing the  business  end  of  his 
cat.  He  made  contacts  in 
the  licensing  world,  hired 
his  own  accountants  and 
lawyers  and  learned  from 
his  business  partner  of  16 
years,  Scripps  Howard's 
United  Media.  "We've  cer- 
tainly mirrored  their  op- 
eration for  some  time," 
Davis,  48,  admits. 

In  April  Davis  made  his 
move.  His  company,  Paws, 
Inc.,  bought  out  the  re- 
mainder of  his  licensing  and 
syndication  contracts 
from  United  for  an  undis- 
closed amount.  Paws  will 
move  the  licensing  business 
to  the  36-acre  Davis  cam- 


wanted  the  Rolls- 
Royce,"  he  says,  "but  my 
managers  always  talked 
me  into  a  Toyota." 

So  he  started  out  on  a 
shoestring  budget,  selling 
his  own  bottled  barbecue 
sauce,  smoked  bacon  and 
jalapeno  sausage  to  Aus- 
tin grocery  stores. 

Next,  he  hooked  up 
with  National  Convenience 
Stores  to  sell  the  Hot 
Link,  a  tearfully  spicy  hot 
dog  that  is  consumed  in 
large  quantities  by  hungry 
drivers  at  NCS'  Stop'n'Go 
stores.  Success  with  the 


Jim  Davis  and  Garfield 

He  took  the  cat  in-house. 


pus  in  Muncie,  Ind.  Uni- 
versal Press  Syndicate  will 
handle  the  comic  strip. 
"The  only  way  to  guaran- 
tee myself  long-term  secu- 
rity for  the  character  was 
to  do  this,"  says  Davis,  who 
has  been  disappointed  in 
United's  syndication  work 
in  Japan  and  Europe  and 
its  licensing  efforts. 

But  Davis  should  make 
out  okay  even  if  Paws  can't 
scratch  up  more  business. 
Dumping  United  means  he 
gets  to  keep  all  of  Gar- 
field's licensing  royalties  in- 
house.  That's  $16  million 
a  year,  half  of  which  used  tc 
go  to  United. 

-Robert  La  Francc 


Hot  Link  led  to  Earl 
Campbell  bbq  Express, 
freestanding  counters  in- 
side existing  Stop'n'Go 
stores  where  Campbell 
sells  barbecue  brisket,  pork 
and  chicken.  Six  opened 
late  last  year;  two  more  will 
soon  follow. 

Campbell,  who,  at 
28%,  is  the  largest  stock- 
holder of  Earl  Campbell 
Foods,  Inc.,  says  the  new 
products  will  boost  sales 
to  Sll  million  this  year. 
Time  to  move  up  to  a 
Buick? 

-Gram  Gemoets  ■ 
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h,  man,  were  you  in  trouble.  Enter  the  all-new  1994  GMC  Sonoma  Highrider.  You're  in  trouble  again, 
^he  new  Highrider  package  is  designed  to  handle  the  kind  of  trouble  you'll  find  off-road.  It  comes  with 
6mm  Bilstein  gas-charged  shocks  and  15"  wheels.  You  sit  high.  Look  good.  Ride'smooth.  (Firm,  but 
mooth.)  And  with  its  available  195  HP  Enhanced  Vortec  V6,  Highrider  is  more  powerful  than  anything 
l  its  class*  Combine  all  that  with  standard  4-wheel  anti-lock  brakes  and  it's  in  a  class  by  itself.  But  don't 
ike  our  word  for  it.  Call  1-800-GMC -TRUCK  for  the  name  of  a  dealer  and  go  for  a  ride.  It's  no  trouble. 


S Sonoma 


woridCuimim  ^H: 


OFFICIAL  SPONSOR tV,2 


HKHU  THE  STRENGTH  OF  EXPERIENCE 


*Exdudes  other  GM  products. 
GM,  GMC,  GMC  Truck  and  Sonoma  are  registered  trademarks  of  General  Motors  Corporation. 


THE  FORBES /BARR A  WALL  STREET  REVIEW 

BY  ERIC  S.  HABDT  Bi 


ralue  stocks-issues  with  relatively 
nv  price-to-earnings  and  price-to- 
rook  ratios  and  relatively  high  divi- 
end  yields— are  one  of  the  few  bright 
pots  in  the  market.  While  the  Barra 
dl-US  index  shows  that  the  overall 
larket  is  up  only  1.3%  during  the 
ast  12  months,  the  S&P/Barra  Value 
idex  has  a  5.6%  price  gain.  The 
8tP/Barra  Growth  index  rose  onlv 
.2%. 

James  Miller,  who  comanages  the 
iartlett  Basic  Value  Fund,  still  sees 
treat  opportunities  in  value-type 
:ocks.  For  example,  he  likes  Phillips 
etroleum,  which,  he  feels,  is  the 
heapest  big  oil  stock.  In  Canada, 
liller  favors  Potash  Corp.  of 
askatchewan,  which  produces 
otash,  used  to  make  fertilizers.  It 
ills  at  1.1  times  book  value.  Anoth- 
r  favorite  is  Canadian  Pacific.  It  sells 
)r  a  little  over  stated  book  value,  but 
liller  thinks  its  breakup  value  is  far 
ieher. 


Special  focus 


The  Barra  All-US  index  is  off  6%  since 
the  start  of  this  year,  but  these  eight 
stocks  are  holding  gains  of  25%  or  more. 
Even  so,  these  issues  do  not  appear  to  be 
overvalued — none  is  currently  priced  at 
more  than  IS  times  its  latest  12-month 
earnings.  Micron  Technology,  up  77% 
since  December,  carries  a  P/E  of  13.7. 


The  overall  market 


Against  the  tide 


Company 

Ytd  price 
change 

P/E 

Adv  Micro  Devices 

34% 

9.4 

BNF  Bancorp 

50 

12.7 

Champion  Enterprises 

67 

13.5 

Cherry 

42 

14.6 

Galey  &  Lord 

27 

14.4 

Hudson  Foods 

42 

12.9 

Loyola  Capital 

32 

13.8 

Micron  Technology 

77 

13.7 

 i 

Source-  Value  Line  Database  Service  via  OneSource  Information  Services. 
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The  Barra  All-US  price  index  as  of  5/12/94 

Market  value:  $4,827.9  billion 
P/E:  21.4 

P/E  minus  negative  EPS:  15.9 
Pnce/boOk:  2.5 
Yield:  2.6% 


12-month  closeup 

BiBaua  index 
■  200-day  moving  average 
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Closeup  on  the  market 

%  change  from 

Index  or  investment 

2-week  change 

1  year  ago       5-year  high 

Barra  All  US  index 

-1.5  % 

■ 

1.3% 

-8.9% 

S&P/Barra  Growth  index 

-1.1 

■ 

1.2 

-7.5  | 

S&P/Barra  Value  index 

-0.9 

■ 

5.6 

Dow  Jones  industrials 

-0.4 

I 

5.9 

-8.2 

S&P  500 

-1.2 

■ 

1.0 

-7.9 

NYSE 

-1.4 

0.9 

-8.3 

Nasdaq 

-1.7 

6.5 

-10.5 

Amex 

-1.1 

■ 

1.3 

-11.2 

EAFE 

-0.8 

■ 

15.4 

-2.3 

CRB  futures  index 1 

1.8 

8.8 

-10.4 

Gold  (Comex  spot) 

1.1 

3.0 

-10.1 

Yen  (per  $US) 

2.9 

-6.8 

-35.0 

Oil  (W  Texas  Intermediate) 

10.2 

-7.6 

-55.5 

The  best  and  worst  performing  stocks 

Best 

Price 

2-week 
change 

1994 

EPS6  Worst 

2-week 
Price  change 

1994 
EPS6 

Allied  Clinical  Labs 

23 

80%  5 

51.10     Media  Vision  Technology 

35/8  -49% 

$0.47 

Syntex 

231/4 

66 

1.51     Peoples  Telephone 

8  -45 

0.50 

SciClone  Pharmaceuticals 

7V2 

45 

-0.51     Pharm  Marketing  Svcs 

8V8  -41 

0.73 

Hondo  Oil  &  Gas 

87/8 

39 

-0.50     Valence  Technology 

7'/2  -38 

-0.88 

Employee  Benefit  Plans 

14 

37 

0.75     Centigram  Commun 

19  7/g  _37 

128  | 

The  best  and  worst  performing  industry  factors7 


Best 

2-week 
change 

Since 
12/31/93 

Worst 

2-week 
change 

Since 
12/31/93 

Photographic,  optical 

10.5% 

-4.4% 

Tobacco 

-10.4% 

-15.9% 

Pharmaceuticals 

3.5 

-10.2 

Electric  utilities 

-8.8 

-18.2 

Broadcasting,  publishing 

2.2 

-15.1 

Trucking 

-8.0 

-0.9 

Oilfield  services 

2.1 

-4.4 

Air  transport 

-6.8 

-17.6 

Property,  health  insurance 

2.0 

-1.1 

Consumer  durables 

-5.6 

-15.5 

te:  Data  for  period  ending  5/12/94.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  common  U.S.  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  trading  on 
5.  markets.  ADRs.  REITs  and  closed-end  funds  are  excluded.  1  Total  return  of  a  portfolio  of  more  than  150  large-capitalization  stocks  that  has  high  historical  earnings  growth  and  has  predicted  above-average 
nings  growth.  ;  Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios.  '  A  dollar-denominated  capitalization-weighted 
ex  of  more  than  1,000  stocks  from  Europe,  Australia.  New  Zealand  and  the  Far  East.  Source:  Morgan  Stanley  Capital  International  Perspective.  4  Index  of  21  commodity  futures.  5  Source:  Knight-Ridder 
lancial  Information.  'Estimate.  Source:  IBES,  Inc. 7  Shows  return  to  the  industry  factor  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have 
iportional  contributions  in  two  or  more  groups.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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FIXED  INCOME  REVIEW 


iry.yijeld  curve 


3  months 


30 


Maturity  (years) 


30-year  rate  minus  1-year  rate 


500 


Basis  points 


Yield  versus  inflation 


16% 


12 


'85         '86  '87 


'89 


'90 


'91 


'92 


'93 


'94 


Spread  over  Treasurys 

Total  returns 

Security 

Basis  points 

Security 

1  year' 

3  years 

AA  corporates 

40 

AAA  corporates 

1.5% 

9.6% 

AAA  industrials 

39 

Ginnie  Maes 

1.8 

8.1 

Ginnie  Maes 

98 

Junk  corporates' 

-1.3 

16.4 

Junk  corporates  ' 

389 

Municipals 

2.2 

8.0 

Municipals' 

-95 

Treasury  bonds 

1.0 

8.4 

The  sharp  rise  in  yields  during  th 
past  three  months,  combined  with  a 
decline  in  the  cost  of  living,  has 
driven  up  real  (inflation-adjusted) 
yields  to  levels  not  seen  since  19X8. 
The  narrow  spread  between  Trea- 
surys and  high-grade  corporate  debt 
makes  U.S.  government  bonds  very 
attractive,  especially  lor  investors  sub 
ject  to  high  state  and  local  income 
rates.  (Interest  on  federal  debt  isn't 
taxable  by  cities  and  states.)  Notice 
how  the  yield  curve  (see graph,  top 
left)  flattens  out  after  just  a  few  years. 
In  buying  a  5 -year  Treasury,  for 
instance,  an  investor  captures  92%  of 
the  yield  of  a  30-year  bond.  The 
spread  between  the  10-year  and  30 
year  bond  is  even  narrower— about 
20  basis  points.  "The  10-year  [Trea 
sury  bond]  is  a  popular  maturity  td 
hedge  a  municipal  or  corporate  bond 
portfolio  with,"says  Ashok  Varikooty. 
an  analyst  atcs  First  Boston.  In  other 
words  the  bond  is  sold  short  a  lot 
more  than  other  maturities,  which 
drives  up  its  yield  and  helps  explain 
why  an  auction  of  10-year  Treasurys 
on  May  1  1  was  perceived  as  a  disas- 
ter, while  only  a  day  earlier  an  aucj 
tion  of  3-year  Treasurys  appeared  tc 
be  a  success. 

Unless  you're  convinced  that  infla- 
tion will  soon  come  roaring  back, 
municipal  bonds,  too,  offer  good 
value.  Tax-free  debt  rated  Aaa  b\ 
Moody's  pays  3.5%  for  1-year  matu 
rities  and  up  to  6.35%  for  40  years, 
according  to  a  composite  yield  analy- 
sis by  Delphis  Hanover,  a  Southbury 
Conn,  municipal  bond  research  firm 
But  Ian  MacKinnon,  who  oversees 
the  Vanguard  Fixed  Income  Group 
feels  that  some  states  should  be 
avoided.  Municipals  issued  by  th( 
state  of  California,  for  instance — 
which  compose  12%  of  all  tax-fret 
debt  outstanding — will  most  likely 
suffer  further  downgrades.  MacKin 
non  feels  the  best  values  are  in  Texai 
and  New  York — but  for  the  latter 
remember  that  rates  reflect  high  state 
and  local  income  taxes  on  New  York 
residents.  An  interesting  tax  play  is  in 
Texas,  where  if  an  income  tax  i: 
enacted,  the  prices  of  Texas  munici 
pal  bonds  are  likely  to  jump. 


Note:  Except  where  footnoted,  all  information  provided  by  Barra,  Inc.,  Berkeley,  Calif.  'A  basis  point  is  equal  to  one-hundredth  of  a  percentage  point.  'Yield  on  10-year  Treasury! 
The  trailing  12-month  increase  in  the  Consumer  Price  Index.  ''Source:  First  Boston.  'Source:  Lehman  Brothers.  6Data  through  4/30/94.  Annualized. 
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(l  business  results 

rom  how  adroitly 

ou  use  information 
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ompetitive  weapon. 

to  it  well,  and  you'll 

urf  through  the 

Ws.  Do  it  poorly, 

nd  youll  be 

ashed  ashore/' 

ich  Karlgaard, 
ditor,  FORBES  ASAP 


AND  THE  INFORMATION  TECHNOLOGY  ASSOCIATION  OF  AMERICA  (ITAA)  PRESENT 


AN  EXECUTIVE  FORUM  ON  ALIGNING  BUSINESS  AND  TECHNOLOGY  STRATEGIES 


September  12  //.  {£p4  •  ,77«- .  Vew  l//or/(  .  Veto  $/orA  6ctp 

PRESENTED  IN  ASSOCIATION  WITH  ANATEC  •  COMPAQ  COMPUTER  CORPORATION  • 
EDS  CORPORATION  •  MEAD  DATA  CENTRAL  •  SUNGARD  DATA  SYSTEMS 

TransForum  '94  will  show  you  how  to  leverage  the  newest  thinking  about  business  and 
information  technology  to  tilt  the  competitive  landscape  in  your  favor.  After  just  three  days, 
you'll  have  powerful  new  strategies  for: 

•Streamlining  your  supplier  network 

•  Automating  your  sales  force  and  empowering  employees 
•Improving  your  speed  to  market 

TransForum  '94  features  a  roster  of  dynamic  speakers: 

•  GARY  HAMEL,  a  leading  authority  on  corporate  strategy  and  a  frequent 
contributor  to  Harvard  Business  Review 

•  MAX  HOPPER,  Chairman  of  SABRE  Technology  Group,  a  unit  of  AMR  Corp. 

•  RICHARD  NOLAN,  Harvard  Business  School  professor  and  co-founder 
of  Nolan,  Norton  &  Co. 

•  TOM  HOUT,  co  author  of  Competing  Against  Time 

•  TOM  DAVENPORT,  author  of  Process  Innovation:  Re-engineering 
Work  Through  Information  Technology 

•  D.  VAN  SHILLING,  Executive  Vice  President,  TRW 

•  VERNON  LOUCKS,  Chairman/CEO,  Baxter  International 


LEASE  SEND  ME  INFORMATION  ON:  L~l  participating  as  a  sponsoring  organization   |~|  attending  the  conference 


ame 


Dm 


pany 


dd 


ress 


,ty 


State 


Zip 


lephone 


FAX 


MAIL  TO: 

ITAA 

1 6 1 6  N.  Fort  Myer  Drive 
Suite  1 300 
Arlington,  VA  22209 

Fax:  703-522-1054 
Phone:  703-522-1268 


FUNDS 


EDITED  BY  JASOH  2WEIC 


Most  fund  shareholders  feel  helpless  when 
managements  try  to  raise  fees.  But  here's  the  story 
of  a  woman  and  her  brokers  who  fought  back. 

Vote  yes— or  else! 


Frances  Stevens  of  Reno,  Nov.  is 
hopping  mad.  In  March  the  68  yeai 
old  retired  bookkeeper  got  a  proxy 
solicitation  from  Putnam  I  hgh  Yield 
Advantage  Fund,  asking  her  to  ap 
prove  a  27%  hike  in  the  management 
fee  the  fund  pays  its  adviser,  Putnam 
Investment  Management  of  Boston. 
That  would  raise  total  expenses  from 
0.96%  of  assets  to  1.1%— below  the 
1 .25%  average  for  junk  funds,  but  well 
above  such  funds  as  Federated  I  Iigh 
Yield  and  T.  Roue  Price  I  Iigh  Yield. 

Stevens  voted  no.  A  month  later 
she  got  a  letter  from  George  Putnam, 
Putnam  funds  chairman:  "According 
to  our  records,  yon  elected  to  vote 
against  the  proposed  changes  in  the 
management  contract.  We 
Wi  »uld  like  to  be  sure  that 
you  are  fully  aware  <>f  the 
implications  of  this  deci- 
sion.  .  .  .  The  proposal  re- 
quires approval  by  67%  of 
the  shares  voted  ...  at  the 
shareholder  meeting  on 
May  5." 

Then  the  kicker:  "If  that 
percentage  is  not  achieved, 
the  meeting  will  be  ad 
journed  until  a  larger  num 
her  of  shareholders  vote 
their  proxies,  which  in  turn 
may  end   up  costing  the 
fund  more  money  for  fur 
ther  mailings." 

In  other  words:  We  will 
keep  making  you  poorer 
until  you  finally  agree  to 
make  us  richer.  Paced  with 
an  ultimatum  of  this  sort, 
investors  can,  of  course, 
vote  with  their  feet  by  re- 
deeming. The  trouble  here 
was.  that  Frances  Stevens 
bought  through  a  broker 
and  would  have  had  to  pay  a 
second  sales  commission  in 
switching  to  a  new  load 


fund  family. 

According  to  the  elaborate  legal 
structure  erected  in  the  Investment 
Company  Act  of  1940,  funds  are 
democratic  institutions  run  by  and  for 
shareholders.  The  shareholders  elect  a 
board  to  represent  them,  and  the 
board  can  quickly  (.lump  a  manager 
who  underperforms  or  overcharges. 

But  this  democratic  ideal  is  seldom 
realized.  Fund  sponsors  create  boards 
of  well  paid,  distinguished  outsiders 
to  rubber  stamp  their  decisions.  Fund 
directors  very  rarely  lire  the  {\\)k\ 
sponsor  that  hired  them.  The  mana- 
gerial revolution  that  has  shaken  great 
companies  like  GM,  IBM  and  American 
Express  and  forced  them  to  change 


their  managements  has  yet  to  reach 
the  mutual  fund  industry. 

In  Putnam's  case  the  distinguished 
outsiders  include  Mount  I  lolvokc 
College  President  Elizabeth  Kennanj 
AT&T  director  Donald  Perkins  and 
Massachusetts  Institute  of  Technolj 
Ogy  management  professor  William 
Pounds.  They  get  SI  ,500  plus  apiece 
just  for  this  one  board — and  all  are  on 
at  least  70  Putnam  boards. 

Why  did  they  vote  to  jack  up  a 
management  tee  that  was  already  111] 
crative?  Putnam,  a  unit  of  Marsh  & 
Mcl  ennan  Cos.,  manages  $64  billion 
in  mutual  funds.  Past  year  it  turned  ^ 
41%  aftertax  profit  margin  managing 
the  $777  million  high-yield  fund 
With  the  fee  boost,  thd 
proxy  disclosed,  it  wouk 
hav  e  earned  44%.  "They'ffl 
not  happy  with41%?"  spin 
ters  Stevens.  "They  wan 
44%?  They've  gotten  flat 
out  greedy." 

When  Forbes  sought  t< 

speak  to  three  of  the  out 
side  directors  about  the  let 
increase,  none  would  conn 
to  the  phone.  Even  so.  Put 
nam  seems  to  have  taken 
the  hint.  Alter  a  visit  from  , 
group  of  executives  Iron 
Edward  D.  Jones — the  firn 
where  Stevens'  broke 
works — and  inquiries  fron 
FORBES,  Putnam  dropped 
|  the  strong  arm  tactics. 
^  "The  letter  w  as  insultin 
I  to  our  shareholders,"  say 
George  Putnam.  "It' 
against  our  practice,  and 
can  assure  you  we'll  neve 
do  it  again." 

In  the  end,  Putnam  dii 
gel  the  shareholder  vote 
that  it  needed  to  implemeri 
the  lee  increase.  Nice  m 
Ms.  Stevens.       -J./.  ■ 
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STATISTICAL  SPOTLIGHT 


f  you  believe  that  South  Africa  will  remain  stable, 
ou  may  be  tempted  by  the  high  yields  available 
i  the  country's  bonds. 

South  African 
bonds 


y  Eric  S.  Hardy 

HERE'S  NO  GUARANTEE  that  the  post- 
ection  euphoria  will  continue  to 
revail  in  South  Africa,  but  if  you 
elieve  it  will,  there  are  ways  to  back 
xir  opinions  with  your  money.  The 
ock  market  is  at  an  alltime  high  but 
nild  go  higher.  South  African  bonds 
so  look  attractive  to  income  -minded 
ivestors.  The  highest-quality  bonds 
snerate  a  current  yield  of  1 5%  to  1 8% 
)  foreigners. 

Four  issuers  make  up  90%  of  the 
larket:  the  Republic  of  South  Africa; 
skom,  an  electric  utility;  Transnet, 
hich  operates  transportation  net- 
orks;  and  Tclkom,  the  telephone 
impany  and  post  office.  Eskom, 
hich  powers  most  of  the  nation,  has 
\rcr  $6  billion  in  short-  and  long- 
rm  bonds.  Yield:  about  17%.  More 
lan  half  of  these  bonds  are  held  by 
ivestors  living  outside  South  Africa. 

There  is  no  withholding  tax  on 
:>nd   interest  paid   to  foreigners. 


(Cash  dividends  on  stocks  are  subject 
to  a  15%  South  African  withholding 
tax,  usually  recoverable  as  a  credit 
against  U.S.  tax.)  In  the  U.S.  the  [RS 
treats  interest  from  South  African 
bonds  the  same  as  domestic  corporate 
and  mortgage -backed  bonds. 

South  Africa's  unusual  two  tiered 
currency  market  benefits  foreign  in- 
vestors. Nonresidents  buy  bonds  with 
"financial"  rand,  worth  20  cents.  But 
interest  payments  are  made  in  "com- 
mercial" rand,  worth  27  cents.  The 
Eskom  lis  of  2008,  for  example, 
yield  13%  to  domestic  investors  and 
16.8%  to  foreign  investors.  Alas,  prin- 
cipal is  refunded  in  financial  rand,  so 
your  yield  to  maturity  on  this  dis- 
count bond  doesn't  get  quite  the 
same  pick-up. 

But  be  forewarned:  While  the 
country  appears  stable,  so,  once,  did  a 
lot  of  other  African  nations  that  now 
have  mangled  economies.  Then  there 


is  the  likelihood  of  market-oriented 
currency  devaluation.  Over  the  past 
three  years  the  financial  rand  has  fallen 
at  an  1 1 .6%  annual  rate  against  the 
U.S.  dollar,  more  than  enough  to 
wipe  out  the  coupon  advantage  from 
South  African  bonds.  Ideally,  the  cur- 
rency weakness  will  moderate.  The 
inflation  rate  in  South  Africa  is  cur 
rently  9%,  a  little  more  than  6  points 
ahead  of  U.S.  inflation. 

As  always  in  international  money 
markets,  currency  hedges  can  be  used 
to  eliminate  the  devaluation  risk,  but 
the  cost  of  these  hedges  is  just  large 
enough  to  erase  the  yield  advantage  in 
going  abroad. 

The  table  lists  ten  bonds  whose 
yields  are  significantly  higher  than 
those  of  U.S.  bonds  of  similar  maturi- 
ty and  rating. 

Merrill  Lynch  makes  a  market  in 
South  African  bonds.  While  most  ac- 
tivity is  institutional,  retail  invest- 
ments can  be  made  for  $25,000  to 
$50,000.  At  least  at  the  institutional 
level  (trades  of  $1  million  to  $5  mil 
lion),  the  spreads  are  as  reasonable  as 
they  are  for  U.S.  corporate  debt.  Mer- 
rill Lynch  quotes  the  Eskom  bond 
(11%  coupon,  maturing  in  2008),  for 
example,  at  887/s  bid  and  89^8  ask. 
Noyes  Partners  in  New  York  City  is  a 
smallish  firm  (capital,  $1  million)  but 
does  a  pretty  lively  business  in  South 
African  debt  and  makes  a  market  in  20 
equities.  President  Jansen  Noyes  says 
that  an  investor  doing  a  minimum 
trade  of  $10,000  faces  a  round  trip 
transaction  cost,  including  currency 
conversion,  of  3%  to  4%.  wm 


Peace  dividends 

Amount 

ssuer 

Coupon 

Maturity 

Recent 

—52-week— 

Current 

issued 

price 

high 

low 

yield1 

($mil)2 

Iskorn 

11% 

6/1/08 

87.5 

94.8 

76.0 

16.8% 

2,869 

Eskom 

13.5 

8/1/08 

102.6 

112.6 

89.5 

17.6 

307 

Republic  of  South  Africa 

14 

8/15/97 

106.5 

109.5 

99.9 

17.6 

225 

Republic  of  South  Africa 

11.5 

5/30/00 

95.6 

101.8 

86.2 

16.1 

4,057 

Republic  of  South  Africa 

12 

2/28/05 

94.8 

101.8 

83.4 

16.9 

7,622 

Republic  of  South  Africa 

13 

8/31/10 

98.7 

107.7 

86.9 

17.6 

5,901 

"elkom 

12 

3/31/98 

99.7 

103.9 

96.4 

16.1 

410 

"elkom 

10 

3/31/08 

80.7 

87.5 

74.2 

16.6 

1,025 

ransnet 

12.5 

4/1/97 

101.9 

105.2 

95.4 

16.4 

164 

ransnet 

7.5 

4/1/08 

65.3 

71.0 

55.5 

15.4 

697 

Assumes  interest  payments  in  commercial  rand  on 

bond  purchased  with  financial  land. 

Converted  from  financial  rand. 

lOurces:  Noyes  Partners  Inc.;  Silvis  Barnard  Jacobs  Mellet&Co. 

These  bonds 
offer  high 
yields — 
at  high  risk. 
South  Africa's 
new  leadership 
is  untested 
and  the  rand 
could  decline 
against  the 
dollar. 
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OWN  YOUR  OWN  RANCH  IN 
THE  COLORADO  ROCKIES 


rforbes  Wagon  Creek  Ranch  is  offering  minimum  40  acre  ranches  starting  at  as  little  as  $25,000. 
We  provide  full  financing  and  buyer  protection.  If  you've  ever  dreamed  of  owning  your  own  piece 
the  Rockies,  now  is  the  time  to  act.  This  property  can  provide  you  with  a  perfect  base  for  vacatio 
cross-country  skiing,  hunting,  camping  and  a  host  of  other  outdoor  sports  and  family  fun.  For  m 
information  without  obligation. 


Call  1-800-FORBES-5.  Outside  the  U.S.  (719)  379-3263. 
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CAPITAL  MARKETS 

MONEY  &  INVESTMENTS 


f  bond  yields  look  attractive  to  you  now, 

'ou  might  consider  bank  bonds.  They've  been 

lit  harder  than  they  deserve. 

IVIoney  in  the  bank 


BY  BEN  WEBERMAN 


en  Weberman  is  a  columnist  for 
drbes  magazine, 
esearch:  James  M.  Clash 


UDDENLY  ALL  THE  WORLD  is  WOrty- 

lg  about  derivatives.  The  Office  of 
ie  Comptroller  announces  that  it 
ill  tighten  its  supervision  of  off- 
alance-sheet  activities  of  banks. 
Congressional  committees  hold 
earings  on  instabilities  in  the  finan- 
lal  system.  The  press  conjures  up 
xnarios  of  a  worldwide  crash. 

There's  investment  opportunity  in 
1  this  nail-biting.  Fears  of  catastro- 
he  in  the  derivatives  market  have 
anslated  into  higher  yields  on  debt 
xurities  issued  by  big  banks,  espe- 
ally  outfits  like  Bankers  Trust  and 
Chemical  Banking  that  do  a  lot  of 
usiness  in  derivative  securities. 

The  derivatives  in  question  are  in- 
:rest-rate  swaps,  options  and  fu- 
lres  on  debt  and  more  esoteric  syn- 
letic  issues.  A  mid- 1993  survey  by 
le  Federal  Reserve  Board  showed 
lat  Chemical  had  $2.1  trillion  (no- 
onal  amount)  of  derivatives,  a  sum 
qual  to  202  times  its  net  worth.  At 
ankers  the  ratio  of  derivatives  to 
et  worth  was  432.  Looks  scary, 
oesn't  it? 

A  chain  of  defaults  by  players  in  the 
erivatives  market  could  indeed  pre- 
pitate  losses  at  banks  that  act  as 
itermediaries.  But  this  is  Halloween 
oblin  stuff.  When  Procter  &  Gamble 
id  Gibson  Greetings  suffered  well- 
ublicized  losses  this  spring  in  deriva- 


tives— indeed,  even  when  the  Ger- 
man firm  Metallgesellschaft  AG  nearly 
went  bankrupt  last  year  because  of 
losses  in  derivatives — banks  did  not 
take  hits  to  their  loan-loss  reserves.  If 
you  want  to  worry  about  bank  losses, 
worry  about  the  losses  on  conven- 
tional loans. 

The  rush  to  dump  the  paper  of 
Bankers  Trust  and,  to  a  lesser  extent, 
other  big  banks  has  caused  yields  to 
widen  to  attractive  levels.  Ten-year 
bonds  issued  by  this  high-quality,  sin- 
gle-A-rated  bank  holding  company  is 
yielding  78  basis  points  more  than 
ten-year  U.S.  Treasury  debt.  That 
spread  has  widened  from  60  basis 
points  as  recently  as  early  February. 
For  the  right  kind  of  investor,  the 
spread  more  than  compensates  for  the 
risk  involved. 

What  kind  of  investor  should  be 
buying  bank  debt?  First  of  all,  it 
should  ordinarily  be  someone  invest- 
ing through  an  Individual  Retirement 
Arrangement  or  other  tax-sheltered 
account.  In  most  states,  taxable  own- 
ers of  corporate  debt  get  hit  with  a 
state  income  tax  that  erases  much  or 
all  of  the  yield  advantage  over  Trea- 
sure's. (Treasurys  are,  of  course,  ex- 
empt from  state  tax.) 

Second,  I'm  not  recommending 
these  bonds  as  a  way  to  make  a  quick 
turn.  It  almost  never  makes  sense  to 
trade  corporate  bonds — certainly  not 
to  capture  18  extra  basis  points  of 
yield.  Bid/ask  spreads  on  the  transac- 
tion will  eat  up  the  yield  advantage 
you  are  striving  for. 

But  if  you  have  cash  to  invest  and 
you  aren't  going  to  be  paying  current 
taxes  on  the  interest,  consider  putting 
some  of  your  fixed-income  portfolio 
in  the  financial  sector.  The  time  to 
buy,  of  course,  is  when  no  one  else 
wants  to.  That  adage  applies  to  bank 
debt  today- 
Joseph  Lenihan,  a  senior  vice  presi- 
dent  of  fixed   income   at  Keefe, 


Bruyette  &  Woods,  Inc.,  is  one  of  the 
bulls  on  bank  debt.  To  be  sure,  you 
wouldn't  expect  bearishness  about 
the  banking  sector  from  this  firm, 
which  specializes  in  bank  stocks, 
bonds  and  mergers.  But  Lenihan 
makes  the  case  that  particular  issuers 
of  bank  debt  are  oversold. 

One  of  them,  Lenihan  says,  is  Citi- 
corp, rated  A3/A-.  Its  6%s  of  2005 
now  trade  at  an  attractive  spread  of  83 
basis  points  over  the  ten-year  Trea- 
sury. The  ten-year,  noncallable  6%s 
of  single-A-rated  National  City  Corp. 
are  also  attractive  at  75  basis  points 
over  Treasurys.  Bonds  of  Baal /BBB+ 
Mellon  will  pay  you  75  basis  points 
over  the  Treasury. 

Do  you  have  room  for  a  little  junk 
in  your  portfolio?  Consider  the 
B3/B-qualitv  Riggs  National  Bank 
8V2S  of  2006,  callable  in  1999  and 
trading  at  a  recent  92V2,  for  a  spread  of 
215  basis  points  over  the  12-year 
Treasury.  Another  possibility  is  the 
B2/B-rated  Chevy  Chase  Savings 
Bank  9Vts  of  2005,  callable  in  1998. 
They  are  trading  to  yield  305  basis 
points  over  1 1  -year  Treasurys. 

The  less  junky  First  USA  Bank  of 
Dallas,  rated  Bal/ nonrated,  is  anoth- 
er favorite  of  Lenihan's.  Its  7.65s  of 
2003,  noncallable,  are  now  trading  at 
135  basis  points  over  the  comparable 
Treasury.  The  company's  recent  sale 
of  $1 50  million  of  equity  will  lead  to  a 
probable  upgrading  of  the  debt,  Leni- 
han says. 

If  you  are  worried  about  rising 
interest  rates,  go  for  something  with  a 
shorter  maturity.  The  Bank  of  Boston 
10.3s  due  2000,  callable  at  par  in 
September  1995,  trade  at  104%,  for  a 
6.4%  yield  to  the  call.  That's  a  spread 
of  75  basis  points  over  Treasurys  due 
on  the  call  date.  To  be  sure,  you  do 
have  some  extension  risk.  If  (God  save 
us)  the  five-year  Treasury  interest  rate 
climbs  into  double  digits,  this  will 
turn  into  a  six-year  bond.  H 
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Low-priced  stocks  of  big  companies  have  been 

out  of  favor  on  Wall  Street,  but  my  nose  and  computer 

tell  me  they're  about  to  make  a  comeback. 

Fashion  report 


BY  KENNETH  L.  FISHER 


Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based 
money  manager.  His  third  book  is 
100  Minds  that  Made  the  Market. 


The  recent  market  correction  offers 
a  great  chance  to  buy  heavily  capital 
ized  value  stocks — stocks  of  big  com- 
panies selling  at  low  multiples  of 
sales,  earnings  and  book  value,  and  at 
high  dividend  yields.  Recommend- 
ing this  group  is  a  switch  for  me.  For 
the  last  three  years  I  have  said  the  best 
values  were  in  small-cap  value  stocks, 
which  have  led  the  market  since  early 
1992.  There  is  still  opportunity 
there.  But  for  the  remainder  of  this 
bull  market  we  may  see  market  lead- 
ership change  to  the  big-capitaliza- 
tion value  stocks — laggards,  relative- 
ly speaking,  since  1987. 

Each  quarter  my  firm  does  a  com- 
puter run  that  slices  the  investment 
universe  into  three  segments:  the  250 
stocks  with  the  greatest  market  capi- 
talization (currently  $3.5  billion  and 
up);  the  next  750  mid-cap  stocks 
(down  to  $650  million);  and  the  next 
1,500  small-cap  stocks  (market  caps 
of  $650  million  to  $90  million).  We 
then  break  each  of  these  three  seg- 
ments into  two  groups:  cheap  value 
stocks  and  pricier  growth  stocks.  This 
exercise  thus  creates  six  groups,  each 
of  which  we  look  at  as  a  market 
style — small-cap  value,  say,  or  big- 
cap  growth.  We  then  calculate  the 
total  dollar  value  of  each  style  as  a 


percent  of  the  whole  stock  market. 
The  result,  which  we  call  a  group's 
"market  share,1'  represents  how  fash- 
ionable each  style  is. 

This  is  a  good  tool  for  contrarians. 
We  have  run  these  market  shares  back 
20  years.  When  a  style  has  a  very  low- 
market  share  compared  with  its  his- 
torical average  share  it  always  catches 
up,  kind  of  the  way  long  and  short 
skirts  go  out  of  style  but  eventually 
become  fashionable  again. 

Three  years  ago,  among  the  six 
groups  the  small-cap  value  stocks  had 
the  lowest  market  share  relative  to 
their  history.  The  group  has  since 
caught  up.  Now  the  big- cap  value 
group  has  the  lowest  market  share. 
The  big  institutions  haven't  allocated 
hinds  to  this  sector  for  years.  Yet  as  my 
fellow  Forbes  columnist  David  Dre- 
man  has  pointed  out  many  times,  the 
companies  in  this  group  have  a  lot 
going  for  them — good  dividend 
vields,  earnings  leverage  from  an  im- 
proving U.S.  economy,  additional  le- 
verage from  recovery  in  Europe. 

I'm  not  suggesting  that  you  get  rid 
of  your  small-cap  value  stocks,  just 
that  you  should  now  begin  to  add  big- 
cap  value  stocks  to  your  portfolio. 
Here  are  six  to  consider: 

Rising  interest  rates  hammered 
Bankers  Trust  (67)  from  its  peak  of 
83.  But  the  steepening  of  the  yield 
curve  that  came  as  the  Fed  raised 
short-term  rates  gives  banks  another 
crack  at  wider  gross  margins  and  trad- 
ing profits.  I  think  Bankers'  stock  is 
probing  bottom.  It  sells  at  a  P/E  of  just 
6,  and  for  a  low  1 .2  times  book  value. 
I  think  the  stock  will  hit  90  in  two 
years.  You  get  a  5.4%  dividend  yield 
while  you  wait. 

Now  that  American  Brands  (31) 
has  a  deal  to  shed  its  U.S.  tobacco 
operations  for  $1  billion,  investors 
will  focus  more  closely  on  what  re- 


mains, namely,  a  vast  bundle  of  lead- 
ing consumer  brand-name  goods 
with  aggregate  sales  of  around  $12 
billion.  The  market  values  it  at  just 
$6.3  billion,  or  55%  of  revenues — at  a 
time  when  the  whole  market  sells  for 
about  90%  of  revenue.  The  discount 
won't  endure.  American  sells  at  11 
times  current  earnings  and  1 .4  times 
book.  Its  balance  sheet  is  okay,  too] 
Several  years  ago  American  sold 
above  45  regularly,  and  will  again. 
Meanwhile,  the  dividend  yield  is  a 
hefty  6.4%. 

Loews  (90)  is  even  cheaper  than 
American  Brands,  at  a  P/E  of  10, 901% 
of  book  value  and  39%  of  annual 
revenue.  The  insurance  industry  is 
cheap  across  the  board,  but  in  Loews 
you  get  not  only  a  top- flight  insur- 
er— cna — on  the  cheap,  but  a  port- 
folio of  diversified  assets  as  well.  Plus 
the  obvious  asset  of  having  Lain 
Tisch,  a  near-legendary  investor,  as 
the  brains  behind  the  balance  sheet. 
Long-term  debt  of  $1.6  billion  is  a 
low  24%  of  equity;  Loews'  currenl 
ratio  of  4-to-l  is  so  liquidity- rich  thai 
Tisch  could  spend  $4  billion  for  fu- 
ture acquisitions  with  no  strain 
Loews'  stock  should  break  140 — up 
56%— before  the  middle  of  1996. 

Finally,  consider  my  three  stooge? 
of  retailing:  Kmart  (15),  MelvilU 
(39)  and  Woolworth(  17).  Marty,  Me 
and  Wooly  have  acted  like  clowns  foi 
years,  but  no  one  is  laughing.  Wool 
worth,  for  example,  has  dropped  oik 
ball  after  another  and  now  has  been 
cut  in  half  in  price  in  just  a  year.  Vc 
the  firm  has  almost  no  long-terrr 
debt  and  pays  out  what  is  now  a  huge 
dividend  yield  of  7%,  albeit  with  real 
risk  of  a  cut. 

I  don't  have  enough  confidence  in 
the  managements  of  any  one  of  these 
retailers  to  bet  big  on  just  one,  so 
recommend  buying  all  three,  creating 
a  bundle  that  makes  one  regular-siz^ 
position  in  your  portfolio.  Follow  ing 
this  strategy,  you  buy  into  $60  billion 
of  retailing  revenue  at  a  75%  discoud 
to  the  market's  price/sales  ratio  anc 
get  an  average  dividend  yield  of  5.7°/ 
and  an  average  price-to-book  of  1 .3 
Woolworth's  losses  cloud  the  P/E  pic 
ture  right  now,  but  the  firms  sell  a 
maybe  10  times  likely  1995  earnings 
I  think  these  three  stooges  as  a  team 
will  return  maybe  20%  annuall 
through  1996.  ■ 
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Being  bearish  on  the  market  doesn't  mean  you 
ihould  dump  all  your  stocks. 

By  the  seat 
of  your  pants 


BY  MARK  HULBERT 


r 


ark  Hulbert  is  editor  of  the  Alexandria,  Va.- 
ised  Hulbert  Financial  Digest,  which  monitors 
e  performance  of  investment  advisory  letters, 
s  newest  book  is  The  Hulbert  Guide  to  Financial 
ewsletters  (Dearborn  Financial  Publishing). 


he  top  two  asset  allocation  letters 
vcr  the  last  five  years  are  Donoghue's 
ioneyletter  and  FXC  Report,  pub- 
shed  by  William  Donoghue  and 
rancis  Curzio,  respectively.  These 
tters'  forte  is  advising  subscribers  on 
dw  to  divide  their  assets  among  vari- 
us  investment  categories:  stocks, 
onds,  real  estate,  cash. 

Both  these  top-rated  letters  are  cur- 
:ntly  bearish  on  stocks.  Yet  both  are 
locating  a  significant  part  of  their 
artfolios  to  equities. 

How  can  this  be?  Why  hold  stocks  if 
xi  think  the  market  is  going  down? 

In  this  apparent  contradiction  lies 
le  difference  between  asset  alloca- 
on  and  market  timing.  From  the 
>ilg-term  point  of  view  of  asset  allo- 
ition,  it  makes  perfect  sense  to  hold 
ocks  even  if  you  expect  a  market 
ecline.  Asset  allocation  preaches  that 
e  maintain  an  exposure  to  stocks 
:gardless  of  how  we  think  they  will 
ifform  over  the  short  term.  Asset 
location  focuses  on  how  much 
lould  be  devoted  to  each  market  in 
le  first  place.  It  depends  on  such 
irsonaJ  variables  as  how  old  you  are. 


how  rich  you  are,  whether  you  will 
need  cash  in  the  near  future,  whether 
you  need  current  income. 

Asset  allocation  is  by  far  the  most 
important  factor  in  building  up 
wealth  over  our  lifetimes.  It's  never- 
theless overlooked  by  most  investors. 
This  is  because  they  focus  so  much  on 
market  timing  and  stock  selection. 
Yet,  over  periods  of  many  years,  dur- 
ing which  good  calls  inevitably  get 
balanced  with  the  bad,  the  timing  and 
selection  decisions  take  on  less  signifi- 
cance. And  asset  allocation  takes  on 
more:  According  to  the  seminal  aca- 
demic study,  93.6%  of  the  long-term 
performance  differentials  among  a 
number  of  large  pension  funds  were 
caused  by  asset-allocation  decisions. 

The  Hulbert  Financial  Dijjesfs 
monitoring  of  investment  letters  con- 
firms this:  Asset  allocation  is  one  of 
the  things  investment  letters  do  best. 
According  to  the  hfd,  more  than  half 
of  the  letters  that  explicitly  engage  in 
asset  allocation  have  done  better  than 
simplv  dividing  their  portfolios  equal- 
ly among  the  asset  classes.  This  is  in 
stark  contrast  to  letters'  (and  every- 
one else's)  record  at  market  timing 
and  security  selection,  where  fewer 
than  half  of  them  add  value. 

This  is  why  it's  no  contradiction  for 
Donoghue  and  Curzio  to  be  both 
bearish  on  stocks  and  heavily  invested 
in  them.  Their  bearishness  is  a  short- 
term  market-timing  judgment,  while 
their  continued  stock  market  expo- 
sure is  a  matter  of  asset  allocation. 

If  bearishness  or  bullishness  isn't 
the  most  important  factor  for  asset 
allocation,  what  is?  Well,  age.  Older 
people,  with  their  earnings  years  be- 
hind them,  are  forced  to  reduce  their 
exposure  to  the  stock  market.  This 
isn't  because  of  a  market-timing  judg- 


ment about  where  stocks  are  going 
but  because  for  them  loss  of  principal 
is  intolerable.  They  aren't  likely  to 
have  the  time  and  opportunity  to 
make  back  what  they  lose. 

A  new  book  by  CNBC  anchorman  Bill 
Griffeth  ( 10  Steps  to  Financial  Prosperi- 
ty, Probus  Publishing,  $21.95)  con- 
firms the  wisdom  of  focusing  on  asset 
allocation.  Here  is  a  man  whose  career 
over  the  last  1 5  years  has  been  devoted 
to  following  the  markets  on  an  hourly 
basis  every  business  day.  Few  have  in- 
terviewed more  successful  traders.  And 
yet  his  book  doesn't  focus  on  short- 
term  strategies  he  thinks  will  beat  the 
market  this  month  or  even  this  year. 
Instead,  his  book  is  about  long-term 
asset  allocation. 

Though  Griffeth  recommends  as- 
set allocation  strategies  for  investors 
of  all  ages,  he  wrote  his  book  especial- 
ly for  his  fellow  baby  boomers.  This 
generation  of  investors  still  is  far 
enough  away  from  retirement  that  it 
can  take  chances  with  a  high  exposure 
to  the  stock  market.  Yet,  Griffeth 
argues,  the  vast  majority  of  his  genera- 
tion is  in  long-term  financial  trouble. 
This  is  for  two  reasons:  It  isn't  saving 
enough  to  pay  for  its  intended  retire- 
ment, and  it  isn't  investing  enough  of 
its  savings  in  equities. 

The  moral:  Regular  saving  and  in- 
vesting according  to  a  plan  is  the  only 
course  that  will  guarantee  most  peo- 
ple a  prosperous  retirement.  As  Grif- 
feth shows,  a  good  asset-allocation 
plan  doesn't  need  to  be  changed  every 
month  or  even  ever)'  year.  Yes,  adher- 
ing to  it  can  prove  to  be  quite  boring. 
You  miss  the  excitement  of  calling 
your  broker  every  time  the  market  is 
churning.  You  miss  the  thrill  of  going 
for  broke  or  trying  to  catch  tops  and 
bottoms.  But  ask  yourself:  How  often 
does  Warren  Buffett  trade  for  Berk- 
shire Hathaway?  Answer:  not  much. 

There  are  few  rich  traders.  There 
are  many  rich  investors,  in  good  part 
because  of  the  power  of  compound 
interest  over  many  decades  and  be- 
cause of  the  superior  long-term  in- 
vestment performance  of  stocks. 

This  may  be  scant  comfort  to  those 
of  you  who  have  watched  some  of 
your  profits  melt  away  in  the  recent 
turmoil,  but  you  will  probably  end  up 
better  off  than  those  who  move  in  and 
out  of  the  market  trying  to  catch 
relatively  short-term  swings.  H 
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In  a  referendum  on  Clintonomics,  world  financial 
markets  are  turning  thumbs  down.  That's  why  we  have 
weak  financial  markets  in  an  expanding  economy. 

Vote  of  no 
confidence 


BY  JOHN  RUTLEDGE 


John  Rutledge  is  an  economist 
and  chairman  of  Rutledge  &  Co.,  a 
merchant  bank  in  Greenwich,  Conn. 


In  EARLY  May  American  financial 
markets  held  a  giant  going-out-of- 
business  sale.  Everything  was  marked 
down  for  clearance.  The  long  bond 
price  was  reduced  by  3lA  points  for  a 
yield  above  7.5%,  its  highest  level 
since  December  1992.  Stocks  fell  too. 

The  real  bargain  was  the  dollar. 
Already  down  by  more  than  20% 
against  the  yen  in  the  past  year,  thanks 
to  White  House  dollar-bashing,  it  was 
getting  hammered  toward  a  postwar 
low  of  100  yen,  before  concerted 
buying  by  1 8  central  banks  put  at  least 
a  temporary  floor  under  it.  When  the 
U.S.  depends  on  the  Bank  of  Portugal 
lor  monetary  discipline,  I  get  worried. 

Why  all  this  weakness  when  so 
many  economic  indicators  are  strong? 
The  decline  of  the  dollar  and  bond 
and  stock  prices  is  a  referendum  on 
U.S.  economic  policy.  The  voters 
who  matter  in  this  poll  are  not  happy: 
International  investors  see  higher  tax 
rates,  the  looming  tax  burden  implied 
by  socialized  medicine,  rising  protec- 
tionism and  mounting  political  pres- 
sure on  the  Fed  to  inflate.  Worried 
about  the  long-run  purchasing  power 
ne  big  players  are  voting 


with  their  wealth,  selling  dollar  assets 
and  seeking  greener  pastures  abroad. 

The  investors  who  matter  know 
that  Clinton's  higher  tax  rates  work 
against  the  U.S.  by  reducing  the  after- 
tax return  on  capital  here,  making  it 
lower  than  in  other  countries  around 
the  world.  The  President's  health  care 
plan  threatens  yet  more  tax  increases 
to  pay  for  the  massive  cost. 

Protectionism  is  another  worry.  It 
reduces  the  value  of  the  dollar  out- 
right by  driving  down  its  buying  pow- 
er of  foreign  goods.  It  also  provides 
cover  for  domestic  companies  to  raise 
their  prices — as  all  three  U.S.  auto- 
makers have  done  several  times  this 
year.  Either  way  it  means  higher  prices 
and  lower  incomes  for  Americans. 
History  shows  that  impoverishing 
workers  by  debasing  their  money  is 
not  the  road  to  wealth. 

The  big  concern  for  U.S.  and  inter- 
national investors  is  inflation.  The 
financial  markets  today  are  hypersen- 
sitive to  inflation.  They  need  assur- 
ance that  the  dollars  they  will  get 
back  10,  20  or  30  years  from  now, 
when  they  cash  in  their  bonds  or 
stocks,  will  still  have  the  purchasing 
power  they  have  today. 

Viewed  as  a  static  exercise,  inflation 
worries  seem  premature:  Consumer 
prices  rose  just  2.4%  in  the  year  to 
April,  and  producer  prices  fell  0.4%. 
And  while  productivity  growth 
slowed  to  0.5%  and  unit  labor  costs 
rose  5%  in  the  first  quarter,  their 
trends  are  still  under  control. 

However,  on  Main  Street  there 
is  more  to  worry  about,  because  the 
industrial  economy  is  extremely 
strong  and  capacity  is  getting  tight; 
utilization  rates  exceed  90%  in  steel 
and  100%  in  automobiles.  In  mv  most 


recent  round  of  management  meet1 
ings,  I  saw  new  evidence  of  steel  am 
skilled-worker  shortages,  and  risinjj 
real  estate  prices. 

Adding  to  the  worry  about  infla 
tion  is  the  fear  that  political  pressuri 
from  the  Clinton  Administration  and 
Congress  may  lead  to  a  fundamental 
shift  in  Fed  policy.  Unfortunately 
there  is  no  institutional  constraint  oi 
monetary  policy  today,  as  there  was  in 
the  days  of  the  gold  standard.  Todij 
all  we  have  to  go  on  is  the  character  o 
the  individuals  in  charge  at  the  Fed. 

President  Clinton's  recent  appoint 
ments  to  the  Federal  Reserve  Boarc 
have  done  nothing  to  shore  up  invesj 
tor  confidence.  Out:  Wayne  Angel 
and  David  Mullins,  the  two  mos 
outspoken  proponents  of  zero  infla 
tion  on  the  board.  In:  Alan  Blinder 
who  thinks  that  inflation  isn't  mud 
of  a  problem;  and  Janet  Yellen, 
Berkeley  economist  whose  view} 
about  inflation  and  interest  rates  art 
unknown.  Alan  Greenspan,  the  sol 
remaining  inflation  hawk  on  th 
board,  will  end  his  term  in  20  months 

Capitol  Hill  is  turning  up  the  heal 
on  the  Fed  as  well.  Senator  Jim  Sasse 
(D-Tenn. )  has  publicly  threatened  t< 
push  hostile  legislation  through  Con 
gress  if  the  central  bank  continues  t< 
raise  interest  rates.  The  Joint  Eca 
nomic  Committee  recently  accuse 
the  Fed  of  jeopardizing  the  expansioi 
with  tighter  credit. 

What  should  an  investor  do?  Until 
new  long-term  monetary  policy,  : 
any,  emerges  from  the  haze  surround 
ing  Washington,  the  bond  mark* 
looks  like  9  miles  of  bad  road.  Inves 
tors  should  stay  in  short  maturities,  iji 
spite  of  attractive  yields  available  b 
moving  out  the  yield  curve. 

The  stock  market  is  a  different  storj 
Strong  growth  and  faster  inflation 
going  to  benefit  high-quality  industri 
al  companies  like  Ford,  GE  and  Nucoi 
which  have  improved  their  produd 
and  reduced  their  costs.  Rising  interej 
rates  will  likely  depress  the  stocks  <j 
these  great  businesses  in  the  short  rurl 
But  as  prices  drop,  prudent  invested 
who  have  a  long-term  horizon,  mat 
wish  to  use  this  spring  clearance  sal 
to  load  up  on  the  companies  the 
always  wanted  to  own  but  couldrj 
afford.  Don't  hurry,  though.  This  : 
one  going-out-of- business  sale  that 
not  going  to  end  tomorrow.  ■ 
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STOCK  TRENDS 

MONEY  &  INVESTMENTS 


The  ubiquitous  gloom  in  the  stock  market 
looks  like  a  positive  to  me. 

The  perversity 
of  sentiment 


BY  R.S.  SALOMON  JR. 


R.S.  Salomon  Jr.  is  chairman  and  chief  executive 
of  Salomon  Brothers  Asset 
Management  Inc.  and  portfolio  manager  of 
Salomon  Brothers  Capital  Fund  Inc. 
Research  assistant:  Caroline  Davenport. 


When  things  look  fine,  it  is  time  to 
sell.  When  things  look  bleak,  it  is 
time  to  buy.  This  time-tested  way  to 
make  money  in  the  stock  market 
underscores  the  perverse  nature  of 
investor  sentiment.  It  is  useful  to 
keep  this  bit  of  wisdom  in  mind  now, 
when  so  many  are  wondering  wheth- 
er we  are  in  the  midst  of  a  correction 
in  a  bull  market  or  at  the  beginning  of 
a  bear  market. 

Late  last  year  commentators  were 
positively  euphoric  about  the  stock 
market.  The  economy  was  growing, 
inflation  was  subdued  and  interest 
rates  low.  Now  that  the  market  has 
fallen  by  nearly  10%,  pundits  are  sing- 
ing a  different  tune.  It  is  difficult  to 
remember  a  time  when  sentiment  was 
as  negative  as  it  is  now. 

Let's  examine  the  things  that  worry 
the  pundits  and  many  institutional 
investors. 

In  politics:  nuclear  problems  in 
North  Korea;  trade  troubles  with 
China  and  Japan;  uncertainty  in 
Mexico;  Whitewater;  anarchy  in 
Russia.  There  are  civil  wars  in  Yugo- 
slavia, Rwanda  and  Algeria.  The  lat- 


ter may  have  the  greatest  potential 
for  economic  disruption,  since  Alge- 
ria exports  oil. 

In  the  economy:  Long  and  short 
interest  rates  will  continue  to  move  up 
in  the  U.S.  and  abroad;  the  pace  of 
economic  growth  is  too  fast  and  will 
bring  this  cycle  to  an  end  soon;  infla- 
tion will  pick  up  in  response  to  accel- 
erated growth;  Europe  and  Japan 
should  have  turned  by  now. 

Technical  problems  in  the  market: 
There  has  been  a  massive  amount  of 
debt  liquidated  by  hedge  funds  and  in 
the  proprietary  portfolios  of  commer- 
cial and  investment  banks.  Problems 
associated  with  excessive  speculation 
have  surfaced  in  unusual  places,  wit- 
ness p&g's  recent  troubles.  All  of  these 
developments  have  raised  the  specter 
of  massive  redemptions  by  equity  mu- 
tual fund  investors. 

That  such  gloomy  thoughts  seem 
to  preoccupy  the  markets  these  days  is 
a  positive  sign,  since  sentiment  is  a 
contrary  indicator.  Especially  when 
the  sentiment  is  as  extreme  as  it  seems 
to  be  these  days. 

I  am  not  saying  that  these  are  un- 
necessary worries,  only  that  they  ha\  e 
been  overdone.  Moreover,  the  mar- 
ket is  down  substantially,  so  some  or 
all  of  the  negative  forces  are  already 
priced  into  stocks.  No  one  knows  how 
today's  political  problems  will  turn 
out.  Some  conflicts  will  take  years  to 
be  resolved.  In  the  absence  of  a  con- 
frontation between  superpowers, 
however,  many  conflicts — however 
bloody  or  barbaric — are  likely  to  re- 
main local. 

In  the  meantime,  there  are  positive 
developments  that  are  front-page — 
but  not  financial-page — news,  nota- 
bly the  election  in  South  Africa,  as 
well  as  a  trend  toward  freer  markets  in 


many  parts  of  the  world  and  the  glob- 
al trend  toward  privatization. 

On  the  fundamental  side,  I  strongly 
disagree  with  today's  gloomy  consen- 
sus. In  my  view,  the  U.S.  economy 
will  slow  in  the  second  half  to  a  more 
sustainable  rate  of  growth.  Then  in- 
vestors will  gain  confidence  that  the 
upturn  will  be  a  prolonged  one,  last- 
ing several  more  years.  At  present, 
there  is  little  evidence  of  an  accelera- 
tion in  inflation.  Finally,  while  short 
rates  will  move  somewhat  higher, 
long  rates  already  look  too  high  and 
are  likely  to  fall  once  evidence  of  the 
economic  slowdown  surfaces. 

Worries  about  massive  liquidation 
of  investments  in  equity  mutual 
funds  ignore  what  so  far  have  been 
significant  differences  in  the  behav- 
ior patterns  of  stock  and  bond  inves- 
tors. While  there  have  been  net  re- 
demptions in  bond  funds,  flows  into 
equity  funds  have  slowed,  not  re- 
versed direction.  My  guess  is  that 
bond  fund  buyers  chose  funds  on  the 
basis  of  income  without  fully  appre- 
ciating potential  risks  to  principal. 
Consequently,  bond  fund  investors 
have  shown  little  tolerance  for  pain, 
i.e.,  losses.  Equity  fund  buyers,  by 
contrast,  have  been  educated  to  ex- 
pect a  higher  level  of  risk  to  the  value 
of  their  investment  and  therefore  are 
somewhat  more  patient. 

Sentiment  being  a  perverse  crea- 
ture, the  ubiquitous  gloom  in  the 
stock  market  looks  like  a  positive  to 
me,  since  it  is  so  extreme.  Moreover, 
the  fundamental  outlook  appears 
quite  strong:  s&P  500  profits  are 
likely  to  come  in  this  year  at  $31  or 
better  and  reach  at  least  $34  in 
1995.  Stocks  are  selling  at  just  14 
times  this  year's  forecast.  One  indi- 
cation of  the  current  attractiveness 
of  stocks  is  the  meaningful  increase 
in  merger  and  acquisition  activity 
this  year,  which  has  been  fueled  by 
strategic  buyers. 

In  a  sustained  period  of  economic 
recovery,  a  portfolio  of  stocks  w  ith  a 
cyclical  bias  should  do  well.  I  recom- 
mend that  investors  take  advantage  of 
current  price  weakness  to  accumulate 
the  following  names:  General  Motors 
(53),  Federal-Mo/jiil(27),  Deere{7\ ), 
Motorola  (44),  Telmex  (56),  News 
Corp.  (53),  Promns  (36),  Mallinck- 
rodt  (32),  Bauscb  &  Lomb  (48)  and 
American  Express  (28).  Mi 
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ANCIAL  SERVICES 


STOCK  MARKET 
WARNING: 


Every  day  that  passes 
brings  us  one  day  closer  to 
the  next  stock  market 
debacle.  But  don't  panic. 
The  stock  market  NEVER 
makes  a  big  move-up  or 
down-without  giving 
plenty  of  advance  warning. 
Many  investors  think  the 
MARTIN  ZWEIG  500  polnt  -Black  Monday" 
crash  on  10/19/87,  came  right  out  ot  the  blue. 

Not  so.  My  key  indicators— 22  Monetary,  and 
36  Sentiment  and  Momentum,  clearly  signaled 
sharply  rising  risks  in  August  and  kept  getting 
worse.  These  indicators  guided  my  Zweig 
Forecast  to  a  9%  gam  on  Black  Monday,  a  50.4% 
gain  for  1987,  and  a  753.3%  gain— with  not  one 
down  year-forthe  past  13'  syearsending  12/93. 
(Past  results  are  no  guarantee  of  future  results.) 
The  Zweig  Forecast,  published  every  three 


weeks,  continually  updates  my  market  indicators 
and  maintains  a  securities  portfolio,  which 
earned  the  profits  detailed  above  and  that  you 
can  easily  fol  low,  step-by-step__ 

Try  The  Zweig  Forecast 
and  we'll  rush  you  the  un- 
listed phone  number  to 
Zweig's  telephone  hotline, 
updatedatleastthreetimes 
a  week,  plus  a  gift  copy  of 
Zweig's  newly  updated 
best-selling  classic  ($20 
retail).  Proratamoney-back 
guaranteeof course.         EXTRA  BONUS 

Three-Month  Trial  $55 
One-Year  $265.  Visa/MC. 
1-800-535-9649  Ext.  9063 

THE  ZWEIG  FORECAST 

P.O.  Box  2900,  Wantagh,  NY  11793-0926 


FINANCIAL  SERVICES 


for  only  $65  $55 

An  Introductory  subscription  to  The  Value  Line  Investment  Survey 

brings  you  the  2000-page  Investors  Reference  Library — Value  Line's  most 
recent  Ratings  and  Reports  on  1 700  stocks  and  the  practical  guide  How  to 
Invest  in  Common  Stocks.  You  will  also  receive  analyses  of  about  130  stocks 
each  week  for  10  weeks  !or"3H<TS55  Available  only  once  every  three  years  to 
any  household.  SPECIAL  BONUS:  With  your  subscription  you  also  will 
receive  a  copy  of  WALL  STREET  WORDS,  an  accessible  dictionary  of  over 
3.500  terms  (retail  price  $8.95).  In  addition  to  clear  definitions,  this 
convenient  guide  features  special  explanations,  helpful  hints,  and  case 
histories  on  87  topics  of  special  interest,  contributed  by  32  industry 
professionals — plus  48  case-example  paragraphs  by  the  author.  (Available 
while  supplies  last.)  Your  subscription  to  Value  Line  may  be  tax-deductible. 
Consult  your  tax  advisor.  Send  check  or  money  order  along  with  name, 
address  and  zip  code  together  with  this  ad  or: 

Call  Toll-Free  1-800-833-0046 

sJExt.  2903-Dept  4 16B06)  American  Express.  MasterCard  or  Visa.  24  hoursaday, 
7  days  a  week  30  day  Money-Back  Guarantee  Allow  4  weeks  for  delivery. 
NY  residents  add  sales  tax.  Foreign  rates  upon  request 

The  Value  Line  Investment  Survey* 

220  East  42nd  Street 
NY,  NY  10017  5891 


FINANCIAL  SERVICES 


INVESTMENT  OPPORTUNITY 


BUSINESS  OPPORTUNITIES 


Twenty  Businesses  You 
Can  Run  From  Your  Home 
With  A  Computer! 

FREE  Cassette  Tapes:  These  free,  two 

FREE  cassettes  will  explain  how  you  can  start  sev- 

CBS!  486  CompwKT  era|  or  all  0f  these  twenty  turnkey  businesses 
part-time  and  still  retain  the  security  of  your  present  position.  If  you 
purchase  our  software  and  business  program,  we  will  give  you  the  com- 
puter and  printer.  If  you  already  own  a  computer,  you  may  receive 
a  discount.  Some  individuals  are  now  earning  $4,000  to  $10,000 
per  month  part-time.  Free  home  office  training.  Financing  available. 
To  receive  free  cassettes  and  color  literature,  call  toll-free: 

1-800-343-8014,  ext.  779 

Computer  Business  Services,  Inc.  (Sheridan,  IN:  317-758-4415) 


BUSINESS  OPPORTUNITIES 


INCORPORATE  IN  DELAWARE! 

Specialists  In  setting  up  Delaware 
Corporations.  General,  Aircraft, 
Boat  &  Shell  Corporations. 

¥)AauKW  CaKWrto  ,or  FREE  KIT: 
^a^,LSfry  P.O.Box484-FB 


Wilmington,  DE  19899 
800-321  -CORP  •  302-662-6532 


"THE  TAX  EXILE  REPORT" 

by  Marshal]  Langer 
Discover  how  you  can  become  a  suc- 
cessful legal  Tax  Exile.  Also,  learn 
the  secrets  of  dual  nationality  and 
escape  confiscatory  taxes. 

FREE  BROCHURE  AND 
PRIVACY  NEWSLETTER 
Scope,  Box  4736,  Forestside  House, 
Forestside,  PO  9  6EE,  UK 
Tel:  +44  705  631751  Fax:  +44  705  631322 


$OVERONEBILLION$ 


WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 
Major  Manufacturing  to  Small  Retail  Shops 

No  Brokerage  Fees 
To  Buy  or  Sell 
1-800-999-SALE 
GREAT  WESTERN  business  services,  inc. 


NATIONWIDE 


BUSINESSES  FOR  SALE 
OWNERS  WILL  FINANCE 

Well  established,  profitable,  good 
terms.  All  areas  except  Northeast. 
Mike  Dougan  719-540-2200 
AFFILIATED  BUSINESS 
CONSULTANTS 
2864  S.  Circle  Drive,  Suite  1240 
Colorado  Springs,  CO  80906-4130 
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Fiftv  People 
A^c   Buy  This 

m  wtk  - ry 

.  £^7ieuW    Most  are 

Millionaires 

WEALTH: 
An  Owner's  Manual 

By  Michael  Stolper 
Published  by  Harper  Business 
$  1 1 .00  plus  $3.00  postage  &  handling 


Call  1-800-426-6502 


BUSINESS  OPPORTUNITIES 


Steel  Framed  Homes 
for  Lasting  Value 

♦  9"  (R-30)  Energy  Efficient  Insulation 

♦  Unmotched  Protection  from  Wind, 
Fire,  Termites,  Snow,  Earthquakes 

♦  Over  66%  of  all  Steel  Recycled 


Distributors  Wanted 


♦  Simple,  Bolt-Together  Construction 

♦  Refundable  Investment,  Full  Training 

♦  1 8-Yeor  Industry  Leader  with  Homes 

in  all  50  States  and  26  Countries 

1 1 1 1 1 1 1 1  ii  i 


Call  Today  to 
Order  FREE 
Info  Packet  or 
$9.»s  VIDEO 


llllill 


1-800-TRI-STEEL 


1  800-174  7133 

(817)  497-7070     Far  (6171497-7497 

"Iri-Steel    5400  S  Stemmons  Frwy  ,  Dentoi.  TX  76205 


Your  Complete  Sourf 
of  Information  on 

Vietnam 


Vietnam  Business  Joura 

Investor's  Newsletter  Written  l> 
Vietnam  Business  Experts 

Vietnam  Yellow  Pages 

500  Pages  of  Company  Listing 

Arranged  by  Industry 
212/725-1717  •  Fax  212/545-73 


EDUCATIONAL  SERVICE! 


University  Degree 


Self  Paced  Home  Study 
Associate  Batchelor  Master  Do 
Business  Admin.  Psychology,  Finer* 
Tech  Mgmt,  Law,  Paralegal,  ^of5* 
Int'l  Business.  Health  Care,  t^~T 
Human  Resources  Admin.    J  ' 

(800)477-2254  (24  hrs) 
Southern  California  University  ^ 
202  Fashion-F,  Tustin,  CA  92660 


COLLEGE  DEGRI 

BACHELOR'S  •  MASTER'S  •  DOCTOf 

For  Work,  Lite  and  Academic  Expent 

Earn  your  degree  throi 
convenient  home  stu 

(800)  423  3244  ex. 
Fax:  (310)  471-645 

send  detailed  resume  lor  fpcebval 

Pacific  Western  Univen 

600  N  Seputvoda  Btaj ,  Dept  185.  Los  Angslss,  CA  ' 


FREE  VIDE 


I 


EXTERNAL  DEGREE 

BA/BS  MS/MBA  PhD/JD 
|  Credit  for  work/life  exp  •  Accred 
(800)  955-8879  (24  hrs.) 

LaSalle  University 

I  Dept.  879  Mandeville,  LA  7047jH 


GREETING  CARDS 


HEALTH  AND  FITNESS 


EXECUTIVE  GIFTS 


The  Elephant  Secretary  deliver 

on-time  greeting  cards  to 
/ow  loved  ones  &  associates, 
while  you  take  all  the  credit, 
ve  tons  of  time,  money,  &  guilt! 
3x  755,  Valley  Forge,  PA  19482 

?00-7-ELEPHANT 


REAL  ESTATE 


BANK  FORECLOSURES 
FLA'S  SPACE  COAST 

1 .  Warehouse  Complex 

2.  28  Acres  —  Melbourne 
at  I-95  &  U.S.  192 

3.  57  Acres  —  Cocoa 
At  I-95  &  SR  524 

4.  Retiree  Park  —  Cocoa 
Hurry— Seller  Motivated1  [TJ 

ROWE  REALTY,  INC. 
00-278-5551,  FAX  407-632-0401 


.uui„,iiu„iiiuj 

ESTMENT  GEMSTONES! 
lRANTEED  LIQUIDITY!!! 

We  buy  &  sell  Diamonds 
md  all  Precious  Gemstones. 
e  wholesale  catalog  since  1967! 

Member:  Jewelers  Board  of 
"rade  &  Chamber  of  Commerce. 

HOUSE  OF  ONYX 
Iain  St.,  Greenville,  KY  42345 
1-844-3100  or  FAX  502-338-9605 


EXECUTIVE  GIFTS 


rmanently  end  back  pain 
training  your  back  to 
>perly  support  itself. 


Jorsed  by  Health 
e  Professionals 

sturEvolution 

sture 
jcation 
iducts 

<atonah  Avenue 
onah,  NY  10536 

0-392-0363 


Information  on 
Des/Market  Classified: 
Linda  Loren 
■620-2440 


Breathe  Easier 


Tobacco  smoke,  dust  and  pollen  can  make 
breathing  difficult  and  hazardous.  The  Friedrich 
Electronic  Air  Cleaner  removes  up  to  99%  of  these 
pollutants...  quickly,  quietly  and  effectively!  It 
achie  ved  the  HIGHEST  CERTIFIED  RATINGS  in 
independent  testing! 
For  more  information  and  a  FREE  CATALOG 
Call  1-800-541-6645  In  Texas  1-800-442-2085 
FRIEDRICH  AIR  CONDITIONING  CO. 


EXECUTIVE  GIFTS 


•  16"  to  22"  models  ore  hand- 
crafted from  solid  mohogony  with 
handpainted  markings  and  details 

•  Over  160  models  in  stock 

•  Priced  from  $99.50 

•  Satisfaction  guaranteed 

Coll  1-800-950  9944 


WOUHS  HADING  KMUU 
Of  FINE 
AflOKUUTUttS 

H255  Monti  ?Wi  Slreel 
Storlyjole  Airport,  AZ  85260 
1602)  991 16U1  . 


GOLF  VACATIONS 


Great  Golf  Getaway 
On  Hilton  Head  Island 

Escape  to  an  island  paradise  for  an 
extraordinary  golf  experience.  We  offer 
tailor-made  golf  packages  with  guaranteed 
tee  times  on  more  than  20  championship 
courses.  And  NON-GOLFERS  STAY  FREE! 
Relax  in  a  luxurious  oceanfront  or  near- 
ocean  home  or  villa.  There  are  12  miles  of 
Atlantic  beach  to  enjoy,  plus  excellent 
tennis,  fine  dining,  shopping  and  many 
other  activities  to  keep  you  entertained 
day  and  night.  Call  toll-free  800-476-4885 
in  the  U.S.  and  Canada  for  rates  and  a  free 
brochure.  Island  Getaway,  P.  0.  Box  5429, 
Hilton  Head  Island,  SC  29938. 


FINANCIAL  SERVICES 


For  15  years,  the  world's 
leading  source  of  information 
on  global  derivatives  and 
currency  advisors,  reporting  the 
performance  of  more  than  500 
funds  each  month. 
Managed  Account  Reports  Inc. 

220  Fifth  Ave.,  NY,  NY  10001 
Fax  (212)  2 13- 1870  or  call 

Lydia  Soto  at  (2 1 2)  2 1 3-6202 


PRESENTATION  EQUIPMENT 


LASER  POINTER 


STAR  LITE 


plus 

shipping  &  handling 

C.H.  WORLDWIDE 
P.O.  Box  2712 
San  Ramon,  CA  94583 
Tel:  510-838-1665 


,lfvHITE    24K  GOLD 


1  Year  Limited  Warranty 
Range  up  to  100  yards 
WE  include  2  AAA  Batteries 

DEALER  INQUIRIES 
WELCOME! 

TOLL  FREE 


Fax:  510-838 -3172  800-291-5511 


AUDIO  BOOKS 


BOOKS 
ON  TAPE 


■  World's  Largest  Selection  of  Audio  Books 

•Bestsellers  1 
on  Cassette  i 


■  Full-length 
Readings 

Call  for  Free 
Brochure 


(800)  626-3333 


EXECUTIVE  GIFTS 


first  MimQnm. 


Each  Watch  Face  contains 
metal  flown  on  Apollo  1 1 
Spacecrafts,  Columbia  and 
Eagle. 

Only  25.000  Ltd.  Edit.  Indiv.  Numbered  Originals 

To  Order:  800-85  1  -2447 

$79.  5W95S/H 

VfSA  MASTERCARD 

Vh.  Gold  plated  .Sculpture 
Certificate  of  Authenticity 
5  yr  Warranty.  Lealher  simp 
rSlvrr  plnted  onllrctor*  caw 
Artko  Quartz  Movement 
Individually  Numbered 
Order  now  and  receive  free 
videotape  "Apollo  II 
The  _25lh  Anniversary" 


«.  4  P  OOLE 


Great  Skirts. 

Great  Prices.  Top  Quality. 
Guaranteed. 

Tke  Finest  All-Cotton  Dress  Shirts. 
Call  For  Cur  Free  Catalog 

with  FABRIC  SWATCHES 

1-800-54-BYRON 


Ambassador  Lapel  Flags® 
Your  Logo  with  any  2-flag  .mix 
•  24K  Gold  finished    •  Full  colors 

•  •100%  U  S  A  -made 
We'll  custom-make  any  emblem  tor  you! 
Delivery:  14  business  days  Worldwide 
TME  Co.,  Inc.       101  Bel  Air  Drive 
New  Milford.     CT     06776.  USA 
(000)  S35-525S  •  Fax  (203)  354-2786 


COLLEGE  RINGS 


Your  College  Ring... 

Your  Wearable  Resume 

ArtCarvedcan  manufacture  all  back 
yeardates,  since  1900,  for  over  3,000 
colleges  in  the  country.  Your  college  ring  can 
be  fully  customized  with: 
y5v     .  off  ic  ia  I  School  Design 
^jmESJ  'Curriculum 

•  Year  Date 

•  Degree  Letters 
Choose  from  elegant  1  OK,  1 4K  or  1 8K  gold 

or  Siladium®,  a  durable  non-gold  alloy  priced 

under  $200  All  backed  by  a  full  lifetime 
warranty  and  over  1 40  years  of  craftsmanship. 
Call  today  for  a  Free  Brochure 
1  -800-808-8486 

/IRTQ4RVED 


CORPORATE  EVENT  PLANNERS 


THE  BARRY  DEAN  COMPANY 

Building  Team  Spirit. 
18  YEARS  EXPERIENCE 
UNIQUE  KICKOFFS, 
CELEBRATIONS,  MEETINGS... 
Call  for  our  free  brochure 
and  additional  information 
516-536-6606  /  212-809-6666 
or  fax  request  to  516-536-6376 


Mandela's  gold 

Mabon  Securities  analysts  Paul 
Isaac  and  Steven  Mermclstein  point 
out  that  South  African  gold  stocks  are 
trading  at  deep  discounts  to  the  valua- 
tion put  on  North  America's  gold 
producers.  There  are  still  risks,  of 
course,  nationalization  being  one  of 
them.  But  the  risks  seem  overdis- 
counted,  the  two  analysts  feel,  espe- 
cially in  relation  to  the  higher  values 
placed  on  other  South  African  stocks. 
They  recommend  a  basket  of  these 
South  African  gold  stocks,  all  with 
adrs  o-t-c:  Driefontein  Consolidated 
(recent  price,  105%4),  Free  State  Con- 
solidated Gold  Mines  (11%),  Kloof 
Gold  Mining  (9),  Vaal  Reefs  Explora- 
tion &  Mining  (7n/i6)  and  Western 
Deep  Levels  (32%). 

Mexican  snapback 

On  Jan.  27  analyst  Tamzin  Hobday 
of  Baring  Securities  warned  investors 
to  lighten  up  in  Mexican  shares  be- 
cause of  rising  interest  rates.  Good 
call.  Since  her  sell  signal,  the  Mexican 
stock  index  is  off  30%  in  dollar  terms. 

Hobday  expects  the  Mexican  index 
to  hover  in  the  2200-to-2400  range, 
thanks  to  a  20%  interbank  lending  rate 
that  is  choking  economic  growth.  An- 
other problem:  Because  the  peso  has 
declined  7%  against  the  dollar  so  for 
this  year,  Mexican  earnings  per  share 
are  expected  to  grow  only  an  average 
13%  in  1994,  down  from  an  initial 
estimate  of  20%. 

But  Hobday  believes  the  Mexican 
market  will  turn  once  interest  rates  are 
cut,  expected  after  the  presidential 
election  this  August.  She  also  expects 
to  see  signs  of  a  pickup  in  corporate 
earnings  in  the  second  half  of  the  year. 

So  Hobday  has  put  out  some  buys. 
The  P/Es  of  Mexican  blue  chips,  she 
says,  are  among  the  lowest  of  any 
Latin  American  market.  Among  her 
big-cap  recommendations:  Banacci, 
Mexico's  largest  financial  services 
company,  Grupo  Carso,  a  diversified 
holding  company,  Tolmex,  a  major 
cement  company,  and  Vitro,  a  leading 
glassmaker.         -Robert  Lenzner 

No  Syntex  premium 

Since  Switzerland's  Roche  Holding 
Ltd.  announced  its  $5.3  billion  deal 
for  Syntex  Corp.  in  May,  the  shares  of 


drugmakers  Eli  Lilly  &  Co.  and  Up- 
john Co.  have  risen  around  10%.  Re- 
cent prices:  54V2  (Lilly)  and  29V2 
(Upjohn).  Some  investors  think  the 
pair  are  takeover  targets.  But  if  you 
expect  either  to  attract  the  rich  57% 
premium  over  market  Roche  agreed 
to  pay  for  Syntex,  forget  it,  says  San- 
ford  C.  Bernstein  analyst  Carl  Seiden. 

Excluding  Lilly's  medical  device 
and  diagnostic  businesses,  both  soon 
to  be  divested,  Seiden  says  Lilly  could 
be  worth  as  much  as  $64  a  share, 
Upjohn  up  to  $39.  Premiums,  yes, 
but  well  below  Syntex's.  Barring  a 
takeover,  Seiden  thinks  both  Lilly  and 
Upjohn  will  do  no  better  than  keep 
even  with  the  market  and  currently  is 
recommending  neither  stock. 

How  high  HMA? 

NArLES,  Fla.-based  Health  Manage- 
ment Associates,  Inc.  has  been  a  whiz 
at  acquiring  inefficiently  run  hospitals 
in  smaller  markets  on  the  cheap  and 
then  reaping  the  benefits  of  tighter 
management.  The  $347  million 
(sales)  company  was  taken  private  in 
1988  in  a  management-led  LBO  and 
then  went  public  in  1991.  It  now 
operates  22  hospitals.  In  the  fiscal  year 
ended  Sept.  30,  1993,  HMA  earned 
$1.09  a  share,  more  than  double  its 
1991  results.  Consensus  estimates  for 
this  year  and  next  are  $1.46  and 
$1.78,  respectively. 

hma's  strong  earnings  momentum 
has  helped  its  NYSE-listed  stock  more 
than  triple  since  the  winter  of  1 993 ,  to 
a  recent  35%.  Bulls  predict  it  will 
break  50  over  the  next  12  months. 
But,  at  20  times  prospective  1995 
earnings,  caution  is  called  for.  Other 
hospital  management  firms  like  Uni- 


versal Health  and  OrNda  Health 
Corp.  have  recognized  the  opportu 
nity  that  exists  in  buying  up  an< 
straightening  out  community  hospi 
tals.  The  price  of  such  hospitals  couli 
rise,  making  it  harder  for  an  HMA  t< 
turn  increased  operating  efficiencie 
into  big,  automatic  earnings  gains. 

Then,  too,  insiders,  led  by  Chair 
man  William  Schoen,  have  been  heav 
sellers  over  the  last  15  months,  un 
loading  3.8  million  shares,  or  nearl 
14%  of  the  common  outstanding. 

Their  selling  continues;  five  hm 
executives  have  filed  that  they  inten 
to  dispose  of  another  400,000  share; 
Kelly  Curry,  hma's  chief  financial  offi 
cer  and  himself  one  of  the  seller: 
explains  the  selling  as  diversificatio 
by  insiders  who  felt  they  had  to 
much  of  their  wealth  tied  up  in  th 
stock.  Maybe  so,  but  we  suspect  til 
bloom  is  off  this  one.  -Matt  Wals; 

Winn-Dixie  no  winner 

With  the  stock  of  Winn-Dixi 
Stores,  Inc.  down  over  40%  since  ear) 
1993,  is  the  largest  supermarketer  i 
the  Sunbelt  a  buy?  No,  says  Morga 
Stanley  analyst  Debra  Levin.  Th 
Jacksonville,  Fla.-based  company^ 
recent  NYSE  price,  46% — is  havin 
trouble  controlling  its  costs. 

Too  bad,  because  $11.1  billion  (ei 
timated  1994  sales)  Winn -Dixit 
which  runs  about  1,160  stores  in  I 
states  from  North  Carolina  to  Texal 
has  lots  to  praise.  Sales  have  bee) 
expanding,  thanks  to  new  stores,  be 
ter  buying  practices  and  an  improve 
product  mix  at  its  bigger  stores. 

Trouble  is,  Levin  believes  managt 
ment's  focus  on  expanding  and  mot 
ernizing  has  caused  it  to  lose  focus  Q 
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ARTHRITIS 
DOESN'T  WAIT  FOR 
YOU  TO  GET  OLD. 


You  don't  have  to  be  old  to  get  arthritis.  It 
can  happen  to  anyone  at  any  age.  If  you  notice  any 
of  the  following  warning  signs,  consult  your  doctor 
or  call  your  local  Arthritis  Foundation  chapter.  Early 
diagnosis  and  treatment  can  make  a  difference. 

Swelling  in  one  or  more  joints 

Early  morning  stiffness 

Weight  loss,  fever  or  weakness  combined 

with  joint  pain 

Recurring  pain  or  tenderness  in  a  joint 
Inability  to  move  a  joint  normally 
Redness  and/or  warmth  in  a  joint 
Symptoms  persisting  more  than  two 
weeks 

Get  the  facts  about  arthritis.  Contact  your 
local  chapter  for  a  free  brochure  or  call  1-800- 
283-7800. 


A 

ARTHRITIS 

FOUNDATION® 
Your  Source  for  Help  and  Hope  ® 


IF  YOU  CANT  RELAX  HERE.  YOU  CANT  RELAX 


Vacation  in  your  own  private  paradise.  As  tropical, 
as  quaint,  as  secluded  as  any  undiscovered  island. 
Laucala,  .1  Forbes  Magazine  South  Pacific  Property 
the  1  >erfe(  1  island  res<  >rt. 

Enjo}  "in  spectacular  sun  drenched  beaches  in  all 
their  secluded  beauty,  This  pristine  paradise  offers  the 

\\  (  >rld's  finest 

uba  diving  and 
snorkeling.  Fish. 
Windsurf.  Sail. 
Play  tennis. 
Water  ski.  Relax 
I  n  the  p<  h  >1, 
Do  i'  all.  ( )r  do 
nothing  al  .ill 
There  are  no 
.schedules,  none 
ol  life's  pressures. 

Laucala  is  for 

people  w  ho  wanl  the  ultimate  vacation  experience  - 
the  finest  amenities  without  the  formalities.  Go  deep 
sea  fishing  on  board  the  island's  private  fishing  boat,  ll 
you  w  ish,  our  master  chef  w  ill  prepare  your  catch  for 
your  dining  pleasure  Dive  in  azure  waters,  world 
rein  v  m  cl  for  the  beaut}  and  abundance  of  their 
fish  and  the  marvel  of  their  coral  reefs. 


Kit  II 

for  A 


Ml  this  f< >r  just 
$2,100  pp  for  8  days 
and  7  nights  ( plus 
Fiji  tax ).  And  that 
includes  everything. 
AIL  meals,  ALL  drinks, 
UNLIMITED  use  of  ALL 
recreatu  inal  facilities, 
w  henever  and  as  often 
as  you  wish  at  NO  . 
EXTRA  COST.  V       '■  ^ 

Though  it's  far  from  the  stresses  of  everyday  life, 
Laucala  is  easily  accessible.  Our  island  has  its  ow  n 
private  runway  and  daily  scheduled  commercial  flight. 

Find  out  more  about  this 
paradise  in  the  Fijis  and  our 
Special  Island  Exclusive. 
Laucala,  owned  and  operated 
by  Forbes  Magazine.  For 
more  information  write  to: 
Errol  Kyland,  Manager,  F60 
Box  149,  Fort  Garland,  CO 
81133,  or  call  1-800-FORBES-5S 
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FLASHBACKS 

EDITED  BY  DERO  A.  SAUNDERS 


In  Canada, 
Simpsons-Sears 
has  trod  much  the 
same  path  as  its 
U.S.  parent  and 
half-owner. 


rhe  more  things  change . . ." 

0  years  ago  in  Forbes 

rom  mi  issue  of  June .7, 1924) 
After  veto  by  the  President,  the 
>ldier's  Bonus  Hill  was  passed  over 
te  veto  in  the  House  by  a  vote  of  3  1 3 
» 78,  and  in  the  Senate  by  a  vote  ot  59 
»  26.  The  total  eost  of  the  bonus  is 
timated  at  about  $2.3  billion  during 
te  20  years  it  will  be  in  operation." 


1924  this  Packard  plant  in  Detroit 
nployed  some  12,000  workers. 


0  years  ago 

ROM  THE  ISSUE  OF  Jl'NK  1 ,  1934) 

[  had  an  amusing  experience  with 
r.  f.  P.  Morgan  when,  after  repealed 
Forts,  I  persuaded  him  to  organize 
e  United  States  Steel  Corp.  This 
is  in  1900,  a  prosperous  year.  Mr. 
organ  took  me  aside  one  day  ...  to 


.  ^^^^^  .  . 


meer  steelmaker  Charles  M.  Schwab. 
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ask  me,  confidentially,  man  to  man, 
'Do  you  really  think  the  industry  will 
ever  again  produce  12  million  tons  in 
one  year?1 

"]  laughed  and  assured  him,  '  This 
is  but  the  beginning.  The  country  will 
by  and  by  produce  twice  as  much;  yes, 
three  limes  as  much.1  Output  in  1929 
actually  was  54  million  tons.11 

-Steel  pioneer  Charles  Schwab 

"A  well-to-do  American,  disliking 
the  way  things  were  going  here,  sold 
his  business,  paid  a  long  visit  to  (  ana 
da  and  has  returned  home  in  a  mood 
to  migrate  to  the  Dominion.  I  le  de- 
clares that  he  found  life  there  calm, 
tranquil,  enjoyable.  In  Canada  he- 
read  of  no  kidnappings.  I  le  could 
leave  his  car  on  the  street  w  ithout  fear 
that  either  the  car  or  anything  in  it 
would  be  stolen.11 

50  years  ago 

(From  the  issue  of  June  1,  1944) 
"Though  invasion  plans  represent 
perhaps  the  greatest  military  under- 
taking in  history  and  the  biggest  step 
the  U.S.  has  taken  in  the  war,  the  cost 
and  effort  will  be  even  greater — much 
greater  -in  the  drive-through  to  the 
German  heartland  and  in  the  decisive 
struggles  to  come  against  Japan.11 

"Bank checks  pioneered  the  trillion 
dollar  mark  during  the  past  twelve 
months,  and  they  are  still  expand 
ing  -numerically,  dollarwise,  and  in 
variety  of  uses.  Millions  of  people  to 
whom  checks  were  a  rarity  are  habit 
ually  handling  them;  other  millions 
who  thought  of  bank  accounts  as 
untouchable  mysteries  are  now  car 
rying  checkbooks.11 

25  years  ago 

(From  the  issue  of  June  I,  I969) 
"Name  a  big  retail  operation  that  is 
lilting  its  earnings  l  2%  a  year,  t hat  got 
started  as  a  catalog  company  and  that 


sells  mostly  its  own  private  label  mer 
chandise.  Sears,  Roebuck?  Wrong. 

"Well,  half  right.  The  all  right  an 
swer  is  Simpsons  Scars  I  td.  ofToron 
to.  Fifty  percent  controlled  by  Sears, 
Roebuck  .  .  .  Simpsons  Sears  is  well 
on  its  way  to  duplicating  in  Canada 
the  phenomenal  success  that  Sears  has 
had  in  the  U.S." 

"Balloons,  w  hether  of  the  birthday 
party  variety  or  the  'Around  the 
World  m  80  Days'  sort,  have  always 
been  fun.  Now  balloons  may  save 
your  life  or  limbs.  Eaton  Yale  & 
Towne  has  developed  an  air  cushion 
thai  pops  out  of  the  dashboard  or 
steering  column  and  inflates  in  one 
twenty  fifth  of  a  second  follow  ing  a 
crash.'11 

10  years  ago 

(From  the  ISSUE  of  Junk  4,  1984) 
"Indianapolis  Telephone  Co.  only 
went  into  business  in  February,  but 
it  has  already  fired  its  president. 
.  .  .  In  Chicago,  in  contrast  to  India- 
napolis, cellular  service  has  caught 
on.  Ameritech  Mobile  Communica 
tions  has  signed  more  than  7,500 
customers  lor  its  cellular  service,  the 
nation's  fust.  Ameritech's  field  test 
of  cellular  phone  serv  ice  became  an 
established  business  eight  months 
ago.  The  company  is  already  adding 
capacity.11 

"Who's  the  nation's  largest  real  es 
tate  broker?  Sears,  Roebuck,  which 
also  ow  ns  Dean  Witter.  Number  two? 
Merrill  Lynch.  Then  there's  hirst  Bos 
ton,  Inc.   The  investment  banking 
firm  doesn't  do  much  retail  business, 
and  it  has  a  low  profile  approach  to 
real  estate.  Its  idea:  an  electronic  in- 
formation exchange  called  Shelter 
net,  which  brings  the  speed  and  effi- 
ciency of  computers  to  the  cumber 
some     and     bureaucratic  home- 
financing  process."  ■■ 
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THOUGHTS  ON  THE  BUSIHESS  OF  LIFE 


The  world  seems  to  have 
forgotten  that,  finally, 
business  must  be  settled 
almost  wholly  by  barter. 
Certainly,  American  bankers, 
in  vestment  bankers  and 
promoters  overlooked  this 
basic  fact  when  they 
joyfully  proceeded  to  lend 
hundreds  of  millions  and 
even  billions  to  almost 
every  foreign  country  on 
the  face  of  the  earth 
after  the  World  War  and 
before  the  collapse  of  our 
speculative  boom.  They 
never  stopped  to  ask  how 
the  overseas  borrowers 
could  settle  the  colossal 
sums  advanced  to  them.  .  .  . 
Tlie  world  had  drifted  too 
far  away  from  the  A.B.C. 
truth  that  trade  and 
commerce  must  necessarily 
represent  barter. 

-B.C.  Forbes 


A  Text... 

Ye  shall  eat  in  plenty, 
and  be  satisfied,  and 
praise  the  name  of  the 
Lord  your  God,  that 
hath  dealt  wondrously 
with  you;  and  my 
people  shall  never  be 
ashamed. 
-Joel  2:26 


Sent  in  by  Bruce  C.  Meyer, 
Syracuse,  N.Y. 
What's  your  tavorite  text? 
The  Forbes  Scmpbook  of 
Thoughts  on  the  Business 
of  Life  is  presented  to 
senders  of  texts  used. 


Body:  A  thing  of  shreds  and 
patches,  borrowed  unequally 
from  good  and  bad  ancestors 
and  a  misfit  from  the  start. 
-Ralph  Waldo  Emerson 

Body:  A  cell  state  in  which 
every  cell  is  a  citizen. 

-Rudolf  Virchow 

I  live  in  company  with  a 
body,  a  silent  companion, 
exacting  and  eternal.  He  it  is 
who  notes  that  individuality 
which  is  the  seal  of  the 
weakness  of  our  race.  My 
soul  has  wings,  but  the 
bru;:.il  jailer  is  strict. 
-Eugene  Delacroix 

What  is  more  important  in 
life  than  our  bodies  or 
in  the  world  than  what 
we  look  like? 

-GEORGE  Santayana 


If  anything  is  sacred  the 
human  body  is  sacred. 
-Walt  Whitman 

It  is  so  much  more  difficult 
to  live  with  one's  body 
than  with  one's  soul. 
One's  body  is  so  much  more 
exacting:  What  it  won't  have 
it  won't  have,  and  nothing 
can  make  bitter  into  sweet. 
-D.H.  Lawrence 

Only  death  reveals  what  a 
nothing  the  body  of  man  is. 

-Juvenal 


More  than  3,000  "Thoughts"  have  been  collected 
in  a  hardcover  edition  bound  in  green  and  gold.  To 
order,  send  $27.50  to:  Forbes  Books,  P.O.  Box 
1 1234  Des  Moines,  Iowa  50340.  Add  sales  tax  on 
orders  in  New  York  State  and  other  states  where 
applicable.  For  faster  service  call  1-800-234-4553 
and  charge  to  your  credit  card. 


Every  man  is  the  builder 
of  a  temple,  called  his  body, 
to  the  god  he  worships, 
after  a  style  peculiarly 
his  own,  nor  can  he  get  off 
by  hammering  marble  instead. 
We  are  all  sculptors  and 
painters,  and  our  material 
is  our  own  flesh  and  blood 
and  bones. 

-Henry  David  Thoreau 

He  will  be  the  slave  of 
many  masters  who  is  his 
body's  slave. 

-Seneca 

Our  theological  Church,  as 
we  know,  has  scorned  and 
vilified  the  body  till  it 
has  seemed  almost  a  reproach 
and  a  shame  to  have  one, 
yet  at  the  same  time  has 
credited  it  with  the  power  to 
drag  the  soul  to  perdition. 
-Eliza  Farnham 

Body  and  mind,  like  man  and 
wife,  do  not  always  agree 
to  die  together. 
-Charles  Caleb  Colton 

Whose  property  is  my  body? 
Probably  mine.  I  so  regard 
it.  If  I  experiment  with  it, 
who  must  be  answerable? 
I,  not  the  State.  If  I 
choose  injudiciously,  does 
the  State  die?  Oh,  no. 
-Mark  Twain 

The  authority  of  any 
governing  institution  must 
stop  at  its  citizen's  skin. 
-Gloria  Steinem 

The  human  body  is  an 
energy  system  which  is 
never  a  complete  structure; 
never  static;  is  in 
perpetual  self-construction 
and  self-destruction; 
we  destroy  it  in  order 
to  make  it  new. 
-Norman  O.  Brown 
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GEORGE  GILDER  ON  WASHINGTON'S  BOGEYMEN  •  KANBAN  THEN,  KANBRAIN  NOW  •  GAGGING  ON  E-MAIL 
CASE  STUDIES:  ASTRA/MERCK,  MERRILL  LYNCH,  MISS  SAIGON   •  TOM  PETERS  GOES  RETRO  AND  MORE 
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DEAR  AL:  Please  understand. 
Nobody  will  build  the  infobahn 
unless  you  let  them  get  rich,  p.ma 
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Du Pont  slashes  legal 
costs  with  PCs  Q3 


With  quality  in  the  driver's  sea., 
everything  else  follows. 


Ar  Motorola,  quality  is  the  engine  driving  every  action  we  take,  every  product  we  make.  Your 
satisfaction  as  a  customer  and  our  success  as  a  company  rest  on  it.  That's  why  we  do  our  best  to 
ring  you  the  best.  In  wireless  communications.  Semiconductor  technologies.  Advanced  electronics, 
nd  now  the  Rahal-Hogan/Team  Motorola  Indy  Car.  It  incorporates  our  engine  electronics  in  its 
state-of-the-art  engineering.  And  Motorola  radios  keep  the  lines  of  communication  open  between 
driver  Mike  Groff  and  the  car's  expert  crew.  We're  proud  to  be  title  sponsor  for  #10.  Proud  to  have 
our  name  on  the  car  that  represents  such  a  complete  commitment  to  being  the  best. 
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MOTOROLA 


Quality  Means  The  World  To  Usl" 

S  ond-Mororolo  are  registered  trademarks  of  Motorola.  Inc.  ©        Motorola.  Inc. 


Fidelity  Announces  Our 
Best  Deal  Ever 
For  Active  Investors 


New  lower  price for 
FOXsoftware 

Your  first  trade  free 


30-day  trial  offer  of 
Telescan 


Award-Winning  Fidelity  On-line  XpressSM 
Is  Now  Just  $49.95 

Last  year,  PC/Computing  magazine  described  Fidelity  On-line 
Xpress  (FOX)  as  "a  quantum  leap  in  electronic  investing." 

Previously  $89-95,  this  advanced  software  package  is  now  available 
for  just  $49.95! 

With  FOX  investment  software,  your  trading  orders  are  sent  to 
the  marketplace  in  seconds  and  executed  by  Fidelity  Brokerage.  For 
stock  and  option  trades  you'll  save  an  additional  10%  on  commis- 
sions that  are  already  as  much  as  76%  lower  than  full-cost  brokers.1 
And  now,  when  you  buy  FOX  software  at  its  new  low  price,  your  first 
stock  or  option  trade  is  free,  up  to  $38. 

A  Complete  Personal  Financial  Market  Monitor 

FOX  software  gives  you  a  breadth  of  portfolio  management  features 
you  simply  won't  find  anywhere  else,  from  tax  lot  tracking  to  instant 
research  services.  And  starting  now,  Fidelity  is  also  offering  to  FOX 
buyers  a  30-day  trial  offer  of  The  Telescan  System,2  die 
advanced  investment  information  service,  with  technical  charting 
and  fundamental  analysis  tools  to  help  you  screen  and  review  a 
broad  range  of  financial  data.  Maybe  it's  time  to  put  FOX  software 
and  Fidelity  Brokerage  on  your  side  in  today's  market.  Call  anytime 
to  learn  more. 


For  More  Information  Call 

1-800-544-9575 


Fidelity 


Investments* 


*To  be  eligible  for  first  FOX  trade  free  up  to  $38,  software  must  be  purchased  by  June  30, 1994,  and  your  first  trade  must  be  made  using  FOX  by  September  30, 1994.  FOX  orders  for  your 
account(s)  are  sent  directly  to  the  markets  via  Fidelity's  computer  system,  and  are  subject  to  trading  and  account  requirements.  Telephone  charges  may  apply.  FOX  hardware  require- 
ments include  an  IBM  or  compatible  system  with  hard  disk  drive,  free  space  of  at  least  4  Mb,  Hayes  or  compatible  modem,  640k  internal  memory.  Color  graphics  and  mouse  optional. 
The  optional  news  and  analysis  services  of  Dow  Jones  News/Retrieval,  Telescan  and  S&P  MarketScope  are  available  through  FOX.  FOX  was  jointly  developed  by  MEGA  Software,  Inc.  ar.d 
Fidelity  Investments.  'Based  on  April  1994  survey.  Tor  a  one-time  $  1 2.75  shipping  charge,  you  get  the  Telescan  Analyzer,  ProSearch  and  Mutual  Fund  Search  software,  the  complete  set  of 
user  manuals  and  30  days  of  free  usage  of  Telescan  during  non-prime  time  hours  (6:00  p.m.  -  7:00  am.,  local  time).  Fidelity  Brokerage  Services,  Inc.,  161  Devonshire  Street,  Boston,  MA 
021 10.  Member  NYSF./SIPC.   CODE:  ASAP/060694 


The  new  HP  Enterprise  Desktop 
changes  everything. 

Now,  from  one  uniquely  empowered  desktop, 
you  can  reach  clear  across  the  enterprise  and 
pull  in  live,  as-it-happens,  business-critical 
information.  View  and  react  to  it  in  real-time. 
In  dynamic,  multimedia  form. 

You  can  perform  multiple  functions  at  the  same 
time,  while  collaborating  with  local  or  remote 
users  throughout  your  computing  enterprise. 

That's  the  way  business  has  to  run  today. 
Instantly  sensing  and  responding  to  fresh  data 
no  matter  where  it  is. 

And  today  the  HP  Enterprise  Desktop  makes 
this  possible.  Because  now  HP  offers  affordable 
workstation  power,  with  UNIX®-based  platforms 
designed  around  our  proven,  scalable  RISC 
architecture.  Software  geared  to  specific  busi- 
ness needs.  An  intuitive,  familiar  graphical 
environment.  And  management  tools  that  give 
your  IT  staff  firm  control  of  the  system  from 
their  desktops. 

What's  more,  the  HP  Enterprise  Desktop 
provides  simple  access  to  the  rich  array  of 
Windows  and  Macintosh  applications. 

But  the  HP  Enterprise  Desktop,  powered  by 
HP  9000  Series  700  workstations,  goes  way 
beyond  that.  It  also  offers  unique  tools  like 
MPower  2.0.  This  lets  people  collaborate  on 
projects  using  a  broad  range  of  media — audio, 
image,  graphics  and  video.  And  allows  equal 
access  to  the  information  in  real-time,  via  shared 
whiteboard,  fax,  mail  or  print. 

Making  the  move  to  the  HP  Enterprise  Desktop 
is  just  as  easy.  Our  consultants  will  work  with 
you  to  plan,  integrate,  install  and  manage  your 
systems.  Evaluate  your  IS  strategy.  Develop  a 
comprehensive  IT  plan.  Even  provide  project 
management  services. 

For  more  information,  including  our  Enterprise 
Desktop  video,  call  1-800-637-7740,  Ext.  8108. 
And  get  behind  the  desktop  that  will  make  your 
whole  company  run  better. 


HEWLETT* 
PACKARD 


l 'NIX  is  a  registered  trademark  ol  I  :NIX  System  Laboratories  Inc  in  the 
U.S.  and  other  countries  Windows  is  a  I  I.S.  trademark  of  Microsoft  Inc 
01994  Hewlett-Packard  Company  WSV!t;tj:t 
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9 Editor's  Letter: 
Management  Theory  Unravels 

As  IT  outraces  academia,  the  Big 
Ideas  are  losing  credibility. 

by  Rich  Karlgaard 
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Letters  to  ASAP 


I  Q  Game  Plan: 

1  O  Go  Ahead — Kick  the  Tripod 

Sometimes,  change  is  essential  for 
career  enthusiasm. 
by  Bill  Walsh 

C\  I  The  Downsizer:  Fire  Your 
Z-j  X  Software  Programmers 

Say  "yes"  to  custom  apps,  "no"  to 
surly  code  writers. 
by  Andy  Kessler 

0  EZ  Bionomic  View: 

ZlJ  When  You're  Gagging  on  E-mail 

Price  mechanisms  beat  Bozo  filters. 

by  Michael  Rothschild 

XOvJlfs  My  Party 

Tomorrow's  celebrity-filled  virtual 
social  life.  Talk  about  twisted  pairs! 

by  Owen  Edwards 

1  O Contradicting  Myself  13  Ways 

X<J  \J  The  pioneer  himself  says 
it's  time  for  a  counterrevolution. 
Back  to  the  barricades! 

by  Tom  Peters 


Case  Studies 


*7/£  Merrill  Lynch: 
'  KJ  Wired  Stampede 

Leveraging  the  power  of  desktop 
technology,  the  Wall  Street  giant 
has  leapt  to  the  top  of  the  heap 
among  big-time  financial  players. 
Here's  how. 
by  Alice  LaPlante 

1  0*7  TRW  Goes  to  Washington 

X      I  Forget  the  tasseled  loafers 
and  golf  dates — the  giant  defense 
contractor  and  financial  company 
tracks  (and  influences)  its 
legislative  fate  in  thoroughly  21st- 
century  style. 
by  James  Daly 


REENGINEERING 

Q  (L  Pills  n'  Pads  No  More 

O  \j  Drug  giants  Merck  and 
Astra  have  combined  to  create 
Astra/Merck,  complete  with  a 
novel  laptop-toting  sales  force. 

by  George  Hanoi 


Small  Business 

Q  1  Smart  Vineyard 

O  X  For  the  winemaking 
members  of  the  Cakebread  clan, 
squeezing  profit  out  of  their  grapes 
is  a  question  of  vme-tnning 
information. 
by  Michael  Malone 
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[Z  A  Reengineer  Your  Lawyers 
*_/T"DuPont  spends  $75  million 
a  year  in  outside  legal  fees.  But  a 
P.O.'d  CEO  and  technology  are 
about  to  derail  the  old  400-firm 
gravy  train. 
by  Mike  France 

Q  A  Kanban  to  Kanbrain 

Ot~  Just-in-time  learning  takes 
job  training  out  of  the  classroom 
and  into  the  workplace. 

by  Lewis  J.  Perelman 

Q  "7  Hard  Slog.  Still  Here 

y  I  The  legend  in  technology 
says  grow  fast,  grow  big  or  die. 
PictureTel  took  a  long,  hard  road. 
by  Nancy  Rutter 

1  f^l  A  Theater  IT  Moves 
J_  \JHr  Center  Stage 

With  blockbuster  stage  spectacles 
like  Miss  Saigon  and  Phantom  of 
the  Opera,  producer  Cameron 
Mackintosh  has  taught  technology 
how  to  dance. 
by  Richard  Rapaport 

m Washington's  Bogeymen 
The  early  20th  century 
had  Rockefeller  and  Carnegie. 
Today  the  monsters  are  Milken, 
Gates  and  Malone.  Irrational  fear 
leads  to  smothering  regulation. 
by  George  Gilder 


IT  Strategies 


A  /T  Corporate  E-mail  Ain't  Easy 

i~^_J  An  on-line  connection  to 
your  customers  and  suppliers  is  a 
smart  move,  but  how  do  the 
network  services  stack  up? 

by  David  Strom 

/T  A  Mainframe  Comeback? 

i  Big  computers  a  dying 
breed?  Don't  be  so  sure.  Companies 
that  have  spent  plenty  on  these 
"dinosaurs"  are  coming  up  with 
surprising  uses  for  the  future. 
by  David  H.  Freedman 
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A  PENTIUM  MACHINE  SO 


ADVANCED,  IT  EVEN 
REDUCES  THE  DRAG  ON 
YOUR  WALLET. 


This  could  be  one  of  those  rare  occasions  when 
what  you  want  coincides  with  what  you  can  afford. 
You  want  speed.  You  want  a  good  price. 

Thar1  s  the  whole  idea  behind  our  new,  expanded 
Bravo  line.  These  machines  are  designed,  engineered 
and  tested  with  the  same  exacting 
level  of  attention  that  goes  into 
every  single  AST  computer. 

Our  new  Bravo  MT  mini- 
tower features  Intel's  incredibly 
fast  Pentium  "  60MHz  micro- 


processor. It's  ail  the  power  you  need  to  run  an  < 
workgroup  or  the  latest  graphics-intensive  progi 
There's  more  that's  new,  too.  Our  entire  B 
LC  family,  while  still  affordable,  has  new  mus 
Intel  486  microprocessors  up  to  100MHz  an 
a  VESA  local  bus  slot.  So  the  LC  is  fast  toda) 
and  can  grow  right  along  with  y 
business  needs.  It's  even  upgrada 

BRAVO  LC  Intel  DX4/100,486DX2/66,  4S6SX2/50, 
4S6SX/33,  4  ISA  slots  including  1 VL  slot,  5  drive  bays 
Pentium  OverDrive  upgradable.  BRAVO  LP/» 

486DX2/66,  4S6SX2/50,  486SX/33,  2  ISA  slots, 
3  drive  bays,  Pentium  OverDrive  upgradable. 


©1994  AST  Research.  Inc.  All  n/fhts  reserved.  AST,  AST  Computer,  AST logo  are  registered  trademarks  of  AST  Research,  Inc  The  Intel  Inside  logo  is  a  registered  trademark,  and  Pentium  and  Pentium  OrerDi 
on  site  and  two-year  carry-m  warranty  for  hard-dme  models  Three-year  carry-in  warranty  for  non -hard  drive  models  "CT 93  unit  volume  shipments  of  AST  and  AST  manufactured  brands  (International  Data 


YO  IVIT  Intel  Pentium  60MHz,  486DX2/66,  486SX2/50,  486SX/33,  6  ISA  slots,  6  drive  bays,  FlashBIOS.  Pentium  60MHz  includes  5  ISA  and  2  VL  slots. 


i  Intel's  Pentium  OverDrive™  processor. 

How  about  more  performance  in  less  space? 
le  Bravo  LP  is  a  low  profile  486,  full  of  award- 
inning  engineering.  For  instance,  innovative 
curity  features  help  you  keep  your  confidential 
ork  to  yourself.  While  the  V-RAM  is  expandable 
2MB  for  64-bit  processing. 
Our  486  Bravos  are  all  EPA  Energy  Star 

approved.  So  you 


\  YEAR  WARRANTY 


can  save  energy, 


oney,  and  perhaps  even  a  few  trees.  A  three-year 


•marks  of  Intel  Corporation  Alt  other  trademarks  are  the  property  of  their  respective  owners  'One  war 


warranty,*  along  with  the  most  responsive 
around-the-clock  phone  support  any- 
where provide  backup.  But  then,  would 
you  expect  anything  less  from  the  world's  fifth 
largest  manufacturer  of  personal  computers?** 

Oh,  yes.  You  wanted  a  good  price.  We  already 
agreed  to  that  right  up  front.  For  an  AST  reseller 
near  you,  please  call  800-876-4AST. 


COMPUTER 


You  can't  sleep.  You  can't  call  room  service. 
At  least  now  you  can  get  all  your  faxes. 


You'd  rest  a  lot  easier  knowing  you  could  get 
your  faxes  whenever  and  wherever  you  want, 
right?  Well,  thanks  to  new  Delrina  Fax  MailBox," 
you  can  do  just  that. 

Now  when  someone  wants  to  send  you  a  fax, 
they  simply  send  it  to  your  Fax  MailBox  —  using 
your  own  personal  800  number  which  we  pro- 
vide. You  can  be  in  a  meeting,  in  the  air,  even  in 
Tokyo  and  you'll  never  miss  another  fax. 

To  retrieve  faxes  with  a  PC  or  laptop,  simply  use 
Delrina  WinFax  PRO  "  4.0  and  a  fax  modem  — 


downloading  takes  just  one  easy  click.  Or  call 
your  800  number  and  enter  your  password  to 
receive  them  via  fax  machine.  If  you  have  a  pager, 
we'll  notify  you  the  instant  you  get  a  fax.  Never 
again  will  your  confidential  faxes  end  up  in  the 
wrong  hands,  or  arrive  too  early  or  late. 

Plus,  order  now  and  we'll  give  you  your  A 

w 


first  fifty  pages  free*  So  get 
Delrina  Fax  MailBox  today. 
And  tonight  you'll  be  able 
to  get  your  faxes. 


DelrinA 


FAX  MAILBOX 

1-800-238-8981 


•Requires  6  months  ol  10. dinned  usage.  (Oiw-l  I  Vlrma  T.ix  MailBox  and  Delrina  Communication  Services  are  trademarks  of  Delrina  (Seattle)  Corporation. 
Win]  ax  PRO  is  a  trademark  and  Delrina  is  a  registered  trademark  of  Delrina  (Canada)  Corporation. 


ditqr's  Letter 


By  Rich  Karlgaard 


Management  Theory 
Is  in  Trouble 


Aftei  you  read  ASAP,  tell  til  wluit  you  think  Fax  us 
at  415-63  7.1987  o/  teach  me  OB  MCI  Mail.  509-6930. 
{Cooperate  imn^ntna,  tell  us  pour  success  stories  I 
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k  so  the  evidence  seems  to  indicate. 
For  example,  a  few  months  ago  I  was 
on  a  panel  talking  about  the  business 
payoff  of  computers  and  communica- 
tions. A  noted  professor  of  business 
information  systems  from  a  top-drawer 
M.B.A.  program  was  on  the  panel,  too. 
From  the  start  he  peppered  the  discus- 
sion with  organizational  theory  and 
macroeconomic  statistics.  The  audi- 
ence of  CEOs  shifted  uncomfortably  in 
their  seats  under  his  deluge.  They  had 
come  not  to  discuss  Pareto  curves  but 
to  learn  tips  on  how  to  navigate  their 
ships  in  an  era  of  rapid  change.  Later  I 
talked  to  the  professor  and  mentioned 
Moore's  Law.  The  prof  had  never 
heard  of  Moore's  Law  and  seemed  star- 
tled by  it. 

This  noisy  connection  to  the  real 
world  gets  more  farcical.  Just  the  other 
day  a  letter  arrived  from  another  busi- 
ness school  prof  who  wanted  us  to 
excerpt  his  new  book.  The  book's  fore- 
word promised  that  the  lessons  inside 
would  help  the  U.S. — hold  your 
breath— catch  Japan!  Memo  to  prof:  It 
is  Japan  that  should  study  the  U.S. 

Then  there  are  the  continuing  trou- 
bles at  Harvard  Business  Review,  the 
venerable  management  theory  maga- 
zine. Three  chief  editors  have  left  in 
three  years,  and  worse  turnover  occurs 
Delowdecks.  Articles  take  two  years  to 
see  their  way  into  print  amid  fractious 
turf  wars.  Harvard  professors  increas- 
ingly fail  to  meet  the  magazine's  stan- 
dards, insiders  worry. 

Well,  it's  no  wonder.  Management 
:heory  is  dead,  and  technology  killed  it. 
rhanks  to  computers  and  advanced 


Today's  manager 
needs  the  old 
verities:  vision, 
judgment,  reflexes, 
conviction.  And  the 
modern  ones:  good 
data  and  the  fastest 
tools. 


communications,  the  pace  of  business 
has  become  too  fast  for  theorizers  to 
get  a  bead  on  it.  What  happens  is  this: 
A  new  generation  of  computers,  net- 
works and  software  is  released.  Within 
weeks  customers  are  implementing  it, 
often  in  ways  unimagined  by  the  ven- 
dors. As  it  happens,  some  companies 
harness  the  digital  powers  well,  some 
don't.  Case  studies  get  written  to 
explain  why.  At  that  point  it's  report- 
ing that  counts,  not  theory. 

Fast  Companies  Just  Do  It 

Winning  companies  no  longer  pay 
much  heed  to  organizational  theory. 
Instead,  they  dive  right  in,  using  tech- 
nology to  simulate,  rapidly  prototype, 
de-layer  and  establish  feedback  loops. 
Like  the  Boeing  777  designers,  they  do 
as  much  work  as  they  can  in  the  cheap 
world  of  simulation  before  they  tinker 
expensively  with  aluminum  and  steel. 
All  the  while  they  use  networks  and 
groupwarc  to  cut  bureaucracy,  invento- 
ry and  time.  Their  nets  grow  outward 
and  become  feedback  loops  in  order  to 


stay  in  touch  with  customers  and  mea- 
sure performance. 

I  have  interviewed  Bill  Gates  three 
times,  most  recently  while  accompany- 
ing him  on  a  five-day,  five-city  tour 
(reported  in  the  February  28  Forbes 
ASAP).  Not  once  have  I  heard  Gates 
talk  on  a  subject  resembling  manage- 
ment theory.  More  often  he  deploys  the 
language  of  generals  and  coaches:  "allo- 
cating resources,"  "kicking  ass,"  etc. 
The  entire  Gatesian  theory  for  manag- 
ing Microsoft  can  be  stated  in  four  sen- 
tences. One:  Microprocessors  are  chang- 
ing the  world.  Two:  They  need  soft- 
ware. Three:  Standards  in  a  dynamic 
industry  like  software  are  usually  de 
facto,  the  result  of  winning  a  market- 
share  war.  Four:  The  only  battles  worth 
fighting  are  those  in  which  you  have  a 
shot  at  becoming  the  dominant  suppli- 
er and  standard-bearer. 

Simple  stuff.  But  effective  manage- 
ment in  the  real  world  is  simple:  it 
springs  from  a  clear  vision.  Down  at 
the  level  where  complications  arise 
and  detail  is  required,  the  management 
theory  of  business  schools  is  more 
often  being  pushed  aside  by  software. 
Software  is  much  better;  you  can  race 
through  a  dozen  decision  trees  or  test 
100  workflow  configurations  in  mere 
hours. 

What  the  manager  needs  today  is 
not  management  theory  or  the  peda- 
gogy of  business  school  professors 
unschooled  in  Moore's  Law.  Today's 
manager  needs  the  old  verities:  vision, 
judgment,  reflexes,  conviction.  And 
the  modern  ones:  good  data  and  the 
fastest  tools. 
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ARE  YOU  CUSTOMERIZED? 


1.  Do  you  have  as  many  customers  as  you  want? 

□  Yes   □  No 

Can  a  bottom  line  be  too  healthy?  Of  course 
not.  And  neither  can  a  growth-oriented  company 
have  too  many  customers.  They're  the  engine  that 
generates  revenue. 

2.  Are  your  customers  as  loyal  as  you  want? 

□  Yes   □  No 

It's  one  thing  to  gain  customers.  It's  another 
to  keep  them.  The  strength  of  your  business  depends 
largely  upon  your  ability  to  sustain  a  relationship 
with  customers. 

3.  Do  you  generate  as  much  business  from  each 
customer  as  you  want? 

□  Yes   □  No 

A  critical  component  of  business  growth  is 
increased  sales  content.  To  maximize  each  business 
opportunity,  you  need  a  way  to  leverage  your  entire 
organization— to  bring  it  totally  to  bear  at  the  point 
of  customer  contact. 

4.  Do  you  really  know  what  your  customers  want? 

□  Yes   □  No 

Are  you  alert  to  every  product  your  customers 
could  use?  Every  service  that  might  interest  them? 
Every  transaction  they're  prepared  to  make?  Every 
sale  they'd  allow  you  to  clinch?  Are  you  thoroughly 
tapped  into  your  market? 

5.  Does  your  entire  organization  know  what  your 
customers  want? 

□  Yes   □  No 

A  customer  orientation  has  limited  value  unless 
it's  embedded  in  the  very  fiber  of  an  enterprise— at 
all  levels,  and  at  every  place  that  directly  or  indirectly 
impacts  the  customer. 

6.  Is  your  information  strategy  focused  on 
helping  you  hear  what  customers  and  markets  are 
trying  to  tell  you? 

□  Yes   □  No 

The  next  best  thing  to  reading  your  customers' 
minds  is  listening  to  what  they're  saying.  But  unless 
you're  constantly  tuned  in  to  customers'  signals, 
you're  missing  messages  that  could  guide  you  to 
greater  results  for  your  business. 


7.  Can  your  organization  respond  quickly  to  w 
customers  and  markets  are  telling  you? 

□  Yes   □  No  ' 

When  the  flow  lines  of  your  information  systt 
are  not  within  your  customers'  reach,  you  won't 
always  sense  when  opportunity  knocks.  But  even  i 
you  do,  getting  the  message  is  not  enough.  If  you 
can't  reply  rapidly  to  market  cues  with  informatio 
products  and  services,  revenue  opportunities  are  1< 

8.  Does  your  information  strategy  enable  you 
to  proactively  deliver  information  to  your 
customers? 

□  Yes   □  No 

Many  business  plans  underestimate  the  powe 
of  information  to  build  customer  relationships. 
But  imagine  the  advantage  of  an  information  tech 
nology  strategy  that  transforms  information  into 
customer-generating,  revenue-generating  fuel. 

9.  Are  the  full  capabilities  of  your  organizatior 
accessible  to  your  customers  at  all  your  field 
locations? 

□  Yes   □  No 

An  office.  A  branch.  A  retail  site.  To  a  custor 
that's  your  company.  One  small  part  of  the  whole. 
Which  is  why  you  need  to  leverage  your  entire  org 
zation  by  extending  its  capabilities  to  each  point  ol 
customer  contact. 

10.  Does  your  information  strategy  reflect  the 
bottom-line  importance  of  customer  service? 

□  Yes   □  No 

Business  is  built  on  customers.  Without  them 
there  is  no  bottom  line.  Government  is  also  built 
on  customers,  the  public.  And  whether  you're  in  tl 
business  of  commerce  or  the  business  of  governmi 
no  objective  of  an  information  strategy  is  more 
fundamental  than  enhanced  customer  service. 

The  Bottom  Line.  If  you  answered  No  to  an 
of  these  questions,  you  're  not  yet  customerized. 
But  you  might  well  agree  that  this  simple  test 
suggests  the  enormous  advantages  of  becoming 
customerized.  And  as  the  leader  at  customerizi 
business  and  government,  Unisys  will  work  wit 
you  to  provide  the  answers  you  need. 


There's  a  word 
so  powerful  it  answers  all 
the  questions  on  this  test. 

Customerize. 


This  test  poses  tough  questions 
Dut  customer  service.  So  does  the  real- 
rid  business  environment.  That's  why 
isys  is  introducing  an  answer  which 
p  transform  your  customer  service  into 
:ompetitive  advantage:  customerize. 

When  you  customerize,  you  put  the 
stomer  at  the  heart  of  your  world, 
;her  than  the  periphery.  By  embedding 
stomer  service  objectives  within  your 
brmation  strategy,  Unisys  will  help  you 
tend  the  full  capabilities  of  your  enter- 
ise  to  the  points  of  customer  contact- 
3  points  where  business  is  won  or  lost. 
3'11  help  enhance  your  ability  to  receive 
brmation  from  your  customers  and 
mmunicate  information  to  them,  creat- 
l  an  information  flow  which  leads  to 
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bottom-line  results.  As  customer  service 
rises  to  a  higher  level,  so  will  your  ability  to 
make  new  customers,  build  your  relation- 
ships with  them,  and  generate  revenue. 

How  to  begin?  The  perfect  starting 
place  is  our  customerize™  assessment. 
Experienced  Unisys  business  consultants 
will  team  with  you  to  evaluate  the  infor- 
mation flow  between  you  and  your 
customers,  identify  any  barriers  to 
communication,  and  design  technology 
solutions  tied  to  achievable  business  goals. 
We'll  bring  a  standards-based,  vendor- 
independent  commitment  to  the  assign- 

UNISYS 

We  make  it  happen. 


ment.  And  we'll  apply  our  industry-leading 
expertise  at  ensuring  that  an  information 
strategy  pays  off,  not  merely  shows  off. 


CUS-tom-erize\  kus'-U-ma-rize'X  vt 
1 :  to  make  a  company  more  responsive 
to  its  customers  and  better  able  to  attract 
new  ones  2 :  to  customerize  an  organi- 
zation's information  strategy,  e.g.,  to 
extend  systems  capabilities  to 
field  locations  and  other  points  of 
customer  contact  and  support  3 :  what 
Unisys  Corporation  does  for  a  growing 
roster  of  companies,  and  government 
agencies,  worldwide  syn  see  customer 

SERVICE.  COMPETITIVE  EDGE.  BUSINESS- 
CRITICAL  SOLirTIONS.  REVENUE  GENERATION 


Call  us  at  1-800-874-8647,  ext.  17.  Ask 
for  our  customerize  assessment  and  a 
complimentary  customerize  Information 
Kit.  And  ask  how  we  can  help  your  organi- 
zation earn  high  marks  in  an  increasingly 
customer-driven  era. 

customerize  is  a  service  mark  of  Unisys  Corporation. 
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Preach,  but  Practice 

Lord,  please  give  us  more  CEOs  who 
tell  it  like  it  is  and  do  not  babble  plati- 
tudes while  worrying  about  what  some 
antsy  stockholder  will  think  or  what  a 
potential  customer  might  say.  I'm  in 
complete  accord  with  Charles  Wang 
about  the  nuisance  of  E-mail  and 
groupware,  no  matter  how  trendy  they 
may  be  (April  11).  He's  100-percent 
right:  people  don't  work  like  that,  but 
there  are  a  lot  of  them  trying  to  prove 
that  success  is  a  result  of  our  using 
groupware! 

How  much  business  is  lost?  How 
many  relationships  fail  because  one  of 
the  parties  is  locked  up  in  his/her  office 
reading  page  after  page  of  E-mail? 
Jeff  Stives 
Blue  Bell,  Pa. 

Regarding  Computer  Associates  and 
CEO  Charles  Wang,  I  would  like  to  tell 
you  my  experience  with  his  tax  pro- 
gram. I  bought  it  when  it  was  first 
advertised,  without  1993  changes,  with 
the  understanding  that  the  final  version 
would  follow  as  soon  as  the  IRS 
released  the  changes.  Since  then  I  have 
not  received  any  updated  program, 
despite  the  fact  that  I  have  called  the 
company  several  times. 

I  think  you  would  be  well  advised 
to  check  out  the  companies  you  glorify 
with  feature  articles  before  selecting 
their  CEOs. 
James  P.  Ashby 
Pal  os  Verdes  Estates,  Calif. 


don't  Stop  the  Auction 

I  was  beginning  to  form  a  picture  of 
George  Gdder  in  a  cheerleader's  outfit 
cheering  on  the  unstoppable  Stein- 
brecher  Corp.  and  its  MiniCell.  . 

Gone  would  be  all  those  nasty  inef- 
ficient transmitters,  referred  to  as  the 
polluters  of  the  airwaves.  We  would  all 
be  playing  our  electronic  drums  to  our 
own  tune  at  whatever  frequency  suited 
our  fancy.  Never  would  interference 
rear  its  ugly  head  again.  But  then  at  the 
end  of  the  article  was  the  call  to  stop 
the  auction.  Why? 

It  appears  Forbes  ASAP  is  trying  to 
stop  the  FCC  from  selling  off  useless 
real  estate.  It  won't  be  the  first  time 
people  have  bought  allocations  that 
technology  is  going  to  render  useless, 
so  why  should  we  stop  them?  If  Stein- 
brecher's  technology  is  everything  you 
say  it  is,  they  should  have  nothing  to 
fear  from  this  auction.  All  we  should 
require  from  the  FCC  is  that  they 
allow  systems  like  Steinbrecher's  to 
compete  head  to  head  with  the  estab- 
lished technologies.  Let  the  markets 
rule  which  technology  is  best. 

The  idea  of  letting  markets  decide 
frequency  allocations  has  been  pro- 
posed before.  Do  we  really  need  to 
waste  hundreds  of  megahertz  of  spec- 
trum on  unused  television  allocations? 
Should  cable  companies  make  thou- 
sands of  dollars  selling  off  the  spectrum 
given  to  them  by  the  FCC? 

Many  issues  such  as  these  could  be 
solved  if  we  rented  the  spectrum  to 
those  who  required  the  exclusive  use  of 
a  band  of  frequencies.  Leave  the  rest  to 
those  of  us  who  can  share. 
Speight  Grimes 
Webster,  Tex. 


Going  Mobile 

I  have  especially  enjoyed  your  articles 
on  the  use  of  technology  by  mobile 
executives,  or  PMXs,  as  Michael  Mal- 
one  calls  us.  As  a  mobile  vice-presi- 
dent covering  13  states  in  the  central 
region  of  the  U.S.,  I  can  assure  you 
that  I  would  be  useless  to  my  firm  and 
my  customers  without  my  IBM 
Thinkpad  (12  megabytes  of  RAM,  14.4 
data/fax  modem,  250-megabyte  hard 


drive  and  MS  Office,  complemented 
by  WinFax  and  Procomm  Plus)  and 
my  Motorola  cellular  phone.  My  abili- 
ty to  keep  the  home  office  in  New 
York  abreast  of  my  activities  requires 
constant  two-way  communication.  In 
addition,  customers  may  forgive  rare 
mistakes,  but  they  won't  forgive  inad- 
equate service.  Pretend  they  aren't 
there  and,  sure  enough,  it  won't  be 
long  before  they've  found  another  firm 
to  supply  the  service  they  formerly 
bought  from  you. 

I  recall  Adam  Smith's  reference  to 
the  "invisible  hand"  of  economic  effi- 
ciency in  a  capitalist  marketplace. 
What  these  new  technological  devices 
do  is  speed  the  process  of  rewarding 
firms  which  quickly  adapt  to  the 
change  and  punishing  those  organiza- 
tions which  haven't  learned  to  do  their 
sleeping  at  night.  The  winner's  circle 
will  encompass  those  firms  and  CEOs 
who  make  the  commitment  to  invest 
in  technology  and  the  expertise  to  sup- 
port and  use  it. 
Greg  Meyer 
Regional  Vice-President 
Wall  Street  Investment  Services 
Bloomingdale,  111. 

Regarding  the  Wenningers  featured  in 
Michael  Malone's  article:  They  are 
obviously  smart  people  who  are  driven 
to  exercise  their  brains  and  are  capable 
of  doing  several  tasks  at  the  same  time. 
However,  Mr.  Wenninger  is  certainly 
not  using  good  judgment  in  the  opera- 
tion of  his  Citation  jet. 

His  practice  of  setting  the  airplane 
on  autopilot  and  then  using  his  laptop 
computer  to  display  spreadsheets  to  fig- 
ure the  yield  on  his  properties  is  not 
only  poor  judgment,  it  may  well  be  an 
illegal  procedure.  His  airplane  is  proba- 
bly certified  for  one-pilot  operation. 
That  means  that  the  one  pilot  should 
be  monitoring  the  airplane  equipment, 
navigating,  communicating  with  the 
FAA  controllers  and  most  of  all,  watch- 
ing for  other  airplanes. 

The  fact  that  his  passengers  get  ner- 
vous at  the  sight  of  the  pilot  playing 
with  the  computer  in  his  lap  instead  of 
minding  the  direction  of  the  plane 
should  be  a  clue  that  others  question 
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JUST 
HOW 
STRONG 
IS  YOUR 
INFORMATION 
CHAIN 


ITie  weak  link  could 

be  your  long  distance  data 

network.  That's  why  so  many 

businesses  rely  on  A  WI 

iigitaldata  transmission 

services. 

You've  got  the  best  computers, 
fhe  most  sophisticated  software, 
^nd  backups  upon  backups.  But 
f  your  data  lines  don't  have  the 
;ame  level  of  reliability,  your 
nformation  can  end  up  missing 
n  action. 

AT&T  data  services  have  the 
eliability  you  need  for  your 
rritical  data  applications.  Because 
Dnly  AT&T  has  FASTAR>  pat- 
inted  "self-healing"  technology 
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that  immediately  identifies  cable 
cuts  and  automatically  reroutes 
your  data  around  trouble  spots. 
Restoring  service  in  minutes, 
instead  of  hours. 

But  FASTAR  is  only  part  of  the 
AT&T  reliability  story-  there  are 
many  other  chapters.  The  bottom 
line:  no  matter  what  your 
reliability  or  other  data  network- 
ing needs  might  be,  our  experi- 
enced sales  force  can  work  with 
you  to  custom-tailor  the  best  data 
service  for  your  domestic  or 
global  applications. 

You  don't  have  time  for  down- 
time. You  need  AT&T  reliability  for 
your  digital  data  transmission  ser- 
vices. AT&T  can  provide  you  with 


everything  you  need,  from  AT&T 
ACCUNET*  private  line  digital 
services  to  InterSpan"  Data 
Connectivity  Services,  all 
designed  with  the  latest  technol- 
ogy to  help  give  you  maximum 
network  "uptime!'  For  more 
infonnation  about  both  domestic 
and  international  connections, 
call  your  AT&T  Account  Executive 
or  1  800  248-3632. 

Reliability. 
The  AT&T  Business  Advantage. 


AT&T 
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his  methods  of  operation.  Flying  an  air- 
plane is  serious  business  that  deserves 
full  attention  by  everyone  who  takes 
the  responsibility  of  being  a  pilot. 
FrrzHUGH  Fulton,  Jr. 
Test  Pilot/Consultant 
Lancaster,  Calif. 

My  profession  makes  great  use  of  the 
technology  discussed  in  Forbes  ASAP. 
And  like  the  PMX  types  your  article  is 
about,  I  frequently  hook  up  the  trusty 
notebook  to  a  phone  line  in  the  road 
warrior  hotel  rooms  across  this  great 
land. 

I  am  also  an  aviator,  and  it  is  in  that 
capacity  that  I  would  like  to  offer  a 
very  sincere  and  hearty  thank  you.  I 
refer  to  Fred  and  Betty  Wenninger  and 
their  flights  over  Utah,  Colorado  and 
Oklahoma.  I  frequently  fly  in  this  air- 
space, and  I  appreciate  the  traffic  advi- 
sory letting  me  and  fellow  aviators 
know  that  these  bozos  are  in  the  area 
at  flight  level  370  with  their  heads 
firmly  planted  in  the  cockpit  of  their 
Citation  jet. 

What  chaps  me  is  that  you  high- 
lighted this  activity  in  spite  of  a  Forbes 
"On  the  Docket"  article  of  November 
8,  1993,  that  condemns  such  stupid 
acts  and  the  effect  they  have  in  all  but 
killing  off  General  Aviation  manufac- 
turing in  the  United  States.  Are  you 
guys  trying  to  shoot  down  the  Cessna 
jet  business,  too? 
Ted  Green 
Rio  Rancho,  N.M. 


Score  One  for  Us 

Hey,  what  is  this?  Sports  Illustrated'1.  If 
not,  maybe  they  should  do  as  well! 
Richard  Rapaport's  "Stat's  All"  was  so 
well  written  that  it  succeeded  in  turn- 
ing on  light  bulbs  for  even  me,  a  life- 
long member  of  what  I  call  "The  Base- 
ball Bored!" 

Ain't  computers  great?  Networking, 
too,  to  say  nothing  of  math!  Keep  up 
the  good  work! 
Malcolm  Wiseman 
Open  Age  Inc. 
Washington,  D.C. 

As  someone  who  spent  10  years  in 
electronics  sales,  primarily  to  defense 


contractors,  I  was  extremely  pes- 
simistic regarding  the  future  of  the  U.S. 
electronics  industry.  At  one  time  you 
had  to  wait  for  a  space  when  pulling 
into  a  McDonnell  Douglas  parking  lot. 
Now  you  can  park  in  the  front  row. 
Chilling,  to  say  the  least. 

In  reviewing  the  last  issue  of  Forbes 
ASAP,  it  became  apparent  to  me  how 
the  industry  has  refocuscd  on  the  more 
productive  and  humane  needs  of  soci- 
ety. The  article  on  Peter  Keen  ("Con- 
sult bom  Where?")  shows  that  you  do 
not  have  to  be  in  a  miserable  climate 
to  be  productive.  And  the  article  on 
PMXs  shows  the  way  in  which  sales- 
people can  truly  maximize  personal 
and  organizational  efficiency.  Keep  up 
the  good  work. 
G.  Russ  Hagan 

The  Guardian  Life  Insurance  Company 
of  America 
New  York,  N.Y. 


Changes,  etc. 

Yikes!  What  is  happening  to  me,  a  yel- 
low-dog liberal  Demmie?  First  I  find 
myself  mesmerized  by  the  antichrist's 
(a.k.a.  your  man  Gilder)  book  Micro- 
cosm. Now,  reading  your  column 
("Moore  Fights  to  Come"  February  28) 
I  find  I'm  a  libertarian! 

Seriously,  I  think  technology  has 
the  capability  of  breaking  down  gaps 
between  intelligent  people  on  both 
ends  of  the  spectrum.  The  ones  who 
really  will  suffer  are  those  left  in  the 
middle  who  simply  don't  see  the  trans- 
formation that's  underway. 
W.  David  Stephenson 
Stephenson  Strategies 
Medfield,  Mass. 


Capitalist  Tool? 

I  can't  believe  that  the  "Capitalist 
Tool"  would  run  an  article  like  "Tech- 
nology Visits  the  Big  House"  without 
some  more  in-depth  research.  Or  could 
it  be  that  David  H.  Freedman  is  a  pseu- 
donym for  William  Jefferson  Clinton? 

Your  article  states  that  "govern- 
ment agencies  have  to  buy  from  Feder- 
al Prison  Industries  if  it  can  at  least 
match  private  companies  on  specs, 
price  and  delivery  time."  What  happens 


when  they  don't  match? 
William  J.  Altier 
President 

Princeton  Associates  Inc. 
Buckingham,  Pa. 


Trade  Deficits  Do  Matter 

Your  E-mail  with  Larry  Ellison  con 
cerning  trade  deficits  ("Somebody  E 
mail  Adam  Smith")  contained  some 
deli-rye  humor.  Paul  Samuelson's  Eco- 
nomics,  which  affected  a  generation  o! 
policymakers  with  Keynesian  vanity, 
perpetrated  the  same  fallacy  with  bud- 
get deficits.  The  argument  was  that 
deficits  do  not  matter,  because  we  owe 
them  to  ourselves.  Our  real  standard  ol 
living  has  fallen  as  a  result. 

Adam  Smith  notwithstanding,  cash 
flow  is  not  a  balance  sheet.  When  cash 
flow  is  negative,  it  increases  liabilities 
and  reduces  wealth.  Accumulated 
deficits  do  matter,  because  at  some 
point  they  overwhelm  the  debtor's  abil- 
ity to  pay,  no  matter  how  rich  the  citi- 
zen, country  or  world. 

As  the  Old  Testament  and  Franz 
Pick  pointed  out,  the  borrower  is  ser- 
vant to  the  lender,  and  debt  is  to  bej 
avoided.  Why?  Because  debt  can  com- 
pound faster  than  assets.  The  result  is! 
forgiveness  of  the  debt,  inflation  oij 
default.  Look  at  Mexico,  Argentina,| 
Brazil,  Israel,  Poland,  Russia,  China, 
France,  Japan  and  Germany  for  exam- 
ples in  this  century.  Recall  America 
during  the  Revolutionary  and  Civill 
Wars.  Silver,  gold  and  platinum  storedi 
value;  paper  did  not. 

Unlike  the  marketers  of  Doom  and 
Gloom,  I  do  not  claim  to  know  when 
accumulated  deficits  will  overwhelm 
the  economy  or  whether  this  will  hap- 
pen. In  fact,  I  am  hopeful  that  a  10-per- 
cent change  in  congressional  seats  to  a 
more  free  and  responsible  government 
will  turn  things  around. 
Richard  Charles 
Burjingame,  Calif. 


Readers,  tell  us  what  you  think  about 
Forbes  ASAP.  Or  tell  us  how  you  profit 
from  technology.  Or  both!  Fax  us  at 
415-637-1987  or  E-mail  us  at  MCI:  509- 
6930;  Compuserve:  73234,2505,  Internet: 
nagoh@well.  sf.  ca.  us 
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3,500  COMPUTER  SYSTEMS. 
1,000  BRANCH  OFFICES. 

13  STATES. 


/e  can.  That's  our  business. 

We're  MicroAge  Infosystems  Services  — 
■e  combine  today's  leading  information 
:chnology  systems  and  software  with  the 
nplementation  services  and  support  you 
eed  to  accomplish  your  enterprise-wide 
jtomation  goals. 

Working  in  concert  with  our  national  net- 
■ork  of  owner-managed  branches,  our  project 
lanagers  orchestrate  delivery,  integration  and 
istallation  of  working  systems  —  where  you 
zed  them,  when  you  need  them. 


Can  you 
imagine 
managing  a 

branch 
automation 
project  this 
size? 


From  custom  configuration  and  packaging 
to  just-in-time  inventory  and  electronic  on-site 
order-entry  systems,  we  can  help  bring  your 
offices  on-line  quickly  and  easily. 

In  fact,  MicroAge  Infosystems  Services' 
inventory  of  advanced  Compaq  servers,  includ- 
ing the  ProLiant  family,  ProSignia  and  ProSignia 
VS,  maximize  power  and  minimize  downtime 
with  Compaq's  Insight  Auto  Alert  and  Pre- 
Failure  Component  Warranty  programs. 

So  when  you're  ready  to  make  your  branch 
offices  take  root,  call  us.  That's  our  business. 


Call  (800)  272-0568 
For  your  FREE  brochure  on  outsourcing  information  technology  services. 


/MicroAge 

INFOSYSTEMS  SERVICES 
Helping  you  work  faster,  better,  cheaper 


994  MCCl  MicroAge  is  a  registered  trademark  ot  MicroAge  Computer  Centers.  Inc 
;roAge  i<  an  international  sales  organization  or  independently  owned  and  operated  Iran 
$ed.  company-owned  and  affiliated  reseller  locations  Compaq.  ProSignia  VS.  ProSignia  and 
►Liant  are  registered  trademarks  ol  Compaq  Corporahon  All  other  trademarks  and  registered 
Jemarks  are  ol  their  respective  companies 


COMPAQ. 


"Mr.  Chairman,  could  you 
explain  to  us  why  you  didn't  have 
a  Business  Recovery  Plan?" 


Vhen  your  business  is  left  exposed, 
o  are  you.  And  it  doesn't  have  to  be 
nything  as  dramatic  as  a  hurricane 
r  an  act  of  terrorism  that  proves  your 
ndoing.  What  if  there's  a  fire,  or  a 
^ater  main  break,  or  a  backhoe 
perator  cuts  through  a  power  cable? 
)r  there's  a  power  surge,  or  a  hard- 
ware failure?  Or  a  virus  infection?  And 
it's  not  forget  simple  human  error. 

How  much  will  it  cost  you  (in 
ollars,  lost  customers  or  credibility) 
:  your  business  comes  to  a  halt  for 
n  hour,  or  a  day,  or  more  than  a  week? 

Today  having  a  well-defined 
usiness  recovery  strategy  is  the 
nly  way  to  protect  your  data,  your 
iformation  systems,  your  end-user 
nvironments  and  ultimately,  of 


ourse. 


your 


►usiness. 


There's  no  better  way  to  ensure 
our  company's  future,  and  your  own 
eace  of  mind,  than  by  teaming  up 
dth  IBM's  Business  Recovery  Services. 

Nobody  knows  the  business  better 
lan  we  do.  And  nobody  will  work 
arder  for  you. 

We'll  help  you  develop  a  compre- 
ensive  business  recovery  program 
lat  includes  risk  management  and 


disaster  avoidance,  recovery  strategies 
and  a  customized  recovery  plan. 

We'll  do  a  Business  Impact  Analysis 
for  you  that  will  determine  what  losses 
your  company  would  face  in  a  disaster, 
how  much  it  could  cost  and  how  to 
minimize  a  disaster's  effects.  And  a 
Customer  Environment  Analysis ™  that 
looks  at  your  entire  Information 
Systems  environment— hardware,  soft- 
ware, networks  and  workflow. 

Most  important,  we  have  the  exper- 
tise and  experience  to  deal  with  any 
type  of  environment  or  equipment. 
Whether  you  have  a  traditional  data 
center  or  distributed  systems,  or  a 
combination  of  both,  including  high- 
end,  midrange  or  personal  computers 
(and  you  don't  have  to  have  IBM 
equipment),  we'll  help  you  develop 
and  implement  a  recovery  strategy 
based  on  your  needs  and  your  budget. 

To  find  out  more  about  the  most 
innovative,  comprehensive  and  well- 
tested  Business  Recovery  Services 
available,  send  in  the  attached  Business 
Reply  Card  or  caU  1-800-599-9950. 

If  you  face  the  issue  now,  you  won't 
have  to  face  the  -  „"~~  ^ 

consequences  later.         ~  "-ETE. 


Business  Recovery  Services 

Provided  by  Integrated  Systems  Solutions  Corporation" 


}M  is  a  registered  trademark  and  Customer  Environment  Analysis  is  a  trademark  of  International  Business  Machines  Corporation, 
itegrated  Systems  Solutions  I  lorporation  is  .1  iradi-nuirk  of  the  Integrated  Systems  Solutions  Corporation.  '< '  IV'H  IBM  Corp. 


Game  Plan 


By  Bill  Walsh 


Go  Ahead-Kick  the 

Tripod 


Like  the  sports  world,  the  world  of 
business  sometimes  forces  change 
upon  us  in  very  dramatic  ways.  An 
opposing  cornerback  runs  an  intercep- 
tion 80  yards  for  a  touchdown.  A 
dependable  shooting  guard  suddenly 
can't  sink  a  basket  to  save  himself,  or 
the  game.  An  eagerly  anticipated  new 
product  charges  into  the  marketplace 
and  falls  flat  on  its  face.  And  there  you 
are,  in  desperate  need  of  figuring  out  a 
way  to  change  things — fast. 

But  there's  another  kind  of  change, 
no  less  essential,  that's  a  lot  harder  to 
make. 

It  is  change  for  the  sake  of  doing 
what  master  photographer  Edward  Stei- 
chen  called  "kicking  the  tripod."  In 
other  words,  change  for  the  sake  of  see- 
ing things,  and  doing  things,  in  a  new, 
revitalized  way. 

What  makes  this  land  of  change  so 
difficult?  For  one  thing,  it's  not  the 
product  of  disaster.  The  need  to  make 
this  kind  of  shift  comes,  as  often  as 
not,  when  things  are  going  well.  If  a 
coach  rcgularlv  gets  bis  team  into  the 
play-offs,  why  should  he  go  to  a  team 
that  hasn't  had  a  winning  season  in 


you  find  yourself 
nostalgic  for  a  time 
when  things  were  filled 
with  anxiety,  excite- 
ment and,  therefore, 
meaning! 

seven  years?  If  an  executive  keeps  get- 
ting promotions  and  raises,  what  could 
possibly  make  her  risk  entering  a  new 
situation  where  life  is  far  less  pre- 
dictable? The  comfort  of  success  in  a 
known  world  is  a  powerful  source  of 
denial. 

What  are  some  of  the  signs  of  a 
need  for  change?  When  work,  however 
well  done,  begins  to  seem  redundant; 
when  you  get  the  feeling  that  whatever 
you  do,  you  can't  change  things  as 
much  as  you  once  could — these  are  all 
signals  of  how  deep  your  rut  may  be. 

Never  underestimate  the  anticli- 
mactic  effect  of  great  achievement.  It's 
a  significant  factor  with  teams  and 
with  individuals,  and  it  can  shake 
things  up  just  when  everybody  least 
expects  it.  This  is  especially  the  case 
with  successful  entrepreneurs  who 
often  grow  restless  as  their  companies 
become  increasingly  established  and 
find  themselves  nostalgic  for  a  time 
when  things  were  filled  with  anxiety, 
excitement  and,  therefore,  meaning. 

Tyranny  of  the  Familiar 

When  a  manager  tells  his  boss,  or 
board  of  directors,  or  the  public,  that 


he's  leaving  a  good  job  "because  there's 
just  no  fun  in  it  anymore,"  he  may  not 
get  a  very  sympathetic  response.  The 
pursuit  of  happiness  is  not  as  highly 
regarded  as  Thomas  Jefferson  might 
have  hoped.  But  the  fact  is,  if  the  job 
isn't  a  pleasure  anymore,  change  will 
probably  benefit  both  the  individual 
and  the  organization. 

In  sports,  when  a  long-term  coach 
or  manager  leaves  a  team,  even  a  very 
successful  team,  there's  usually  a 
renewed  focus  that  can  be  a  tremen- 
dous boost  to  the  next  coach.  Players 
may  like  a  coach  and  do  well  under 
him.  They  can  also  grow  too  accus- 
tomed to  his  methodology.  Without 
knowing  it,  they're  bored.  So  if  you 
sense  it's  time  to  change  but  feel  guilty 
about  letting  down  the  organization, 
you  should  put  yourself  in  the  place  of 
those  under  you.  It's  no  thrill  to  work 
for  someone  whose  heart  isn't  in  it 
anymore. 

Conversely,  if  you  run  a  company 
and  your  best  people  are  becoming 
bored,  watch  out.  Take  it  as  evidence 
that  your  company  is  not  going  to  rise 
to  the  next  performance  level.  Smart 
companies,  of  course,  make  room  for 
their  enervated  achievers.  Rather  than 
lose  them  to  a  hungry  competitor,  they 
reroute  them  into  new  challenges. 
They  permit  them  to  change  styles  or 
methodologies,  which  is  almost 
impossible  to  do  in  the  grip  of  familiar 
expectations. 

As  a  coach  in  the  NFL,  I  tried  to 
obtain  athletes  who  had  been  frustrat- 
ed elsewhere.  I  relished  the  challenge 
of  making  them  flourish  in  changed 
circumstances. 


Forbes  ASAP 


ManagePro  2.0  will  help  you 
manage  easier,  faster,  better. 

Try  it  FREE  and  we'll  prove  it! 

If  you  manage  people,  try  out  ManagePro  software  on  us! 
It  gives  you  all  the  integrated  tools  you  need 
to  meet  your  goals  and  manage  people  effectively! 


Here's  your  chance  to  try 
the  only  software  product 
specifically  designed  to  make 
managers'  lives  easier.  It's 
called  ManagePro  2.0  for 
Windows  and  Macintosh. 

All  your  vital 
management  information 
is  in  one  central  place. 

Instead  of  having  to  search  for 
information  through  spreadsheets,  word 
processor  documents,  to-do  lists,  and 
countless  other  places,  ManagePro  gives 
you  all  the  tools  and  information  you 
need  in  one  integrated  program.  Here's 
how  it  works 

Step  One: 

You  just  enter 
your  data  into 
simple  spread- 
sheet-style 
planners. 


Stay  on  top  of  your  goals. 

You  easily  plan,  delegate,  and 
track  goals. 


With  ManagePro,  nothing 
"falls  through  the  cracks." 

With  ManagePro,  you're  always  in 
control-not  in  "crisis  mode."  Which 
means  that  instead  of  putting  out  fires, 
you're  managing  proactively!  That's 
because  our  breakthrough  software 
streamlines  the  management  process 
and  helps  you  stay  on  top  of  all  the 
details.  Minutes  after  you  take  it  out 
of  the  box,  ManagePro  will  help  you: 

•  Achieve  all  your  goals  and  manage 
people  better  than  ever  before 

•  Quickly  discover  which  goals  and 
people  need  your  immediate  attention 

•  Plan  and  organize  a 
lot  more  effectively 

•  Provide  better 
feedback  to  every 
member  of  your 
team 


Step  Two:- 

ManagePro  automatically  creates  color- 
coded  status  boards,  timelines,  to-do 
lists,  calendars,  reports,  and  more. 

In  addition,  ManagePro  is  extremely 
easy  to  use  and  is  fully  customizable,  so 
you  can  quickly  adapt  it 
to  suit  your  personal 
management  style. 


People  Status  Board 


G3 

Piety* 


Com* 


Effectively  manage  people  to  exceed 
your  goals.  One  simple  screen  prompts  and 
prioritizes  all  your  people  management  activi- 
ties for  you.  Easily  track  employee  progress, 
give  high-impact  coaching,  and  deliver  effec- 
tive appraisals. 

Want  to  do  an  effective 
performance  appraisal  or  make  a 
presentation  on  the  status  of  your 
goals?  Easy.  All  the  information  you 
need  is  there  at  the  click  of  a  button. 


Instant  reports.  More  than  30  standard  reports  on  goals,  people, 
and  actions  are  just  a  mouseclick  away  Not  enough?  Create  an 
unlimited  number  of  custom  reports1 


"ManagePro  is  so  useful  that,  by  itself  it 
may  provide  the  justification  some  man- 
agers have  needed  to  start  using  Windows 
on  their  PCs.  It  does  what  good  software 
should  do:  it  helps  people  use  their  comput- 
ers to  do  their  jobs  better  without  forcing 
them  to  become  experts. " 

Wall  Street  Journal,  Dec  24, 1992 
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TRY  IT 

FREE! 

CALL 
1-800-282-6867 

Try  ManagePro  2.0  for 
30  days  with  no  risk 
or  obligation! 

All  you  do  is  pay  the  $9  95  shipping  & 
handling  charge  with  your  credit  card,  then 
put  ManagePro  to  the  test  for  30  days.  If  it 
doesn't  make  you  an  even  better,  more  suc- 
cessful manager,  return  it  and  you  don't  owe 
us  a  cent.  If  you're  delighted  (and  we  know 
you  will  be!)  all  you  pay  is  the  special  low 
price  of  just  $1 95  (we'll  automatically  charge 
the  same  credit  card  at  the  end  of  30  days) 
That's  $200  off  our  regular  list  price  of  $395! 

If  you  want  to  order  through 
your  software  dealer... 

Call  us  at  1-800  282-6867  and  we'll  send 
you  a  rebate  certificate  good  for  $50  after  you 
purchase  from  your  favorite  dealer  Jusl  send 
us  the  completed  certificate,  your  original, 
dated  receipt,  and  the  UPC  code  from  the 
ManagePro  box  NOTE  30  day  trial  offer  is 
nol  available  from  dealers. 
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We  call  it  the  Global  Digital  Highway. 


It's  our  competitive  advantage 


It  could  be  yours. 


CABLE  &  WIRELESS 

AN  ALLIANCE  Of  THE  WORLD'S 
MOST  CREATIVE 
COMMUNICATION  COMPANIES. 


When  a  company  communicates  more  effectively  than  its  competitors,  it  has  a  critical  advantage.  This  is 
how  Cable  &  Wireless  Business  Networks  will  help  you  achieve  that.  Using  the  Global  Digital  Highway,  we 
will  design  a  communication  network  to  your  exact  requirements,  offering  a  single,  coherent  service  to 
your  people  worldwide.  That  way,  you  can  spend  less  time  thinking  about  your  communications,  and  more 
time  thinking  about  your  business.  To  find  out  more,  contact  your  local  Cable  &  Wireless  company. 


Hongkong  Telecom 


Mercury 


CABLE  *  WIRELESS  INC 
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By  Andy  Kessler 


Fire  Your  Software 

Programmers 


or  A  group  of  professionals  whose 
>b  it  is  to  create  productivity  applica- 
Lons,  programmers  are  the  most 
nproductive  workers  on  the  face  of 
le  earth.  Add  to  that  their  goofy  sense 
f  humor,  their  bad  taste  in  clothing 
nd  an  arrogance  that  would  make 
toward  Stem  blush,  and  there  is  only 
ne  thing  to  do:  Fire  your  program- 
lers.  You  don't  need  them,-  their  skills 
re  ancient.  I'm  not  talking  about  pro- 
rammers  at  software  companies — the 
lore  propeller-heads  there,  the  better, 
m  talking  about  the  programmers  in 
orporate  America. 

Programmers'  output  is  measured  in 
ines  of  code  per  day.  But  you  don't 
teed  lines  of  code.  You  constantly 
teed  new  custom  applications  like 
nsurance-claims  statistical  analysis  or 
etum-on-net-asset  analysis  by  division 
a  a  restructuring.  And  you  need  this 
nalysis  fast.  Mercifully,  the  world  is 
[uickly  moving  to  visual  program- 
ning,  and  all  the  C,  Cobol  and  (heaven 
orbid  you  still  have  them)  Fortran 
xkeys  better  go  back  to  charm  school. 
)r  they  are  finished. 

Used  to  be,  when  you  wanted  cus- 
om  apps,  you  hired  a  flock  of  pro- 
hammers  (I  used  to  be  one  myself,  but 
idmit  it  only  to  close  family).  Each 
vould  insist  on  having  his  own  top-of- 
he-line  Sun  Microsystems  workstation 
unning  Unix.  After  all,  no  real  pro- 
hammer  would  be  without  one.  Pro- 
grams were  created  in  the  C  language, 
i  supposed  high-level  language  with 
ots  of  undecipherable  squiggly 
irackets(  ( )and  illogical  "if.. .then... 
:lses"  that  only  they  could  understand. 


Then  output  is 
measured  in  lines 
of  code  per  day. 
You  don't  need  lines  of 
code,  but  solutions. 

Project  schedules  were  always  nine 
months,  no  matter  what.  A  screen  to 
arbitrage  for  interest-rate  derivatives 
versus  Australian  pork  belly  futures? 
I'd  say  nine  months.  You  want  a  log-in 
screen  with  a  spinning  company  logo? 
Gimme  nine  months  and  a  new  Sun 
workstation. 

Think  Like  Henry  Ford 

Tom  Button,  who  is  in  charge  of  pro- 
grammer productivity  for  Microsoft's 
customers,  asks  the  musical  question, 
What  if  Henry  Ford  was  a  program- 
mer? What  indeed!  Button  insists  that 
"componentization"  now  allows  pro- 
gramming to  be  like  a  software  erector 
set.  Visual  tools  are  used  to  assemble 
applications;  productivity  and  efficien- 
cy are  in  the  bolting  together  of  exist- 
ing components.  Sounds  like  an  assem- 
bly line  to  me. 

The  problem,  especially  for 
Microsoft,  is  that  the  high-and-mighty 
programmer  battalions  inside  Ameri- 
can corporations  don't  do  Windows. 
They  just  can't  stoop  so  low  as  to  oper- 
ate a  PC.  This  stubbornness  costs 
$50,000  per  seat,  since  a  corporation 
not  only  has  to  buy  its  programmers 
Sun  workstations,  but  also  has  to  roll 
these  expensive  beasts  throughout  the 
company,  just  for  the  privilege  of  run- 


ning the  custom  applications. 

But  in  1994  PCs  and  Windows  are 
finally  powerful  enough  both  to  devel- 
op and  to  run  your  custom  applica- 
tions. Additionally,  they  are  cheap 
enough,  at  $2,000  per  seat,  because  100 
companies  in  Taiwan  alone  want  to 
sell  you  PCs.  Better  yet,  you've  most 
likely  already  deployed  them  through- 
out your  company. 

Off-the-shelf  applications  are  some- 
what customizable  already.  Macros, 
which  are  scripts  that  duplicate  com- 
monly used  functions,  are  used  widely 
in  word  processors  and  spreadsheets. 
Object  Linking  and  Embedding  (OLE) 
for  Windows  allows  you  to  hook 
together  your  everyday  spreadsheets, 
word  processors  and  E-mail  programs. 
A  nice  start,  but  you  certainly  can't 
run  mission-critical  applications  like 
order  entry  or  payroll  on  them. 

You  still  need  custom  apps  to 
access  and  view  your  company's  data- 
bases, to  create  new  financial  instru- 
ments and  to  develop  new  marketing 
campaigns.  But  isn't  that  the  job  of 
programmers?  Maybe  not.  A  host  of 
visual  programming  tools  now  on  the 
market  hide  the  complexity  of  the  pro- 
gramming task  from  the  application 
builder.  Visual  programming  means 
that  applications  are  developed  by  sim- 
ply moving  and  interconnecting  icons 
and  buttons  and  messages,  right  on  the 
screen.  No-muss,  no-fuss  prototyping  is 
instantaneous.  You  can  build  and  test 
custom  applications  in  a  matter  of 
hours,  not  months. 

Too  good  to  be  true?  I'll  show  you 
some  case  studies  next  time. 
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Think  of  it  as  the  Macintosh 
for  people  who  thought  they  could 
never  have  a  Macintosh. 


Check  your  preconceptions  at  the  door. 

This  isn't  just  a  new  family  of  Macintosh 
personal  computers.  It's  a  whole  new  kind 
of  personal  computer. 

A  new  architecture.  A  new  chip.  A  new 
standard  that  exceeds  previous  personal 
computing  standards  -  yet  works  with  DOS, 
Windows  and  Macintosh. 

Introducing  Power  Macintosh"  It's  more 
powerful  than  a  Pentium  processor-based 
PC.  It's  more  human  than  a  Macintosh. 
It's  the  most  powerful  line  of  personal  com- 
puters in  the  world. 

The  power  of  Apple,  IBM 
and  Motorola. 

At  the  heart  of  Power  Macintosh  is  the 
PowerPC  "  601  microprocessor:  the  first  of 
^^•""V  a  new  family  of  ultra-high- 
performance  RISC 
^L^gg^^   chips  developed  in  a 
unique  three-year  collab- 
oration between  Apple, 
IBM  and  Motorola. 
The  RISC  technology  of  Power  Macintosh 
brings  a  whole  new  level  of  performance  to 
personal  computing.  Software  written  to 
take  advantage  of  its  unique  new  capabili- 
ties, in  fact,  will  run  significantly  faster 
than  the  same  programs  written  for  486 
or  Pentium  processor-based  PCs. 


From  left,  the  new  Power  Macintosh  8100/80,  Power  Macintosh 
7100/66  and  Power  Macintosh  6100/60 


The  PowerPC  601  has  a 
lot  of  power  inside  it  the 
combined  resources  of 
IBM.  Motorola  and  Apple 


Combine  the  power  of  RISC  with  the 
practical  simplicity  of  a  Macintosh  person- 
al computer,  and  the  result  is  more  work 
done  in  less  time,  with  lower  support  costs. 

The  power  to  run  MS-DOS, 
Windows  and  Macintosh  software. 

Many  Power  Macintosh  configurations 
come  bundled  with  SoftWindows '  from 
Insignia  Solutions,  an  innovation  that  lets 
Power  Macintosh  run  hundreds  of  off-the- 
shelf  MS-DOS  and  Windows  applications 
at  386  and  486  performance  levels.  (Of 
course,  Power  Macintosh  runs  thousands  of 
Macintosh  productivity  programs,  too.) 

This  is  just  the  most  recent  example  of 
Apples  commitment  to  making  it  easier  for 
MS-DOS  and  Windows  users  to  take  advan- 
tage of  Macintosh  innovations. 

The  power  of  RISC  for 
as  little  as  $1,819.' 

These  days,  the  whole  personal  com- 
puter industry  is  buzzing  about  the  poten- 
tial of  RISC  processor  technology  in  PCs. 

"My  next  computer 
will  be  a  PowerPC.  I  was 


using  Intel-based  machines  long  before 
the  PC  was  a  glimmer  in  IBM's  eye,  but  as 
Emerson  said,  foolishly  held  consistency  is 
the  hobgoblin  of  little  minds....  It's  time  for 


Power  Macintosh 

6100/60 

7100/66 

8100/80 

Processor 

PowerPC  601 

PnuerPCIM 

PouerPt  ail 

Speed 

60  MH: 

66  MH: 

HO  MHz 

Memory 

mm  to  72MB 

HMBto  136MB 

HMBto  2HMB 

Expansion  slots 

I PDS  or  NuBus 

3  NuBus 

3NuBns 

Hard  disk  storage 

160MB  or  250MB 

250MB  or  500MB 

250MB  to  KB 

Video  support 

DPMI 

dmv. 

\KAMlMBlo2MB 

DRW. 

VRHM2MBI04MB 

Setuorkme 

Ethernet 

Ethernet 

Ethernet 

.ipple  Price 

From  $1X19 

From  S2.m 

From  S4.249 

Ml  this  plus  built-in  Macintosh  PC  Exchange,  AppleScripl. 
QuickTime  software.  TrueType'  fonts.  16-bit  stereo  sound,  file 
sharing  and  more. 

a  change,  and  the  time  is  now,"  wrote  Bill 
Machrone  in  PC  Week.  "That  next  machine 
will  probably  wear  an  Apple  logo....  Apple 
appears  to  be  a  good  six  months  ahead  of 
IBM  in  terms  of  [PowerPC]  product  devel- 
opment and  software  integration." 

Call  800-732-3131,  extension  600,  for 
the  name  of  your  authorized  Apple  reseller. 

And  find  out  about  the  power  that  will 
change  the  way  you  think  about  Macintosh. 
The  power  to  be  your  best: 


Introducing  Power  Macintosh. 


Apple  m 
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Another 

At  the  Indianapolis  500,  you  only  get  one  chance  to  get  it  right.  No 
wonder  lap  alter  lap,  the  United  States  Auto  Club  (USAC8)  depends 
on  the  mission-critical,  pedal-to-the-metal  performance  of  OS/2." 

From  start  to  finish 
OS/2  2.1  sets  the  pace 
for  technology  at  the 
most  famous 
motor  speedway 
in  the  world. 
OS/2  programs 
run  at  full  speed  all 
over  the  place:  IBM 
DATABASE  2™  OS/2 
(DB2/2 '"),  for  example, 
keeps  track  of  everything 
from  entry  fees,  prac- 
tice and  qual- 
ifying times, 

engine  serial  numbers,  and  driver  and  crew  status  to  per- 
sonnel, administrative  and  other  vital  information.  USAC's 
^apManager^  an  OS/2  program  developed 
specifically  for  Indy*,  drives  the  official  tim 
\  ing  and  scoring  of  all  on-track  activity. 
LapManager  takes  timing  data  sent  from  the  cars 
via  radio  signal,  turns  it  into  meaningful  stats,  and 
sends  it  to  PCs  used  by  USAC  staff  and  the  press. OS/2  even  hits  the 
road  in  ThinkPads  that  collect  and  distribute  race  information 


from  tracks  all  across  the  country 


mance 


When  you  see  how  OS/2  can  rev  up  your  DOS,  Windows™ 
and  OS/2  programs,  you'll  know  why  they  use  OS/2  at  Indy 
and  over  100  other  USAC  races.  You  cant  have  a  more 
impressive  track  record  than  that. 

To  order  or  to  find  out  more  about  OS/2,  call 
1  800  3-IBM-OS2.  In  Canada,  call  1  800  465-7999. 
OS/2  is  also  available  at  local  software  dealers. 

Operate  at  a  higher  level. 


indows" 

!  at  Indy      A  i 

at  Indy. 


This  ad  was  created  by  LINTAS  and  got  to  this  publication  on  time  using  DOS.  Windows  and  OS/2  programs  running  on  OS/2  IBM.  OS/2  and  ThinkPad 
are  registered  trademarks  and  IBM  DATABASE  2.  DB2/2  and  "Operate  at  a  higher  level"  are  trademarks  of  International  Business  Machines  Corporation 
Windows  is  a  trademark  ol  Microsoft  Corporation  Indianapolis  500  and  Indy  are  registered  trademarks  of  the  IMS  Corporation  All  other  products  are 

'rademark:  or  iegistered  trademarks  of  their  respective  companies  ©  1994  IBM  Corp. 


Bionomic  View 


By  Michael  Rothschild 


When  You're  Gagging 
on  E-mail 


At  least  80  percent  of  the  E-mail  I 
;et  is  a  waste  of  time  to  even  open," 
says  Tom  Steding,  vice-president, 
strategic  marketing,  at  3Com  Corp., 
santa  Clara,  Calif.,  the  world's  leading 
naker  of  Ethernet  networking  systems. 
He's  not  alone.  Executives,  managers 
ind  knowledge  workers  at  firms  with 
sophisticated  information  systems  are 
irowning  in  an  info-flood — a  daily  del- 
age  of  E-mail,  voice  mail  and  faxes. 

Forced  to  spend  three  hours  of  each 
12-hour  workday  handling  about  150 
nessages,  Steding  says,  "The  volume 
)f  E-mail  is  so  high,  it's  become  deval- 
ued. Sending  an  E-mail  is  no  longer 
sufficient  to  ensure  communication. 
You've  got  to  go  see  them  nose-to- 
lose.  It's  like  the  old  way,  except  back 
:hen  you  didn't  have  to  send  E-mail 
irst.  We're  going  backwards." 

The  Information  Revolution  was 
supposed  to  save  time  and  eliminate 
drudgery.  What's  gone  wrong?  Are  we 
loomed  to  suffer  from  info-overload 
iom  here  to  eternity?  Or  do  we  just 
leed  better  tools  for  sifting  info-wheat 
Erom  info-chaff? 

If  such  tools  can  be  invented,  they'll 
have  to  be  aligned  with  the  fundamen- 
tal properties  of  information  itself. 
Claude  Shannon,  the  father  of  commu- 
nications theory  and  the  fellow  who 
coined  the  term  "bit"  (binary  unit), 
once  said,  "Information  is  news  that 
makes  a  difference.  If  it  doesn't  make  a 
difference,  it  isn't  information."  A 
radio  traffic  report  about  a  car  crash  up 
ahead  is  information  if  you  can  still 
change  your  route.  But  if  you  are 
already  stuck  in  the  backup,  the  mes- 
sage is  a  useless  bunch  of  bits. 


The  volume  of  E-mail 
is  so  high,  it's 
become  devalued. 
What's  really  needed  is 
a  quick,  easy  way  of 
gauging  the  value  of  a 
message.  Howl  Make 
the  sender  label  each 
message  with  a  super- 
compact  indicator 
of  value — com- 
monly known 
as  a  price. 


By  Shannon's  defi- 
nition, most  of  the 
messages  coursing 
through  corporate  networks 
aren't  worthy  of  the  name 
"information."  Junk  messages 
clog  E-mailboxes,  obscure  useful  ^-553 
infonnation  and  force  workers  to 
waste  hours  each  day  simply  trying  to 
keep  up  with  the  flow. 

Some  observers  blame  the  "group 
list"  feature  found  on  today's  E-mail 
systems.  "Group  lists  are  an  incredibly 
efficient  tool  for  disseminating  infor- 
mation when  it's  relevant  to  everyone 
in  the  group,"  says  Don  Wood,  director 
of  marketing  for  Milpitas,  Calif.-based 
Octel  Communications,  a  leading 
voice-mail  systems  supplier.  "But  the 


abuse  of  group  lists  causes  a  huge 
waste  of  time.  Virtually  all  the  junk  I 
get  comes  from  being  on  so  many 
group  fists." 

The  Rise  of  Bozo  Filters 

In  a  way,  the  group  list  phenomenon 
expresses  the  best  and  worst  aspects  of 
the  Information  Revolution.  In  two 
decades  innovation  has  slashed  the 
cost  of  moving  bits  about  a  millionfold. 
Today,  the  incremental  cost  of  sending 
out  one  more  copy  of  an  electronic 
message  is  virtually  zero. 

Taking  advantage  of  this 
remarkable  technical 
achievement,  everyone 
with  E-mail  or  voice- 
mail  access  can  be  a 
microbroadcaster,  able 
to  swamp  colleagues  at 
no  cost  to  themselves 
or  their  department. 
Almost  overnight,  the 
elimination  of  sending 
costs  has  reversed  the 
fundamental  econom- 
ics of  communica- 
tion.    With  costly 
transmission  no  longer 
limiting  the  message 
supply,  it  is  message  demand — the 
attention  span  of  recipients — that  is 
today's  scarce  resource. 

To  counteract  the  group  list  prob- 
lem and  reduce  time  wasted  sorting 
messages,  software  firms  like  Westbor- 
ough,  Mass.-based  Beyond  Inc.  (recently 
acquired  by  Banyan  Systems)  have 
introduced  so-called  Bozo  filters  that 
zap  out  unwanted  messages.  These 
programs  prioritize  incoming  messages 
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once  users  have  entered  the  names  of 
those  they  want — and  don't  want — to 
get  Email  from.  Octe]  is  introducing  a 
similar  feature  for  its  voice-mail  sys- 
tems  this  summer.  Presumably,  you 
an  11  in  ,i  program  that  prioritizes  your 
voice -mail  messages:  A  message  from 
your  boss  will  leap  to  the  top  of  the 
stack;  tin  memo  announcing  a  change 
to  the  company  dental  plan  will  slip  to 
the  hottom. 

As  a  first  step,  using  a  Bozo  filter 
may  he  better  than  leaving  your  E- 
mailbox  undefended,  But  in  the  final 

analysis,  lilti  ring  sol t ware  can't  get  to 

the  hear!  of  the  problem.  Since  filters 
require  you  to  preload  the  names  of 
people  from  whom  you  want  mail, 
they  assume  you  already  know  what 
you  want  to  know,  or  at  least  whom 
you  want  to  heat  it  from.  Hut  "news 
that  makes  a  difference" — that  flash  of 
insight  or  speck  of  data  that  alters  the 
course  of  a  husiness  or  a  career — often 
comes  from  unexpected  sources. 

Let's  Introduce  Price 

What's  really  needed  is  a  quick,  easy 
way  of  gauging  the  value  of  an  incom- 
ing message  Since  the  sender  is  the 
only  one  in  a  position  to  guess 
whclhci  a  message  might  he  of  value 
to  the  receiver,  the  sender  should  lahel 
each  message  with  a  supcrcompact 
Indicator  ol  value — more  commonly 
known  as  a  price. 

Prices  are,  alter  all,  a  wonderfully 
concise  lorm  of  information  ahout 
information.  Everything  known  ahout 
a  company's  financial  performance  and 
prospects  is  reduced  to  one  number — 
its  stock  price.  Instead  of  analyzing 
stacks  of  data  comparing  various  prod- 
ucts, we  often  rely  on  their  relative 
prices  to  guide  our  choices.  Price  sig- 
nals allow  us  to  instantly  assess  rela- 
tive values  and  locus  out  attention  on 
the  subtle  distinctions  that  deserve 
careful  scrutiny. 

Imagine  an  E-mail  or  voice-mail 
system  where  the  sender  indicated  his 
sense  ol  the  content's  value  hy  attach- 
ing "urgent,"  "standard"  or  "junk"  lev- 
els of  "electronic  postage"  on  each 
copy  of  an  outgoing  message.  The 
postage  would  he  charged  against  the 
sender's   budget.   Conversely,  the 


sender's  account  would  he  credited 
with  the  value  of  postage  attached  to 
messages  she  opens.  With  senders  once 
again  facing  some  marginal  cost  for 
each  message  they  put  out,  they'd 
think  twice  before  copying  someone 
without  reason.  The  profligate  use  of 
group  lists  would  disappear.  The  vol 
ume  ol  |unk  messages  would  plum- 
met. Recipients  would  zero  in  on  mcs- 

As  networks  grow, 
message  pricing 
will  become  the 
only  sensible  way  to 
allocate  the  band- 
width that  matters — 
the  bandwidth 
between  your  ears. 


sages  bearing  the  most  postage — and 
the  most  importance. 

Though  little  known,  a  messaging 
system  quite  close  to  this  approach 
was  implemented  a  few  years  hack  at 
AMIX,  .1  now-defunct  Silicon  Valley 
startup.  Alongside  its  normal  E-mail 
system,  AMIX  launched  a  market- 
based  messaging  system.  Message 
headers  like  "$5  if  you  read  this  mes- 
sage" gave  recipients  an  incentive  to 
open  their  mail.  Individuals'  accounts 
were  credited  with  moneys  debited 
horn  the  sender's  account. 

Mark  Miller,  who  helped  design  the 
system,  reports  that  AMIX's  conven- 
tional E-mail  system  lell  into  disuse  as 
people  switched  over  to  a  market-ori- 
ented system  that  rewarded  them  for 
the  time  they  spent  handling  tnes 
sages.  "Instead  of  treating  E-mail  as  a 
chore,"  says  Miller,  "people  began  see 
ing  it  as  an  opportunity." 

Why  hasn't  the  market  approach  to 
network  management  caught  on  yet: 
3Com's  Tom  Steding  says,  "The  per- 
ception of  the  problem  has  to  get  to 
the  point  where  people  will  want  to  do 
something   dramatically  different. 


I)cspitc  all  the  groaning,  the  cost  of 
wasted  time  is  widely  distributed  and 
unmeasured."  True  enough.  But  even  a 
rough  calculation  shows  that  thou- 
sands of  hours  wasted  sorting  E-mail 
add  up  to  big  dollars. 

Miller,  now  senior  architect  at  Los 
Altos,  Calif. -based  Agorics  Inc.,  has 
another  explanation  for  the  slow  devel- 
opment of  market-based  messaging 
management.  "Even  with  the  emer- 
gence of  markets  in  financial  deriva- 
tives, the  idea  of  markets  in  nonphysi- 
cal  goods,  in  abstractions  like  'a 
moment  of  your  attention'  or  'the  right 
to  transmit  on  a  given  frequency,'  is 
still  very  counterintuitive." 

Video  Bit  Flood  Coming 

Paradoxically,  advancing  technology 
only  worsens  network  congestion.  For 
example,  with  the  coming  shift  from 
Ethernet  to  ATM  (asynchronous  trans- 
fer mode),  network  capacity  will  jump 
at  least  60  times  and  make  video  mail 
feasible.  The  hitch  is  that  "a  few  sec- 
onds of  video  requires  more  bits  than  a 
month's  worth  of  E-mail  at  most  aim- 
panics,"  says  Miller.  Though  a  short 
video  mail  may  convey  more  informa- 
tion value  to  the  viewer  than  the  same 
message  sent  via  E-mail,  each  video  bit 
carries  radically  less  information  value 
than  each  text  bit.  If  the  network  treats 
all  hits  as  equals,  video  mail  will  con- 
gest the  fibernet  and  keep  "old-fash- 
ioned" E-mail  from  getting  through. 

The  only  way  to  intelligently  prior- 
itize messages  is  by  allowing  senders 
and  receivers  to  bid  for  access  to  the 
network.  Miller  and  his  colleagues  at 
Agorics  are  now  exploring  a  market- 
based  fibernet  management  system 
that  uses  an  internal  software  agent 
acting  as  a  bandwidth  auctioneer. 

Just  as  today's  networks  unleashed 
a  flood  of  low-value-per-bit  E-mail  and 
voice  mail,  ATM  will  soon  make  it 
possible  to  send  ultralow-value-per-bit 
video  mail  Filters  can't  hold  hack  this 
info-flood.  No  matter  how  much 
capacity  is  added  to  a  net,  its  bit  traffic 
will  grow  even  faster.  As  system  com- 
plexity evolves,  message  pricing  will 
become  the  only  sensible  way  to  allo- 
cate the  bandwidth  that  matters — the 
bandwidth  between  your  cars.  ASAP 
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Looking  for  the  best  value  for  your 
telecommunications  dollar  in  Europe  ? 

Then  talk  to  us:  Deutsche  Telekom, 
Europe's  No.  1  telecommunications  company. 


To  compete  in  the  diversified  European  marketplace,  you  need  a  telecommun 
cations  partner  with  global  reach,  leadership  in  technology  and  competitive 
pricing.  This  is  precisely  why  so  many  companies  have  chosen  Deutsche 
Telekom  as  their  partner  in  establishing  effective  communications  in  Europe 
and  beyond. 

Located  right  in  the  center  of  Europe,  Deutsche  Telekom  is  able  to  offer  its  cu 
New  York>2NY . ....  tomers  a  significant  competitive  advantage.  With  Germany  being  i 
pax  +i  212  424-29  89  gateway  to  the  East  and  West,  we  have  exactly  the  right  location  f 
?eL"i°3i22i4  32  14  centralizing  your  telecommunications  traffic. 

Fax:  +1  312  214-32  15  °  J 

san  Francisco,  ca    This,  coupled  with  Telekom's  many  international  partnership  agre 
Si-  +!  Jls  955 '% \t  ments,  value-added  data  service  interconnections,  and  joint  ventu 
teL^^szo  91 49  in  laying  international  fiber  optic  transmission  lines,  gives  your  bu 
ness  the  tools  for  success  in  new  markets. 
Within  Germany,  customers  have  access  to  the  world's  largest  ISD 
network,  digital  mobile  communications,  high-speed  data  commu 


ons  networks  and  much  more.  We  also  have  support  services  worldwide  to 
3  you  with  requirements  throughout  Europe.  If  you  attach  particular  signifi- 
ce  to  one-stop  shopping  or  single-end  billing,  Deutsche  Telekom  does  offer 
h  services  in  close  cooperation  with  almost  every  major  telecommunications 
ministration. 

whether  you're  looking  for  fully 
laged  telecommunications  facilities 
l  European  customer  service  center, 
itsche  Telekom  offers  you  exactly 
right  solutions  for  your  specific 
ds. 

^communications  made  in  Germany.  We  tie  markets  together. 


Support.  Thai's  what  we're  talking 
about  here.  The  cabling  support  you 
need  to  handle  all  the  applications 
you're  moving  onto  your  network 
today,  as  well  as  all  the  data  traffic 
you  know  you  '11  be  adding  as  you 
grow.  Understanding  why  you  need 
to  upgrade  your  cabling  system  isn't 
hard.  And  now  it's  just  as  easy  to 
find  someone  you  can  trust  to  put  it 
all  together. 


UPDATING  YOUR 
STRUCTURED  CABLING  SYSTEM 


MAKING  SURE  IT  WILL 
SUPPORT  YOUR  NETWORK 
IS  ANOTHER. 

Anixter.  Nobody  knows  networking 
like  we  do.  Especially  from  the 
ground  up.  No  other  supplier  can 
offer  you  more  choices  of  structured 
cabling  systems.  Along  with  the 
design  and  post-installation  exper- 
tise and  support  to  help  you  manage 
your  network.  When  it  comes  to 
structured  cabling  systems,  there's 
really  only  one  place  to  land: 

1  -800-  ANIXTER 


Case  Study 


By  Michael  S.  Malone 


Smart  Vineyard 

battling  a  crowded  market  and  a  century-old  disease,  tiny  Cakebread 
Cellars  has  become  a  winery  ahead  of  its  time.  The  key:  an  information 
letwork  that  runs  from  vines  to  barrel  rooms  to  the  business  office. 


m 


inemaking  may  be  an  art, 
but  it  is  also  a  tough  busi- 
ness. Hundreds  of  winer- 
ies are  fighting  for  awards, 
name  recognition  and 
shelf  space.  The  cost  of 
laterials  is  rising.  And  the  return  of  a 
jvastating  parasite,  phylloxera,  threat- 
is  to  destroy  California's  vineyards 
te  way  it  did  a  century  ago. 

As  a  result  the  country's  most  pro- 
essive  wineries  are  racing  to  embrace 


new  measurement,  production  and 
decisionmaking  technologies  in  order 
to  stay  competitive  in  a  fickle  market. 
Last  year,  for  example,  there  was  a 
five-percent  increase  in  the  market  for 
fine  wines,  but  a  four-percent  decline 
in  cooler  sales.  In  the  process  wineries 
are  changing  the  very  nature  of  how 
they  do  business.  While  most  of  this 
transformation  is,  not  surprisingly,  tak- 
ing place  at  the  giant  winemakers,  the 
ever-improving  price/performance  of 


computational  systems  is  also  bringing 
about  a  technological  revolution  at 
small,  family-owned  wineries. 

Nowhere  is  this  more  the  case  than 
at  Cakebread  Cellars  in  the  tiny  Napa 
Valley  town  of  Rutherford — population 
560,  one  stop  sign  and  a  post  office. 
Cakebread  also  is  quite  small,  with  30 
employees  who  produce  45,000  cases 
annually  of  Chardonnay,  Sauvignon 
Blanc  and  Cabernet  Sauvignon,  plus  a 
little  Merlot  and  Zinfandel,  from  75 
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acres  of  vineyards.  Annual  revenues, 
the  company  is  willing  to  admit,  are 
less  than  $10  million.  Cakebread  is  a 
tiny  portion  of  Napa  Valley  itself,  with 
its  giant  wineries  like  Mondavi.  The 
valley  has  34,515  total  acres,  or  about 
54  square  miles,  of  vineyards. 

Cakebread  is  known  throughout 
the  world  for  the  quality  of  its  wines, 
which  are  priced  between  $13  and  $40, 
and  for  its  culinary  events.  Less 
known  is  that  all  comers  of  the  win- 
ery, horn  the  barrel  rooms  to  the  busi- 
ness offices,  even  the  vines  them- 
selves, are  being  computerized  and 
linked  together  in  an  infonTiation  net- 


work that  will  allow  better  cost  con- 
trols, higher  productivity  and,  most 
important  of  all,  more  accurate  long- 
term  decisionmaking. 

Brotherly  Competition 

Cakebread  was  founded  in  1973  by 
Jack  and  Dolores  Cakebread.  The  patri- 
arch, who  trained  with  Ansel  Adams, 
was  photographing  Napa  Valley  for  a 
book  on  wines.  Stopping  for  a  bowl  of 
soup  at  the  home  of  some  of  his  par- 
ents' friends,  Cakebread  was  so  taken 
by  the  location  that  he  half-jokingly 
told  the  owners,  "If  you  ever  want  to 
sell  the  ranch,  just  let  me  know."  A 


few  months  later,  Jack  and  Dolores| 
bought  the  22-acre  property — half  vine-i 
yard,  half  pasture — for  $1,800  an  acre.  I 

By  the  end  of  the  decade  Cakebread! 
Cellars  was  a  going  concern,  breaking)! 
even  in  1981  and  remaining  profitablel 
thereafter.  In  the  meantime  the  second! 
generation — three  brothers — began  to! 
move  into  positions  at  the  winery  J 
First  to  arrive,  in  1978,  was  Bruce,  who! 
became  the  winemaker.  A  few  years! 
later  brother  Dennis  became  the  win- 
ery's chief  financial  officer. 

Only  Steve  took  a  different  path: 
first  Hewlett  Packard,  then  Silicon 
Graphics,  where  he  currently  holds  thei 
title  of  vice-president  for  finance  and 
administration  in  worldwide  sales  andi 
service.  Steve  regularly  returns  from) 
his  travels  to  spend  weekends  at  Cake-' 
bread  Cellars,  where  he  is  a  director. 

All  this  family  chumminess  might 
lead  to  complacency  and  introversion! 
but  not  in  the  case  of  the  Cakebreadl 
boys.  Each  part  of  the  operation  seems! 
in  a  race  with  the  others  to  bring  the! 
most  technology  on  line. 

To  handle  production  schedules! 
accounting  and  promotion  Cakebreadl 
deploys  seven  Hewlett  Packard  com-l 
puters,  a  Dell  PC  and  two  Mitsubal 
workstations,  linked  by  an  Intel  hub! 
Hard  copy  is  produced  on  four  HFl 
Laserjet  printers.  Networking  softwarel 
is  horn  Novell.  Because  of  the  unpre-l 
dictability  of  rural  electrical  supply,  alj 
Cakebread  electronic  equipment  is  pro- 
tected with  two  in-line  APS  Smart -Ups 
600  VA  uninterruptible  power  supplies 
with  PowerChute  for  Netware.  Tota. 
value  of  all  t  le  equipment  is  aboul 
$54,000. 

What  distinguishes  Cakebread  frorr. 
other  small  wineries  is  the  pervasive; 
ness  of  technology  once  one  steps  ouj 
of  the  office.  This  is  Bmce  Cakebread's 
world,  and,  unlike  his  professional 
looking  brothers,  the  T-shirted  anc 
rawboned  winemaker  looks  the  part; 
He  scampers  up  racks  of  oak  wine  bar 
rels,  glass  pipette  in  hand,  to  extraci 
samples  to  let  the  visitor  compare  sub 
tie  variations  by  field  and  barrel  wood 
stock.  He  has  a  professional's  intensit) 
as  well,  finding  in  one  sip  that  a  win^ 
is  "closed,"  with  touches  of  vanilla 
ripe  melon,  lemon  peel,  caramelized 
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oak  "toast"  and  about  15  other  flavors, 
textures  and  aromas.  He  then  tosses 
the  remainder  into  a  drain  on  the  floor 
and  trots  over  to  another  barrel  to 
show  the  difference  in  the  same  wine 
from  vines  grown  a  half-mile  away 
from  the  first. 

This  drive  for  precision  and  control 
is  at  the  heart  of  the  computerization 
of  Cakebread's  growing  and  production 
processes,  a  program  directed  by 
Bruce's  wife,  Rosemary.  The  center- 
piece of  this  program  is  a  massive  data- 
base run  on  the  HP  Vectra  network 
that  has  nodes  located  not  only  in  the 
business  office,  but  also  in  the  labora- 
tory and  throughout  the  production 
building.  Software  by  Vahl  Inc.  com- 
bines data  from  multiple  sources  to  try 
to  give  Bruce  Cakebread  a  real-time 
feel  for  how  the  grapes  are  fermenting 
in  each  of  the  several  giant  stainless 
steel  tanks  or  maturing  in  the  barrels. 

These  data  flow  in  from  many 
directions.  For  example,  twice  each 
year  Cakebread  buys  aerial  infrared 
photographs  of  its  fields  to  analyze  vine 
growth.  It  also  buys  data  from  another 
aerial  service,  the  Verde  Soil  Hawk, 
which  photographs  vineyard  soil 
immediately  after  it  is  plowed  in  order 
to  detect  soil  changes.  Data  also  come 
in  by  modem  from  CIMIS — California 
irrigation  Management  Information 
Systems — a  local  weather  service  that 
measures  temperature,  humidity  and 
wind  speed. 

Meanwhile,  66  aluminum  tubes 
bave  been  sunk  into  Cakebread's  vine- 
yards, and  once  each  week  employees 
visit  each  one,  dropping  in  a  probe  that 
emits  neutrons  to  detect  moisture  lev- 
els. The  measurements,  made  at  8,  18, 
30,  42  and  54  inches,  are  run  through 
an  accompanying  software  program. 
The  goal  of  analyzing  these  data  is  to 
determine  each  vine's  full  point,  refill 
point  (just  above  wilting)  and  estimated 
daily  water  use,  and  to  predict  the  date 
for  the  next  irrigation.  This  is  not  as 
straightforward  as  it  sounds,  because 
the  best  wine  comes  not  from  the 
healthiest  vines,  but  from  those  whose 
growth  is  restricted  by  limited  water. 

All  of  this  information  goes  into  the 
database.  The  result  is  that  Bruce 
Cakebread  can  step  up  to  one  of  the 


two  Vectras  in  the  laboratory  or  the 
one  on  the  warehouse  floor,  tap  a  few 
keys  and  call  up  a  complete  biography 
of  the  wine  in  the  barrel  he  is  about  to 
taste.  The  chronicle  includes  the  histo- 
ry of  the  lot,  the  type  of  barrel,  when 
the  grapes  were  harvested,  their  pH 
level,  how  the  grapes  from  different 
vineyards  were  mixed,  any  additions 
that  were  made  when  the  barrel  was 
last  topped,  the  alcohol  level  and  the 
latest  tasting  notes. 

Technology  versus  Disease 

Ultimately,  where  the  database  may 
really  prove  its  worth  is  in  the  battle 
against  phylloxera.  Like  most  of  Cali- 
fornia's wineries  at  the  end  of  the  19th 
century,  what  is  now  Cakebread  was 
decimated  by  the  appearance  of  the 
phylloxera  parasite.  The  Cakebreads 
have  a  copy  of  an  1893  survey  map  of 
Napa  Valley  that  shows  the  winery 
and  bears  a  sad  notation:  "Last  crop 
this  year." 

Phylloxera  has  returned  to  threaten 
Northern  California.  Like  most  Napa 
Valley  wineries,  Cakebread  has  had  to 
replace  nearly  every  one  of  its  vines 
with  new,  more  resistant  rootstocks, 
the  only  known  defense  against  the 
parasite.  With  the  long  development 
time  of  vines,  Cakebread  must  in  the 
short  term  use  every  technique  and 
trick  it  knows  to  produce  maximum 
productivity  from  its  vines  without 
sacrificing  quality — while  maintaining 
profit  margins.  This  can  be  done,  says 
Dennis,  only  by  bringing  computing 
technology  to  the  task.  Whereas  data- 
bases have  been  an  advantage  in  the 
past,  now  they  are  a  necessity. 

The  future?  "As  I  see  it,"  he  says, 
"there  are  really  two  tasks.  The  first  is 
to  get  everybody  the  right  information 
at  the  right  time  to  make  the  right 
decisions.  That's  where  we're  heading 
now.  But  just  as  important,  that  infor- 
mation needs  to  be  presented  in  a 
more  intuitive  way  so  that  somebody 
like  Bruce  can  look  at  the  computer 
screen  and  get  a  more  dynamic  sense 
of  what's  going  on  and  interpret  it 
more  effectively.  I  want  him  to  be  able 
to  read  the  information  the  same  way 
he  'reads'  the  wine." 

Working  for  the  leading  manufactur- 


er of  graphics-based  workstations  gives 
Steve  a  running  start.  He  is  investigat- 
ing three-dimensional  graphical  ways  to 
integrate  and  present  various  sources  of 
soil  data.  A  likely  candidate,  he  says,  is 
a  modified  version  of  existing  geological 
and  petroleum  software.  This  new  data- 
base will  likely  run  on  multiple  work- 
stations and  terminals  that  would 
replace  the  current  PCs.  Ultimately,  in 
the  brothers'  vision,  the  winery  will  be 
able  to  track  the  story  of  every  one  of 
the  thousands  of  grape  vines,  from  ini- 
tial planting  to  the  consumption  of  the 
first  bottle  of  wine  a  decade  later — and 
through  the  life  of  the  vine. 


"I  want  Bruce  to 
read  the  information 
the  same  way  he 
'reads'  the  wine." 


-Dennis  Cakebread 


Will  all  this  automation  automati- 
cally produce  better  wine?  No,  the 
brothers  are  first  to  admit.  Technology 
alone  produces  what  their  father  calls 
"cookie-cutter  wines."  Says  Dennis, 
"Quality  is  always  the  critical  factor  in 
wine.  But  the  idea  is  that  if  you  can 
use  technology  to  control  costs,  you 
can  achieve  your  profit  goals  without 
ever  having  to  compromise  the  wine. 
You  need  technology  to  be  efficient  in 
one  area  in  order  to  be  creative  in 
another." 

In  the  end  all  of  the  computers  and 
software  and  testing  equipment  are 
merely  a  platform  on  which  Bruce  can 
perform  his  magic.  As  he  stands  in  one 
of  the  vineyards,  tenderly  lifting  leaves 
to  inspect  the  first  buds  of  this  year's 
grape  crop,  the  technology  of  modem 
winemaking  is  far  away.  "The  way  you 
make  wine  hasn't  changed  in  thou- 
sands of  years,"  he  says.  "But  there  is 
still  so  much  we  don't  know.  And  it's 
those  unknowns  that  make  the  differ- 
ence— and  the  differences  are  what  you 
take  advantage  of."  @ 
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Why  the  worlds  most 
their  key  strategic  weapon 


A. 


l.s  companies  find  themselves  fighting  for  their  very  existence,  every 
significant  advantage  becomes  a  closely  guarded  secret.  Especially 
when  it  comes  to  accurate  market  insights.  Perhaps  this  is  why 
very  few  companies  are  willing  to  reveal  the  nature  of  their 
business  partnership  with  Metaphor:  how  they 
transform  huge,  shapeless  databases  into 
actionable  knowledge.  Because  these 
s,  how  a  company  capitalizes 


□mpanies  won't  talk  about 


n  its  information  base  can  make  the  difference  between  flat  quarters  and  fat  profits.  No  wonder  Metaphor 
ttions  have  become  an  integral  part  of  company  arsenals.  For  more  than  ten  years,  Metaphor  has  been  creating 
is  that  sharpen  the  working  style  of  individual  companies,  uniting  all  members  of  the  decision  making  team  no 
'  where  they  are.  With  Metaphor  as  the  common  denominator,  everyone  shares  information,  ideas,  analysis  and 
ctives.  The  result:  more  accurate  and  effective  decisions.  Just  how  companies  use  Metaphor  as  a  strategic  weapon 
millions  to  their  bottom  line,  grow  sales,  slash  costs  and  stay  ahead  of  the  com- 

n  is  their  secret.  And  it  could  become  yours.  Just  call  1-800-346-3824,  Ext.  1 1 1  ^^^^ 

e  ll  send  you  a  free  overview  of  our  approach  to  decision  support  solutions.  METAPHOR 
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Case  Study 


By  George  Harrar 


Pills  'ri  Pads  No  More 


Drug  companies  have 
long  operated  on  a 
basic  sales  premise: 
the  more  doors  you 
knock  on,  the  more 
pills  you  sell.  It's 
known  as  the  pizza, 
pads  and  pills  style  of 
marketing. 

Astra/Merck  is  trying 
a  new  tack:  sell  drugs 
with  information. 


STOPPING  THE  STUFF  STORM  In  a  business  where  sales  are  driven  by  shoe  leather  and  freebies  like  notepads  and  coff 
mugs,  the  U.S.'s  Merck  and  Sweden's  Astra  are  creating  a  billion-dollar  enterprise  to  add  value  with  free  information,  not  gimmic 


There  are  985,000  prescribing 
medical  personnel  in  the  Unit- 
ed States.  Nobody  schmoozes 
them  better  than  Merck  &  Co. 
Inc.,  Rahway,  N.J.  Merck's 
legion  of  3,000  U.S.  field  reps 
boosted  sales  to  double-digit  annual 
growth  rates  in  the  1980s.  A  simple 
correlation  always  seemed  to  hold: 
every  time  Merck  added  sales  reps,  rev- 
enues increased. 

But  now  comes  Astra/Merck,  con- 


ceived in  a  1982  licensing  agreement 
between  Merck  and  Astra  AB  in  Swe- 
den, a  $2.8  billion  pharmaceutical  firm. 
Currently  operating  as  a  division  of 
$10.5  billion  Merck,  Astra/Merck  will 
debut  early  in  1995  as  an  independent 
billion-dollar  enterprise  headquartered 
in  suburban  Wayne,  Pa.,  a  half-hour 
drive  northwest  of  Philadelphia.  Its 
ambitious  goal:  reinvent  the  process  of 
selling  drugs. 

Astra/Merck's  corporate  designers 


are  betting  that  by  wrapping  up  their 
drugs  in  free  information  services,  they 
can  bill  themselves  as  an  enlightened 
"pharmaceutical  solutions  partner." 
Certainly  that's  more  politically  cor- 
rect than  "pill  pusher"  these  days. 

What's  this  strategy  worth  in  the 
$60  billion  U.S.  pharmaceutical  mar- 
ketplace: At  most,  a  10-percent-per-pill 
price  premium,  admits  president 
Wayne  Yetter.  More  likely,  the  infor- 
mation services  will  give  Astra/Merck 
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eps  that  prize  commodity  for  any 
alesperson — access  to  the  decision- 
laker,  in  this  case  the  physician. 

Will  it  work?  Out  on  the  front  lines 
f  health  care,  doctors  such  as  gas- 
roenterologist  Michael  Shaw  of  Park 
Jicollet  Medical  Center  in  Minneapo- 
lS  may  be  a  little  mystified  at  the 
LStra/Merck  approach.  "It's  clearly  dis- 
nctive,"  he  says.  "They're  supporting 
s  in  developing  an  instruction  pro- 
ram  on  a  CD-ROM  for  patients  about 
3  have  a  colonoscopy.  There  isn't  any 
vert  selling.  Their  payback?  I  honestly 
on't  know.  It  hasn't  altered  my  behav- 
>r  in  writing  prescriptions." 

inly  325  Sales  Reps 

)rug  companies  have  long  operated  on 
basic  sales  premise:  the  more  doors 
ou  knock  on,  the  more  pills  you  sell. 
:'s  known  as  the  pizza,  pads  and  pills 
tyle  of  marketing.  Astra/Merck  is  try- 
lg  a  new  tack:  sell  drugs  with  infor- 
ration.  The  imminent  birth  of  this 
pstart  is  a  powerful  statement  that 
lerck  Sr.'s  traditional  numbers-based 
pproach  to  the  marketplace  no  longer 
pplies  in  the  managed  health  care 
mild  of  the  mid-  1990s. 

"We've  built  a  much  smaller  field 
rganization, "  says  Yetter.  "Most  of 
le  companies  that  we  compete  with 
i  the  antiulcer  and  antihypertensive 
markets  have  1,000  to  2,000  reps.  We 
ave  325.  The  money  we  save  in 
alaries  and  head  count  we're  investing 
i  information  technology." 

The  start-from-scratch  technology 
ivestment  will  be  $100  million,  all 
pent  on  new  systems.  Nothing  was 
merited  from  Merck's  vault  of  com- 
uters,  which  includes  two  IBM  3090- 
00J  mainframes  and  a  Cray  supercom- 
uter.  Astra/Merck's  distributed  envi- 
anment  runs  on  six  Hewlett  Packard 
000  Unix  business  servers  and  shelves 
f  33  Compaq  Systempro  and  ProLiant 
C  servers.  The  possibility  of  basing 
he  organization  on  mainframe  power 
/as  discarded  after  about  two  minutes 
f  consideration,  says  CIO  Rob  Cohen. 

Each  of  Astra/Merck's  sales  special- 
;ts  will  carry  a  Compaq  Deskpro  color 
86  XE  laptop  loaded  with  Lotus  Notes 
.0.  This  software  goes  beyond  point- 
a-point  E-mail  and  file  transfer  to  cre- 


ate a  work  group  environment  that 
links  specialists  not  only  to  headquar- 
ters but  to  each  other.  That's  a  distinc- 
tive feature  in  an  industry  where  one- 
size-fits-all  hard  copy  is  usually  shipped 
by  the  cartonload  in  one  direction 
only — from  the  home  office  to  the 
field.  A  "menu  of  options"  on  the  lap- 
top catalogs  every  brochure,  seminar  or 
technique  successfully  used  in  any  of 
Astra/Merck's  31  geographically  based 
business  units.  Reps  enter  the  details  of 
every  customer  interaction  into  Com- 
pass, a  distributed  database. 

"One  Astra/Merck  rep,"  Yetter  says, 
"leveraged  with  information  technolo- 
gy, organized  in  a  different  way,  and 
trained  and  supported  in  a  different 
way,  would  equal  two  or  three  people 
at  another  company.  Can  I  defend 
those  numbers?  No.  But  I  believe 
them." 

About  half  of  Astra/Merck's 
employee  population  of  757 — including 
Yetter  and  Matt  Emmens,  vice-presi- 
dent, marketing  and  sales — chose  to 
switch  from  Merck.  That  makes  them 
creative  destroyers,  says  Frank  Ces- 
pedes,  marketing  professor  at  Harvard 
Business  School.  "They  are  reacting 
against  what  they  have  seen  as  tradi- 
tional detailing  or  selling,  which  Merck 
was  consistently  best  at.  They're  say- 
ing, 'We've  had  experience  with  the 
best  of  the  old  breed,  and  that's  not 
going  to  be  good  enough  in  the  new 
environment.'"  In  effect,  they  are  say- 
ing to  former  colleagues,  We  think  you 
are  obsolete. 

Getting  Past  the  Gatekeeper 

In  thousands  of  doctors'  offices 
throughout  the  country  today,  the 
same  scene  is  being  repeated.  A  phar- 
maceutical company  rep  shows  up  at 
the  front  desk  bearing  free  notepads, 
free  pens,  perhaps  even  free  pizza  if  it's 
lunchtime.  Her  briefcase  is  stuffed 
with  literature  detailing  the  product 
she  sells — its  strength,  dosage,  recom- 
mended indications  and  so  on.  The 
receptionist  calls  to  the  office  manager 
that  "the  detail  woman  is  here." 

Her  goals  are  simple:  get  past  the 
front  desk  and  into  the  inner  hallways 
where  she  might  buttonhole  the  doc- 
tors, perhaps  lured  by  the  smell  of 


food.  To  achieve  her  objective  she 
courts  the  office  manager  with  an 
assortment  of  trinkets — maybe  a  desk 
clock,  a  paperweight  or  even  a  minia- 
ture fire  extinguisher  that  spurts  out 
hand  lotion.  All,  of  course,  display  her 
product's  name. 

Dick  Skeffington  played  the  game 
while  on  the  road  for  Merck  and,  earli- 


er, for  SmithKline  Beecham  Pharma- 
ceuticals. "I  would  have  bucketloads  of 
giveaways,"  he  says.  "It  was  all  to  get 
past  the  gatekeeper." 

Astra/Merck  vows  to  use  no  trin- 
kets, no  junkets  and  no  brute  force  in 
knocking  on  physicians'  doors.  In  the 
Boston-area  office  where  Skeffington  is 
now  the  customer  support  manager, 
sales  reps  like  Michael  Curivan  head 
into  the  field  armed  with  their  laptops. 
He's  hawking  pills,  of  course,  like 
Prilosec,  an  antiulcer  medication,  and 
Plendil,  an  antihypertensive.  But  his 
sales  pitch  comes  with  a  heavy  dose  of 
information  up  front. 

When  he  flips  up  the  screen  to  his 
Compaq,  Curivan  presents  a  doctor 
with  the  menu  of  options.  Listed  are 
thousands  of  information  pieces — clini- 
cal studies,  drug  fact  sheets,  literature 
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searches,  patient  education  booklets 
and  much  more.  Pharmaceutical  reps 
have  long  been  sources  of  drug  infor- 
mation for  individual  physicians.  But 
the  information  was  usually  limited  to 
the  dosage,  tolerance,  safety  and  effica- 
cy of  pills.  In  many  companies  this 
detail  work  still  flows  like  a  river  of 
paper  from  the  home  office  to  the  car 
trunk  of  the  sales  rep,  ending  up  on  the 
doctor's  shelf. 

At  Astra/Merck  sales  reps  like  Curi- 
van  talk  to  doctors  less  about  pills, 
more  about  their  problems  and  needs. 
You  have  200  Russian-speaking 
patients  in  Brooklyn  with  ulcers?  We'll 
translate  an  educational  brochure  for 
them.  Want  to  keep  your  name  in 
front  of  patients?  We  can  produce  tip 
sheets  on  how  to  live  a  healthier 
lifestyle,  with  your  personal  comments 
added  in. 

Streamlined  reporting 

Between  sales  rep  Michael  Curivan  and 
president  Wayne  Yetter,  there  are  just 
three  organizational  levels — business 


unit  manager,  national  accounts  man- 
ager and  vice-president  of  sales  and 
marketing.  "We  don't  have  levels  of 
middle  management  gleaning  and 
screening  information,"  says  strategic 
planner  Bob  Holmes.  "We  have  created 
an  intelligence  layer  that  anyone  can 
tap  into  to  make  decisions.  We  call  it 
the  'knowledge  exchange.'" 

This  intelligence  layer  is  built  out 
of  Compass,  XpressLink  and 
Astra/Merck's  custom  Lotus  Notes 
menu  of  options.  Vital  customer  infor- 
mation, like  a  managed  care  plan  and 
its  accompanying  rules  and  restric- 
tions, is  recorded  into  Compass  by  any- 
one at  Astra/Merck  who  interacts  with 
customers.  This  information  is  record- 
ed when  a  client  signs  a  contract,  takes 
part  in  an  Astra/Merck  drug  study  or 
just  chats  for  a  few  minutes  with  a  rep 
at  a  conference. 

Most  drug  companies  store  cus- 
tomer data  by  type  (private  doctor, 
pharmacy,  HMO,  etc.).  Astra/Merck 
pegs  customers  by  what  they  need  in 
a  business  sense,  says  Emmens.  Four 


market  segments  have  been  identified: 

■  Health  care  as  a  business — cus- 
tomers such  as  managed  care  adminis- 
trators who  consider  economic  factors 
of  drug  use  foremost. 

■  Traditional — physicians  with  stan- 
dard patient  needs  centered  around  the 
treatment  of  disease. 

■  Cost  sensitive — physicians  for 
whom  cost  is  paramount,  such  as 
those  with  a  sizable  number  of  indi- 
gent patients. 

■  Medical  thought  leaders — people  on 
the  leading  edge,  often  at  teaching 
hospitals,  who  champion  the  newest 
therapies. 

Segmenting  the  market  like  this 
lets  Astra/Merck  reps  target  customers 
with  the  appropriate  information.  A 
medical  thought  leader  would  be 
offered  the  most  sophisticated  services 
created  around  the  country  in 
Astra/Merck  offices,  such  as  the  latest 
clinical  studies  or  more  novel  treat- 
ments and  therapies.  The  cost-sensitive 
doctor  would  be  shown  bottom-line 
studies  relating  to  costs  of  treatments. 

Such  information  services, 
Astra/Merck  hopes,  bind  a  customer  to 
a  company.  They  should  also  help 
Astra/Merck  navigate  the  murky 
waters  of  managed  care.  "The  typical 
information  system  in  the  drug  indus- 
try is  oriented  to  call  planning — it's  a 
record-keeping  system,"  says  Emmens. 
"We're  betting  that  the  systems  we're 
putting  in  will  allow  us  to  keep  up 
with  a  changing  environment." 

HMOs  Want  Results 

That  changing  environment  is  exactly 
what  is  giving  Astra/Merck  its  oppor- 
tunity. In  years  past  doctors  prescribed 
as  they  wished.  It  paid,  therefore,  for 
salespeople  to  pull  out  all  the  tricks 
and  trinkets  from  their  pockets  to 
reach  these  decisionmakers,  especially 
while  the  drugs  were  on  patent  and 
had  high  margins.  Today  there  is  a 
new  level  of  decision  influencer — the 
administrator  of  a  health  maintenance 
organization.  Estimates  say  that  about 
half  of  Americans  today  participate  in 
some  managed  care  plan;  that  number 
may  increase  to  70  to  80  percent  by 
the  end  of  the  decade. 

Bottom  line:  If  an  HMO  does  not 


REINVENTING  THE  REAL  lohn  Rollins  (I)  and  Tom  Spann  of  Andersen 
Consulting  helped  Astra/Merck  design  strategies' for  an  ever  tougher  sell. 
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IS  YOUR  AUDIENCE  HAVING 
A  HARD  TINE  SEEING  YOUR  POINT? 


LCD  projection  for  more  effective  presentations.  Ever  felt 
like  passing  out  binoculars  before  a  presentation  or  train- 
ing session?  You're  not  alone.  A  tiny  computer  screen  just 
can't  communicate  to  a  crowd. 


That's  why  you  need  LCD  projection  from  In  Focus 
Systems.  It  lets  you  instantly  project  what's  on  your  com- 
puter screen  to  an  entire  room  full  of  people.  Giving  you 
all  the  brilliant  color  and  impact  of  today's  software. 

If  you  have  a  projection  need,  we  have  a  solution.  Need 
portability?  Our  PanelBooks™ 
are  the  most  portable  panels 
available.  You  just  set  them 


on  an  overhead  projec- 
tor. Need  high  resolu- 
tion? We've  got  it.  And 
if  you're  looking  for  the 
best  price/performance 
available,  we've  got 
that,  too. 
Plus,  for  video  * 


and  computer  graphics  projection,  we  offer  the  all-in-one 
LitePro*  series  with  full  stereo  sound.  And  most  of  our 
projection  systems  are  available  with  LiteShow,™  our 
unique  built-in  electronic  slide  system  that  lets  you 
present  without  a  computer. 

Because  as  the  leader  in  LCD 
projection,  we  can  help  you  make 
your  point.  In  a  very  big  way. 


InFbcus 

SYSTEMS 

Great  ideas.  Brought  to  light: 


Call  1*800  '294*6400  for  a  free  guide  to  giving  effective  electronic  presentations. 


BME03OI994  In  Focus  Systems,  Inc.  Phone  (S03)  692*4968  Fj»  (S03)  In  F.uropc.  Phone  31  101  2W13  23200  f  it  31  (0)  2503  243BK  In  Focus  Systems  «nd  LilePfoire  registered  trademarks,  and  Panel  Hook  ami  LiteShow  air  trademarks  of  In  Focus  Systems,  Int  All  other  products  are  Irademarks  of  their  holders 


AST  R  A  /  M  E  R  C  K 


put  a  drug  on  its  formulary  of  those 
approved  for  use,  participating  doctors 
cannot  prescribe  it.  The  new  selling 
strategy,  therefore,  is  to  convince  a 
central  plan  administrator  that  the 
company's  drug  is  not  just  effective, 
but  cheaper  in  the  long  run.  Even  if  the 
per-pill  cost  is  higher. 

"The  future  emphasis  is  going  to  be 
on  outcomes,"  says  Yetter.  "It  may  be 
showing  how  your  drug  would  get  a 
patient  back  to  work  sooner,  or  keep 
them  out  of  the  hospital,  or  avoid 
surgery." 

All  drug  companies  recognize  the 
same  industry  forces  at  work,  particu- 
larly the  centralization  of  decision- 
making and  the  attendant  pressure  to 
hold  down  costs.  Bob  Merold,  vice- 
president  of  marketing  for  IMS  Ameri- 
ca, the  health  care  information 
provider  in  Totowa,  N.J.,  forecasts  that 
industrywide  sales  growth  will  be  just 
seven  or  eight  percent  this  year,  com- 
pared with  the  double-digit  increases 
of  the  last  decade.  As  for  individual 
pdls,  "Prices  are  barely  increasing,"  he 


says,  "maybe  one  to  two  percent." 

Astra/Merck  has  seized  the  chance 
to  organize  around  these  realities.  "The 
conventional  model  for  a  pharmaceuti- 
cal company  tells  us  we  need  a  field 
force  of  700  to  800  to  promote  a  prod- 
uct of  our  size,"  Emmens  says  of 
Prilosec.  "We  came  in  much  smaller, 
so  we  can't  possibly  reach  all  of  the 
doctors  in  this  country."  Instead,  he 
says,  Astra/Merck  will  focus  on  the  top 
10  to  15  percent,  which  should  mean 
more  than  50  percent  of  the  market. 

While  Astra/Merck  is  engineering 
new  processes,  Mother  Merck  is 
rethinking  how  it  does  business,  too. 
Since  1992  this  champion  of  branded 
drugs  has  been  selling  some  generics 
out  of  a  new  division  called  West  Point 
Pharma.  "That's  like  the  Ayatollah 
inviting  Salmon  Rushdie  to  lunch," 
says  Harvard's  Cespedes.  Last  summer 
Merck  paid  $6.6  billion  to  acquire 
Medco  Containment  Services  Inc.,  a 
$2.2  billion  distributor  of  discount 
drugs.  This  purchase  gives  Merck 
access  to  Medco's  database  of  38  mil- 


ANY  QUESTIONS?  Sales  rep  Michael  Curivan,  here  with  customer  Emily 
Mazzola,  can  call  up  data  on  patient  needs  or  order  brochures  in  Russian. 


lion  customers  and  all  the  information 
about  their  diseases  and  drug  needs. 

Downsizing  its  work  force,  Merck 
cut  2,100  workers  in  1993.  Excluding 
one-time  events  (such  as  the  purchase 
of  Medco),  revenues  grew  by  only  5.6 
percent  for  Merck  in  1993.  Better  news: 
Operating  margins  have  been  running 
at  about  38  percent,  according  to  Mari- 
ola  Haggar,  a  Salomon  Brothers  analyst. 
That's  substantially  higher  than  the 
industry  average  of  23  percent. 

While  not  exactly  a  model  for  its 
parent,  Astra/Merck  has  been  some- 
thing of  an  organizational  and  techno- 
logical lab.  One  lesson  is  the  usefulness 
of  Lotus  Notes  to  share  information 
across  an  organization.  Notes  is  being 
tested  in  several  departments  right 
now,  according  to  Charles  Popper, 
Ph.D.,  vice-president  of  computer 
resources  in  Merck's  information  tech- 
nology department.  Although  there  is 
no  exphcit  strategy  to  move  the  organi- 
zation off  mainframes,  many  newer 
applications  are  being  developed  on 
Unix-based  servers,  he  says. 

fust  as  Astra/Merck  is  doing  from 
the  start. 

Standard  Parts,  Aggressive 
Implementation 

From  the  begirining  Astra/Merck  chose 
to  standardize  on  popular,  market- 
accepted  systems  and  suppliers,  such  as 
Notes  and  Unix,  Compaq  and  HP,  in 
order  to  minimize  its  investment  in 
testing  new  products.  As  John  Rollins,  a 
partner  at  Andersen  Consulting,  sees  it, 
"You  might  say  we  took  a  less  aggres- 
sive approach  to  the  technological  com- 
ponents. But  we  were  more  aggressive 
in  integrating  them."  One  major  excep- 
tion was  made  to  Astra/Merck's  small 
group  of  systems  and  supphers:  IBM's 
OS/2  operating  system  was  allowed  in 
the  door  because  it  is  the  preferred 
foundation  right  now  for  Notes.  But  as 
soon  as  Lotus  fully  develops  a  Notes 
version  for  Unix,  OS/2  likely  will  be 
phased  out. 

Half  of  the  40-member  infonnation 
technology  department  resides  near 
CIO  Cohen  on  the  second  floor  of  the 
135,000-square-foot  building  in  Wayne. 
This  core  staff  handles  the  help  desk, 
computer  room,  communications  hard- 
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TOTAL  ANNUAL  RETURN 

FOR  THE  PERIOD  ENDING  3/31/94 
&  MORNINGSTAR  RATINGS 

Berger  Berger 
100  Fund      101  Fund 


Consider 
inplann 
future  re 


lot  of  people  are  retiring  earlier  these  days.  If  you  want  to  be  one  of  them,  you  need  to  start 
ing  today.  To  help  you  reach  your  retirement  goals,  we  offer  both  IRA  or  if  you're  self-employed, 
Dgh  plans,  which  allow  you  to  enjoy  the  benefits  of  tax-deferred  investments.  We  also  offer  two 
estment  vehicles  for  these  plans,  the  Berger  100  Fund  and  Berger  101  Fund,  which  have  helped 
intless  investors  save  toward  retirement  over  our  19-year  history.  (Naturally,  as  with  any  mutual 
id,  past  performance  shows  the  Funds'  history  but  does  not  guarantee  future  results.) 

ie  philosophy  of  the  Berger  100  and  Berger  101  Funds.  We  think  the  key  to  investment  success 
o  search  for  profitable,  successful  companies  because  we  believe  they  are  most  apt  to  become 
Citable,  successful  investments. 

>ur  thinking  complements  your  own,  the  next  step  is  to  see  which  Berger  Fund  is  right 
you.  Both  have  earned  five-star  overall  ratings  from  Morningstar+,  but  each  has  a  different 
estment  objective. 

ie  Berger  100  Fund.  The  investment  objective  of  the  Berger  100  Fund  is  long-term  capital 
ireciation.  The  Berger  100  Fund  seeks  to  achieve  this  objective  primarily  by  investing  in 
nmon  stocks  of  established  companies. 

e  Berger  101  Fund.  The  primary  investment  objective  of  the  Berger  101  Fund  is  capital 
ireciation.  A  secondary  objective  is  to  provide  a  moderate  level  of  current  income.  The  Fund 
ks  to  achieve  its  objectives  primarily  by  investing  in  common  stocks  of  established  companies. 

You  can  open  an  account  with  as  little  as  $250. 

Please  call  (800)  3334001 

for  a  prospectus  containing  more  complete  information 
including  management  fees,  charges  and  expenses. 
Read  it  carefully  before  investing. 


1  Year 
15.6% 

1  Year 
11.4% 

3  Years 
★★★★★t 
21.9% 

3  Years 
★★★★★t 
18.7% 

5  Years 
★★★★★ 

24.6% 

5  Years 
★★★★★ 

16.3% 

10  Years 
★*★★★ 
18.8% 

10  Years 
★★★★ 
13.2% 

15  Years 
16.7% 

15  Years 
13.6% 

19.5  Years ++ 
15.6% 

19.5  Years  Tt 
13.9% 

The  Berger  Funds 


Together  we  can  move  mountain's. 


Source:  Lipper  Analytical 
Services,  Inc.  tMorningstar  pro- 
prietary ratings  reflect  historical 
risk-adjusted  performance  as  of 
2/28/94.  The  ratings  are  subject  to 
change  every  month.  Morningstar 
ratings  are  calculated  from  the 
funds'  three-,  five-  and  ten-year 
average  annual  returns  in  excess 
of  90-day  Treasury  bill  returns  with 
appropriate  fee  adjustments  and 
a  risk  factor  that  reflects  fund 
performance  below  90-day  T-bill 
returns.  Ten  percent  of  the  funds 
in  an  investment  category  receive 
five  stars  and  22.5%  receive 
four  stars.  n  Berger  Associates 
assumed  management  of  the 
Funds  9/30/74. 


figures  in  the  table  represent  past  performance  and  do  not  guarantee  future  results.  These  performance  figures  include  changes  in  share  price  and  reinvestment 
ividends  and  capital  gams,  which  will  fluctuate  so  that  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  cost.  The  figures  include  the  deduction 
?b-1  fees  beginning  in  June,  1990  This  material  was  prepared  by  the  Berger  Funds.  Shares  can  be  purchased  without  transaction  fees  directly  from  the  Funds. 
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—  Astra/Merck 


ware  and  other  central  activities.  The 
other  20  IT  members  sit  out  of  Cohen's 
view  in  the  business  areas.  Each  of  the 
process  areas — sales,  marketing, 
accounting,  etc.— has  its  own  "solu- 
tions integrator,"  the  link  between 
business  needs  and  IT  solutions.  These 
integrators  report  their  work  to  Cohen, 
who  answers  directly  to  Yetter. 


ALMOST  TOO 
Ti M ID  FOR 
VAGELOS 

As  the  father  figure  in  loco  parentis, 
Merck  wisely  decided  to  let 
Astra/Merck  go  off  on  its  own,  organi- 
zationally and  technologically. 

The  initial  business  plan,  in  fact,  was 
too  timid  for  Merck  CEO  Dr.  Roy  Vage- 
los.  "We  weren't  being  different 
enough,"  says  Astra/Merck  president 
Wayne  Yetter,  "particularly  regarding 
the  interface  between  the  customer 
and  the  field  force." 

Early  on  Astra/Merck  hired  Andersen 
Consulting  as  an  information  technolo- 
gy partner.  But  as  18  Astra/Merck 
employees  and  10  Andersen  consul- 
tants began  hashing  out  strategy  at 
the  beginning  of  1992,  the  Andersen 
folks  pressed  to  use  this  green-field 
opportunity  to  rethink  all  aspects  of 
the  organization. 

"In  the  original  plan  they  had  con- 
ceived of  Astra/Merck  in  a  traditional 
sense  as  a  functional  organization," 
says  John  Rollins,  an  Andersen  part- 
ner. "But  we  kept  running  up  against 
cross-functional  teams  to  accomplish 
processes.  So  we  thought,  Why  force 
the  unnatural  act  of  organizing  by 
function  and  operating  by  process?" 

Strategic  planner  Bob  Holmes 
remembers  the  typical  discussion: 
"Everybody's  answer  to  every  question 
was,  'We'll  build  a  cross-functional 
team  to  handle  that.'  Instead,  we 
decided  to  build  about  two  dozen 
standing  teams  and  organize  around 
them."  Unlike  some  companies'  ad 
hoc  teams,  which  fom  to  solve  a  sud- 
den crisis  and  then  :kiy  disband, 
the:>e  standing  teams  are  permanent 

ti  res,  drawing  representatives  from 
jepartmerrt. 


Whether  this  organizational  setup 
sells  more  pills  at  a  higher  margin 
remains  to  be  seen.  Even  in  its  hectic 
startup  phase  without  all  the  technol- 
ogy in  place,  Astra/Merck  grew  at  a 
rate  exceeding  50  percent  in  1993. 
Yetter  expects  the  company  to  do  the 
same  this. year.  But  such  growth  can- 
not be  sustained,  he  knows,  without 
finding  ways  of  working  smarter. 

One  area  offers  hope:  licensing  of 
drugs.  On  March  3  Applied  Microbiolo- 
gy Inc.  of  New  York  City  agreed  to 
jointly  develop  products  with 
Astra/Merck  to  eliminate  H.  pylori,  a 
common  bacterium  associated  with 
peptic  ulcers. 

Astra/Merck's  lure  to  developers  is 
its  marketing  and  distribution  on  the 
back  end  and  its  speed  of  decisionmak- 
ing up  front.  Strategic  planner  Bob 
Holmes  hopes  to  compress  the  typical 
negotiation  between  a  pill's  creator  and 
Astra/Merck  from  12  months  to  six. 
Quickening  the  licensing  process  is 
crucial.  The  parent  companies  have 
forbidden  Astra/Merck  to  do  any  R&D 
or  manufacturing.  Rather,  it  must  tap 
outside  companies,  as  it  did  with 
Applied  Microbiology.  (It  can  also  tap 
the  Astra  pipeline,  where  it  has  the 
right  of  first  refusal  on  about  95  per- 
cent of  the  compounds  under  develop- 
ment. For  manufacturing,  Merck  will 
be  the  contractor.) 

"No  Time  for  Drug  Shills" 

The  selling  environment  that 
Astra/Merck  faces  has  never  been 
tougher.  Some  physicians,  like  Michael 
Shaw,  refuse  all  trinkets  and  may  spare 
only  five  minutes  to  a  detail  man  to 
hear  the  cold  facts  about  a  product. 
Some  family  practice  centers  are 
demanding  that  salespeople  pay  a  fee  of 
perhaps  $100  just  to  speak  to  the  doc- 
tors. And  certain  HMOs  are  restricting 
access  to  their  physicians  to  short 
speeches  at  lunchtime,  which  may  be 
followed  by  the  HMO  administrator's 
citing  of  a  cheaper  generic  drug  that 
can  do  the  same  thing. 

Since  he  began  his  career  as  an 
intern,  Shaw  has  been  a  hard  sell  for 
the  traditional  detailer.  "I  have 
absolutely  no  time  for  drug-company 
shills,"  he  says.  "If  they  want  to  show 


me  hard  data,  I'll  have  a  cup  of  coffee 
with  a  representative." 

With  Astra/Merck  he  has  what  he 
describes  as  an  "alternative  relation- 
ship" in  which  he  uses  the  company's 
money  and  expertise  to  develop  and 
distribute  his  CD-ROM  as  well  as  get 
feedback  from  doctors  throughout  the 
country.  "They  said  they  felt  it  was 
essential  for  them  to  be  perceived  as 
improving  health  care,"  Shaw  notes. 
"The  easiest  way  to  be  perceived  that 
way  is  to  actually  be  doing  that." 

Despite  the  changes  in  style  and 
substance  that  Astra/Merck  is  bringing 
to  drug  selling,  traditional  detailing  still 
hangs  on.  "If  it  didn't  work,"  Emmens 
says,  "companies  wouldn't  be  doing  it. 
About  50  percent  of  selling  is  still  the 
way  it  was." 

In  Astra/Merck's  Boston-area  office 
customer  support  manager  Skeffington 
notes  that  one  local  HMO  includes  a 
staggering  9,000  doctors.  "We  can't  call 
on  each  of  them,"  he  says,  "so  we 
hope  to  use  technology  to  get  to  them. 
We  work  with  that  HMO  to  get  on  its 


formulary  and  create  a  promotion  that 
it  will  send  out  in  its  newsletter  to  all 
9,000  doctors.  Then  we  follow  up  with 
the  biggest  prescribers,  maybe  50  doc- 
tors. No  longer  can  we  support  the  tra- 
ditional drug  reps  walking  through  the 
door  with  dozens  of  pens  in  their 
hands.  Those  people  don't  matter  any- 
more." m 
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Bayern. 

At  the  peak,  research 
at  its  peak. 


In  Bayern.  research  is  paramount. 
At  the  very  peak  of  the  Zugspitze, 
Germany's  highest  mountain, 
there's  an  atmospheric  research 
station.  Though  a  bit  lower  in 
altitude,  the  state's  other  scientific 
institutes  (the  headguarters  of  the 
world -reknowed  Max-Planck  and 
Fraunhofer  institutes  are  in  Bayern), 
universities,  polytechnics  and 
technology  transfer  agencies  all 
conduct  research  at  the  same  high 
level. 

They  also  produce  the  high-guality 
personnel  staffing  the  state's  high- 
powered  companies.  These  compa- 
nies and  their  high-performance 
products  have  scaled  the  heights  of 
the  world  market. 


Should  we  have  heightened  your 
interest  in  doing  business  in 
Bayern.  please  contact  the 

Bavarian  Ministry  for 
Economic  Affairs  and  Transport 
Dr.  Manfred  Pfeifer 
Prinzregentenstr.  28 
80538  Munchen/Germany 
Tel.:  (89)  2162-2642 
Fax:  (89)  2162  -27  60 


Bayern. 

The  Quality  Edge 
in  the  New  Europe 


Wm. 
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Lets  say  that  you  operate  a  major  investment  firm.  And 
that  you  handle  in  the  neighborhood  of  17,000  transactions 
E^^EF^^f  D^Wf  Thing  is,  as  market  activity  increases, 
your  computer  system  can  have  trouble  keeping  up.  Response 
time  starts  to  lag.  Your  clients  begin  to  notice.  The  solution} 
You  install  an  EMC  disk  storage  subsystem.    You  realize  g 

25^0  |  j^j  R!  E/V^J  E  ZH  Performance'  That  mean 
you  can  handle  an  additional  5,950  transactions  each  business  day 
Which  means  that  your  computer  system  can  process  almost  1.5  millior 
more  transactions  per  year.  Of  course,  the  more  transactions  you  complete,  th 

MORE  PROFITABLE  »  , 

think.  Our  disk  storage  solutions  are  so  advanced,  they  can  improve  you 


bottom  line.  For  more  information  on  a  disk  storage 
solution,  call  1-800-424-EMC2,  extension  GM4001F. 

;      ©  1994EMCQ»poralion.  EMC  dad  the  EMC  logo  air  tmdemaihs  of  EMC  Corfjomlion. 
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Corporate  E-mail  Ain't  Easy 

leady  to  wire  up  your  employees,  customers  and  suppliers!  The  benefits  are 
lountiful,  but  establishing  such  links  to  the  outside  world  isn't  for  dabblers. 


P  R  Ob  u  c  t  Strategies 


By  David  Strom 


EMERGING  TRAFFIC  Finding  the  best  on-ramp  to  the  datapike  is  daunt- 
ing, and  possibly  denting,  without  a  good  road  map  and  a  road  warrior's  plan. 


Is  your  business  ready  to  travel  on  the 
iformation  superhighway?  Do  you 
nd  the  notion  of  wiring  up  your  cus- 
jmers  and  supphers  appealing? 

If  you  are  a  road  warrior,  connecting 
d  your  company's  lawyers,  finance 
xperts  and  other  external  suppliers 
an  make  or  break  deals.  For  some 
ngineering  and  construction  projects, 
uch  as  Boeing's  777  jet,  electronic 
ross-company  ties  are  essential  to  get- 
ng  a  job  done. 

Here's  the  rub:  Estabhshing  such  E- 
lail  links  to  the  outside  world  isn't 
asy.  These  links,  called  gateways,  can 
e  expensive  both  in  actual  dollars  and 


in  staff  time.  Gateways  may  imperil 
data  security  since  nonemployees  are 
allowed  access  to  your  company.  Final- 
ly, figuring  out  which  products  to  buy 
and  how  to  deploy  them  takes  time 
and  careful  planning. 

With  the  right  support  and  prod- 
ucts, however,  your  company  can  trav- 
el at  freeway  speeds.  Where  do  you 
start?  Here  is  our  suggested  plan  of 
attack. 

1 Identify  the  people  and  orga- 
nizations OUTSIDE  YOUR  COMPA- 
NY with  which  you  need  to  com- 
municate. Also  figure  out  the  informa- 
tion required  by  these  "virtual"  team 


members.  Can  you  make  a  business 
case  for  better  connections  among  these 
people  and  companies?  Can  you  clearly 
see  the  increased  customer  satisfaction 
and  reduced  inventory,  telephone 
charges  or  travel  time?  Don't  forget  the 
added  cost  of  more  timely  information. 

Most  companies  have  three  kinds  of 
gateway  users:  salespeople  and  execu- 
tives who  need  to  stay  tightly  coupled 
to  their  customers,  multicompany  proj- 
ect teams  that  want  to  kick  the  paper 
habit,  and  in-house  staff  who  need  sup- 
port information  from  the  computer 
vendors  themselves.  Take  the  computer 
trade  newspaper  Infoworld  as  an  exam- 
ple. Its  sales  staff  uses  E-mail  gateways 
to  win  advertising  contracts  and  close 
deals.  "They  rely  heavily  on  E-mail 
gateways  to  remain  competitive,"  says 
Debbie  Lewis,  who  ran  the  paper's  net- 
work for  a  year  and  a  half  and  now 
works  as  a  senior  support  engineer  for 
Fair  Isaac  Inc.,  an  information  manage- 
ment firm  in  San  Rafael,  Calif.  For 
these  salespeople,  "E-mail  gateways  are 
the  quickest,  easiest  and  most  inexpen- 
sive way  to  transfer  files  back  and  forth 
between  two  locations." 

"Without  E-mail  to  the  outside 
world,  we  would  not  be  competitive," 
says  Steve  York,  a  senior  manager  with 
Hughes  Enterprise  Computing  Services 
Inc.,  Long  Beach,  Calif.  York  has  guided 
Hughes  Aircraft's  huge  E-mad  network 
of  close  to  30,000  internal  users  for  sev- 
eral years.  Hughes  has  three  gateways 
that  send  more  than  5,000  messages  and 
receive  several  thousand  messages  dady. 
"Our  outside  population  is  enormous," 
he  says,  "many  thousands  all  over  the 
globe,  including  engineers  and  managers 
from  other  defense  contractors." 

Home  Savings  of  America,  Irwin- 
dale,  Calif.,  has  several  hundred  E-mad- 
boxes  and  two  gateways  to  MHS  and 
Internet  for  its  E-mail  users.  The  dady 
traffic  is  approximately  250  messages. 
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May  we 

Choose  the  fish  on  the  left 
and  when  you're  done,  all  you 
end  up  with  is  a  check.Take  the 
other  and  you've  got  skills  that 
ild  serve  you  indefinitely. 


suggest  the  fish  on 

This  principle  is  fundamental 
to  the  Andersen  Consulting 
approach.  A  one-time  solution, 
no  matter  how  appealing  at  first, 
is  ultimately  of  limited  value. 


e  right. 

Especially  at  a  time  when  rapi 
sweeping  change  is  one  of  the 
few  business  constants. 

Andersen  Consulting  can  h 
you  develop  lasting  strength 


id  flexibility  through  alignment 
strategy,  technology,  process 
d  people.  Instead  of  a  solution 
at's  consumed  quickly,  we 
fer  organizations  the  means 


to  keep  changing  and  improving. 

As  they  say,  give  a  man  a  fish 
and  he'll  eat  for  a  day.  Teach  a 
man  to  fish  and  he  can  afford 
a  good  wine  to  go  with  it. 


Andersen 
Consulting 

ARTHUR  ANDERSEN  &  CO.,  S.C. 
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"Primarily,  we  use  it  to  get  technical 
specs  from  vendors  we  do  business 
with,"  says  Michael  C.  Rankin,  the 
bank's  network  design  engineer.  "We 
are  able  to  download  software,  transact 
certain  business  agreements  where  peo- 
ple have  virtual  offices,  and  obtain  bul- 
letins and  technical  briefs." 

Rankin  is  impelled  by  the  econom- 
ics of  software  support.  "Today,  when 
vendors  deem  it  necessary  to  charge 
extra  for  phone  support,  economically 
it  makes  sense  to  use  E-mail  to  com- 
municate with  them,"  says  Rankin, 
"since  they  usually  don't  charge  for 
these  messages.  We  communicate 
directly  with  Microsoft  support  techni- 
cians via  E-mail." 

2 Come  to  a  consensus  among 
the  people  with  whom  you 
need  to  connect.  This  is  the 
best  way  to  decide  which  gateway  to 
buy.  What  are  your  key  folks  using 
now,  and  can  you  find  some  common 
ground?  Answer:  Probably,  if  you 
choose  one  of  three  systems. 

Internet  gateways.  If  you  have  an 
existing  LAN-based  E-mail  system,  you 
need  at  least  two  computers  to  connect 
your  E-mail  to  the  outside  Internet. 
One  is  a  DOS  computer  that  runs  the 
Simple  Mail  Transport  Protocols. 
Lotus,  Microsoft  and  WordPerfect  have 
extra-cost  options  for  their  E-mail  sys- 
tems that  run  less  than  $1,000  for  the 
software.  The  other  computer — typical- 
ly a  Unix  workstation  with  a 
modem — is  connected  to  Internet.  Both 
machines  need  to  be  on  the  same 
LAN.  Caution:  If  your  business  doesn't 
have  in-house  Unix  expertise  or  is  too 
small  ever  to  have  such  expertise,  pick 
another  option. 

Using  Internet  has  pros  and  cons.  It 
has  the  largest  population  and  the 
widest  reach  around  the  globe,  so  you 
are  likely  to  find  a  common  connec- 
tion. If  your  business  or  your  cus- 
tomers are  in  engineering,  academia, 
government  or  computing,  this  is  prob- 
ably the  best  medium  for  communica- 
tion. Internet  has  the  widest  variety  of 
software  support  for  its  gateways, 
mcluding  many  LAN-based  E-mail  sys- 
tems. Once  you  pay  for  access — the  on- 
ramp  to  the  highway,  which  is  typical- 
ly several  hundred  dollars  a  month — 


most  messages  are  free.  Overall  costs, 
therefore,  are  low. 

The  downside  of  Internet  is  a  lack 
of  security.  Messages  can  be  read  easily 
by  parties  other  than  the  intended 
recipients.  Furthermore,  you  lose  over- 
all control  and  accountability  when 
intermediate  links  go  down.  Because 
Internet  is  more  of  a  loose-knit  federa- 
tion than  a  single  company,  you  occa- 
sionally have  to  put  up  with  service 
interruptions. 

MCI  Mail  gateways.  Two  corporate 
E-mail  systems  can  use  MCI  Mail  as 
an  intermediary.  This  service,  which  is 
international  in  scope,  has  two  differ- 
ent types  of  users:  individuals  who 
have  their  own  teirninals,  or  who  have 
PCs  with  modems  and  telecommuni- 
cations software;  and  corporations  that 
can  connect  their  entire  LAN-based  E- 
mail  populations. 

Although  MCI  Mail's  individual  user 
base  is  less  than  half  a  million,  it  has 
quite  a  good  reputation  among  many 
high-tech  companies.  For  example,  all  of 
Borland  International's  employees  have 


individual  MCI  Mad  accounts,  and 
most  members  of  the  computer  trade 
press  also  have  accounts  or  gateways  tq 
the  system.  Typical  monthly  charges 
are  less  than  $100  for  sending  about  200 
messages. 

MCI  is  just  one  commercial  elec-< 
tronic  service  provider.  AT&T  offers  its 
own  service,  called  EasyLink.  Sprint, 
General  Electric  and  Apple  Compute! 
also  have  their  own  systems.  They  are 
all  similar  in  that  they  have  both  indii 
vidual  users  and  corporations  with  LAN 
connections.  Most  of  these  systems 
have  reasonable  monthly  charges  foi 
their  corporate  gateways — the  range  is 
$100  to  $1,000— and  as  in  the  ordinary 
postal  system,  only  senders  are  billed  foi 
messages.  Pick  these  connections  if  you 
are  involved  in  finance  or  retail  busi-i 
nesses  and  need  the  global  reach. 

MHS  gateways.  Novell's  MHS  pro- 
tocols can  also  be  used  as  the  middle 
ground.  This  option  is  attractive  fo< 
many  small  businesses  that  don't  have 
mainframes  and  never  will,  or  for  those 
businesses  that  aren't  concerned  with 


The  Cost  of  Corporate  E-mail 

Calculating  the  actual  cost  of  running  E-mail  gateways  is  complex.  With  the 
exception  of  Internet  gateways,  there  is  a  per-message  charge,  so  the  more  the 
gateways  are  used,  the  more  the  monthly  charge. 

Say  you  already  have  100  cc:Mail  users  on  a  single  post  office,  as  the  central 
file  server  is  called,  and  you  want  to  connect  to  a  recently  acquired  division 
across  the  country  that  has  been  using  CE  Software's  QuickMail.  Neither  division 
wants  to  switch  to  the  other's  E-mail  system.  What  do  you  do?  First  you'll  need 
to  determine  the  common  ground  between  you.  There  are  several  choices. 

The  easiest  is  to  use  a  gateway  from  StarNine  Technologies  Inc.,  Berkeley, 
Calif.,  called  Mail*Link  for  cc:Mail/QM.  The  gateway  software  costs  $595  to 
$12,995,  depending  on  options.  The  only  recurring  charges  will  be  for  the  tele- 
phone calls  between  the  two  networks,  which  could  be  around  $300  per  month. 

A  second  option  will  work  if  either  of  you  has  a  DEC  VAX.  Here  you  might 
consider  AlisaMail  from  Alisa  Systems  Inc.,  Pasadena,  Calif.,  which  will  run  more 
than  $10,000  for  the  appropriate  software.  You  will  still  have  to  purchase  post 
offices  for  cc:Mail  and  QuickMail,  and  will  pay  the  same  monthly  telephone 
charges. 

If  you  don't  have  a  spare  VAX,  a  third  option  is  to  use  both  QuickMail's  and 
cc:Mail's  MHS  gateways.  This  will  cost  about  $14,000,  plus  similar  monthly 
charges. 

More  complex  networks,  such  as  those  with  multiple  cc:Mail  post  offices  and 
links  to  IBM  mainframe  mail  systems,  will  require  more  gear  and  cost  more  as 
well. 
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in  today's  world,  your  ultimate 
competitive  weapon  is  who  and 
what  you  know. 

That's  why  over  600.000 
successful  people  rely  on  ACT! 
to  manage  their  relationships. 


Make  Better  Use  Of 
What  you  Know. 

Never  again  will  you  be  at  a  loss 
for  the  name  of  your  customer's 
spouse,  the  date  an  estimate  went 


formats.  Customize  your  contact 
lists  and  your  account  histories  to 
meet  your  individual  needs, 
whatever  they  may  be.  You  can 
even  share  ACT!  files  with  your 
coworkers  over  your  network. 


NEW  ACT!  IT  TURNS  A  FEW  SCRAPS  OF 
MPER  AND  A  HARMLESS  PHONE  LIST  INTO 
A  RUTHLESS  COMPETITIVE  WEAPON. 


If  you've  ever  lost  a  note, 
forgotten  a  critical  meeting 
or  found 
yourself 
searching 
frantically 


A  shiny 
pair  of 
wmgap  shoes, 
a  pinstriped  suit 
and  a  copy  of  ACT; 
for  Windows,  h's 
mi  absolutely  lethal 
combination . 

phone  number,  you  need  new 
ACT!  2.0  for  Windows.  ACT!  will 
let  you  store,  retrieve  and  present 
an  incredible  amount  of  information 
in  virtually  any  form  you  like. 

And  information  is  a  competitive 
weapon  you've  simply  got  to  have. 


out,  or  the  location  of  a  client's 
favorite  restaurant. 

With  ACT!  you  can  keep  track  of 
an  unlimited  number  of  contacts, 
phone  numbers  and  addresses, 
even  notes  from  your  previous 
conversations.  ACT!  not  only  keeps 
track  of  your  phone  numbers,  it 
keeps  track  of  who  you  called, 
the  day  and  time  you  made 
the  call,  what  was  said 
and  exactly  what  was 
promised.  There  has  never  been 
a  tool  that  so  effectively  lets  you 
catalog,  organize  and,  even  more 
importantly,  manage  every  single 
business  relationship  you  have. 

Make  Better  Use  Of 
Your  Time. 

Prioritize  tasks,  schedule  an 
unlimited  number  of  appointments, 
to-dos,  phone  calls  and  recurring 
events,  carry  forward  incomplete 
tasks.  View  your  calendar  by  day, 
week  or  month  and  print  it  out  in 
over  20  calendar  and  address  book 


COMPANY, 
ADDRESS 


□  VISA  □  MASTERCARD  □  AMERICAN  EXPRESS 
CREDIT  CARD  NO  


Please  attach  this  order  form  with  payment  and  allow  4-6  weeks  for  processing  your  order 


.  EXPIRATION  DATE  . 


What's  more,  ACT!  manages  all 
of  your  communications  with  its 
own  built-in  word  processor  and 
report  generator  So  you  can  create 
professional  correspondence  from 
mail-merged  letters  and  envelopes 
to  customized  mailing  labels 
without  ever  leaving  ACT!.  It'll  even 
send  your  electronic  mail  and  faxes 
for  you,  too. 

Try  The  #1  Selling 
Contact  Manager  Free! 

PC  Magazine  gave  ACT!  their 
Editors'  Choice  Award.*  Home 
Office  Computing**  gave  it  four 
stars.  Now  it's  your  turn.  Try  ACT! 
free  for  30  days  and  receive  the 
Taxi  Online  Entertainment  Guide*** 
(a  $39.95  value)  free. 

So  order  ACT!  now.  Or  visit  your 
local  software  store  right  away. 


SYMANTEC. 


TRY  ACT!  3.0  ABSOLUTELY  FREE  FOR  30  DAYS.  CALL  1-800-628-4777  EXT.  9M11 

Try  a  full  working  copy  of  ACT!  free  for  30  days  and  you'll  receive  a  special  limited  edition  of  Taxi  as  a  gift. 

All  you  pay  is  $9.95  for  shipping  and  handling.  Should  you  choose  to  keep  ACT!,  we  will  charge  you 

$  1 99.95  plus  applicable  sales  tax.  Erther  way  you  keep  Taxi  as  a  gift  Even  the  call  is  free.  So  order  now. 


Mail  to: 

Symantec,  Attn:  ACT!  RO.  Box  10849, 
Eugene,  OR  97440-9705 
Or  Fax  To:  1-800-800-1438 

Please  include  applicable  sales  tax  for:  AZ.  CA.  CO.  CX 
DC,  FL,  GA,  IL.  IN.  IA,  LA,  MD,  MA.  ME.  Ml,  MN.  MO. 
NJ.  NC,  OH.  PA.  SC  TX.  VA  WA  &  Wl.  And  applicable 
local  tax  for,  AZ,  CA,  FL,  GA,  NY,  OH.  TX,  WA  &  Wl 


'PC  Magazine  Editors'  Choice  Award  Aug ,  1993.  "Home  Office  Computing,  Feb.,  1994.  Offer  valid  in  US  A  only  while  supplies  last  Shipping  and  handling  costs  are  non-refundable  SR.P  for 
ACT!  for  Windows  is  $279,95.  for  DOS  $399  and  for  Macintosh  $249.95.  This  special  edition  of  Taxi  not  available  with  any  other  offer.  '"Guide  for  Chicago  and  New  York  For  more 
information  in  Canada  call  1  -800-667-8661  Symantec  and  ACT!  are  registered  trademarks  of  Symantec  Corporation.  All  other  trademarks  are  the  property  of  their  respective  holders. 

©1994  Symantec  Corporation,  All  nghts  reserved. 
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reaching  customers  beyond  North 
America.  Many  LAN-based  E-mail 
products  also  support  this  option, 
including  Microsoft  Mail  and  Lotus 
cc:Mail,  along  with  CE  Software's 
QuickMail  and  products  from  DaVinci 
Systems  Corp.,  Beyond  Inc.  (recently 
acquired  by  Banyan  Systems)  and  oth- 
ers. In  most  cases  you  need  a  dedicated 
PC  with  a  modem  to  move  mail 
among  networks. 

Compuserve  also  offers  a  global 
MHS  hub,  which  connects  to  many, 
but  not  all,  MHS  post  offices  around 
the  world.  You  can  register  your  own 
MHS  mail  server  with  the  Compuserve 
system,  which  enables  anyone  who  has 
access  to  Compuserve's  E-mail  system 
to  send  you  mail.  The  system  also 
includes  other  individual  Compuserve 
accounts  as  well  as  users  of  MCI  Mail 
and  those  reachable  via  Internet. 

The  advantage  of  using  Com- 
puserve's MHS  hub  is  that  Com- 
puserve maintains  it  and  keeps  it  run- 
ning. Also,  companies  that  do  a  lot  of 
international  business  save  money  by 
avoiding  international  telephone 
charges.  The  disadvantage  is  that  Com- 
puserve charges  for  each  call  on  top  of 
the  normal  charges  for  the  time  the 
gateway  is  talking  to  Compuserve. 

3 Consider  your  company's 
security  requirements.  "be 
aware  that  data  traveling  over 
networks  are  highly  vulnerable  to 
eavesdropping,"  says  Lewis. 

Gateways  are  inherently  less  secure 
than  a  single  E-mail  system.  Why?  A 
message  sent  via  a  gateway  has  to  be 
translated  to  clear  text  in  order  to  be 
sent  to  another  service.  In  the  process, 
this  text  could  be  viewed  by  someone 
who  understands  how  the  gateway 
operates  or  by  a  technician  who  has  to 
repair  the  gateway.  "If  you  are  con- 
cerned about  privacy,  consider  using  an 
encryption  utility  to  scramble  the  mes- 
sage," Lewis  says.  "Another  method 
that  works  well  is  to  use  a  compres- 
sion utility  and  compress  the  attach- 
ment with  a  password.  Then  I  call  the 
recipient  and  verbally  inform  them 
what  the  password  is." 

Sending  messages  via  Internet  pre- 
sents an  additional  security  issue.  All 
mail  that  passes  over  Internet  goes 


through  many  way  stations  on  the 
information  superhighway.  At  each 
stop  mail  could  be  seen  by  unintended 
eyes.  Internet  users  are  cautioned 
against  sending  confidential  data,  credit 
card  numbers  and  other  sensitive  "mate- 
rials. If  this  is  your  concern,  consider  a 
more  secure  route. 

4 Consider  whether  you  need 
to  send  spreadsheets,  graph- 
ics and  formatted  documents. 
Though  the  effort  and  energy  involved 
in  connecting  two  E-mail  systems  is 
significant,  it  pales  beside  the  work 
needed  to  move  more  than  simple 
messages.  In  technical  parlance  this  sit- 
uation is  referred  to  as  sending  attach- 
ments, because  these  files  are  attached 
to  particular  E-mail  messages.  "If  you 
want  to  send  attachments  successfully, 
you'll  need  some  careful  planning  up 
front,"  says  Home  Savings'  Rankin. 

All  sorts  of  problems  are  involved. 
Many  E-mail  systems  don't  properly 
support  the  transfer  of  large  files, 
because  each  product  has  its  own  defi- 
nition of  what  constitutes  "large."  For 
example,  Compuserve  imposes  a  two- 
megabyte  limit  on  documents.  This 
limit  may  seem  large — a  typical  30- 
page  document  or  even  a  large  spread- 
sheet is  less  than  one-tenth  that  size — 
but  not  when  you  add  graphics  and 
audio  elements. 

Some  Internet  gateways  transfer 
only  files  smaller  than  32  kilobytes 
(about  15  pages  of  text)  and  lop  off  any- 
thing bigger.  This  spells  trouble  when 
sending  spreadsheets.  "Large  attach- 
ments would  cause  the  gateways  to 
hang  up,  and  often  I  would  have  to 
manually  reset  the  modem  and  have 
the  user  try  again  until  successful," 
says  Lewis.  "There  was  never  a  consis- 
tency with  file  size.  Problems  were 
always  unique,  intermittent  and  hard 
to  duplicate."  For  best  results,  she  rec- 
ommends attaching  only  a  single  bina- 
ry file  per  message. 

Another  situation  to  watch  for  when 
sending  attached  files  has  nothing  to  do 
with  the  actual  E-mail  products. 
"Sometimes  we  get  calls  when  a  user 
cannot  read  attachments  due  to  version 
inconsistencies,"  says  gateway  guru 
York.  "Someone  sends  a  Word  version 
6  file  to  a  user  who  is  still  on  Word  ver- 


sion 5.  The  problem  is  almost  always 
reported  as  a  'mail  problem'  and  our 
reputation  suffers.  This  appears,  howev- 
er, to  be  our  cross  to  bear  despite 
attempts  to  educate  the  customer." 

To  get  around  these  problems,  you 
might  want  to  do  what  Southern  Cali- 
fornia Edison  did.  "We  do  not  allow 
binary  file  transfers  over  our  gate- 
ways— period,"  says  Mike  Mushet, 
client  solutions  manager  for  the  giant 
electric  utility. 

5 Determine  if  you  have  enough 
staff  with  enough  skills  to 
do  the  job.  Hughes  has  two  full- 
time  employees  just  to  manage  its 
gateways.  Most  serious  corporate  E- 
mail  users  have  at  least  one. 

The  biggest  support  issue  is  keeping 
gateways  running.  "During  my  tenure 
at  Infowoild,  the  cc:Mail  link  to  the 
Internet  gateway  would  freeze  up  sever- 
al times  a  day  and  need  to  be  reboot- 
ed," says  Lewis.  "Sometimes  it  would 
freeze  up  late  Friday  night  and  remain 
frozen  all  weekend,  creating  a  huge  bot- 
tleneck Monday  morning."  Lewis  says 
she  had  to  routinely  work  three  hours 
on  Saturdays  to  straighten  things  out. 

Hughes  uses  a  combination  of  its 
own  monitoring  software  and  commer- 
cial products  from  SoftSwitch  and 
Automated  Business  Solutions.  "All  of 
this  software  checks  all  the  gateways 
at  least  hourly  to  ensure  they  are  oper- 
ating," says  York. 

If  E-mail  becomes  a  mission-critical 
application  in  your  organization,  you 
might  want  to  take  York's  advice.  "In 
January  we  moved  responsibility  for 
maintaining  our  E-mail  networks  to 
the  traditional  mainframe  operations 
environment.  This  includes  change 
management,  disaster  recovery,  con- 
trolled access,  formal  service  level 
agreements,  etc.  Don't  treat  E-mail  as 
an  ad  hoc  departmental  solution.  Give 
it  the  same  attention  and  respect  that 
any  other  critical  application  running 
on  the  mainframe  would  have." 

Even  if  you  don't  have  an  actual 
mainframe,  it  is  important  to  provide 
the  proper  support  environment  for 
your  internal  and  external  E-mail  sys- 
tem. Either  assign  internal  staff  the 
responsibility  or  find  a  third-party 
provider  to  maintain  the  system.  @ 
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First  You  Gave  Us  A  Desk. 


Now  We  Want  To  Ri 


At  Compaq,  we  know  how  much  your  people  rely 
on  information.  After  all,  we've  been  working  in  your 
office  for  years.  We  also  know  that  you're  very  serious 
about  finding  better  and  more  efficient  ways  to  handle 
information  on  a  company-wide  scale. 

So,  as  your  trusted  PC  company,  we'd  like  to  refer 
you  to  a  solid,  aggressive  systems  company:  Compaq. 

You  may  not  be  aware,  but  last  year  we  provided 
over  63%  of  the  world's  superservers.1  That's  because 
our  advanced  systems  can  actually  outperform  mini- 
computers costing  many  times  more,  while  delivering 
enterprise-class  reliability.  They  can  also  radically  cut 
per-transaction  and  maintenance  costs. 

Our  experience,  fueled  by  partnerships  with  such 
networking  leaders  as  Novell,  Microsoft  and  SCO,  has 
helped  us  develop  an  integrated  family  of  networking 
products  —  from  the  new  ProSignia  VS  (which  offers 
true  server  functionality  at  a  desktop  price)  to  the  high- 
availability  ProLiant  line. 

These  systems  can  easily  run  today's  emerging 
business-critical  applications.  They  also  reflect  some 
refreshing  common  sense:  Namely,  there's  no  reason  to 
downsize  from  big,  complicated  computers  if  you're 
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going  to  end  up  with  small,  complicated  computers. 

So  Compaq's  networking  solutions  bring;  you  the 
same  ease  of  use  we've  brought  to  the  desktop.  Our 
CD-based  SmartStart  technology  vastly  simplifies  the 
most  complicated  part  of  the  setup  process  —  reliably- 
configuring  and  fully  optimizing  vour  system. 

Our  servers  are  built  to  keep  running,  even  when 
being  serviced.  The  Compaq  Insight  Manager  monitors 
800  critical  measurements  of  server  health,  and  our 
Pre- Failure  Warranty2  ensures  free  replacement  of  key 
parts  before  potential  problems  turn  into  real  ones. 

And  since  you'd  rather  not  use  vour  business  as  a 
test  lab,  we  use  our  test  lab  as  a  test  lab.  Here,  in  real- 
life,  high  volume  networks,  we  work  with  our  industry 
partners  to  ensure  the  highest  compatibility  and  keep 
our  commitment  to  open  systems.  So  you'll  never  be 
boxed  in,  forced  to  deal  with  any  one  manufacturer. 

If  you're  interested  in  receiving  specifications  for 
Compaq  systems  immediately  via  fax,  all  you  have  to 
do  is  call  us  at  1-800-345-1S18,  choose  the  free  PaqFax 
option  and  request  documents  #4001  and  #4003.  And 
if  you  think  we  worked  hard  at  the  desk  job,  wait  till 
j >  >u  see  w  hat  we  do  for  you  next.  9m9mm.T>fK^^^Sm 
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To  defend  itself  in  4,500  lawsuits, 
DuPont  Chemical  spends  $75  million  a 
year  in  outside  legal  fees.  But  a  RO.'d 
G^fQ=axid  technology  ap& 
==^akm^:f6rderail  the  old 


400-firm  gravy  trarn^ 


From  an  administrative  perspec- 
tive, managing  the  litigation  case- 
load of  a  large  American  corpora- 
on  is  a  bit  like  managing  a  small  war. 

Consider  the  case  of  DuPont  Chem- 
:al  U.S.  The  country's  leading  chemi- 
al  manufacturer  is  sued  more  than  five 
mes  per  day.  It  employs  150  full-time 
iwyers  and  until  late  1992  patronized 
early  400  law  firms  nationwide.  Since 
990  the  number  of  lawsuits  on  file 
gainst  giant  DuPont  (1993  revenues: 
37  billion)  has  risen  from  1,200  to 
,500 — an  increase  of  nearly  400  per- 
2nt.  As  a  result,  law  firm  expenditures 
ave  jumped  225  percent  to  $75  mil- 
on.  The  company's  total  legal  budget 
as  swollen  to  approximately  $160  mil- 
on  annually. 

This  explosion  in  legal  spending  co- 
lcided  rather  uncomfortably  with  the 
litiation  of  a  milestone  corporate  aus- 
;rity  program.  Like  most  diversified 
hemical  companies,  DuPont's  profits 
egan  to  dwindle  during  the  recession 
rid  have  fallen  each  year  since  1989.  In 
le  spring  of  1991  chainnan  and  CEO 
dgar  S.  Woolard,  Jr.,  convened 
)uPont's  top  worldwide  corporate  ser- 
ice  staff  managers.  His  order:  Cut  $1 
illion  out  of  the  nearly  $11  billion  cor- 
orate  services  staff  annual  budget. 

Although  Woolard  did  not  target  the 
:gal  department,  assistant  general 
ounsel  David  M.  Francis  knew  he 
rould  have  to  swing  a  big  ax.  Four 
irge  "families"  of  lawsuits  had  hit 
JuPont  in  the  late  1980s  and  threat- 
ned  to  flood  the  litigation  docket  for 
^veral  years.  Francis  figured  he  would 
eed  to  do  more  than  bludgeon  dis- 
ounts  out  of  his  law  firms  to  curb  cor- 
orate  legal  expenses.  DuPont  faced  a 
luch  more  difficult  task:  it  would  have 
3  learn  to  manage  litigation  more  effi- 
iently.  In  late  1991  Francis  created  a 
isk  force  to  study  whether  automation 
/ould  be  able  to  help  control  DuPont's 
igal  defense  budget. 

VAN-sacking  300  Firms 

ifter  10  months  the  task  force  delivered 
radical  recommendation:  Sever  tics 
/ith  more  than  300  of  the  company's 
raditional  law  firms,  establish  a  net- 
/ork  of  some  50  "primary"  firms  and 


link  them  via  a  wide  area  network.  In  a 
move  that  sent  tremors  through  the 
legal  profession,  DuPont  adopted  the 
plan  and  is  now  aggressively  pushing  to 
establish  the  network  by  the  end  of  the 
year.  The  company  has  already  selected 
more  than  half  of  the  primary  firms. 

The  WAN  will  be  the  equivalent  of 
a  legal  information  highway,  says  one 
DuPont  lawyer.  Connecting  as  many  as 
60  individual  offices,  it  will  provide  the 
company's  inside  and  outside  lawyers 
with  a  common  library  of  research,  trial 
documents  and  strategy  notes,  among 
other  things.  A  confidentiality  agree- 
ment prohibits  DuPont  from  identify- 
ing the  vendor  with  which  it  is  negoti- 
ating or  predicting  the  project's  ulti- 
mate cost.  But  legal  technology  experts 
estimate  that  up-front  costs  for  the  sys- 


Task  force  leader 
Mahoney  has 
promised  that  the 
unit  cost  of  litigating 
individual  cases  will 
drop  by  20  percent. 


tern  could  run  as  high  as  $800,000  for 
such  basic  building  blocks  as  a  central 
server,  a  router  and  networking  soft- 
ware. In  addition,  the  monthly  cost  for 
communications  among  attorneys 
could  be  as  high  as  $30,000  or  $50,000, 
according  to  Steve  Schall,  vice-president 
of  sales  for  Irving,  Tex. -based  Micro 
One,  a  systems  integration  firm  for  the 
legal  profession. 

To  give  the  primary  finns  incentive 
to  use  the  legal  highway,  DuPont  is  be- 
coming, in  many  cases,  their  biggest 
client.  The  company  will  channel  90 
percent  of  its  outside  legal  work  to  the 
primary  firms.  In  turn,  each  primary 
firm  has  agreed  to  discount  its  stated 
billing  rates  by  an  average  of  15  per- 
cent. Some  of  the  firms,  such  as  Crow- 
ell  &  Moring  in  Washington,  DC,  will 
receive  annual  fees  in  excess  of  $5  mil- 


lion. In  exchange  for  this  work  volume, 
DuPont  is  asking  the  primary  finns  to 
make  a  commitment  to  learn  to  use 
the  network  and  purchase  compatible 
technology.  (For  example,  outside  attor- 
neys' computers  must  be  run  by  386 
chips  at  minimum,  though  the  firms 
can  retain  their  existing  LANs.) 

Most  importantly,  DuPont  is  asking 
its  primary  law  firms  to  accept  cultural 
change.  To  retain  DuPont's  business, 
they  must  outgrow  the  tcchnophobia 
that  has  plagued  much  of  the  legal  pro- 
fession. In  addition,  they  will  be  re- 
quired to  submit  to  new  electronic 
management  techniques.  This  will  give 
DuPont  an  unprecedented  ability  to 
monitor  the  costs  of  individual  lawsuits 
and  compare  different  law  finns'  rates 
for  similar  tasks. 

Although  divorcing  dozens  of  loyal 
outside  law  firms  has  been  painful, 
DuPont  felt  it  had  no  choice,  says 
Daniel  R.  Mahoney,  the  in-house 
lawyer  who  led  the  reengincering  task 
force.  Dangling  the  prospect  of  becom- 
ing volume  suppliers  of  billable  hours 
appeared  to  be  the  only  way  to  coax 
American  law  firms  to  welcome  au- 
tomation into  their  stodgy  office  suites. 
"We  will  have  a  group  of  people  on  the 
wide  area  network  who  are  committed 
to  learning  how  to  use  it,"  says  Ma- 
honey. "We  could  not  have  set  up  the 
network  with  a  loose  amalgam  of  400 
firms,  all  of  which  are  competing  with 
one  another." 

Mahoney  is  confident  DuPont's  new 
model  will  succeed:  He  has  promised 
assistant  general  counsel  Francis  that 
the  unit  cost  of  litigating  individual 
cases  will  drop  by  20  percent.  "And, 
frankly,  I  think  we're  going  to  beat 
that,"  he  says. 

Ending  Redundant  "Discovery" 

To  see  where  the  savings  will  come 
from,  take  a  close  look  at  DuPont's  lit- 
igation docket.  Of  the  corporation's 
four  major  families  of  lawsuits,  one 
group  of  approximately  450  cases  stems 
from  DuPont's  status  as  a  supplier  of 
five  cents'  worth  of  raw  Teflon  for  pro- 
plast  temporomandibular  joint  im- 
plants. The  implants  have  shattered  in 
many  people's  mouths.  The  bankruptcy 
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DuPon't's  Lawyers 


of  the  original  manufacturer,  Vitek  Inc., 
led  many  patients  to  sue  DuPont  as  a 
"deep-pocket"  defendant. 

TMJ  lawsuits  have  been  launched 
against  DuPont  in  40  states.  Because 
product  liability  law  varies  slightly  in 
each  jurisdiction,  the  company  has 
been  forced  to  hire  40  local  firms  for  its 
defense.  In  each  state  the  lawyers  im- 
mediately begin  a  factual  "discovery" 
process  that  can  lead  to  both  sides 
bombarding  one  another  with  thou- 
sands of  written  questions  and  inter- 
viewing dozens  of  witnesses. 

Despite  DuPont's  legion  of  attor- 
neys— and  the  many  fronts  on  which 
the  TMJ  battle  is  being  waged — the  in- 
dividual engagements  differ  little.  The 
facts  in  each  case  tend  to  be  similar,  as 
do  the  legal  arguments.  And  substan- 
tive variations  in  state  law  notwith- 
standing, the  general  thrust  of  DuPont's 
defense  is  the  same  nationwide:  that 
the  company  only  supplied  raw  materi- 
al for  the  implants;  that  another  corpo- 
ration designed  and  sold  them  and  that 
the  Food  and  Drug  Administration  ap- 
proved the  product.  As  a  result,  approx- 
imately 90  percent  of  a  typical  DuPont 
summary  judgment  motion — the  legal 
maneuver  used  to  eliminate  a  case  be- 
fore trial — is  the  same  in  every  state. 
(DuPont  has  already  won  more  than 
230  cases  in  19  states.  The  company 
has  lost  one  TMJ  case  in  Oregon, 
which  is  currently  under  appeal.) 

Although  it  would 
seem  to 
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Law  Firm  of  the  Future? 

DuPont's  selection  of  San  Francisco's  13-lawyer  Dillingham  &  Murphy  as  its 
first  "primary"  law  firm  last  November  confirmed  founder  Bill  Dillingham's  predic- 
tion that  a  revolution  would  overtake  the  legal  profession.  Just  as  Dillingham  an- 
ticipated when  he  left  San  Francisco's  enormous  Pillsbury  Madison  &  Sutro,  large 
clients  appear  to  be  shedding  their  reliance  on  the  nation's  traditional  law  firms, 
with  their  steep  hierarchies  of  managing  partners,  worker-bee  partners,  senior  as- 
sociates, midlevel  associates,  junior  associates,  legal  assistants,  case  clerks  and 
secretaries. 

The  only  problem  with  Dillingham's  prediction:  it  came  nine  years  too  early. 
His  firm  opened  in  1982,  "right  into  the  teeth  of  the  recession,"  as  Dillingham  re- 
calls. 

Although  Dillingham  never  starved,  it  took  a  lot  longer  for  institutions  like 
DuPont  to  overcome  their  dependence  on  America's  small  club  of  prestigious 
corporate  law  firms  than  he  expected.  Top  management  prized  the  stable,  cau- 
tious, old-fashioned  image  firms  like  Pillsbury  projected— despite  the  fact  that  it 
came  at  a  high  cost.  Now,  however,  those  very  same  qualities  are  turning  clients 
like  DuPont  away.  Instead  of  seeking  firms  with  fancy  pedigrees,  tough  cus- 
tomers like  DuPont's  Daniel  B.  Mahoney  are  looking  for  such  characteristics  as  a 
commitment  to  technology. 

"DOWNWARD  PRESSURE  ON  BILLING  RATES."  Dillingham  &  Murphy 
is  a  case  in  point.  Although  many  traditional  firms  have  powerful  senior  partners 
who  still  do  not  have  computers  on  their  desks— and  boast  about  it— Dillingham 
&  Murphy  is  pressing  forward  with  an  expensive  automation  campaign.  In  May 
1 993  the  firm  hired  San  Francisco's  Advanced  Computers  Inc.  and  Clarity  Tech- 
nologies Inc.  to  build  a  network  of  more  than  three  dozen  486  desktop  comput- 
ers around  a  1.1 -gigabyte  central  file  server.  The  system  cost  nearly  $200,000— a 
lot  of  money  for  a  firm  that  grosses  approximately  $4  million  annually.  However, 
Dillingham  felt  he  had  little  choice:  The  supply  of  corporate  attorneys  in  America 
already  exceeds  demand,  and  more  are  graduating  from  law  school  every  year. 
"We  are  going  to  have  downward  pressure  on  billing  rates  in  the  legal 
profession  for  quite  some  time,"  says  Dillingham.  "If  we  want  to  continue  liv- 
ing well,  we  are  going  to  have  to  learn  to  be  more  productive." 

Although  DuPont  is  a  plum  client,  Dillingham  is  aware 
that  the  corporation  will  make  unprecedented  demands  on 
his  lawyers.  DuPont  will  compare  Dillingham's  people  to 
their  counterparts  at  other  primary  firms,  and  his 
practice  will  lose  business  if  bills  for  standard  tasks 
exceed  the  national  average  by  too  large  a 
argin  over  time.  However,  Dillingham  plans  to 
um  his  firm's  status  as  one  of  DuPont's  chosen 
few  into  a  sales  tool.  "We're  already  market- 
ing it  very  successfully,"  says  Dillingham. 
"Other  clients  want  to  capture  the  benefits 
of  what  we  are  learning  from  DuPont." 


uPont's  message  for  the  complainers:  Get  with  the  program,  or  get  out. 
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See  it  live.  See  it  like  a  reporter  sees  it, 
firsthand. 

No,  you  don't  need  a  press  pass. 
The  PC  on  your  desk  will  do  fine. 
We'll  take  care  of  the  rest.  We're 
the  Dow  Jones  Investor  , 
Network®;  die  video  business 
news  service  diat  brings  Dow 
Jones  judgment  and  jour- 
nalism where  it's  never  been 
before.  We'll  get  you 
into  the  corner  offices  and 
conference  rooms  and  ask  the 
questions  you  want  answers  to. 

And  we'll  deliver  it  all  to 
your  desk.  So  you  can  act 


instan dy  on  the  information  you  receive. 

People  like  Bill  Gates  of  Microsoft,  Andy 
Grove  of  Intel  and  Phil  Knight  of  Nike  have 
already  been  interviewed  exclusively  on  DJTN. 
We've  covered  critical  press  conferences 
involving  Harold  Poling  of  Ford, 
Louis  Gerstner  of  IBM  and  Treasury 
Secretary  Lloyd  Bentsen. 

So  before  you  miss  anything  else, 
call  Simon  Langdon  at  (800)  416-DJTN. 
Because  for  investors,  the  race 


doesn't  just  go  to  the  f 
swift,  it  goes  to  the  w 
knowledgeable. 

THE  BUSINESS  NEWS  SERVICE  WITH  VISION 


^DJIN 


You  want  the  truth?  Here  it  is.  NEC's  new  MultiSpin8  3X  CD-ROM  readers  are  the  best- 
performing  readers  on  the  market. 

We  were  the  first  to  introduce  double  speed.  And  now  we  improved  our  data  transfer  rate 
to  450  Kbytes/sec.  and  made  a  triple-speed  reader.  (Because  that's  what  you  wanted.)  We  also 
cut  our  access  time  to  less  than  200  milliseconds,  added  a  256-Kbyte  continuous-flow  cache, 
and  a  SCSI  2  interface. 


Which  means  you  can  get  your  information  three  times  faster  than  you  can  with  standard 
readers,  see  smoother  animation  and  video. 


Our  new  MultiSpin  CD-ROM  readers  are  not  only  fast  but  interactive,  with  stand-alone  audio 
controls  and  an  LCD  display  on  the  front  panel.  So  you  don't  have  to  rely  on  your  computer  to  tell 
you  what's  going  on  (or  not  going  on)  with  your  reader. 

They're  compatible  with  Macs  and  PCs,  as  well  as  Kodak  Multisession  Photo  CDs.  And,  they 
come  with  the  longest  commitment  in  the  industry- a  2-year  limited  warranty. 

For  more  information,  call  1-800-NEC-INFO.  Or  for  details  via  fax,  call  NEC  FastFacts"  at 
1-800-366-0476,  request  document  #23768.  We'll  answer  all  your  questions  about  CD-ROM.  And 
you'll  actually  get  to  have  an  honest  conversation  for  a  change. 


make  sense  for  attorneys  in  different 
states  to  share  documents  (such  as 
summary  judgment  motions),  they 
rarely  do,  preferring  instead  to  create 
their  own  legalcse.  And  even  if  a  part- 
ner in  New  Mexico  is  willing  to  look  at 
a  Florida  lawyer's  summary  judgment 
motion,  the  process  is  sure  to  entail  a 
flurry  of  phone  calls  and  faxes  hack  and 
forth  between,  say,  Albuquerque, 
Miami  and  DuPont  corporate  headquar- 
ters in  Wilmington, 
Del.  That's  a 


case  (for  security  purposes,  different 
cases  will  have  different  access  codes); 
open  the  subfolder,  which  contains  a 
list  of  motions;  download  the  model 
summary  judgment  motion,-  and  begin 
work. 

When  the  system  is  in  place, 
DuPont  plans  to  pay  only  once  for 
complete  summary  judgment  motions 
in  cases  like  TMJ.  Once  the  first  mo- 
tion has  been  placed  in  the  file, 
lawyers  will  bill 
DuPont 


An  earthquake  just  starting  to  happen,  says  legal  reengineer  Mahoney, 
speaking  of  DuPont's  severed  ties  with  many  of  its  traditional  legal  partners. 


lot  of  wasted  motion  for  people  billing 
$200  or  more  per  hour.  As  a  result,  in 
large  lawsuits  such  as  the  TMJ  cases 
the  company  pays  over  and  over  again 
for  similar  trial  motions. 

DuPont  will  use  its  WAN  to  attack 
litigation  duplication.  By  electronically 
connecting  all  of  its  lawyers — and  thus 
offering  them  almost  instantaneous  ac- 
cess to  one  another's  work — the  WAN 
will  serve  as  a  giant  automated  file 
cabinet.  An  attorney  will  simply  log  in 
to  the  "folder"  in  the  central  electronic 
file  cabinet  that  corresponds  to  that 


only  for  the  extra  hours  they  spend 
adding  state  legal  authority  or  adjusting 
the  format  to  comply  with  local  court 
rules.  The  economies  will  apply  not 
only  to  motions  but  also  to  case  briefs, 
legal  research  memoranda,  strategy  re- 
ports and  every  other  species  of  repeti- 
tive document  that  flourishes  in  the 
jungle  of  American  litigation. 

The  WAN  will  do  more  than  just 
save  money.  By  allowing  DuPont 
lawyers  to  E-mail  insights  to  one  an- 
other, the  network  also  promises  to 
make  the  attorneys  more  effective  ad- 


vocates. For  example,  lawyers  will  be 
able  to  compare  notes  on  expert  wit- 
nesses, whose  testimony  frequently  de- 
termines the  outcome  of  jury  verdicts. 

If  this  information  helps  DuPont  es- 
cape just  one  jury  verdict,  it  will  go  a 
long  way  toward  paying  for  itself.  As) 
much  money  as  the  company  hopes  to 
save  on  outside  lawyers,  that  amount 
is  dwarfed  by  the  potential  savings  ini 
adverse  judgments  and  unfavorable  set- 
tlements. Another  of  DuPont's  major 
families  of  litigation  involves  the  fungi- 
cide Benlate  50  DF,  and  illustrates  just 
how  high  the  stakes  can  rise.  Accord- 
ing to  published  reports,  the  corpora- 
tion has  paid  out  $500  million  to 
claimants  who  allege  that  the  recalled 
product  harmed  agricultural  crops  and 
nursery  plants.  Some  individual  plain- 
tiffs have  received  in  excess  of  $1  mil- 
lion each,  and  DuPont  still  faces  sever- 
al hundred  more  suits. 

"We  started  off  with  this  whole  pro- 
gram thinking  in  terms  of  attorneys' 
hourly  rates.  We've  since  realized  that 
that's  peanuts  compared  to  the  cost  of 
[mishandling]  a  case,"  says  DuPont  as- 
sociate general  counsel  Marjorie  W. 
Doyle. 

White-Buck  Firms  Drop  Out 

Not  every  lawyer  in  DuPont's  legal  de- 
partment is  thrilled  about  the  system. 
Many  remember  the  company's  last 
major  automation  initiative — an  ill- 
fated  home-grown  mainframe-based 
software  package  known  as  LEADS 
(Litigation  Expense  and  Docketing  Sys- 
tem) that  was  developed  in  1985  and 
was  supposed  to  provide  top  manage- 
ment with  the  department's  gross  ex- 
penditures. However,  it  never  produced 
reliable  results  because  DuPont 
lawyers  hated  using  it.  Still  other 
staffers  are  upset  because  DuPont  is 
abandoning  outside  lawyers  they  be- 
friended over  the  years.  Mahoney's 
message  for  the  complainers:  get  with 
the  .program,  or  get  out.  With  strong 
backing  from  Francis,  the  company  is 
establishing  a  pilot  WAN  with  four 
East  Coast  firms  this  summer. 

The  losers  in  DuPont's  reengineer- 
ing  process  are  many  of  its  old  law 
firms.  "Some  of  the  firms  that  we  did 
not  choose  were  ones  that,  if  I  told  you 
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step  of  the  upcoming  litigation,  from  late  how  much  a  firm  charges  to  com- 
the  initial  filing  through  to  the  trial.  As  plete  any  of  those  tasks  (such  as  draft- 
soon  as  outside  firms  submit  their  ing  a  summary  judgment  motion)  and 
bills,  an  electronic  prompt  will  alert  to  compare  the  cost  at  other  law  firms, 
the  DuPont  attorney  to  review  the  in-  While  new  management  techniques 
voices  for  cost  overruns.  Mahoney  may  amuse  in-house  attorneys,  Ameri- 
hopes  this  discipline  will  help  the  com-  ca's  law  firms  are  not  laughing.  Wide 
pany  avoid  spending  $100,000  in  legal  area  networks,  case  management  soft- 
fees  on  $50,000  problems — a  surpris-  ware  and  comparative  performance 
ingly  common  occurrence  at  most  charts  all  forebode  an  impending  colli- 
large  corporations.  sion  between  automation  and  the  legal 
A  second  component  of  DuPont's  profession.  Everything  law  firms  sell, 

from  contracts  to  threatening  let- 


Blowing  wind  at  $200  per  hour  will  be  a  sport  of  the  past  once  DuPont's 
software  starts  producing  comparative  data  on  price  and  performance. 


their  names,  would  be  at  the  top  of  the 
list  in  terms  of  the  number  of  Supreme 
Court  cases  they  argue  each  year,"  says 
Doyle.  "But  they're  sort  of  looking  at 
the  past.  They're  saying,  'We've  done 
this  since  1850,  and  we're  going  to  con- 
tinue to  do  it.  All  our  people  come 
Tom  Harvard  and  Yale.'" 

Although  this  may  once  have  been 
the  only  type  of  firm  DuPont  would 
lire,  those  days  are  over.  In  Northern 
California,  for  example,  DuPont  calls 
3n  two  firms:  Walnut  Creek's  seven-at- 
:orney  Glynn,  Cella  &  Lange  and  San 
Francisco's  13-lawyer  Dillingham  & 
Vlurphy.  Both  are  spinoffs  from  San 
Francisco's  blue-chip  572-attorney 
Pillsbury  Madison  &  Sutro,  a  120-year- 
?ld  Bay  Area  institution  that  represent- 
ed DuPont  for  several  decades  on  the 
West  Coast  but  was  not  selected  as  a 
primary  firm. 

Of  the  law  firms  he  has  selected 
:hus  far,  Mahoney  says  three  employ 
ewer  than  25  attorneys.  However,  lest 
myone  get  the  impression  DuPont  has 
i  prejudice  against  large  firms,  some 
traditional  names  also  made  the  cut, 
iicludtng  Crowell  &  Moring  and  Pitts- 
burgh's Kirkpatrick  &  Lockhart.  The 
<;ey  element  in  the  selection  process  is 
lot  style,  says  Doyle,  but  attitude. 

"The  firms  that  don't  get  it  are  the 
jnes  who  say,  'Well,  tell  us  what  you 
want.  Lead  us  there,'"  observes  Doyle. 
'We're  looking  for  the  firms  that  have 
struggled  out  there  in  the  wilderness 
ike  we  have." 

rRACKiNG  Exposure,  Overbilling 

Even  for  the  firms  DuPont  has  select- 
id,  life  will  not  be  easy.  In  addition  to 
creating  a  wide  area  network,  Ma- 
loney's  team  is  also  purchasing  a  so- 
phisticated case  management  software 
package  bom  New  York  City's  Comp- 
iifo  Inc.  for  approximately  $400,000 
the  purchase  price  includes  minor  cus- 
:omization  and  training  for  approxi- 
nately  200  users).  Scheduled  to  be  in 
place  by  the  end  of  this  year,  Comp- 
[nfo's  Corporate  LawPack  will  require 
DuPont's  in-house  lawyers  to  deter- 
mine how  much  money  is  at  stake 
whenever  a  new  case  is  filed  against 
the  company.  Later,  screens  will  guide 
them  as  they  create  budgets  for  each 


case  management  system  will  put  even 
more  pressure  on  the  finns.  The  com- 
pany plans  to  compile  comparative 
data  on  law  firm  performance  starting 
in  1995.  DuPont  borrowed  techniques 
pioneered  by  General  Motors,  which 
has  unearthed  some  astonishing  dis- 
crepancies in  how  much  two  finns  will 
charge  for  the  same  task. 

Mahoney's  team  is  now  developing 
a  model  invoice  form  that  divides  what 
outside  lawyers  do  into  a  small  num- 
ber of  standard  tasks.  The  new  format 
will  make  it  easy  for  DuPont  to  calcu- 


with  information.  Result:  The  profes- 
sion is  ripe  for  automation-inspired 
reengineering. 

Last  June,  American  Lawyer  maga- 
zine estimated  that  the  100  biggest 
firms  in  the  country  will  soon  be  fac- 
ing one-third  overcapacity — largely 
thanks  to  automation.  DuPont's  deci- 
sion to  sever  ties  with  many  of  its 
traditional  legal  partners  is  just  the 
first  signal  of  the  new  order.  Ma- 
honey says  it  will  not  be  the  last: 
"This  is  an  earthquake  that  is  just 
starting  to  happen."  asap 
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Parallel  processing  is  almost  as 

amazing  as  Nature  itself.  And  IBM  is 
leading  the  way  with  parallel  servers 
for  both  the  System/390* and  UNIX" 
environments. 

I  ike  Natures  mosl  efficient 
creatures,  IBM's  parallel  servers 
divide  up  tasks  to  accomplish  bigger 


jobs  quickly.  And  this  greater 
elliciency  significantly  reduces  the 
total  cost  ol 
computing. 
Scores  ol 


microproces- 
sors inside  the 
servers  each  handle  parts  of  the  job 


(just  like  these  little  guys),  while 
system  as  a  whole  coordinates 
seamlessh  completes  the  proj 
Everything  from  existing  appl 
tions  to  emerging  ones  like  c 
mining  and  video-on-demand. 

And  recent,  dramatic  I 
breakthroughs  are  what  have 


n  90  are  n     lored  trademarks  and  POWERparallel  and  SP2  are  trademarks  ot  International  Business  Machines  Corporation 

egistered  tradem  irkol  UNIX  System  Laboratories,  Inc  ©1994  IBM  Corp. 


Announcing  IBM's  new  parallel  processing. 
Its  division  of  labor  conquers  bigger  jobs  for  smaller  costs. 


all  within  your  reach.  In  the 
item/390  environment,  IBM's 
lusive  new  S/390  Parallel  Sysplex 
hnology  is  the  key  — adding 
verful  data-sharing  capability  to 
ir  existing  system.  And  in  the 
IIX  environment,  the  new  IBM 
WERparallerSP2  "now  makes  both 


numeric-intensive  and  data-analysis 
processing  practical  for  your  system. 

Whichever  environment  you 
use,  your  current  investment  is 
protected— and,  indeed,  greatly 
enhanced. 

Only  IBM  has  the  innovation, 
the  resources  and  the  commitment 


to  customer  service  to  offer  you  this 
affordable,  unparalleled  choice  in 
parallel  technology. 

So  join  the  ranks  of  IBM  parallel 
processing  today.  By  dividing  the 
labor,  you'll  conquer  the  costs. 


By  David   H.  Freedman 


ITTING  IN  a  darkened, 
nearly  empty  office 
building,  the  man 
who  heads  IBM's 
mainframe  business 


_JJ_i^iUL:.u-;d    |Uicljy  suftcrs 

But  things  aren't  as  bad  as  they 
seem.  The  building  is  empty  only 
because  it's  early  evening.  Bad  weather 
in  Somers,  N.Y.,  has  sent  all  but  the 
most  dedicated  home.  And  the  root  of 
Nicholas  Donofrio's  pain  is  the  dental 
work  he  endured  a  few 
hours  ago.  Shortly  after 
popping  a  few  Motrins,  the 
wiry  executive,  natty  and 
un-IBMlike  in  a  rakishly 
cut  blazer,  is  back  to  his 
old  feisty  self.  Tonight's 
task — the  same  as  it  is 
every  day  and  night — is  to 
convince  the  world 
that  the  mainframe  is 
geared  for  a  comeback. 

Since    1990  IBM 
mainframe  revenues 
have  dropped  by  nearly 
half.  IBM  itself  suggests 
they  could  drop  by  half 
again  this  year.  In  that 
time  the  company  has  laid  off  or  trans- 
ferred more  than  a  third  of  the  employ- 
ees in  its  large-scale  computer  opera- 
tions in  New  York's  Mid-Hudson  Val- 
ley. Constant  downsizing  will  probably 
see  another  1,000  go  this  year.  Viewed 
in  this  light,  talking  up  the  mainframe 
may  seem  a  quixotic  enterprise. 

Nevertheless,  it's  far  too  soon  to 
write  huge  computers  off  as  historical 
curiosities.  For  one  thing  companies 
around  the  world  have,  by  most  esti- 
mates, invested  at  least  a  trillion  dol- 
lars in  software  that  runs  only  on 
IBM's  390-architecture  mainframes  and 
compatibles.  In  three  decades  of  use 
these  computers  have  run  up  unsur- 
passable records  of  reliability  in  han- 
dling the  biggest  applications.  New  390 
mainframes  promise  more  features  and 
better  performance  for  less  money. 

Even  more  compelling:  Competitors 
are  rolling  out  new  types  of  very  large 
computers  that  completely  redefine  the 
genre.  Built  from  off-the-shelf  micro- 
processors, they're  designed  to  run  the 
same  software  as  workstations.  Most 


auspiciously,  they  promise  to  usher  in 
a  new  class  of  dazzling  applications 
that  neither  classic  mainframes  nor  the 
most  powerful  workstations  can  hope 
to  run. 

The  Joy  of  Thinking  Big 

Nick  Donofrio  knew  that  no  one  had 
more  to  gain  or  lose  from  the  fate  of 


the  mainframe  than  IBM  when  he  was 
charged  with  transfomiing  the  compa- 
ny's ailing  Large  Scale  Computing 
Division  at  the  end  of  1991.  To  make 
sure  he  didn't  slip  up,  Donofrio  decided 
to  first  transform  himself.  Until  then 
he  had  been  a  career  chiphead.  He  had 
spent  the  previous  three  years  leading 
the  team  that  designed  IBM's  RS/6000 
workstations,  one  of  the  few  bright 
spots  in  the  company's  troubled  prod- 
uct portfolio.  "I  didn't  have  any  large- 


systems  skills  or  passions,"  he  says.  "I 
had  to  learn  to  appreciate  them."  He 
started  his  education  at  the  begin- 
ning— finding  out,  for  example,  that  the 
term  mainframe  probably  came  from 
the  large  metal  frame  that  contained 
the  central  processing  unit  of  the  first 
computers.  When  he  was  ready  for  a 
more  up-to-date  perspective,  he  hit  the 


road.  Most  of  1993  was  spent  in  meet- 
ings with  some  1,300  mainframe  cus- 
tomers. 

Now  Donofrio  is  comfortable  tick- 
ing off  the  joys  of  the  classic  main- 
frame world:  excellent  security,  rela- 
tively inexpensive  support  and  break- 
downs that  occur  on  average  only  once 
every  10  years.  What's  more,  these 
strengths  contrast  sharply  with  increas- 
ingly recognized  weaknesses  of  work- 
station and  client/server  environments. 


Mainframe 
Comeback? 

They're  big,  powerful,  expensive — and  they're  seem- 
ingly doomed  to  extinction  by  quick-footed  and 
adaptable  packs  of  networked  PCs  and  workstations. 
But  monster  mainframes  may  not  be  ancient 
history  just  yet.  With  a  trillion  dollars  worth  of  soft- 
ware running,  and  a  reputation  for  rehabihty  in  T. 
rex-sized  apphcations,  these  giants  are  still  evolving. 
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Achat's  the  hurry,  Donofrio  asks,  in 
rying  to  pull  big  applications  like 
lirline  and  hotel  reservation  systems 
iff  of  mainframes,  where  they  run  so 
veil?  Why  shoehorn  them  onto 
:ranky,  unproven  networks  of  worksta- 
ions?  "Mainframes  suffer  from  an 
mage  problem;  they're  not  politically 
correct  right  now,"  he  says.  "But  when 


BOX  REQUIEM?  This  vintage  IBM  360  launched  the  golden  age  of  big  iron,  an  era  most  consider 
over.  But  Nick  Donofrio,  head  of  IBM's  Large  Scale  Computing  Division,  sees  o  large  future. 


fou  look  at  the  total  cost  of  comput- 
ng,  the  390  architecture  is  the  most 
lost-effective  environment,  bar  none." 

Customers,  however,  often  focus  on 
he  up-front  costs  of  computing  rather 
han  harder-to-pin-down  expenses  such 
is  support  and  maintenance.  Therefore, 
BM  is  planning  to  strengthen  the  case 
or  390  mainframes  by  ridding  them  of 
he  costly  integrated  circuit  boards  on 
vhich  they  have  always  relied.  The 
lew  generation  turns  instead  to  micro- 


processors, which — though  of  propri- 
etary design — will  rely  on  standard 
manufacturing  techniques.  Micro- 
processor-based mainframes,  the  first  of 
which  debuted  this  spring,  will  enable 
IBM  to  slash  prices  by  up  to  50  percent 
on  the  390  mainframes  that  currently 
sell  for  between  $100,000  and  $20  mil- 
lion— rough  parity  with  workstation 
processing  power  per  purchase  dollar.  It 
will  also  place  mainframes  on  the  same 
25-  to  35-percent-per-year  price/perfor- 


mance improvement  curve  as 
workstations,  compared  to  the 
anemic  10-percent-per-year 
improvement  curve  in  which 
mainframes  have  been  stuck. 
Donofrio  also  pledges  to  con- 
tinue to  expand  the  ease  with 
which  mainframes  are  able 
to  swap  data  with  machines 
running  Unix  and  Win- 
dows. He  wants  main- 
frames to  act  as  giant 
servers  on  a  client/server 
network.  Donofrio  thinks 
the  improvements  will 
do  more  than  hold  the 
line  with  existing  390 
mainframe  customers.  "I  may  be  kid- 
ding myself,"  he  says,  "but  I  absolutely 
believe  we're  going  to  bring  new  cus- 
tomers into  this  environment." 

The  Warm  &  Fuzzy  Mainframe 

Indeed,  some  customers  seem  cautious- 
ly receptive  to  the  new  pitch.  Typical 
is  Peavey  Electronics  Corp.,  a  Meridian, 
Miss.,  manufacturer  of  amplifiers  and 
other  electronic  equipment  for  musi- 
cians, which  runs  an  IBM  ES9000 
model  520  mainframe.  The  privately 
held,  2,000-employee  company  has 
developed  multimedia  kiosks  for  musi- 
cal instrument  dealers.  The  idea  is  to 
let  customers  browse  through  colorful 
images  and  video  clips  of  product  offer- 
ings; the  kiosks  are  in  Beta  testing. 
Software  will  be  downloaded  to  the 
kiosks  through  a  telephone  line  con- 
nected to  the  mainframe.  "We  think 
about  moving  to  open  systems  every 
day,"  says  information  systems  manag- 
er Mike  Carter.  "But  we  believe  the 
direction  IBM  is  setting  for  mainframes 
will  allow  them  to  fit  well  into  a 
client/server  environment." 

Peter  Burris,  director  of  worldwide 
systems  and  services  research  for  mar- 
ket analysis  firm  International  Data 
Corp.,  believes  Donofrio's  message  will 
fly  with  many  customers.  But  he 
doubts  that  lowering  the  cost  of  main- 
frames will  be  the  deciding  factor.  Cus- 
tomers are  more  likely  to  hang  on  to 
their  mainframes  and  even  buy  new 
ones  when  they  realize  the  limitations 
of  client/server  networks  based  on  PCs 
and  workstations. 
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HOW  WELL  DOES  YOUR  CELLULAR  S 

,Tr  cellular  service  has  helped  our  customers  3et  through  firearm,  floods,  hurricanes  and  earthquake, 


CE   PERFORM  AT  1,000  DEGREES? 

on  the  miliums  of  much  smaller  crises  that  happen  every  day.   [  rj  |  =j   Its  amazing  what  we  can  do  together. ' 


Mainframes 


Networks  of  small  computers  break 
clown  more  often  and  lack  the  software 
tools  required  to  easily  monitor,  fine- 
tune  and  repair  system  performance, 
Burris  notes.  Such  networks  also  tend 
to  bog  down  when  trying  to  ship  large 
chunks  of  data  between  different 
machines,  a  common  requirement  of 
customer  service,  multimedia  and 
other  applications  built  around  large 
databases.  To  deal  with  these  problems 
companies  will  need  to  hire  large,  well- 
trained  support  staffs  and  build  high- 
volume  networks  with  some  redundan- 
cy. Both  efforts  may  sour  some  firms 
on  large  PC  and  workstation  networks. 

Of  course,  mainframes  aren't  exact- 
ly known  for  their  simplicity,  either. 
But  Burris  is  convinced  that  IBM  is 
making  large  strides  in  improving  their 
friendliness.  He  notes  that  the  compa- 
ny is  even  incorporating  graphical  user 
interfaces  into  many  systems'  manage- 
ment functions,  such  as  backing  up 
files.  "If  IBM  can  deal  with  the  com- 
plexity bugaboo,"  he  says,  "then  main- 
frames are  going  to  be  competitive 
with  PC  LANs  for  many  applications." 

Still,  momentum  is  on  the  side  of 
workstations  and  PCs.  The  driving  fac- 
tor, according  to  Robert  Puffer,  program 
director  in  information  technology 
management  services  at  the  Gartner 
Group  of  Stamford,  Conn.,  is  the 
autonomy  from  centralized  informa- 
tion services  departments  that  PC  and 
workstation  networks  provide.  User 
departments  like  marketing,  sales, 
engineering  and  finance  can  always 
bring  in  Unix,  Windows  and  Novell 
experts  to  operate  and  write  programs 
for  these  networks.  But  they  rarely 
have  a  say  in  how  mainframes  are  run. 
"It's  a  question  of  what  empowers  the 
end-user,"  says  Puffer.  "Our  studies 
show  that  people  will  pay  two  to  five 
times  as  much  to  be  able  to  work  in 
the  environment  they're  comfortable 
with."  For  that  reason,  he  says,  the  tra- 
ditional mainframe  market  will  slowly 
wither  away,  even  if  it  takes  decades  to 
disappear  completely.  Burris  agrees, 
predicting  that  the  mainframe  market 
will  shrink  five  to  10  percent  annually 
in  revenues  for  the  next  five  years. 

But  all  that  applies  to  the  tradition- 
al mainframe.  An  entirely  new  type  of 


mainframe  may  yet  give  workstations 
and  PCs  a  fight  for  companies'  long- 
term  loyalty. 

Predicting  Customer  Behavior 

Employees  at  Thinking  Machines' 
headquarters  in  brainy  Cambridge, 
Mass.,  are  no  strangers  to  this  future. 
Any  of  them  can  turn  on  a  Sun 
Microsystems  or  Silicon  Graphics 
workstation  and  tap  into  their  own 
CM-5,  one  of  the  most  powerful  com- 
puters in  the  world.  The  CM-5  can  run 
software  used  to  predict  the  course  of 
national  economies  and  simulate  the 
interactions  of  complex  molecules,  as 
well  as  handle  the  more  mundane:  One 
of  the  most  popular  databases  at  the 
company  lists  recipes  created  by  the 
corporate  chef. 

Danny  Hillis  founded  Thinking 
Machines  in  1983.  He  was  an  artificial 
intelligence  graduate  student  at  MIT 
who  wanted  a  computer  that  could 
process  information  the  way  our  brain 
does:  not  one  step  at  a  time  like  con- 
ventional computers,  but  by  plowing 
through  many  chunks  of  data  simulta- 
neously. The  brain  can  handle  that 


DELTA  FORCE  John  King,  VP  of  information 
technology  for  Delta  Air  Lines,  leans  on 
AT&T's  Teradata  server  for  knowledge  of  who 
likes  to  fly,  and  why. 

trick  because  it  is  composed  of  about 
100  billion  neurons.  The  CM-5  falls 
short  of  that,  but  consists  of  as  many 
as  1,056  microprocessors,  any  one  of 
which  could  power  a  Sun  workstation. 

The  power  of  this  "massively  paral- 
lel processing"  design  doesn't  come 
cheap,  though:  a  CM-5  runs  between 
$500,000  and  $20  million.  Still,  Think- 
ing Machines  sells  about  $90  million  a 
year  worth  of  the  machines — mostly  to 
the  scientific  and  engineering  markets. 

These  markets  have  tightened  in 
the  face  of  federal  research  funding  cut- 
backs. Still,  president  Richard  Fishman 
professes  nothing  but  optimism.  In  par- 
ticular, he  claims  the  CM-5  is  ready  to 
assault  the  corporate  data  center.  "We 
expect  at  least  half  our  revenues  to 
come  from  the  commercial  market 
within  three  years,"  he  says,  estimating 
total  revenues  will  exceed  $125  million 
by  that  time. 
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Meet  your  new 
assistant  store  manager 

Store  managers  make  better  decisions  when  they  base 
them  on  reliable,  up-to-the-minute  information  col 
lected  and  analyzed  right  on  the  store  floor.  Symbol 
Technologies'  new  PPT  4110  provides  managers 
with  instant  access  to  POS,  back  office  and  headquarters 
k  information- anywhere,  anytime -without  leaving  the  selling  floor, 
Operating  in  a  PC-compatible  DOS  environment,  the 
economically  designed  PPT  4110  combines  pen  input  with 
integrated  bar  code  laser  scanning.  Completely  wireless,  it 
communicates  to  your  host  application  system  via  Symbol's 
high-performance  Spectrum  One5  radio  frequency  (RF) 
network.  Hill  In  today's  tough  retail  environment,  infor- 
mation may  be  your  only  competitive 
vantage.  But,  knowing  what  happened 
sn't  enough . . .  you  need  information 
in  real  time,  so  you  can  take  action. 
Know  It  Now  with  the  PPT  4110  Portable 

Pen  Terminal  with  integrated  scanner  from 
W  Symbol  Technologies,  the  leader  in  bar 

code-driven  data  management 

transaction  systems,  with  more 

than  two  million  scanners  and 
terminals  installed  worldwide, 
ill  For  your  complimentary  copy 
I  of  our  informative  "Know  It  Now" 
brochure,  call  Symbol  at 
1-800-SCAN  234. 


Changing  the  way  business  works  ' 


Mainframes 


Why  the  optimism?  Fishman 
explains:  Businesses  have  become 
obsessed  with  getting  closer  to  the  cus- 
tomer. Most  large  companies  already 
have  customer  information  databases 
ranging  in  size  from  gigabytes  to  ped- 
abytes  (that's  quadrillions  of  characters) 
of  data.  But  converting  these  raw  data 
into  a  predictor  of  fast-changing  cus- 
tomer preferences  is  a  bigger  task  than 
the  largest  mainframes — never  mind 
workstations — can  handle.  There's  sim- 
ply too  much  information  to  pour 
through  a  machine  that  can  examine 
only  one  piece  of  data  at  a  time.  "Con- 
ventional mainframes  can  be  a  good 
rearview  mirror/'  says  John  Mucci,  vice- 
president  of  business  systems  for  Think- 
ing Machines,  "but  companies  need  a 
heads-up  display  to  be  able  to  react  to 
rapid  changes  in  the  marketplace." 

American  Express  Travel  Related 
Services  is  one  of  a  dozen  companies 
that  have  purchased  CM-5s  to  help 
with  new  types  of  nontechnical  appli- 
cations. (Others  access  CM-5s  on  a 
part-time  basis  through  the  National 
Center  for  Supercomputing  Applica- 
tions in  Champaign-Urbana,  111.,  or 
through  federal  laboratories.)  AmEx 
first  came  up  against  conventional 
mainframes'  limitations  three  years 
ago.  It  was  trying  to  sift  through  some 
220,000  megabytes  of  charge-card  cus- 
tomers' spending  activities  to  fine-tune 
its  direct-marketing  pitches.  Those 
who  spent  lavishly  on  leisure  activities, 
for  example,  might  be  ripe  for  a  joint 
promotion  with  a  cruise  line;  those 
who  purchased  office  equipment  with 
their  cards  might  be  better  candidates 
for  PC  discounts.  The  company  hoped 
to  update  its  customer  profiles  every 
week — but  it  took  IBM's  largest  main- 
frame eight  days  to  make  a  single  com- 
plete pass  through  the  data.  "We  were 
falling  a  day  behind  every  week,"  says 
John  Peterson,  American  Express'  vice- 
president  of  information  technology. 
"We  couldn't  buy  a  mainframe  that 
was  fast  enough." 

Two  years  ago  AmEx  picked  up  a 
CM-5.  Now  the  entire  data  run  takes 
30  minutes.  "We  run  it  twice  a  day 
now  and  answer  requests  from  our 
departments  within  three  hours,"  says 
Peterson.  "When  you  can  run  some- 


thing that  frequently,  it  begins  to  look 
like  a  continuous  process.  People  start 
to  mink  of  it  as  an  ordinary  part  of  their 
job  instead  of  something  they  have  to 
try  to  squeeze  in  by  Wednesday  evening 
at  7  when  the  computer  starts  its  run." 

Peterson  notes  that  a  customer's 
activities  on  a  particular  card — a 
"green"  card  versus  a  "gold"  card — 
were  once  considered  separately 
because  it  would  have  taken  too  long 
to  get  the  combined  data.  Now  current 
and  historical  data  across  all  cards  are 
examined  to  develop  customer  profiles. 

But  state-of-the-art  massively  paral- 
lel processing  computers  like  the  CM-5 
also  carry  some  drawbacks.  As  a  rela- 
tively new  technology,  they  tend  to  be 
buggy  and  subject  to  software  break- 
downs. In  some  cases  writing  applica- 
tions to  run  on  them  can  be  a  laborious 
task  that  requires  specialized  expertise. 
For  example,  it  took  AmEx  two  years 
to  get  its  CM-5  application  up  and  run- 
ning, and  it  still  occasionally  crashes 
for  a  few  hours  at  a  time.  Such  prob- 
lems will  probably  evaporate  over  the 
coming  years  as  MPP  machines 
become  more  common.  But  Peterson 
insists  it  was  worth  it  to  have  taken 
the  plunge  early.  "Waiting  is  always  an 
option,"  he  says,  "but  I'm  not  sure  it's 
as  safe  as  it  used  to  be,  given  today's 
business  climate." 

Wal-Mart's  Parallel  Server 

Companies  that  want  some  of  the  key 
advantages  of  a  machine  like  the  CM-5 
without  risking  ending  up  on  the  bleed- 
ing edge  of  technology  can  turn  to  a 
middle  ground.  A  parallel  database 
server — a  processor  that  attaches  to  a 
conventional  large  computer — can  act 
as  a  sort  of  turbocharger  for  applica- 
tions that  require  poring  through  huge 
databases.  Advantages:  reliability  and 
few  software  changes. 

The  undisputed  leader  in  this  field  is 
AT&T's  Teradata  unit.  (Teradata  was 
acquired  by  AT&T  in  1992  and  became 
part  of  its  Global  Information  Solu- 
tions.) Teradata's  machines  deploy  one 
to  1,000  Intel  486  or  Pentium  proces- 
sors, and  cost  between  $300,000  and 
$35  million.  While  Thinking  Machines 
has  about  a  dozen  commercial  cus- 
tomers, Teradata  claims  more  than  250. 


DDC  analyst  Christopher  Willard,  who 
specializes  in  parallel  computing  mar- 
kets, estimates  that  with  revenues  oi 
nearly  $300  million,  Teradata  owni 
about  half  the  parallel  computing  mar- 
ket; the  other  half  consists  mostly  ol 
technical  and  scientific  applications 
"They've  been  growing  very  quietly 
and  very  fast,"  says  Willard. 


AMEXPERTISE  With  220,000  megabytes  of  I 
customer  information  to  sift  through, 
American  Express  info  tech  VP  John  Peterson 
swears  by  Thinking  Machines'  CM-5. 

Wal-Mart  employs  a  486-micro- 
processor  Teradata  server  attached  to 
an  IBM  mainframe  to  analyze  daily 
buying  patterns  in  each  of  its  1,700 
stores.  Delta  Air  Lines  fine-tunes  its 
direct  marketing  and  flight  scheduling 
with  the  help  of  a  Teradata  machine 
attached  to  a  large  NCR  Unix  proces- 
sor. "There  was  so  much  information 
out  there  that  we  weren't  able  to  turn 
it  all  into  knowledge  about  customers 
and  market  segments,"  explains  Delta 
vice-president  of  information  technolo- 
gy John  King.  "Now  we  know  who  the 
key  customers  are  in  the  market 
between  New  York  and  Dallas,  and  we 
know  which  ones  haven't  flown  in  the 
past  month." 

King  says  he  sees  the  Teradata 
machine  as  a  good  way  to  ease  into 
MPP  machines.  Now  that  he  has  his 
feet  wet,  he's  talking  to  Thinking 
Machines  and  other  companies  about 
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AMAZING  WHAT  PEOPLE  CAN  ACCOMPLISH 
WHEN  THEY  WORK  TOGETHER. 


)93  Control  Data  Systems.  Inc. 


Competing  in  today's  marketplace 
requires  a  tremendous  investment 
in  information  and  technology.  Unfor- 
tunately, for  many  organizations,  this 
investment  has  yet  to  pay  off  in  a  way 
that  significantly  benefits  their  people 
and  organization.  The  reason?  Frag- 
mented, inefficient  systems.  ■  We 
understand  the  complexities  of  this 
situation,  including  the  importance 
of  bringing  people  and  information 
systems  together  and  doing  it  eco- 
nomically. Because  we're  an  open 
systems  integrator,  we  can  evaluate 
your  situation  objectively  and  provide 
you  with  powerful,  tailored  solu- 
tions— while  helping  you  retain  as 
much  of  your  original  information 
technology  investment  as  possible. 

■  Like  you,  we  measure  success  on 
return  on  investment  and  we  believe 
accountability  is  crucial.  We  also 
believe  in  Brainwarerthat  is,  our 
experience  and  expertise  in  integrat- 
ing the  most  intelligent,  cost  effective 
solutions  into  an  organization. 

■  Solutions  that  can  help  streamline 
a  company.  Solutions  that  often 
result  in  extraordinary  breakthroughs 
in  productivity.  ■  Interested?  Call 
1-800-257-OPEN.  Together,  who  knows 
what  amazing  things  we'll  accomplish. 
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COMMUNICATIONS 


1.  ROLM,  A  SIEMENS  COMPANY  ROLM 
provides  business  telecommunications  sys- 
tems, services,  applications  and  networks  that 
drive  customers  to  better  business  efficiency. 
Flagship  products  are  9751  PBXs,  PhoneMail 
and  digital  ROLMphones. 

•  Data  Network  Products  and  Services  • 

2.  ANIXTER  INC.  Anixter  is  a  global  net- 
working and  wiring  systems  specialist 
supplying  products  and  services  for  the  trans- 
mission of  data,  voice,  video  and  multimedia. 

•  Enhanced  Fax  Services  • 

3.  DELRINA  COMMUNICATION  SER- 
VICES Now  you  can  have  all  your  faxes  sent 
directly  to  your  Delrina  Fax  MailBox™,  using 
your  own  800  number.  Retrieve  faxes  instant- 
ly using  Delrina  WinFax  PRO™  4.0  and  a  PC  or 
laptop-  or  use  a  fax  machine.  Pager  notifica- 
tion is  available.  Call  1-800-238-8981. 


4.  BARBADOS  INVESTMENT  &  DEVEL- 
OPMENT CORPORATION  Barbados 
Investment  &  Development  Corporation  offers 
information  and  assistance  on  high-tech 
investment  opportunities.  Information  ser- 
vices and  financial  services  in  Barbados. 


5.  COMWARE  INCORPORATED  The  lead 
ing  developer  of  customized  Electric 
Performance  Support  systems.  EPS  systems 
let  you  use  your  computers  to  deliver  Just-In- 
Time  Know-How  to  employees. 


•  Integration  • 

6.  CONTROL  DATA  SYSTEMS,  INC.  Our 

job  is  to  improve  your  business  by  providing 
the  best  integrated  information  technology 
solutions  available,  whether  you  require 
client/server.  Networks,  Help  Desks,  or 
Hotline  support. 

•  Marketing  Communications  • 

7.  HENSLEY  SEGAL  RENTSCHLER  A  mar 

keting  communications  firm  with  considerable 
expertise  in  niche  markets  and  narrowcast 
media.  Clients  include  Apple  Computer, 
Comware  Incorporated,  CellCall  Network,  and 
Xerox  Corporation. 

•  On-Line  Services  • 

8.  MEAD  DATA  CENTRAL,  PROVIDER  OF 
THE  LEXIS®/NEXIS®  SERVICES  The 

LEXIS®  /  NEXIS®  services,  a  premier  source 
of  news,  business  and  legal/regulatory  infor- 
mation can  give  you  an  unparalleled 
"information  advantage."  Call  1-800-227-4908 
for  details. 

•  Telecommunication  Services  • 

9.  SINGAPORE  TELECOM  Singapore 
Telecom  is  a  global  telecommunications  com- 
pany offering  the  latest  state-of-the-art 
telecommunications  technology  to  support 
and  provide  customized  solutions  for  MNCs. 


SOFTWARE 


10.  QUARTERDECK  OFFICE  SYSTEMS 

QEMM-386,  DESQVIEW/X,  DESQVIEW-386. 
Quarterdeck  develops  and  markets  multitask- 
ing and  memory  management  software  which 
enhances  the  productivity  of  DOS-based  per- 
sonal computers. 

•  Databases  • 

11.  INFORMIX  SOFTWARE,  INC.  Informix 
products  include  powerful  distributed  data- 
base management  systems,  robust  application 
development  tools,  and  graphical  and  charac- 
ter-based productivity  software  for  delivering 
information  to  every  significant  desktop  plat- 
form. 

•  Decision  Support  • 

12.  METAPHOR  DATA  INTERPRETATION 
SYSTEM  Using  a  intuitive  graphical  interface, 
the  Metaphor  Data  Interpretation  System  is  a 
software  product  that  allows  business  profes- 
sionals to  access,  analyze  and  present  timely 
data  without  programming. 


•  Integrated  Application  Software  • 

13.  SAP  AMERICA,  INC.  SAP  America,  InJ 
provides  client/server  and  mainframe-base 
business  applications  software  for  a  wid 
range  of  hardware  platforms.  More  thai 
3,000  companies  in  36  countries  use  SAP  soT 
ware  for  integrated  financial  and  cog 
accounting,  manufacturing  and  logistics,  sale 
and  distribution  and  human  resources.  Fc 
more  information,  call  us  at  1 -800-USA-1  SAP 

•  Presentation  Software  • 

14.  IN  FOCUS  SYSTEMS  In  Focus  System 
is  the  worldwide  leader  in  color  LCD  projec 
tion,  offering  the  best  choice  of  portable 
all-in-one  and  high  resolution  projection  sys 
terns. 


HARDWARE 


15.  NEC  TECHNOLOGIES,  INC.  NEC  make 
a  complete  line  of  reliable,  high  performanc 
computer  and  peripheral  products  includin 
the  new  Multispin  Triple-Speed  family  of  CC 
ROM  Readers  designed  to  increase  th 
productivity  of  individuals  and  corporation 
everywhere.  Call  1-800-NEC-INFO. 

•  Data  Storage  Subsystems  • 

16.  EMC  CORPORATION  A  technologies 
leader  in  the  field  of  data  storage  an; 
retrieval,  specializes  in  the  development  ani 
worldwide  marketing  of  innovative,  high  pen 
formance  storage  products  and  relate 
services. 

•  Master  Reseller  • 

17.  MICROAGE  INFOSYSTEMS  SERVICE! 

Microage  and  Microage  Infosystems  Service 
markets  information  technology  products  ani 
services  through,  and  in  partnership  with  th> 
international  network  of  more  than  1,500  frar 
chised,  company-owned  and  affiliated  resells 
locations. 


•  Data  Management  Systems  • 

18.  SYMBOL  TECHNOLOGIES  Symbq 
Technologies  is  the  world  leader  in  bar  code 
driven  data  management  systems.  Symba 
designs  and  manufactures  bar  code-readini 
equipment,  portable  data  terminals  and  R 
data  communications  products. 

•  Financial  Services  • 


19.  THE  BERGER  FUNDS  The  Berger  101 
and  101  Funds.  Discover  a  mountain  ol 
growth  potential  in  mutual  fund  investing.  Cal 
1-800-333-1001  for  a  prospectus.  Read  i| 
carefully  before  investing. 

R  FREE  INFORMATION,  PLEASE  SEND  IN  YOUR  ADVERTISER  INFORMATION  PLUS  CARD  TODAY! 


IT  TRENDS 


omputers  that  could  eventually 
eplace  most  or  even  all  of  Delta's  IBM 
nainframes. 

"he  Perils  (Again)  of  IBM 

uch  pronouncements  may  appear  to 
ode  ill  for  IBM.  IDC's  Willard  fore- 
asts  annual  sales  of  between  $1.6  and 
2.6  billion  for  highly  parallel  proces- 
ors  by  1997,  and  much  of  that  would 
ome  out  of  sales  of  390  mainframes, 
lut  Donofrio  has  no  intention  of  stak- 
ig  the  company's  future  solely  on  the 
90.  Despite  his  insistence  on  that 
ine's  rosy  future,  he  is  also  moving 
ggressively  to  make  IBM  a  major  pres- 
nce  in  the  parallel  computing  market, 
'he  company  recently  rolled  out  two 
'eradatalike  System/390  parallel 
ervers  that  attach  to  its  mainframes. 
)ne  is  designed  to  speed  database 
pplications;  the  other  is  intended  for 
n-line  transaction  processing.  Each 
eploys  as  many  as  191  proprietary 
nicroprocessors.  For  commercial  cus- 
omers  who  can't  be  convinced  to 
smain  on  390  mainframes,  the  compa- 
y  has  launched  the  first  in  a  planned 
'owerparallel  series  of  CM-5-like  MPP 
lachines.  "Wherever  customers  want 
3  run  their  data  and  transactions,  it's 
ine  with  us,"  says  Donofrio.  "We'll 
aake  our  parallel  machines  connect 


better  to  390  mainframes  than  anyone 
else  can.  We'll  use  our  mainframe 
experience  to  make  these  machines  as 
bulletproof  as  they  can  possibly  be." 
He  notes  that  even  though  the  new 
Powerparallel  processors  are  built 
around  RS/6000  chips,  they  are 
designed  and  manufactured  not  in 
IBM's  Austin,  Tex.,  workstation  facili- 
ties but  in  the  mainframe-oriented 
Mid-Hudson  Valley. 

That's  a  powerful  pitch.  Why  jump 
from  the  security  of  an  IBM  main- 
frame to  a  new  machine  from  an 
unproven  vendor? 

Unfortunately  for  IBM,  it's  not  quite 
that  simple.  Few  customers  would  con- 
sider investing  in  a  new  proprietary 
software  environment  these  days.  That 
means  IBM  needs  to  ensure  that  its 
Powerparallel  software  remains  com- 
patible with  Unix.  Therefore,  any  soft- 
ware tools  IBM  develops  to  enhance  its 
Powerparallel  machines  will  also  most 
likely  run  on  other  Unix-compatible 
MPP  machines  like  the  CM-5.  In  mak- 
ing the  Powerparallel  systems  more 
mainframelike,  IBM  will  inescapably 
offer  the  same  advantages  to  its  com- 
petitors. It's  a  tight  bind  for  IBM— 
exactly  the  sort  of  bind  that  the  open 
systems  trend  was  intended  to  create. 

There  is  one  way  IBM  could  develop 


an  important  edge  in  the  large-comput- 
er world.  A  single  machine  that  effi- 
ciently ran  both  390  applications  and 
MPP  Unix  applications  would  be  a 
highly  attractive,  no-lose  investment 
for  existing  390  mainframe  customers. 
They  could  continue  to  run  their  390 
applications,  and  when  they  felt  the 
need  to  shift  to  a  newer  technology, 
they  could  do  so  application  by  applica- 
tion without  investing  in  a  new 
machine.  Donofrio  is  candid  about  his 
hopes  for  pulling  that  scenario  off. 
"Our  dream  is  to  build  a  box  that  will 
run  either  way,"  he  says.  "But  right 
now,  we  just  don't  know  how  to  do  it. 
It's  impossible  to  predict  how  long 
these  things  will  take." 

The  Workstation  Gang  Problem 

At  present,  of  course,  the  trend  favors 
workstations  and  PCs.  In  fact,  one 
nascent  development  in  the  worksta- 
tion world  could  end  up  short-circuit- 
ing the  anticipated  demand  for  MPP 
computers:  the  advent  of  software  that 
enables  groups  of  workstations  to  func- 
tion together  as  if  they  were  a  single 
MPP  machine.  Such  software  would 
invisibly  "borrow"  processing  power 
from  individual  users  and  servers  when 
they  weren't  using  it,  and  use  that 
power  to  solve  large  database  and  num- 
ber-crunching applications.  Thinking 
Machines  is  working  hard  on  such  soft- 
ware. "We're  looking  beyond  the  black 
box  with  blinking  red  lights,"  says 
president  Fishman.  "Two  hundred 
workstations  working  together  might 
not  operate  quite  as  efficiently  as  a 
CM-5,  but  they  could  conceivably  get 
the  job  done." 

Although  such  multiworkstation 
MPP  networks  are  a  leap  beyond  MPP 
machines  in  technical  sophistication, 
they  may  be  an  easier  sell.  For  one 
thing,  many  companies  will  already 
have  the  workstations  up  and  running. 
For  another,  organizations  may  prefer 
to  extend  the  workstation  trend  rather 
than  take  what  may  seem  like  a  step 
backward  to  centralized  control.  Now 
that  they've  become  masters  of  their 
computing  fate,  managers  may  feel  the 
need  to  defend  that  mastery  against  an 
invasion  of  big,  new  machines — no 
matter  how  fast  they  are.  ASAP 


An  MPP  Computer  Could've 
Stopped  New  Coke 

ome  business  planners  are  looking  into  harnessing  MPP  machines  to  run  "neural 
etworks,"  software  that  imitates  the  brain's  ability  to  recognize  complex  and  sub- 
e  patterns.  So  far,  their  practical  use  has  been  restricted  to  highly  specialized, 
xperimental  applications.  One  study  underway  at  The  Boeing  Co.  uses  a  neural 
etwork  to  determine  which  screw,  nut  or  other  component  from  a  database  of 
0,000  parts  most  closely  matches  an  engineer's  specified  requirements  for  a  new 
esign;  the  database  will  eventually  include  some  16  million  parts. 

Someday,  however,  neural  networks  may  help  make  more  strategic  decisions. 
,  hint  of  their  capabilities  came  last  year  when  University  of  Texas,  in  Arlington, 
lathematician  Daniel  Levine  programmed  a  neural  net  to  imitate  typical  buying 
ehavior.  When  the  program  was  told  that  better-tasting  New  Coke  would  replace 
;oca-Cola  Classic,  it  indicated  displeasure  about  the  forced  deprivation— exactly, 
f  course,  how  real  consumers  responded  in  the  1 980s,  contrary  to  the  predictions 
f  The  Coca-Cola  Co.'s  extensive  research. 
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cU)here  does  it  all  begin?  Stff  Hitachi,  it  begins  with  our  18,000  ^h.D.s  and  researchers 
worldwide,  an  annual  ^(LD  budget  exceeding  $4  billion  and  the  relentless  quest  to  uncover  the 
mysteries  of  the  universe,  ^fn  c7forth  America  alone,  Hitachi  scientists  are  exploring  areas  as 
diverse  as  digital  signal  processing,  auto  emission  reduction  and  high  definition  television. 
c]Jou  see,  we  believe  in  reaching  for  the  stars.  Stfnd,  if  necessary,  beyond. 
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By  Alice  LaPlante 


Wall  Street's  Merrill  Lynch  is  bullish  on  the  power  of  information, 
spending  nearly  a  bilhon  dollars  a  year  to  keep  its  brokers  on  top. 


Merrills 
Wired 

Stampede 


Walk  into  Jim  De 
Piero's  windowed 
office  on  the  fourth 
floor  of  the  south 
tower  of  lower  Man- 
hattan's gleaming  World  Financial  Cen- 
ter, and  you'll  get  a  terrific  view  of  Ellis 
Island  and  the  East  River.  You'll  also 
begin  to  understand  why  Merrill  Lynch 
&.  Co.  Inc.  has  thundered  ahead  of  the 
rest  of  the  Wall  Street  herd. 

A  little  over  eighteen  months  ago, 
De  Piero  and  his  partner,  Mary  Allyn 
Doto,  jumped  from  rival  Salomon  Broth- 
ers to  join  Merrill  Lynch's  private  client 
group.  Their  mission:  Attract  more 
high-net-worth  individuals — persons 
with  liquid  assets  of  at  least  $1  mil- 
lion— to  Merrill  Lynch's  customer  fold. 

That  was  October  1992.  By  early 
1994  De  Piero  and  Doto  had  steered 
more  than  $200  million  in  customer 
assets  to  Merrill's  already  awesome 
portfolio.  And  this  number  keeps  grow- 
ing. Now  the  world's  largest  private 
brokerage  house,  Merrill's  13,100  finan- 
cial consultants  collectively  manage  a 
staggering  $536  billion  in  more  than 
seven  million  private  client  accounts 
around  the  globe. 

De  Piero  says  he  left  Salomon  for 
technology.  Merrill  Lynch  arms  him 
with  computer  systems  that  reflect  the 
way  high-powered  financial  consultants 
work. 

"Salomon,  like  most  of  the  firms  on 
the  Street,  was  a  very  transaction-ori- 
ented business.  Its  computer  systems 
reflected  that,"  says  De  Piero.  "Here,, 
the  technology  lets  us  focus  on  the  peo- 
ple, not  on  the  transactions — on  identi- 
fying goals  and  putting  together  finan- 
cial'game  plans  to  achieve  those  goals." 


CLIENT  SERVERS  Jim  De  Piero  and  his 
partner,  Mary  Allyn  Doto,  signed  on  with 
Merrill  Lynch  for  the  firm's  customer-oriented 
technology. 
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De  Piero  reaches  over  to  his  desktop 
PC— an  IBM  386-based  PS/2  Model 
50 — and  types  a  few  characters.  Com- 
3any  names,  ticker  symbols  and  prices 
jegin  scrolling  across  the  screen.  "I've 
lot  a  live  market  here,"  he  says,  point- 
ing. "I  don't  have  to  write  a  note  to 
nyself  that  one  of  my  customers 
wants  5,000  shares  of  this  stock,  and 
:hen  dial  another  number  and  ask  a 
nrader  to  execute  the  trade  for  me.  I've 
lot  my  customer  on  the  phone,  I  pull 
jp  that  stock  on  the  screen,  I  make  the 
purchase.  While  it's  processing — it 
akes  only  seconds — I  have  time  to  ask 
low  the  kids  are  doing." 

1"he  Stumble  and  Rise  of  a 
Financial  Empire 

<\fter  a  humbling  $213  milhon  loss  in 
1989,  Merrill  Lynch  has  bounced  back 
with  record-breaking  revenues  and  prof- 
its. (In  1993  net  earnings  were  $1.36 
million  on  $16.6  billion  in  sales.)  Last 
year  Merrill  Lynch  issued  almost  $1.5 
:rillion  in  global  securities.  Added  to 
:he  $536  billion  in  customer  assets  it 
:urrently  manages,  the  company  holds 
iie  number  one  underwriting  position 
m  the  United  States  for  the  sixth  con- 
secutive year  (the  fifth  year  internation- 
dly).  For  the  first  time  in  its  history, 
VIerrill  Lynch  became  the  number  one 
.underwriter  of  corporate  common 
stock  in  the  United  States — introduc- 
ing $12.8  billion  worth  of  IPOs  to  the 
market  in  1993. 

Underlying  this  success  story — in 
:oncert  with  the  vision  of  chairman 
md  CEO  Daniel  P.  Tully,  who  took 
Dver  the  top  management  position  in 
fune  1993 — is  a  forward-thinking  but 
ludicious  use  of  technology  that  sup- 
ports more  than  38,000  employees  in 
the  United  States  (about  42,000  world- 
wide). 

"If  our  business  strategy  was  there 
without  the  technology,  it's  safe  to  say 
the  strategy  wouldn't  have  worked  as 
well,"  says  Ritch  Gaiti,  first  vice-presi- 
dent of  advanced  office  systems  and 
technology  for  Merrill.  Gaiti  oversees 
technology  projects  for  the  company's 
13,100  retail  brokers  and  salespeople — 
or,  as  they  are  now  called,  "financial 
consultants."  De  Piero  agrees:  "These 
systems  are  much  more  advanced  and 


competent  than  anything  else  I've  seen 
in  the  business." 

In  fact,  the  computer  system,  called 
Prism,  that  supports  Merrill's  brokerage 
operations  and  so  impresses  De  Piero  is 
no  longer  good  enough.  Built  in  the  late 
1980s  using  a  now-outdated  version  of 
DOS,  Piism  was  designed  to  automate 
stock  and  bond  trades  and  track  cus- 
tomer portfolios.  By  1994  standards  it's 
slow,  awkward  and  cumbersome  to 
use.  To  date  Merrill  has  spent  more 
than  $250  million  on  Prism — and  it's 
continuing  to  evolve.  Over  the  next  24 
months  Gaiti  will  deliver  to  the  20,000 
Prism  users  a  powerful  new  version 
that  will  tie  together  live  news  from 
Dow  Jones,  Knight-Ridder,  Reuters  and 
dozens  of  other  wire  services,-  video 
feeds  from  both  internal  and  external 
broadcasts;  customer  portfolio  data; 
market  reports;  and  historical 
research — all  with  an  easy-to-use  graph- 
ical interface. 

Indeed,  Merrill  is  in  the  midst  of  a 
massive  reengineering  of  its  technology 
infrastructure.  It  wants  to  move  to  a 
more  open  and  distributed  architecture, 
which  will  ensure  that  its  internal 
expertise  and  data  riches  can  be  shared 
more  fluidly.  This  ambitious  project  is 
being  accomplished  on  a  budget  that 
Ed  Goldberg,  executive  vice-president 
of  operations,  systems  and  telecommu- 
nications (OS&T),  real  estate  and  pur- 
chasing, calls  "lean  but  aggressive." 

Industry  reports  put  Merrill's  tech- 
nology budget — which  includes  hard- 
ware, software,  personnel,  services  and 
telecommunications  expenses — at  near- 
ly $1.5  billion  by  1987.  This  represented 
15  percent  of  the  company's  gross  rev- 
enues of  some  $10.5  billion.  After  the 
1987  market  crash  and  Merrill's  1989 
loss  write-off,  technology  expenditures 
were  slashed  as  part  of  a  worldwide 
drive  to  keep  the  lid  on  expenses.  By 
1993  the  budget  had  been  pared  down 
to  a  tight  $900  milhon — just  six  percent 
of  total  revenues.  Goldberg's  1994  bud- 
get is  slightly  more  generous:  approxi- 
mately $950  million.  Although  the 
company  won't  provide  a  breakdown, 
Goldberg  says,  "We're  not  spending 
money  recklessly." 

To  add  to  the  challenge,  Goldberg  is 
attempting  this  transition  at  a  time 


when  Wall  Street  transaction  volumes 
are  increasing  at  a  dizzying  rate.  The 
average  number  of  shares  traded  daily 
on  the  New  York  Stock  Exchange  in 
1991  was  179  million.  This  year,  the 
NYSE  has  been  seeing  volumes  in 
excess  of  300  milhon  shares  on  a  typi- 
cal day. 

Merrill's  huge  business  volume 
makes  it  impossible  for  the  company 
to  eliminate  all  mainframe  computing. 
For  example,  customer  account  and 
statement  processing  will  continue  to 
be  done  in  batch  mode  because  it's 
unlikely  that  seven  million  accounts 
could  be  updated  quickly  in  a  distrib- 
uted environment. 

But  the  trend  is  clear.  Between  1989 
and  1992,  Merrill  closed  11  mainframe 
sites,  stripping  away  $100  million  in 
infrastructure  costs.  This  money  was 
promptly  funneled  into  building 
client/server  systems  that  actually 
increased  total  computing  capacity  by 
more  than  100  percent  while  keeping 
technology  employment  steady  at 
2,000.  Key  vendors  have  helped.  Back 
in  1989  Merrill  was  the  first  major  cor- 
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poration  to  cut  a  deal  with  MCI  Com- 
munications Corp.  for  international 
communications  services,  which  Mer- 
rill claims  cut  its  overall  annual  com- 
munications costs  by  15  percent.  In 
1993  Goldberg  renegotiated  and  extend- 
ed the  contract  another  three-and-a-half 
years  for  an  estimated  $125  million 
worth  of  domestic  and  international 
telecommunications  services. 

CIO  Reports  to  Chairman 

Ed  Goldberg  admits  he  knew  little 
about  technology  when  he  was  asked 
to  take  over  the  helm  of  the  opera- 
tions, systems  and  telecommunica- 
tions division  three  years  ago.  "I  didn't 
want  the  job,"  he  now  says.  "I  knew 
the  statistics.  The  average  life 
expectancy  of  a  CIO  is  just  three  to 
four  years.  It's  a  tough  job." 

Soft-spoken  and  affable,  Goldberg 
joined  Merrill  Lynch  33  years  ago  and 
served  in  various  administrative,  sales 
and  marketing  operations  before  being 
appointed  executive  vice-president  of 
OS&T  in  1991.  Goldberg  reports  direct- 
ly to  chairman  and  CEO  Tully.  He  has 
an  obvious  rapport  with  the  senior 
members  of  his  technology  team,  who, 
he  admits,  needed  to  train  him  when 
he  took  over  as  their  boss.  Goldberg 
delights  in  his  ability  to  ask  what  he 
calls  "the  really  dumb  questions." 

One  of  Goldberg's  first  moves  was 
to  initiate  a  major  reorganization  of 
OS&T  that  moved  Merrill  toward  a 
more  centralized  approach  to  technolo- 
gy. Information  systems  employees 
remain  dedicated  to  a  certain  line  of 
business — private-client  or  investment 
banking,  for  example — but  they  are 
now  officially  employed  by  OS&T,  not 
the  business  units. 

This  sea  change  in  structure  has 
caught  Goldberg  short  a  few  times.  He 
remembers  putting  $4.5  million  into  a 
retail  distribution  system  two  years  ago 
that  turned  out  to  be  a  bust.  "The  proj- 
ect itself  was  successful — we  did  it  on 
time  and  on  budget — but  the  mandate 
for  that  particular  business  had 
changed  in  the  meantime,"  he  says.  In 
short,  Merrill  had  decided  that  trading 
and  hedging  functions  had  to  be  built 
into  the  system  so  that  employees 
could  make  the  transition  from  being 


salespeople  to  full-fledged  financial  con- 
sultants. Back  to  the  drawing  board. 

"It  was  a  good  lesson.  We  ask  more- 
questions  these  days,"  says  Goldberg. 

The  Really  Big  Solution 

Merrill  executives  also  worry  whether 
their  busy  employees  can  be  handed 
increasingly  powerful  applications  with- 
out becoming  bewildered.  Enter  a  team 
of  crack  programmers  headed  by  Joe 
Freitas,  the  vice-president  who  oversees 
investment  banking  and  institutional 
sales  systems.  Their  solution?  Design  a 
protective  "usability  layer"  that  har- 
nesses the  power  of  these  systems  with 
a  deceptively  simple  interface. 

An  initial  peek  at  Merrill's  efforts  is 
impressive.  In  a  nutshell,  if  Windows 
NT  is  Bill  Gates'  vision  of  an  enterprise 
operating  system,  then  Freitas'  project 
is  an  attempt  to  shield  Merrill  employ- 
ees from  raw  Windows  NT.  Contrary 
to  industry  hype,  NT  is  not  particularly 
easy  for  nontechnical  workers  to  mas- 
ter. First,  they  must  learn  to  manipu- 
late the  mouse,  then  the  myriad  pull- 
down menus  with  often-obscure 
options  listed  in  them.  Finally,  it's  still 


BULL  PULPIT  Merrill  Lynch  CEO  Daniel  P. 
Tully,  who  took  over  in  1 993,  preaches  the 
primacy  of  technology  in  the  company's 
galloping  success. 


perilously  easy  to  lose  or  misplace 
important  work  in  the  wrong  directory 
or  subdirectory. 

Merrill's  proprietary  shell,  written 
in  the  C  programming  language  on  top 
of  NT,  attempts  to  make  life  easy  for 
financial  consultants.  This  has  a  cost. 
Most  desktop  PCs  within  Merrill  will 
need  memory  and  hard  drive  upgrades 
just  to  run  the  NT  operating  system; 
then  there  is  the  cost  of  the  operating 
environment  itself. 

Freitas  estimates  he's  spent 
$500,000  developing  the  NT  shell  to 
date.  Upgrading  Merrill  desktop 
machines  to  the  minimum  NT  config- 
uration (a  66-megahertz  486  with  16 
megabytes  of  random  access  memory 
and  a  500-megabyte  hard  drive)  will 
cost  approximately  $2,000  per  machine 
for  the  hardware  alone.  Software 
upgrade  costs  have  yet  to  be  estimated. 

Finally,  there  is  the  massive  expense 
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Sure  they're  fast. 


Sitting  behind  the  wheel 
of  a  Pentium  "  processor  is 
like  driving  one  of  those 
sports  cars  that  private  eyes 
in  Hawaii  drive. 


screen,  windows  open  like 
they've  got  some  grease  in 
the  tracks,  and  everything 
mst  plain  moves  faster. 
But  if  that's  not  fast 
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But  maybe  you're  not  a 
private  eye  in  Hawaii. 
Maybe  you  have  to  stick 
to  a  budget. 
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anymore. 


enough  for  you,  we'll  soup 
the  whole  thing  up  to  66 
MHz  for  a  few  bucks 
more.  Just  ask  for  our 
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The  new  DECpc  "LPx 
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Pentium  chip  and  a  low 
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Not  only  that,  the  LPx 
has  our  local  PCI  bus. 
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Put  any  other  bus  with  a 
Pentium  chip  and  you're 
sticking  a  dinky  carburetor 
on  a  racing  engine. 

With  a  local  PCI  bus, 
graphics  snap  onto  the 


down  the  highway  without  a 
lot  of  money  in  your  pocket. 

That  expensive  speed 
trap  is  gone. 

Call  1-800-868-235Z 
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  Bullish  - 


of  training  every  employee  on  the  sys- 
tem— and  providing  enough  savvy 
technologists  to  hold  nervous  users' 
hands  and  answer  their  questions.  Ini- 
tially, Freitas  is  looking  at  automating 
4,000  users  scattered  in  28  cities 


around  the  globe — but  this  number  is 
certain  to  escalate  once  brokers  and 
bankers  catch  a  whiff  of  the  new  appli- 
cation. "The  logistics  are  difficult,"  he 
admits.  For  that  reason,  he's  kept  the 
shell's  development  under  wraps.  'Only 


a  handful  of  carefully  chosen  execu- 
tives and  employees  have  seen  it. 
"We're  under  a  directive  from  senior 
management  to  be  very  careful  about 
spending,"  says  Freitas.  "I  don't  want 
to  raise  expectations  before  I  know  I 
can  afford  to  implement  this." 

Evolve  or  Else 

Merrill  is  pondering  ways  to  link  its 
customers  more  directly  to  account  and 
market  data  so  that  routine  requests  for 
service  and  transactions  can  be  auto- 
mated. Does  that  mean  financial  con- 
sultants like  Jim  De  Piero  are  on  the 
way  out?  He  doesn't  sound  worried. 

Even  when  a  customer  knows  a  lot 
about  the  market  and  has  some  good 
ideas,  he  or  she  might  not  consider  all 
the  variables.  "It's  happened  that  I'll 
get  a  call  horn  a  client  who  wants  to 
buy  a  stock  with  tremendous  funda- 
mentals and  a  terrific  story,"  De  Piero 
says,  "but  I  know  it  happens  to  be  in 
the  wrong  sector  of  the  market.  Say  it's 
a  housing  stock,  and  the  flow  of  funds 
is  pulling  away  from  the  housing  sec- 
tor. Interest  rates  are  going  up,  and 
money  is  flowing  into  agricultural 
stocks  for  the  beginning  of  the  growing 
season.  The  customer  doesn't  know 
that,  but  that's  the  kind  of  expertise  I 
have  developed  over  the  last  10  years." 

Still,  De  Piero  is  enthusiastic  about 
the  efficiencies  of  technology — an 
enthusiasm  echoed  throughout  Mer- 
rill's more  than  500  offices  worldwide. 

"I've  been  here  14  years  and  never 
seen  as  much  technology  activity  as  in 
the  last  two  years,"  says  Freitas. 
"Everyone — from  directors  to  bankers 
to  division  directors  to  people  on  the 
floor — is  saying,  'I  know  this  is  going  to 
help  me  make  money.  Show  me 
how.'"  The  trick  will  be  financing  the 
enormous  shift  toward  a  distributed 
architecture.  But  the  justification  for 
spending  the  money  lies  in  the 
increased  power  of  top  producers  like 
sales  vice-president  Mike  Sullivan  (see 
sidebar),  a  man  who  lamented  losing 
his  Quotron  machine  seven  years  ago 
but  is  now  looking  forward  to  the  new 
version  of  Prism. 

Says  Sullivan,  "They  won  me  over. 
We  have  fewer  errors,  fewer  problems 
and  a  lot  more  happy  customers."  ® 


VP  of  Sales:  "I'll  Tell  You 
How  Helpful  This  Is." 


Mike  Sullivan,  a  vice-president  with  Merrill  Lynch's  private  client  group's  New 
York  sales  office,  is  riding  the  edge  of  the  wave  that  has  placed  his  company  on 
top.  Ten  years  ago,  you  might  have  called  Sullivan  a  stockbroker— but  no  longer. 

The  386-based  IBM  PC  on  Sullivan's  desk  runs  the  new  version  of  Prism, 
which  allows  him  to  view  customer  portfolios  and  executive  trades;  browse 
breaking  Dow  Jones,  Reuters  and  Knight-Ridder  news  stories  and  market  data 
delivered  via  satellite;  and  even  watch  television  and  video  broadcast  internally 
through  a  new  Merrill  service.  "A  lot  of  people  fought  this— both  the  shift  in  busi- 
ness focus  and  the  technology,"  admits  Sullivan.  "My  group  has  been  pretty  good 
about  staying  on  the  cutting  edge.  Now  we  tell  clients,  'If  all  you  want  to  do  is 
trade  stocks,  go  to  a  discount  house  and  save  yourself  a  few  bucks.'" 

Typing  a  command,  Sullivan  calls  up  the  portfolio  of  one  of  his  customers— 
the  head  of  fixed-income  trading  at  a  major  Manhattan  bank— and  scrolls  through 
a  list  of  dozens  of  stock  and  bond  holdings.  If  Merrill  had  kept  the  traditional 
method  of  printing  customer  statements  on  a  monthly  basis,  this  would  be  a  1 2- 
page  list,  fragmented  into  seven  separate  accounts.  The  current  value  of  the  port- 
folio would  be  outdated  by  the  time  it  was  printed. 

Now,  however,  Sullivan  can  get  an  instant  profit-and-loss  statement — of  both 
realized  and  unrealized  earnings — with  just  three  keystrokes.  He  can  view  sum- 
mary data  and  key  ratios.  And  he  knows  he's  looking  at  the  current  valuation  of 
the  client's  massive  portfolio:  no  need  to  wait  until  the  first  of  the  month  for  an 
update. 

"We  used  to  have  to  do  this  manually,"  says  Sullivan,  who  adds  that  the  ability 
to  calculate  a  profit-and-loss  statement  with  current  market  data  was  installed  in 
February.  "I'll  tell  you  how  helpful  this  is,"  says  Sullivan.  "This  guy  called  this 
morning  and  asked  how  his  stock  positions  looked.  Before,  I'd  have  to  pull  up  his 
file,  print  it  out  and  manually  calculate  the  P&L  on  each  of  his  holdings— and  there 
are  literally  dozens  of  them— before  calling  him  back.  It  was  a  mad  scramble— and 
a  waste  of  valuable  time.  Now  I  just  hit  a  few  keys  and  tell  him." 

Another  recent  addition  to  Prism:  customer  asset  allocation  charts.  An  essen- 
tial aspect  of  any  customer's  financial  plan  is  an  optimal  mix  of  investment  instru- 
ments that  match  the  customer's  risk  and  return  goals.  Previously,  lengthy  manu- 
al calculations  were  required  to  determine  whether  the  current  asset  allocation  for 
the  portfolio  was  on  track  with  the  customer's  ideal  model.  No  longer. 

Sullivan  hits  a  key,  and  two  pie  charts  appear  on  the  screen.  He  points  out  the 
differences.  The  actual  asset  allocation  chart  contains  slices  representing  61  per- 
cent fixed  income,  34  percent  equity  and  five  percent  cash,  yet  the  proposal 
model  shows  a  split  of  60  percent  fixed  income,  30  percent  equity  and  1 0  percent 
cash.  "Okay,  it's  clear  that— according  to  the  current  market  valuation  of  this 
portfolio— we  need  to  take  about  $900,000  out  of  equity  investments  and  put  it 
into  cash,"  Sullivan  says.  "The  fact  that  it's  done  for  me  automatically  is  superb.  I 
save  two  hours  a  day  because  of  this  feature  alone." 
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ON      THE      LEADING  EDGE 


This  profile  of 
Framatome, 
one  of  France's 
leading  high- 
technology  compa- 
nies, is  the  first  in  a 
series  that  will  include 
some  of  the  world's 
most  innovative  firms. 

or  years,  France  has  had  a 
reputation  as  a  place  to 
study  art.  While  France  is 
still  a  good  place  to  learn 
about  fine  arts,  it  is  also  an 
ellerit  place  to  study  science.  France  has 
ng  history  of  scientific  and  technological 
wation,  and  today  the  country  maintains 
itatus  as  a  world  leader  in  this  area. 
French  companies  such  as  Framatome 
inectors  International  continue  to  invest  a 
;e  share  of  their  sales  in  R&D.  Few  coun- 
s  can  boast  of  companies  that  maintain 
equivalent  long-term  view. 
Last  year,  France  beat  out  worldwide 


Why  is  France  so  attractive 
to  international  investors? 


France  has  enjoyed  spectacular 
growth  in  international  direct  investment 
since  1980  :  fully  a  fivefold  increase  ! 
Small  wonder  that  recent  articles  and  stu- 
dies published  by  Euromoney,  The 
Economist,  Fortune,  and  by  Caspar 
Weinberger  in  Forbes  cite  France's  territo- 
ry and  markets  as  among  the  world's  most 
attractive. 

Such  confidence  in  the  world's 
fourth  largest  economy  can  be  attributed 
to  strengths  such  as  a  strategic  location  in 
the  European  market. 

But  more  importantly,  such  confi- 
dence stems  from  the  truly  pro-business 
climate  France  has  created  over  the  last 
decade.  France's  regulatory  environment  is 


one  of  the  most  liberal  for  foreign  compa- 
nies. Labour  and  energy  costs  are  highly 
competitive.  The  corporate  tax  rate  is 
among  the  lowest  in  Europe.  And  privati- 
sation in  its  most  ambitious  phase  yet  — 
offers  international 
investors  even 
more  opportuni- 
ties. 

So  call  us. 
And  share  in  our 
success. 
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competition  for  the  sale  of  high-speed 
trains  to  South  Korea. 

France  also  possesses  what  is 
undoubtedly  the  world's  most  advanced 
network  for  the  production  of  electricity 
from  nuclear  energy,  and  it  obtains 
80%  of  its  power  grid  from  that  source. 
Framatome  is  a  key  contributor  to 
this  result. 

Productivity  in  France  is  among  the  high- 
est in  the  world,  according  to  a  1993  study 
by  McKinsey  &  Co.,  the  New  York-based  con- 
sulting firm.  McKinsey  found  that  France 
produced  a  higher  gross  domestic  product 
per  employed  person  than  Germany,  Japan 
or  the  United  Kingdom.  Only  the  U.S.  pro- 
duced a  higher  GDP  per  employee. 

French  engineers  are  especially  sought- 
after  throughout  the  world.  The  country  is 
famous  for  the  high  quality  of  its  education; 
engineering  schools  like  Paris'  Ecole 
Polytechnique  have  a  reputation  that  is 
rarely  equaled  anywhere. 

Framatome  is  an  excellent  example  of 
France's  high-tech  prowess.  The  company 
invests  more  than  5%  of  its  sales  in  R&D  every 
year.  Its  exports  prove  the  point:  25%  of  its 
sales  in  nuclear  energy  and  45%  in  mechani- 
cal engineering  are  achieved  outside  of  France. 
This  provides  sound  evidence  of  the  skills  that 
France  applies  to  technological  innovation. 
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ichel  Cuilhe, 
executive  vice  presi- 
dent of  Framatome 
Connectors  Interna- 
tional, can't  resist 
showing  off  his  products.  The  spare,  conserv- 
atively suited  French  executive  races  out  of 
his  office  to  find  a  sample  of  his  company's 
latest  electrical  connector  for  automobiles,  a 
technology  called  S1CMA.  He  runs  back  with 
the  tiny  metal  device  and  proudly  shows  off  its 
technical  ingenuity  —  a  one-part,  female-type 
connector  that  is  more  secure  than  the  tradi- 
tional hook-and-eye  used  in  the  industry. 

Cuilhe,  in  his  enthusiasm  for  tech- 
nology, is  typical  of  the  people  who  work 
for  Framatome.  In  the  past  decade,  these 
people  have  transformed  the  firm,  once 
totally  dedicated  to  building  nuclear  energy 
plants,  into  a  diversified  high-tech  company. 
Equally  important,  Framatome  has  suc- 


Framatome  now  ranks  fourth  in  the  world  in  the  connector  industry. 
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ceeded  in  its  geographical  diversification, 
having  become  fully  established  in  the  U.S. 
and  elsewhere. 

From  its  austere  offices  in  the  La 
Defense  suburb  of  Paris,  Framatome 
remains  a  world  leader  in  nuclear  power 
reactors  and  fuel.  But  now  the  company 
ranks  fourth  in  the  world  in  the  connector 
industry  ,  and  it  is  well-positioned  in  both 
industrial  information  technology  and 
mechanical  engineering.  Framatome  netted 
healthy  FFr  900  million  ($158  million)  in 
1993  on  sales  of  FFr  16.5  billion  ($2.9  bil 
lion)  —  not  bad  in  a  year  in  which  heavy 
industry  faced  a  severe  recession. 

Today  Framatome  is  active  in  four  majc 
business  areas: 

#  Nuclear  power,  its  core  business,  for 
which  its  capabilities  cover  all  aspects  -| 
engineering,  manufacmring,  fuel  and 
maintenance. 

#  Complex  industrial 
equipment,  an  activity 
derived  from  its  nuclear 
power  experience,  with 
certain  areas  of  exclusive 
technical  specialization. 
Connectors,  where  it 
holds  a  ranking  position  ii 
the  three  key  geographic 
areas  —  Europe,  Asia  anc 
the  Americas. 
Industrial  information 
systems,  a  direct  result 
of  Framatome's  nuclear 
power  business,  in  which 
it  offers  a  wide  range  of 
information  technology 
products  and  services  for 
use  in  a  number  of  such 
varied  fields  as  robotics, 
structural  analysis  and 
neutronics. 
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The  connector  industry  is  a  good  exam- 
le  of  Framatome's  success  in  the  U.S.  The 
ijnpany's  connector  division,  close  to  the 
lird-Iargest  in  the  American  market, 
:counts  for  about  15%  of  its  $745  million 
1992  figure)  in  sales  in  the  U.S. 

In  1989,  Framatome  acquired  Norwalk, 
Dim. -based  Burndy,  which  already  had  a 
ealthy  share  of  the  connector  market.  The 
pice  was  strategic:  Burndy's  founder,  the 
te  Bern  Dibner,  had  been  an  important  fig- 
re  in  American  technology  since  the  1920s; 
art  of  his  collection  of  original  engineering 
in  the  Smithsonian. 

Framatome  helped  Burndy  continue  to 
iversify  for  a  changing  world.  One  of  the 
)mpany's  biggest  successes  was  in  the  field 
f  information  technology.  Burndy  manufac- 
ired  a  crucial  connector  for  microcomput- 
-s  —  the  computer  "bus"  —  for  the  IBM 
S/2.  Since  then,  Burndy  has  continued  to 
ipply  computer  connectors  for  a  large 
umber  of  PC  makers,  including  Apple  and 
ewlett-Packard  in  the  U.S.,  as  well  as  com- 
ater  manufacturers  in  many  other  countries. 

"This  is  a  very  competitive  market,"  says 
uilhe,  "but  we  keep  innovating  ahead  of  the 
jmpetition." 

Framatome  has  achieved  its  greatest  stic- 
ks where  most  PCs  made  by  American  sup- 
liers  are  assembled  —  in  Southeast  Asia, 
ere,  Framatome  expects  a  growth  rate  of 
0%  for  its  connector  sales. 

Transport  of  electricity  is  also  a  market  in 
hich  Framatome  has  a  solid  share  in  the 
.S.  "Growth  is  slow  in  this  market,  but  we've 
loved  ahead  of  it  in  the  U.S.,  with  sales  up 
%  to  7%  in  the  last  three  years,"  Cuilhe  says, 
ramatome  also  participates  in  the  market  for 
le  American  defense  industry,  taking  part  in 
le  construction  of  U.S.  space  stations. 

Framatome  is  Europe's  largest  producer 
f  connectors  for  automobiles,  with  12%  of 
le  market,  and  it  is  working  to  reinforce  its 
osition  in  the  U.S.  "We  are  already  the 
rincipal  supplier  for  Ford  Europe's  new 
lodel,  the  Mondeo,"  says  Cuilhe,  "and  we 
ope  that  this  collaboration  will  be 
Ktended  to  the  U.S." 


ramatome's  acquisition 
f  Burndy  has  helped  the 
ompany  diversify  for  a 


But  connectors  are  not  the  only  industry 
in  which  Framatome  is  a  major  American 
player.  In  the  field  of  nuclear  energy  ser- 
vices, the  company  is  also  increasing  its 
market  share. 

"We  intend  to  confirm  our  leadership  in 
the  U.S.,"  says  Rene  de  Preneuf,  general 
manager  of  marketing  and  sales,  nuclear 
services  division.  The  U.S.  remains  the 
largest  market  in  the  world  for  nuclear 
energy  services,  de  Preneuf  points  out,  and 
Framatome  has  been  very  successful  in  rais- 
ing its  share  of  that  market. 

"This  is  a  very 
competitive  market," 

says  Framatome's 
Michel  Cuilhe,  "but  we 
keep  innovating  ahead 
of  the  competition." 

This  is  why  Framatome  acquired,  in 
1989,  an  American  operator:  BWNT,  based  in 
Lynchburg,  Va.  Through  Framatome,  BWNT 
offers  nuclear  services  and  fuel  to  North 
American  utilities.  Since  1989,  the  company 
has  doubled  its  sales  in  the  U.S.  It  now  ranks 
second  in  the  market  for  nuclear  services. 

"France  now  gets  more  than  80%  of  its 
electricity  from  nuclear  energy,  with  an 
annual  installed  capacity  of  57,650  electrical 
megawatts,"  de  Preneuf  says,  "while  the  U.S. 
gets  21%  —  with  an  installed  capacity  of 
110,000  electrical  megawatts." 

Framatome's  edge  is  its  vast  experi- 
ence in  providing  and  maintaining 
standardized  nuclear  plants  in  France 
and  abroad.  In  little  more  than 
30  years,  Framatome  has 
designed,  built,  installed 
and  maintained  57 
nuclear  units  in 
France  and  nine 
others  abroad 
—  in  Belgium, 
South  Africa, 
South  Korea  j 


and,  recently,  the  People's  Republic  of  China, 
with  the  construction  of  two  985-electrical- 
megawatt  units  for  the  Daya  Bay  Nuclear 
Power  Plant  in  the  Guangdong  province. 

Framatome  designed  and  manufactured 
all  of  the  nuclear  island  equipment  and  han- 
dled construction  and  startup  testing.  The 
project  constituted  a  major  success  for  the 
French  nuclear  industry,  achieved  under 
particularly  difficult  conditions.  Guangdong 
1  and  2  will  soon  supply  electricity  both  to 
Hong  Kong  and  the  People's  Republic  pro- 
vince of  Shenzen.  Guangdong  1  already  sup- 
plies electricity  to  Hong  Kong  and  the  pro- 
vince of  Guangdong.  Guangdong  2  has 
recently  been  connected  to  the  electrical  grid. 

For  the  maintenance  of  these  66  units, 
Framatome  has  strong  present  demand  and 
an  assurance  of  more  in  the  future,  so  the 
company  can  invest  in  forward-looking  R&D. 

"On  the  other  band,  BWNT  provides  us 
with  the  experience  of  dealing  with  nonstan- 
dardized  equipment  operated  by  many  dif- 
ferent utilities,"  de  Preneuf  continues.  "Such 
a  variety  demands  faster  work  and  offers  less 
of  an  opportunity  on  basic  R&D  matters." 

BWNT  and  Framatome  have  therefore 
united  their  experience  and  capabilities  to 
jointly  develop  innovative  products  for  global 
markets  like  specialized  robots  operating  in 
high-radiation  areas  and  elaborate  diversi- 
fied inspection  techniques  for  preventing 
and  solving  potential  problems  at 
nuclear  power  plants. 

"Our  customers  know  our 
record  of  reliability,"  de 
Preneuf  says.  "They  know  we 
are  here  to  stay." 

It  is  a  statement  that  could 
well  be  applied  to  all  of 
Framatome's  activities.  The 
company  has  not  only 
clearly  ensured  its  place 
in  its  chosen  U.S. 
markets,  but  also 
that  it  will  be 
around  for  a 
long  time.  # 


By   Lewis  J.  Perelman 


Kanban 


Kanbrain 

fust  as  the  slashing  of  inventories  by  kanban 
transformed  the  making  and  marketing  of 
goods,  the  new  "kanbrain"  systems  promise 
an  upheaval  in  how  business  is  organized  and 
conducted.  One  result:  Corporate  classrooms 
and  training  departments,  as  well  as  campus 
recruiting,  are  headed  for  obsolescence. 

Is  your  reengineering  PROJECT  bogging  down?  Don't  be  surprised.  Even  James 
Champy  and  Michael  Hammer,  the  authors  of  last  year's  bestseller  Reengineering 
the  Corporation,  confess  that  three-quarters  of  corporate  reengineering  efforts  fail 
to  be  carried  out  adequately,  or  even  at  all. 

An  outworn  academic  stereotype  of  learning  could  be  the  bottleneck.  "The 
false  correlation  of  learning  with  training  or  education  is  one  of  the  most  common 
and  costly  errors  in  corporate  management  today,"  says  Xerox  Corp.  vice-president 
John  Seely  Brown,  who  directs  the  company's  famous  Palo  Alto  Research  Center. 

Robert  Clegg  acquired  this  insight  the  hard  way.  Clegg  is  senior  vice-president 
for  customer  account  services  at  The  Charles  Schwab  Corp.  in  San  Francisco. 
Like  many  executives,  he  found  that  implementing  fundamental  change  is  a  lot 
harder  than  charting  it.  After  two  years  of  leading  the  business  process  redesign 
program  at  Schwab,  Clegg  now  says  that  he  has  discovered  the  roadblock:  "the  dif- 
ficulty of  getting  people  to  see  how  learning  really  works." 

At  Schwab  a  computer  tool  called  SPARKS,  introduced  to  Clegg  by  Coopers  & 
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Kanbrain 


Lybrand  consultants,,  helped  to  spark 
the  idea  that  learning  is  the  tabula  rasa 
to  21st-century  business.  A  graphic 
interface  anchored  to  a  Unix  server, 
SPARKS  makes  mapping  a  complex 
business  process  almost  as  easy  as 
using  a  Windows-type  paint  or  draw- 
ing program. 

To  illustrate,  Clegg  tells  what  hap- 
pened when  a  Schwab  manager  saw  a 
SPARKS-generated  chart  that  showed 
unmistakably  that  his  department  was 
causing  a  bottleneck  in  customer  ser- 
vice. SPARKS  revealed  that  workers  put 
off  processing  checks  they  thought 
were  low  priority  until  the  end  of  the 
day.  "What  they  didn't  realize  was  that 
they  were  seriously  backing  up  other 
departments,"  Clegg  says.  After  seeing 
the  chart  the  manager  went  back  to  his 
office  and  began  dictating  directions 
that  goaded  his  employees 
to  work  harder  to  follow 
the  company's  prioritiza- 
tion procedure. 

It  didn't  work.  "Employ- 
ees were  just  trying  to  do 
their  jobs  and  had  different 
ideas  about  priorities,"  says 
Clegg.  "This  manager  is 
well  educated,  but  he 
couldn't  explain  his  case. 
The  employees  had  to  learn 
it  for  themselves." 

This  particular  problem 
was  solved  when  the  man- 
ager consulted  with  his 
workers,  and  they  copro- 
duced  a  SPARKS  workflow 
model.  The  bottleneck, 
Clegg  says,  is  gone. 

The  Kanban  Lesson 

Anyone  who  has  been 
involved  in  the  goods  sec- 
tor over  the  last  10  to  15 
years  understands  the  fun- 
damental impact  of  just-in- 
time  delivery  processes, 
which  the  Japanese  call 


QUANTUM  LEAP 

With  networked  PCs, 
out  goes  teaching  and 
in  comes  learning. 


kanban,  on  the  supply,  manufacturing, 
distribution  and  retailing  of  physical 
products.  Kanban  is  the  system  named 
after  the  kanban  order  cards  originally 
used  on  Toyota  production  lines. 
Under  the  system,  when  a  team  of 
workers  needs  a  specific  part  from 
another  team,  it  sends  a  kanban 
requesting  that  part.  All  supply  deci- 
sions are  therefore  based  directly  on 
demand. 

The  shift  to  just-in-time  delivery  of 
knowledge  and  expertise  promises  to 
have  a  similar,  but  even  more  radical, 
impact  on  business.  Just  as  kanban- 
type  systems  have  largely  replaced 
stockpiles,  warehouses  and  the  paper- 
glutted  maze  of  order  processing,  the 
new  kanbrain  infrastructure  is  about 
to  blow  away  the  inventory  model  of 
corporate  smarts.  The  kanbrain  grid 


will  replace  the  warehousing  of 
knowledge  in  classrooms  and  libraries, 
and  of  degreed  experts  in  corporate 
departments.  With  what?  Just-in-time 
intelligence  and  on-demand  hyper- 
learning. 

At  the  heart  of  kanbrain  develop- 
ment is  the  rapid  spread  of  perfor- 
mance support  systems.  The  concept 
of  performance  support  tools  was 
broached  in  the  mid-1980s  by  Richard: 
Horn,  president  of  Cincinnati-based! 
Comware,  today's  leader  in  knowledge 
support  systems,  in  collaboration  with 
Marc  Rosenberg  at  AT&T.  Rosenberg 
recalls  brainstorming  with  Horn  about 
computer-based  training.  Over  the 
course  of  a  year  the  pair  came  to  the 
realization  that  something  very  differ- 
ent was  needed. 

"We  concluded  that  workers  needed 
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"I  Send  People  To  England, 
Ireland  And  Scotland.  I  Can't  Have  My  Faxes 
Go  To  Never-Never  Land." 


"The  people  who  come  to  Elderhostel 
Dve  learning,  and  they  love  to  travel, 
ve  give  them  a  way  to  d< )  h  ith 
Jter  all,  if  yon  want  to  study 
We  Canterbury  Tales,  why  not 
tudy  it  at  the  Canterbury  Cathedral? 

"Last  year,  we  organized  courses  at 
,800  schools  in  47  countries.  That  takes 

lot  of  international  faxing— for  every- 


thing from  getting  the  most  accurate 
information  into  our  catalogs  to  trans- 


Or  "How  AT&T  International  Fax  Works  For  Me"  by  Bill  Berkeley, 
Elderhostel  Study  Programs 


mitting  last-minute  itinerary  changes. 

"With  so  many  people  depending  on 
us,  we  depend  on  AT&T.  They've  got 
the  most  advanced  fax  technology. 


And,  they're  the  only  ones  with  both  a  Fax 
Service  Center  to  answer  our  questions 
and  a  diagnostic  service  that 

can  monitor  our  international 
ax  lines  and  minimize  problems. 
"So  the  only  lines  we  have  to  worry 
about— are  Chaucer's."  j\U£T 

For  details,  call  EHmiZSSD 
1  800  222-0900.  ADWN1AGE 


AT&T 
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software  tools  to  get  knowledge  and 
skill  just  in  time,  where  and  when  they 
are  doing  their  jobs,"  says  Rosenberg, 
who  currently  has  the  bellwether  title 
of  district  manager,  learning  strategy.  It 
seemed  inefficient,  he  says,  "to  always 
pull  workers  out  of  their  jobs  to  tell 
them  how  to  do  their  jobs  better.  Why 
can't  they  learn  while  they're  on  the 

job?" 


Once  a  kit  of  tools  was  created  to 
help  workers  on  the  job,  the  next  logi- 
ca]  step  was  to  catalog  the  tools  and 
make  them  available  them  on  a  com- 
puter network.  Comware  worked  with 
AT&T  to  create  the  first  knowledge 
support  system,  called  a  training  test 
consultant,  aimed  at  corporate  trainers. 
It  was  so  successful  that  a  three-day 
class  was  canceled  and  replaced  with 


software.  Another  product,  called  the  jJ 
Performance  Management  Assistant, 
gives  AT&T  workers  and  supervisors  a  ; 
variety  of  on-line  aids  both  to  improve  y 
current  job  performance  and  to  plan 
further  career  development.  On  their  \ 
personal  computers  AT&T  employees  j 
have  a  series  of  icons  that,  when 
clicked,  point  them  to  specific  refer-  g 
ence  documents  or  advise  them  if  they  y 
are  having  job  difficulties. 

"If  there  is  a  problem  with  a  staff 
member  who  is,  say,  disrupting  morale,  j  g 
a  manager  can  use  the  Performance  j 
Management  Assistant  to  help  figure  f 
out  what  to  do,"  Rosenberg  explains. 
In  this  case  the  manager  would  answer 
a  series  of  specific  questions,  and  the 
program  would  list  the  options  avail- 
able to  him. 

Relatively  simple  stuff.  Indeed,  the 
limitations  of  PCs  and  bandwidth  in 
the  mid-1980s  made  more  dynamic 
performance  support  systems  easier  to 
conceptualize  than  to  build.  That's 
changed.  Today,  pulling  employees  out 
of  work  for  training  has  proven  to  be 
extremely  expensive,  Rosenberg  says. 
"The  technology  now  is  ready  for  per- 
formance support  to  take  off  exponen- 
tially." 

Apple,  Intel,  Andersen  Dive  In 

There  are  plenty  of  signs  that  it's  hap- 
pening. In  the  spring  of  1993  Lucy 
Carter,  a  training  director  at  Apple 
Computer,  went  to  Ian  Diery,  vice- 
president  in  charge  of  Apple's  personal 
computer  division,  to  talk  about  replac- 
ing "19th-century  training"  with  a 
modern  performance  support  system. 
"Our  people  should  be  learning  with 
the  same  21st-century  technology 
we're  selling  to  our  customers,"  she 
suggested.  Management  agreed. 

In  August  Carter  became  director  of 
the  new  worldwide  performance  sys- 
tems group  that  she  had  put  together. 
By  the  beginning  of  1994  the  group  had 
transformed  a  heap  of  existing  training 
resources  into  the  Apple  Reference  Per- 
formance Learning  Experience  &  Pre- 
sentation Library,  or  ARPLE  ("ar-pull"). 
Originally  based  heavily  on  CD-ROMs, 
ARPLE  gradually  migrated  to 
client/server  Ethernet  networks  using 
Apple's  workgroup  server  technology. 


There  may  be  no  major  company  jumping  into  kan- 
brain  more  broadly  and  rapidly  than  $20  billion 
Hewlett  Packard  Co.  "We're  constantly  pushing  to 
blur  the  lines  between  learning  and  doing  the  job," 
says  Susan  Burnett,  manager  of  worldwide  sales 
force  development. 

Just  a  few  years  ago  nearly  100  percent  of  HP  sales  training  was  done  in 
classrooms,  Burnett  notes.  Internal  research  showed  that  the  average  sales  rep 
was  spending  12  to  15  days  a  year — up  to  three  full  business  weeks — in  a 
classroom,  at  enormous  cost.  Moreover,  about  three-fourths  of  the  time  reps 
did  spend  working  with  customers  was  consumed  by  transferring  catalogs  and 
reports  from  the  central  office. 

On  top  of  all  that  HP's  product  life  cycles  shrank  in  the  last  couple  of  years 
from  around  18  months  to  as  little  as  six  months.  At  the  same  time  technical  fea- 
tures, specs  and  applications  became  more  complex,  and  administrative  support 
was  being  cut  to  pare  overhead  just  when  the  sales  force  was  deluged  with  a 
growing  mass  of  information.  The  company's  top  sales  management  could  see 
that  the  whole  system  was  headed  for  a  breakdown.  HP  wanted  its  salespeople 
to  spend  most  of  their  time  actually  selling,  not  sitting  in  classrooms  or  passing 
out  brochures. 

Before  1990,  whenever  HP  introduced  a  new  product,  it  would  bring  its  950 
sales  reps  to  a  conference  center  for  a  day  or  two  of  training,  at  a  cost  of  about 
$5  million.  The  Hewlett  Packard  Interactive  Network  (HPIN)  that  Tom  Wilkins,  R&D 
manager,  media  technologies,  helped  create  has  cut  the  cost  of  new-product 
seminars  to  only  about  $80,000— a  reduction  of  more  than  98  percent.  The  network 
has  proven  so  cost-effective  that  it  is  even  becoming  a  profit  center:  HP  sells  the 
service  to  other  organizations. 

HPIN's  tutored  video  instruction  is  classroomlike  in  format.  Instructors  and 
facilitators  in  specially  designed  originating  studios  like  the  one  in  Santa  Clara, 
Calif.,  beam  out  their  telecourses  to  conference  rooms  in  HP  offices  and  facto- 
ries around  the  world.  Instructors  get  real-time  feedback  both  from  microphones 
at  each  student's  desk  and  from  networked  HP  1 00  LX  pocket  computers  used 
by  each  participant  to  raise  an  electronic  "hand"  or  to  respond  to  an  instructor's 
questions.  The  instructor,  whose  own  workstation  displays  an  electronic  seating 
chart  showing  each  on-line  site,  can  poll  the  students  and  instantly  display  the 
results  in  computer-generated  tables  or  charts. 

The  superficial  similarity  to  classroom  training  masks  an  ongoing  transforma- 
tion of  learning  processes.  Live  courses,  in  Wilkins'  view,  should  be  targeted  at 
conveying  highly  volatile  information  that  is  changing  too  quickly  to  be  worth 
archiving  on  something  like  a  multimedia  instructional  disk.  Network  activities  are 
more  in  the  form  of  meetings  and  conferences  than  classes.  "The  network  will 
move  more  toward  an  on-demand,  just-in-time  system,"  says  Wilkins,  "as  we 
add  video  servers  so  that  programs  can  be  stored  and  retrieved  at  each  user's 
convenience."  He  anticipates  that  the  HPIN  will  gradually  be  absorbed  into 
groupware  networks  and  will  evolve  to  provide  on-demand  training.  This  way, 
ilready  filmed  training  sessions  can  be  stored  and  accessed  through  a  variety  of 
i  rsetworks  as  their  bandwidth  grows  to  include  two-way  video  confer- 
i  standard  feature. 
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ARPLE  gives  more  than  20,000  Apple 
employees  around  the  world  on-line 
and  on-demand  access  to  the  compa- 
ny's entire  base  of  sales,  marketing  and 
technical  information  and  training 
resources.  Frequent  updates  are  deliv- 
ered by  CD-ROM. 

Sales  representatives  relied  heavily 
on  ARPLE  in  March  when  the  company 
launched  the  PowerPC  Macintosh. 
"We  put  everything  on  line  that  they 
could  possibly  use — research,  corporate 
strategies,  training  brochures,  competi- 
tive analysis,  you  name  it,"  says 
Carter.  "In  the  past  we  would  have 
sent  out  about  three  videos,  a  pile  of 
literature  and  four  or  five  CDs  to  each 
sales  office." 

Carter  says  she  is  convinced  ARPLE 
is  a  breakthrough.  Internal  studies  sug- 
gest it  saves  representatives  1 1  hours  a 
month  previously  spent  searching  for 
information.  "That's  three  or  four 
more  sales  calls  a  month,"  she  says. 

Jessica  Rocha,  a  manager  in  the 
design  technology  area  at  Intel  Corp., 
has  worked  on  developing  support  sys- 
tems for  application  engineers.  The 
engineers'  role  is  to  build  a 
bridge  between  customers 
for  the  company's  semi- 
conductor products  and  the 
Intel  designers  who  devel- 
op the  tools  that,  in  turn, 
make  the  chips.  The  job 
demands  a  wide  array  of 
skills:  teaching  designers 
how  to  use  tools  correctly, 
helping  them  understand 
customer  needs  and  provid- 
ing hot-line  support  to 
whoever  needs  it.  To  help 
the  engineers  cope,  Rocha's 
group  collected  BKMs,  best 
known  methods,  in  on-line 
software  packages.  The 
engineers  can  access  the 
BKMs  any  time  to  get 
expert  knowledge  just 
when  it  is  needed. 


CAN'T  SLOW 
DOWN  Fast 
companies  want 
learning  on  the  go. 


Andersen  Consulting  has  developed 
the  Knowledge  Xchange,  an  in-house 
version  of  the  kind  of  consulting  help 
it  sells  to  clients.  Knowledge  Xchange 
creates  virtual  "communities  of  prac- 
tice": Lotus  Notes  groupware  and 
Microsoft  OfficeSuite  ran  on  a  Novell 
NetWare-based  LAN;  the  LAN  is  con- 
nected to  a  proprietary  client/server- 
based  WAN. 

"The  value  of  a  consulting  firm  like 
ours  is  in  its  knowledge  capital," 
explains  Charlie  Paulk,  chief  informa- 
tion officer.  "The  idea  of  the  Knowl- 
edge Xchange  is  to  make  all  of  the 
firm's  accumulated  knowledge  and 
skills  immediately  available  to  each  of 
our  consultants,  and  therefore  to  every 
client.  It's  a  virtual  place  where  all  our 
27,000  consultants  can  share  their 
knowledge  and  expertise  in  global  com- 
munities of  practice." 

The  Knowledge  Xchange  is  avail- 
able to  each  consultant  on  her  desktop 
and  laptop  computers  and  affects  the 
work  she  does  on  the  front  line.  "It's 
more  than  just  passing  along  content," 
says  Dave  Durfee,  a  senior  manager  in 


Andersen's  New  York  office.  "It  lets 
me  find  out  who  has  skills  out  there 
that  I  don't  have,  so  I  can  quickly  put 
together  an  on-line  team  to  help  me 
solve  the  client's  problem." 

The  Knowledge  Xchange  also  keeps 
employees  up  to  date  on  their  peers' 
work  by  indicating  when  new  discus- 
sion topics  in  their  area  of  interest  have 
been  posted.  Durfee  says  he  logs  on  to 
the  Xchange  in  the  morning  before 
work  or  at  night  when  he  comes  home. 

mining  Your  Data  for  Patterns 

In  some  organizations  kanbrain  has 
been  used  to  enhance  teleconferencing 
efforts  originally  set  up  to  reduce  travel 
demands.  National  Technological  Uni- 
versity, Fort  Collins,  Colo.,  delivers 
university  engineering  courses  by  satel- 
lite to  dozens  of  U.S.  companies 
nationwide.  Clients  include  Exxon, 
General  Electric,  Polaroid  and  IBM. 
One  of  the  most  advanced  and  effec- 
tive private  telelearning  networks  is 
ran  by  Hewlett  Packard  (see  sidebar  on 
facing  page). 

Many  leaders  in  the  field  think  that 
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stand-alone  technology  such  as  CD- 
ROM  has  at  least  as  strong  a  role  to 
play  in  the  distribution  of  just-in-time 
learning  as  on-line  networks  do.  "You 
have  to  keep  in  mind  that  the  'content 
curve' — the  cost  of  capturing  a  unit  of 
knowledge  in  storage  media  such  as 
optical  disks — is  falling  rapidly,"  points 
out  Joe  Carter,  managing  partner  of 
Andersen  Consul  ting's  new  Center  for 
Strategic  Technology  in  Palo  Alto, 
Calif. 

One  of  the  newer  gadgets  in  the 
kanbrain  toolkit  is  called  automated 
discovery,  also  known  as  data  mining. 
An  example  is  the  Information  Discov- 
ery System,  or  IDIS,  sold  by  Intelli- 
genceWare  Inc.,  Los  Angeles.  Kamran 
Parsaye,  the  company's  founder,  is  a 
mathematician  who  sold  his  first  auto 
discovery  system  in  1987.  IBM-compat- 
ible DDIS  runs  on  a  variety  of  platforms, 
including  Windows,  Sybase,  Paradox 
and  Oracle. 

"Auto  discovery  is  basically  the 
opposite  of  an  expert  system,"  Parsaye 
explains.  "An  expert  system  applies 
rules  a  human  programmer  has  written 
to  solve  a  problem.  But  an  auto  discov- 
ery system  such  as  DDIS  actually  dis- 
covers explicit  rules,  hypotheses  and 
knowledge  that  are  hidden  in  large 
databases." 

One  IDIS  component  discovers  cor- 
relations, he  says,  such  as  "big  super- 
markets that  sell  3,000  boxes  of  cereal 
in  February  are  92  percent  likely  to  sell 
4,000  cases  of  mineral  water  in  July." 
A  second  tool  displays  significant  pat- 
terns such  as  the  cycle  of  cereal  sales 
by  month  of  the  year  and  by  state.  A 
third  component  picks  up  anomalies 
that  might  reveal  data  entry  errors, 
defective  equipment  or  fraud. 

IDIS  tools  have  been  used  by  New 
York  investment  firm  Gilman  Securi- 
ties to  scope  out  subtle  trends  in  finan- 
cial markets,  by  Eltron  Research  to  dis- 
cover new  catalysts  and  crystallization 
processes,  and  by  Southern  California 
Spinal  Disorders  Hospital,  Los  Angeles, 
to  fine-tune  diagnosis  and  treatment  of 
patients. 

DiFFERENT  STYLES  OF  LEARNING 

"Building  just-in-time  learning  systems 
isn't  going  to  do  much  good  if  you 


don't  understand  how  learners  actually 
learn,"  says  Intel's  Rocha,  echoing  the 
insight  of  Schwab's  Clegg.  Rocha  is 
among  the  growing  number  of  man- 
agers who  are  trying  to  write  into  kan- 
brain systems  the  theories  of  cognitive 
scientists  about  how  human  learning 
works  most  productively. 

One  scientist  whose  work  has 
helped  major  corporations  hypercharge 
the  speed  of  human  learning  is  Lau- 
rence Martel,  president  of  Integrative 
Learning  Systems  Inc.,  Hilton  Head, 
S.C.  He  has  helped  Eastman  Kodak, 
Alcan,  Intel,  Shell  Oil  and  Gulfstream 
Aerospace  tackle  the  key  reengineering 
barrier  Clegg  defined:  understanding 
how  learning  works. 

Mattel's  research  shows  that  just  as 
people  have  a  variety  of  blood  types, 
they  also  have  significantly  different 
"styles"  of  using  sensory  input — hear- 
ing, seeing,  touching,  moving,  etc. — 
which  enable  learning  to  occur.  He  says 
that  in  order  to  address  these  different 
learning  styles,  kanbrain  should  inte- 
grate several  media  to  ensure  that 
knowledge  is  digestible  by  as  many 
people  as  possible.  A  typical  result: 
Applying  Mattel's  integrative  learning 
methods,  Kodak's  film-processing  divi- 
sion was  able  to  achieve  an  internal 
Class  A  quality  rating  a  year  ahead  of 
schedule,  with  the  highest  internal 
ranking  (99.5)  in  the  company's  history. 

The  central  cause  of  corporate 
knuckleheadedness,  as  Martel  sees  it, 
is  not  just  that  management  fails  to 
understand  how  learning  works,  but 
that  what  management  thinks  it 
understands  is  wrong.  Says  Martel, 
"Corporations  today  are  being  hobbled 
by  two  corollary  myths:  that  managers 
cause  productivity  and  that  teachers 
cause  learning." 

Martel's  experience  indicates  that 
managers,  who  are  hired  for  their  aca- 
demic rather  than  their  workplace  com- 
petencies, often  have  a  different  learn- 
ing style  (visual/verbal/auditory)  from 
that  of  most  front-line  workers  (tac- 
tile/kinesthetic).  With  Mattel's  ttaining 
Kodak  employees  encountered  different 
learning  presentations — some  visual 
with  diagrams,  others  set  to  rap  music. 
In  one  session  workers  passed  around  a 
small  ball  and  discussed  what  obstacles 


they  face  when  doing  their  job. 

"When  we  do  that,  there  are  always 
some  workers,  usually  silent,  who 
open  up  and  have  a  lot  to  contribute 
about  how  their  department  is  run," 
says  Martel. 

Managers  mistakenly  believe  that 
certain  workers  are  slow  learners.  In 
fact,  the  workers'  learning  styles  are 
simply  different  from  their  own  and 
may  be  superior  in  the  workplace. 
Management's  mandates  for  more 
classroom  training  for  workers  may 
only  widen  the  rift  between  employees 
and  management.  And  faddish  calls  for 
the  company  to  become  a  "learning 
organization"  may  only  serve  to 
inflame  managers'  snobbiest  impulses. 

"The  problem  with  academically 
oriented  management,"  Martel 
observes,  "is  that  managers  think  they 
have  to  appear  to  be  the  experts.  They 
cannot  appear  not  to  know  something. 
Therefore  they  cannot  learn.  Often 
they  cannot  tolerate  anyone  else 
around  them  learning  either." 

Such  misunderstandings  will  quash 
the  most  technically  advanced  kan- 
brain architecture.  Xerox's  John  Seely 
Brown  emphasizes  that  "being  a  so- 
called  learning  organization  isn't  going 
to  get  you  very  far  unless  you  also  are 
unlearning  the  knowledge  and  beliefs 
that  are  simply  no  longer  true."  This  is 
precisely  why  the  builders  of  the  new 
performance  support  cyberstructures 
regard  the  precepts  of  cognitive  science 
as  their  most  useful  tools. 

Who's  to  Blame?  Management 

A  growing  rift  divides  corporate  man- 
agers, both  across  organizations  and 
within  them.  The  division  is  signifi- 
cantly generational:  younger  managers 
and  workers  who  have  grown  up  with 
TV,  computers  and  videogames  often 
have  a  notably  different  approach  to 
the  modern  tools  of  work  than  the 
older  top  managers  of  many  organiza- 
tions. Information  Age  technology  is 
splitting  the  business  world  into  two 
incompatible  and  increasingly  conflict- 
ing cultures. 

For  at  least  the  past  two  genera- 
tions, business  management  in  Ameri- 
ca, and  in  most  other  industrialized 
nations,  has  become  increasingly  acad- 
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Object-oriented  technology 
adds  up  for  your  business. 

Faster  development.  Increased  pro- 
immer  productivity.  Higher- quality, 
ter- maintenance  applications.  Code 
lse.  The  ability  to  respond  quickly  to 
inging  business  conditions. 

Object-oriented  technology  is  the 
swer  you  need  to  make  your  business 
>re  competitive.  With  45  major- league 
/elopment  projects  behind  us,  includ- 
;  OS/2®  Presentation  Manager*  and 
iOL/SF,  IBM  is  the  company  that 


for  OS/2.  With  its  exceptionally  reliable 
32 -bit  C/C++  compiler,  its  extensive 
C  +  +  class  libraries,  and  its  lull  function 
browser,  you  have  the  language  and  the 
tools  you  need  to  produce  serious  00 
applications  today,  with  code  that  can 
easily  be  reused  tomorrow. 


Visual AgeT  A  powerful 
new  vision  of  programming: 


VisualAge  is  IBM's  hot  new  visual 
programming  tool  that  lets  you  produce 
scalable,  object-oriented  client/server 
applications  with  amazing  speed.  Using 


SOM. 

The  common  thread  for 
object  environments. 


IBM's  System  Object  Model 
(SOM)  and  Distributed  System  Object 
Model  (l)SOM)  are  language -neutral 
mechanisms  for  developing  class  libraries. 
With  SOM,  you  can  develop  objects  in 
one  language  and  easily  use  them  in 
another.  And  SOM  supports  CORBA,  the 
Common  Object  Request  Broker  Archi- 
tecture of  the  Object  Management 
Group  (OMG). 


C  Set  ++  is  the  most  complete  C++  object -oriented 
development  tool  you  can  buy  for  OS/2. 


VisualAge  combines  the  ease  of  visual  programming 
with  the  power  of  object  technology. 


intuitive  graphical  interface  tools  and  a 
completely  integrated  Smalltalk  base, 
you  and  your  team  can  link  and  share 
objects  by  connecting  icons  and  build 
new  industrial-strength  applications  out 
of  code  that  has  already  been  written. 

VisualAge  makes  your  programming 
faster  and  more  responsive,  because  it 
lets  you  recycle  your  code  instead  of 


Get  started  today. 


bvers  the  object  solution  and  the  ser- 
ies you  need  to  take  full  advantage  of 
3  new  technology.  From  infrastruc- 
re  to  tools  to  development  platforms 
-  commercial  and  technical  devel- 
ers,  nobody  is  doing  more  to  balance 
3  00T  equation  than  IBM. 

CSet^T 
Mission -critical  code  starts  here^ 

IBM's  C  Set  ++  is  the  development 
ckage  behind  many  of  today's  popu- 
•  software  programs,  like  Lotus  I -2-3®     database  management  systems. 

IBM  OS/2.  Presentation  Manauer  ami  1)112  are  registered  trademark  ami  C  Set  t  t .  I  isualAge  and  '  I  powerful  new  vision  ofprogamming"are  trademarks  of  International  Business  Machines  0 

l.atusl-2-.i  i.v  II  registered  trademark  of  lotus  Development  Corporation  M/'W  IBM  (orp. 


This  is  only  the  beginning.  To  receive 
our  IBM  white  paper  on  new  directions 
in  object  technology,  or  to  order  IBM 
00T  products  and  services,  just  call  us 
at  I  800  [BM-3333,  ext.  STAR  700. 

And  we'll  show  you  how  easy  it  is  to 


write  yourself  into  the  OOT  equation, 
rewriting  it.  And  it  gives  you  easy  access    SOFTWARE  For  OBJECT-ORIKNTK!)  TKCHNomo 
to  the  entire  DB2*  family  of  relational  ==^=  =® 


rporation. 


K  A  N  B  R  A  I  N 


emized.  Following  the  academic  model 
in  which  management's  own  experi- 
ence was  rooted,  management  treated 
knowledge  and  know-how  as  invento- 
ried commodities.  Companies  built 
what  they  regarded  as  their  expertise 
by  recruiting  the  best  students  with 
credentials  from  the  "top"  schools  and 
housing  them  in  specialized  depart- 
ments. 

Recognizing  that  knowledge  is 
power,  academized  managements 
sequestered  corporate  knowledge  at  the 
top  of  the  organization  chart  and  limit- 
ed access  to  those  who  "need  to 
know."  Reflecting  their  own  experi- 
ence, managers  viewed  learning  as 
preparation  for  working  and  therefore 
as  a  separate  activity  confined  to  class- 
rooms and  fomented  by  professional 
instructors.  Responding  to  this  demand 
are  the  80,000  M.B.A.s  filing  out  of 
business  colleges  every  year — 20,000 
more  than  just  a  decade  ago. 

At  the  heart  of  the  kan- 
brain  rift  is  the  driving 
force  of  hypermation  tech- 
nology: to  shrink  the  loop 
that  connects  learning  and 
working.  "The  more  you 
separate  learning  from  the 
job,"  says  Lucy  Carter  of 
Apple,  "the  less  effective 
and  competitive  you're 
going  to  be.  At  Apple  we 
want  to  get  the  learning  as 
close  to  the  work  environ- 
ment as  possible."  The 
kanbrain  pioneers  at  Intel, 
Hewlett  Packard,  Xerox 
and  other  corporate  and 
military  organizations  will 
tell  you  the  same  thing. 

Classrooms  are  Out 

Perhaps  the  most  immedi- 
ate and  graphic  impact  of 
this  revolution  is  that  cor- 
porate classrooms  and  the 
accompanying  academic 


paraphernalia  are  headed  for  obsoles- 
cence. Some  divisions  at  Hewlett 
Packard  have  eliminated  90  percent  or 
more  of  classroom  training,  and  others 
are  quickly  following  suit.  Carter  esti- 
mates that  since  last  year  roughly  75 
percent  of  Apple's  classroom  training 
has  been  replaced  by  just-in-time,  mul- 
timedia learning  platforms.  "We  aim  to 
get  to  zero  as  soon  as  the  technology  is 
ready,"  Carter  says. 

"We're  working  to  reengineer  the 
entire  learning  process,"  says  Alan 
Nowakowski,  director  of  training  at 
Andersen  Consulting's  education  cen- 
ter in  St.  Charles,  111.  What  does  that 
mean  in  practice?  "Just-in-time  learn- 
ing at  what  we  call  the  'point  of 
need' — taking  control  out  of  the  hands 
of  instructors  and  putting  it  into  the 
hands  of  the  learner,"  he  says.  "We 
want  active,  not  passive,  learners  who 
learn  in  a  context  as  close  to  the  real 
work  environment  as  possible.  We 


don't  care  about  tests.  We  want  people 
to  be  able  to  perform  work  processes 
well,  as  judged  by  their  peers." 

Marc  Rosenberg,  AT&T's  learning 
strategist,  points  out  that  using  class- 
rooms just  for  "dumping  knowledge" 
makes  no  sense.  Instead,  he  sees  the 
rooms  as  "places  for  teams  to  work 
together  on  solving  problems." 

This  is  the  pattern  at  Andersen 
Consulting,  where  Nowakowski 
reports  that  "courseware"  such  as  the 
do-it-yourself  Business  Practices 
Course  (BPC)  is  being  transferred  to 
hundreds  of  CD-ROM  multimedia  plat- 
forms scattered  throughout  the  firm's 
offices  worldwide.  BPC  provides  40 
hours  of  simulated  client  engagements 
and  meetings  with  upper  manage- 
ment. Multimedia  instruction  saves 
Andersen  at  least  $2  million  a  year, 
says  Nowakowski,  because  it's  50  per- 
cent faster. 

What  goes  on  in  the  increasingly 


SHAKING  OUT 
THE  COSTS  New 

kanbrain  methods 
cut  training  time. 
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class-free  classrooms  at  Andersen's  St. 
Charles  center  are,  Nowakowski  says, 
"goal-based  scenarios."  The  firm 
brings  about  36  novice  consultants 
together  for  several  days  to  work  on 
authentic  client  problems  in  teams  of 
four — almost  exactly  the  same  format 
that  they  face  in  their  offices.  The  fac- 
^^^^^^^^^^^^^^^^     ulty  is 


made  up  of  three  Andersen  consul- 
tants, chosen  for  their  specialties.  One 
plays  the  role  of  the  client;  the  other 
two  are  facilitators.  In  particular,  says 
Nowakowski,  "we  want  to  encourage 
the  teams  to  be  daring,  and  to  make 
mistakes  here,  in  a  fail-safe  environ- 
ment." That's  not  education — that's 
"virtualizing"  a  business  process. 


As  the  bandwidth  of  performance 
support  networks  like  Andersen's 
Knowledge  Xchange  expands  to  include 
live,  two-way  video  conferencing  as  a 
standard  feature,  the  teams  and  rooms 
and  centers  will  all  go  virtual,  becom- 
ing places  where  people  go  to  learn 
together  in  cyberspace,  without  the 
cost  of  room,  board  and  airfare. 

As  classrooms  vanish  from  busi- 
ness, kanbrain  pioneers  are  realizing 
that  recruiting  on  the  basis  of  class- 
room achievement  becomes  increas- 
ingly irrelevant,  even  counterproduc- 
tive. Allstate  Insurance  is  one  of  a 
growing  number  of  employers  that 
have  found  that  the  same  multimedia 
technology  used  for  on-demand  train- 
ing can  be  used  to  assess  job  appli- 
cants' skills  with  far  greater  precision 
than  can  resumes  or  diplomas.  Ander- 
sen Consulting's  Canadian  office  is 
now  using  job  simulations  to  evaluate 
recruits. 

Even  though  one  of  the  mantras  of 
Andersen  Consulting  is  "we  hire  the 
best  people,"  the  firm's  internal 
research  revealed  that  the  best  con- 
sulting performers  are  not  the  best 
students  from  the  best  schools. 
Rather,  says  David  Reed,  one  of  the 
firm's  recruiting  directors,  "well- 
rounded"  summarizes  the  set  of  per- 
sonal characteristics  he  and  his  col- 
leagues are  looking  for.  This  includes 
college  extracurricular  activities  such 
as  sports  and  fraternities  and  sorori- 
ties, which  show  a  larger  commit- 
ment to  life  experience  outside  the 
classroom.  "We  hire  people  with  all 
kinds  of  backgrounds,"  he  says.  "You 
really  don't  have  to  have  a  college 
degree  to  work  here." 

The  developments  at  pioneering 
firms  charted  here  may  seem  minor  in 
the  context  of  the  whole  economy,  and 
top  management  may  not  say  or  even 
know  much  about  what's  going  on 
beneath  its  feet.  But  the  pressures  of 
colliding  and  incompatible  business 
paradigms  are  building  every  day.  Last 
year  a  half-dozen  of  the  biggest  U.S. 
corporations  fired  their  CEOs.  You 
ain't  seen  nothing  yet.  (MS) 


Kerry  Lauerman  provided  additional 
research  and  reporting  to  this  story. 


LOSING  $100,000 

an  Hour  Gave 
INTELSAT 
RELIGION 


An  "anomaly."  That's  what  the  engineers  call  it 
when  a  communications  satellite  goes  haywire. 
INTELSAT  5  had  an  anomaly  on  Sept.  14, 1992.  For 
its  antenna  dishes  to  remain  pointed  at  the  ground 
stations  that  pump  thousands  of  telephone,  TV  and 
other  signals  in  and  out  of  the  satellite,  the  craft's 
position  in  space  has  to  be  scrupulously  controlled.  But  the  computers,  thrusters 
and  other  control  systems  are  imperfect,  and  every  once  in  a  while  they  get  out 
of  whack. 

When  INTELSAT  5  went  awry,  engineers  in  the  control  room  struggled  for  30 
minutes  to  figure  out  the  cause  of  the  problem.  But  their  diagnosis— a  problem 
with  the  satellite's  angle— turned  out  to  be  wrong.  Another  60  minutes  passed 
before  they  found  the  true  fault— a  power  outage— and  fixed  it.  It  then  took  anoth- 
er two  hours  to  get  the  satellite  back  in  operation. 

Soon  therafter,  senior  software  engineer  Ravi  Rastogi  was  leading  a  team  that 
was  developing  control  applications  for  G2,  a  real-time  expert  system  develop- 
ment platform  sold  by  Gensym  Corp.,  Cambridge,  Mass.,  that  makes  extensive 
use  of  object-oriented  graphics.  To  evaluate  the  effectiveness  of  the  Satellite 
Diagnostic  System  they  developed  with  G2,  Rastogi's  group  tested  it  by  having 
a  controller  team  use  it  on  a  simulated  rerun  of  the  Sept.  14,  1992,  anomaly. 
Instead  of  the  90  minutes  required  to  solve  the  problem  with  the  old  system,  the 
G2-based  SDS  found  the  cause  of  the  failure  in  32  seconds. 

Training  is  faster,  too.  "It  used  to  take  about  two  weeks  to  train  engineers  to 
use  the  old  control  system,"  says  Louis  Ortega,  INTELSAT'S  chief  engineer  for 
control  automation,  "but  they  can  pick  up  this  new  system  just  by  coming  in  and 
playing  around  with  it  for  a  couple  of  hours." 

Market  forces  drove  these  innovations.  Not  only  is  about  $100,000  of  rev- 
enue lost  for  each  hour  a  satellite  is  out  of  service,  but  customers  such  as 
banks  or  brokers  who  depend  on  constant  communications  get,  to  put  it  mild- 
ly, disillusioned.  (It  can  be  worse:  A  control  anomaly  during  a  satellite  launch 
can  blow  a  half-billion-dollar  investment.) 

New  technology  and  corporate  policy  upped  the  ante.  "The  new  INTELSAT  7 
series  roughly  doubles  the  amount  of  information  and  number  of  options  con- 
trollers have  to  deal  with,"  Rastogi  explains.  "Because  management  decided  we 
can't  expand  the  staff,  we  needed  to  improve  the  effectiveness  of  control  sys- 
tems, and  we  needed  to  develop  the  new  systems  quickly." 

The  old  control  systems  confronted  engineers  with  six  white-on-black  screens 
crammed  with  tables  of  text  and  numbers.  Rastogi's  replaced  them  with  colorful 
Windows-style  graphical  displays  of  telemetry  data,  along  with  on-demand,  on- 
line reference  information  to  replace  paper  manuals.  "Most  important,"  says  Ras- 
togi, "the  engineers  needed  event-driven  inferencing,"  jargon  for  quick  advice  on 
what's  wrong  and  how  to  fix  it  when  a  problem  comes  up. 

Rastogi  estimated  that  developing  this  kind  of  system  using  conventional 
graphical  software  would  have  taken  about  20  person-years  of  work,  worth  about 
$2  million.  "We  paid  about  $700,000  for  the  G2  software.  We  started  the  design 
in  January  1993  and  had  our  first  rehearsal  in  June.  We  put  about  three  person- 
years  of  work  in.  We  probably  couldn't  have  been  ready  any  other  way."  The 
SDS  system  is  now  being  implemented  on  a  Unix  TCP/IP  network  driven  by  a  HP 
735  serving  60  workstations. 
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High-performance  software: 


Powering  your  drive  to  succeec 

No  matter  what  business  you're  in,  SAP  software  gives  you  the  performance 
you  need  to  pull  ahead  of  your  competition. 

In  fact,  SAP  software  is  doing  just  that  in  nine  of  the  top  ten  Fortune 
500  companies.  That's  because  SAP  provides  ready-to-run,  integrated  solu- 
tions for  core  business  functions— finance,  manufacturing,  sales,  and  HR. 

What's  more,  our  R/3  System  delivers  its  high-level  performance 
in  today's  all-important,  open,  client/server  environment.  It  even  provides 
support  for  multinational  currency,  language  and  legal  requirements  to 
keep  offices  everywhere  moving  in  the  same  direction. 

So  join  more  than  1,000  sites  using  R/3  to 
drive  their  businesses  forward.  Call  SAP.  You'll  find 


out  why  our  software  is  the  perfect  vehicle  for  the 

road  tO  SUCCeSS.  Just  phone  7-  800- USA  -  1SA  P.       Integrated  software.  Worldwii 


By  Nancy  Rutter 


Hard  Slog,  Still  Here 

PictureTel  is  10  years  old  and  barely  profitable.  But  take  your  hats  off 
to  a  lesson  in  true  grit.  What  prevented  the  company  from  going  down 
penniless  was  the  quality  and  fortitude  of  its  managers. 


When  Jeff  Bernstein  and  Brian 
Hinman  went  looking  for  capital 
to  start  a  company  in  the  sum- 
mer of  1984,  they  were  recent  MIT 
graduates  who  harbored  a  "burning 
need"  to  build  a  video  compression 
device  that  would  carry  images  over 
dial-up  telephone  lines.  There  were 
only  two  problems:  no  working  proto- 
type and  no  technical  infrastructure  to 
support  their  vision — namely,  the 
ISDN  or  switched-pair  phone  lines  that 
can  transmit  data-rich  video. 

Banks  weren't  interested  in  financ- 
ing two  23-year-olds.  Venture  capital 
investors  didn't  have  the  stomach  for 
another  conceptual  story.  So  Bernstein 
and  Hinman  instead  took  their  three- 
month-old  company  public.  Surprising- 
ly, this  was  fairly  effortless:  they  raised 
more  than  $4  million. 

Bucket-shop  Beginnings 

Legend  has  it  that  technology  compa- 
nies must  grow  fast,  grow  big,  or  die. 
Not  so  for  most.  Today,  after  10  tough 
years,  PictureTel  Corp.  is  turning  a  five 
percent  net  profit  on  $173  million  in 
annualized  sales.  Good  news:  The  Dan- 
vers,  Mass.,  firm  leads  the  video  confer- 
encing market,  which  is  expected  to 
top  a  billion  dollars  next  year.  Bad 
news:  Intel  and  others  are  entering  the 
market. 

Nothing  following  that  early  finan- 
cial boondoggle  has  ever  been  as  easy. 
The  Wall  Street  shop  that  underwrote 
the  initial  pubhc  offering  in  1984,  now- 
defunct  S.  D.  Cohn  &  Co.,  was  on 
"the  hairy  edge"  of  the  investment 


community,  admits  PictureTel  CEO 
Norman  E.  Gaut.  So  hairy,  in  fact,  that 
association  with  it  tainted  PictureTel's 
image  among  more  reputable  backers. 
This  spelled  trouble  for  a  startup  with 
no  revenues. 

By  1986  PictureTel  was  ripping 
through  cash  at  a  rate  of  $300,000  a 
month.  With  no  ongoing  source  of  cap- 
ital, the  company  was  doomed  to  piece 
together  financing  under  the  intense 
scrutiny  of  public  quarterly  reporting. 


It  was  a  strange  startup  profile.  Despite 
a  mid- 198 7  market  cap  of  some  $40 
million,  from  an  operating  standpoint 
PictureTel  was  out  of  cash. 

Similar  scenarios  have  put  compa- 
nies under,  but  not  PictureTel.  It  never 
lost  its  focus,  and  its  core  technology 
was  strong.  But  thanks  to  its  prema- 
ture IPO,  PictureTel  was  chronically 
broke  and  operated  under  a  cloud  of 
suspicion.  This  threatened  its  transi- 
tion from  startup  to  viable  company. 
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—  PictureTel 


What  prevented  it  from  going  down 
penniless  was  the  quality  and  fortitude 
of  its  managers.  CEO  Gaut  is  a  smart, 
stubborn  man  who  hired  a  comple- 
mentary  eounterpart,  finance  vice-pres- 
ident Joan  M.  Nevins,  early  in  the 
company's  history.  Two  self-avowed 
"small-company  junkies,"  they  simply 
refused  to  let  the  tiling  die. 

Gaut  and  Nevins  maintained  what 
Gaut  calls  a  "guerrilla  camaraderie" 
about  raising  capital.  It  wasn't  always 
pretty.  Gaut  recalls  visiting  seedy 
investment  banks,  once  finding  a 
prospective  banker's  office  padlocked. 
"This  wasn't  like  the  stories  you  hear 
of  Wall  Street  wooing  high-tech  compa- 
nies with  limos  and  lavish  dinners," 
says  Nevins,  who  is  now  VP  of  market- 
ing. "We  paid  for  the  food,  and  the 
investors  ate  it.  We  would  end  up  hun- 
gry, depressed  and  demoralized." 

Adjacent  "Mount  Trashmore" 

But  it  was  an  entrepreneurial  drive  that 
spurred  them  on.  Explains  Nevins, 
"We  went  for  the  rush  that  comes 
with  making  a  difference  every  day. 
We  were  building  something.  We 
thought,  'This  is  cool.'"  So  dedicated 
was  Nevins  that  she  signed  financing 
documents  in  1988  as  she  was  wheeled 
from  the  delivery  room  after  giving 
birth  to  one  of  her  daughters. 

Gaut  had  joined  the  board  of  direc- 
tors in  the  fall  of  1984.  Video  compres- 
sion, though,  was  hardly  his  thing; 
Gaut  holds  advanced  degrees  in  meteo- 
rology and  planetary  physics.  A  consul- 
tant at  the  time,  he  had  cofounded 
Environmental  Research  and  Technolo- 
gy, a  maker  of  high-tech  air-quality  sys- 
tems, and  later  sold  it  to  Comsat  Corp. 
Still,  observes  venture  capitalist  L.  John 
Doerr,  who  invested  in  PictureTel  in 
1988,  "Norm  understood  the  vision 
even  though  he  was  out  of  an  environ- 
mental background.  He  got  a  fix  on  the 
market." 

By  1985  the  IPO  money  was  nearly 
gone,  and  Gaut  was  tapped  to  fill  in  as 
CEO  while  a  chief  executive  search 
was  underway.  By  January  1986  Gaut 
had  taken  the  job  himself,  only  to 
become  chairman  in  1987. 

He  inherited  a  host  of  problems,  not 
the  least  of  which  was  vendor  nonpay- 


ment, which  could  be  fixed  only  with 
cash.  He  tried  to  pry  some  out  of  ven- 
ture investors  but  couldn't  get  them  to 
pay  the  price  the  public  had.  He  con- 
vinced friends  and  penny-stock 
investors  to  pay  $2  per  share, 'raising 
$2.3  million  in  June  1986.  He  personal- 
ly sank  $200,000  into  the  private  place- 
ment. 

Because  the  engineers  sucked  up 
cash,  the  company  couldn't  spend  on 
overhead.  PictureTel  spent  years  in  a 
shabby  office  complex  in  Peabody, 
Mass.,  adjacent  to  a  sanitary  landfill 
workers  dubbed  Mount  Trashmore. 

At  times  employees  went  without 
paychecks  to  keep  product  develop- 
ment on  track.  Gaut  skipped  his  salary; 
so  did  founders  Bernstein  and  Hinman. 
Says  Gaut,  "I  asked  Jeff  if  he  could 
afford  to  miss  a  paycheck,  and  he 
pulled  open  his  top  drawer.  There  were 
six  months'  worth  of  uncashed  pay- 
checks lying  in  it.  He  worked  all  the 
time  and  lived  on  pizza  and  Coke,  so 
he  didn't  need  the  money." 

Nevins  joined  PictureTel  in  Septem- 
ber 1986,  the  month  after  its  first  prod- 
uct, the  C-2000,  shipped.  It  was  a  300- 
pound  codec — a  compression/decom- 
pression unit — that  enabled  video 
transmission  over  AT&T's  switched-56 
telephone  lines.  "It  was  a  boat  anchor," 
says  Hinman.  Adds  Gaut,  "The  pic- 
tures looked  like  they  were  from  the 
moon."  PictureTel  sold  about  150 
units  for  $66,000  each  to  such  cus- 
tomers as  IBM  and  General  Electric, 
which  used  them  to  fomi  the  basis  of 
video  conferencing  systems.  PictureTel 
racked  up  its  first  sales  on  the  behe- 
moth: $1.2  million  in  1986. 

This  didn't  make  a  dent  in  its  cash 
position,  however.  The  company's 
stock,  down  horn  a  high  of  $5.38  early 
in  1986,  was  trading  at  between  $1  and 
$2  by  the  fall,  making  public  fundrais- 
ing  improbable. 

In  1987  PictureTel  revisited  the  ven- 
ture community.  John  Doerr  of  San 
Francisco's  Kleiner  Perkins  Caufield  & 
Byers  was  intrigued.  He  wanted  the 
company  to  move  to  California  so  he 
could  devote  time  to  the  project.  Pic- 
tureTel, however,  had  some  50  employ- 
ees, and  many  didn't  want  to  move.  So 
the  company  was  forced  to  go  back  to 


PictureTel's  Wild 
Financing  Ride 

■  August  1984:  Company  founded. 

■  October  1984:  Initial  public  offering, 
underwritten  by  S.  D.  Cohn  &  Co.  More 
than  $4  million. 

■  June  and  August  1986:  Private  place- 
ment and  exercise  of  warrants  (issued  tc 
underwriters  in  IPO).  Investors  included 
CEO  Gaut.  $2.3  million. 

■  November  and  December  1 986: 
Kyocera  and  ASCII  equity  investment. 
$1  million. 

■  March  1987:  Secondary  public  offer- 
ing, underwritten  by  F.  N.  Wolf  &  Co. 
and  Sherwood  Capital  Inc.  $6.3  million. 

■  November  1 987:  Tokyo  Electric 
Power  nonequity  deal.  $5  million. 

■  July  1988:  Private  placement  of  $9.1 
million.  Investors  included  Oak  Partners, 
Accel  Partners,  Kleiner  Perkins  Caufield 
&  Byers  and  Merrill  Pickard  Anderson  & 
Eyre. 

■  April  1989:  Private  placement  of  $4.4 
million.  Investors  included  those  in  1988 
financing,  except  Merrill  Pickard. 

■  December  1989:  Private  placement  of 
$8  million.  Investors  included  Chancellor 
Capital  and  Prudential  Capital. 

■  April  and  December  1 991 :  Two  public 
offerings  underwritten  by  Goldman, 
Sachs  and  Alex.  Brown.  $93  million. 
April,  $44  million;  December,  $49  million. 

■  Total  shares  outstanding  as  of  May  3 
1994:  15,615,000. 

■  Market  cap,  May  3,  1994:  $242 
million. 

Wall  Street,  where  "no  one  reputable 
would  talk  to  us,"  Gaut  says.  Little 
wonder.  PictureTel  had  revenues  of  $1 
million  but  had  sustained  $11  million 
in  losses  over  the  course  of  its  history. 

An  equity-and-warrants  deal  was 
struck  in  March  of  1987  with  Sherwood 
Capital  and  F.  N.  Wolf  &  Co.,  a  penny- 
stock  house  they  found  "under  a  rock," 
says  Gaut.  PictureTel  netted  $6.2  mil- 
lion from  the  public  sale,  but  its  cost 
was  dear.  The  underwriter  got  three 
million  common-stock  warrants  priced 
at  $1.25;  the  stock  went  out  at  $6. 
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Use  it  wherever  you  think  best 


"Tested,  warranted  and 
supported  by  manufacturer 
to  ThinkPad  Compatibility 
Standards. 

Add  to  it  without  thinking  twice. 


You  didn't  have  to  think  twice  ahout  buying  your  ThinkPad?  Now,  a  new 
program  from  IBM*  will  make  buying  enhancements  just  as  easy. 

Say  you  want  a  modem,  memory,  cellular  interface  or  PCMCIA  card. 
All  you  have  to  do  is  make  sure  it  has  the  ThinkPad  Proven""  emblem. 
It's  the  manufacturer's  statement  that  a  product  is  tested,  warranted  and 
supported  by  the  manufacturer  to  ThinkPad  compatibility  standards! 

The  ThinkPad  Proven  emblem  is  an  extension  of  the  commitment 
to  quality  and  service  you've  come  to  expect  from  IBM. 

To  receive  more  information  by  fax,  simply  phone 
1  800  426-3395  and  request  document  11900.  ====="  = 


'Warranty,  service  and  support  for  non-IBM  products  are  provided  directly  to  you  by  the  non-IBM  manufacturer,  supplier  or  publisher  of 
the  product  IBM  makes  no  representation  or  warranties  regarding  non-IBM  products  referenced  in  this  publication  ThinkPad  and  IBM 
are  registered  trademarks  and  ThinkPad  Proven  is  a  sevicemark  of  the  International  Business  Machines  Corporation  ©  1994  IBM  Corp 


PictureTel 


An  internal  debate,  meanwhile,  was 
brewing  over  product  strategy.  The  dis- 
cussions were  prompted  by  increased 
competition  from  domestic  companies 
like  Compression  Labs  and  VideoTele- 
com  Corp.  (VTEL)  and  foreign  entrants 
such  as  British  Telecom  and  NEC.  The 
dispute  focused  on  whether  PictureTel 
should  remain  a  components  producer — 
providing  codecs  only — or  begin  making 
entire  video  conferencing  systems. 

It  chose  to  produce  systems.  Says 
Gaut,  "The  advantage  was  that  it  gave 
us  control."  The  V-2100  system 
debuted  in  1987.  Priced  at  about 
$75,000,  it  offered  the  first  video  confer- 
encing package  complete  with  monitor, 
camera,  microphone  and  electronics. 
Large  corporations  bought  it,  and  rev- 
enues doubled,  from  1987's  $3  rnilhon 
to  $6  million  in  1988. 

With  a  market  and  customers 
falling  in  line,  so  too  did  venture  back- 
ers, including  Kleiner  Perkins  and  Cali- 
fornia-based firms  Oak  Partners  and 
Accel  Partners.  It  wasn't  a  minute  too 
soon.  "Our  cash  was  down  to  zero," 
Hinman  recalls,  "and  the  VCs  strung 


us  out.  It  was  a  scary  time." 

A  $9  million  financing  package  was 
completed  in  July  1988.  In  effect,  the 
deal  took  more  than  75  percent  of  Pic- 
tureTel private.  It  was  structured  so 
that  investors  technically  loaned  the 
company  money — subordinated  debt 
with  conversion  options — subject  to 
shareholder  approval. 

Doerr  calls  the  deal  a  "speedup," 
and  it  was.  The  company  finally  had 
the  cash,  the  products  and  the  board  to 
turn  itself  into  a  commercial  operation. 
A  marketing  strategy  was  implement- 
ed. Its  direct  sales  force  went  from  one 
rep  to  dozens.  A  marketing  chief,  new 
CFO  and  head  of  engineering  (stolen 
from  rival  VTEL)  were  hired.  "We 
crossed  the  fence,"  says  Nevins,  "from 
a  jerky  little  company  to  a  big,  serious 
company." 

In  the  third  quarter  of  1990  Picture- 
Tel finally  turned  a  profit.  And  when 
the  stock  climbed  to  more  than  $25  in 
early  1991,  PictureTel  raced  to  the  pub- 
he  market  again,  this  time  underwrit- 
ten by  Goldman,  Sachs  and  Alex. 
Brown  &  Sons.  Two  common  stock 


offerings  provided  PictureTel  with  a 
$93  million  war  chest. 

Here  Come  the  Desktops 

It's  going  to  need  it.  Although  Picture- 
Tel has  a  40  percent  market  share  in 
group  systems  here  and  in  Europe, 
video  conferencing  is  heading  down- 
market to  the  desktop.  The  company 
attempted  to  beat  the  trend  by  launch- 
ing a  PC-based  product,  Live  PCS  100, 
in  mid-1993.  Picture  quality  is  high, 
but  so  is  the  price:  $6,000  for  an  elec- 
tronics board,  microphone  and  camera. 

The  company  is  pushing  the  Live 
PCS  100  through  traditional  PC  chan- 
nels in  an  effort  to  grab  market  share, 
and  will  drop  prices  to  be  more  com- 
petitive. That  may  help.  So  could  a 
manufacturing  and  distribution  deal 
with  Compaq  Computer  Corp. 
announced  on  May  3.  Compaq  says  it 
will  shoehorn  PictureTel  systems  into 
a  PC  for  an  additional  $1,500  a  year 
from  now. 

Analysts  agree  that  a  PC  video  con- 
ferencing boom  is  still  a  year  or  two 
away.  "The  Holy  Grail  in  video  confer- 
encing products  is  not  here  yet,"  says 
Montgomery  Securities'  Douglas  Whit- 
man. "The  market  will  not  take  off 
until  someone  delivers  the  quality  of 
PictureTel." 

Further,  the  practical  solution  for 
video  delivery  to  the  desktop  isn't  like- 
ly to  be  ISDN  or  switched  phone  lines 
suitable  for  room  systems.  Rather,  it's 
software  capable  of  delivering  real-time 
video  over  existing  LANs.  To  date, 
such  software  doesn't  exist.  PictureTel 
and  Intel  are  both  engineering  it,  as  is  a 
Novell  division  called  Fluent  and  start- 
up Startight  Networks.  All  are  at  least 
two  years  away,  says  Whitman. 

Talk  of  desktop  products  has  never- 
theless paralyzed  customers.  As  al 
result,  PictureTel  grew  only  27  percent 
in  1993,  and  profits  slipped  by  six  cents 
to  47  cents  a  share.  Used  to  far  worse, 
the.  executives  at  PictureTel  take  it  in 
stride.  Nevins  puts  it  this  way:  "In  the 
back  of  our  minds  we  all  want  to  be 
milhonaires.  But  that's  not  what  keeps 
us  going.  We  are  in  a  unique  position 
to  create  a  new  industry.  When  you're 
facing  that  opportunity,  it's  hard  to 
give  up."  m 
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A  MISSION  TO  BE  WORLD  CLASS 


To  be  at  the  forefront  of  technology...  Provide  our  customers 
with  a  range  of  services  that  meet  the  highest  international 
standards  ...  All  at  competitive  prices. 
The  essence  of  our  mission. 

Singapore  Telecom  serves  more  than  3,000  international 

companies  that  have  chosen  Singapore  as  their  Asian  home. 

Our  telecommunications  services  and  infrastructure  are 

consistently  rated  among  the  best  in  the  world* 

We're  turning  our  sights  to  international  markets.  And  Singapore 

Telecom  will  continue  to  be  guided  by  a  single  determination  to 

offer  world  class  communications  to  our  customers,  wherever 

they  may  be  and  whenever  they  may  need  them. 

It's  a  promise  we've  been  keeping  for  years  in  Asia.  Now  we're 

ready  to  make  it  to  the  rest  of  the  world. 


AND  A  WILL  TO  SUCCEED  1 

L/b  Singapore 
Telecom 


Service  first.  Always. 


Singapore  Telecom  Comcentre,  31  Exeter  Road.  Singapore  0923  Tel:  65-730  8018  Fax:  65-733  3008 
Singapore  Telecom  USA  Suite  500,  301  Riverside  Avenue,  Westport,  CT06880USA  Tel:  1  -203-454  6818  Fax:  1-203-454  1923 
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By   Richard  Rapaport 


A dazzling  computer  network  that  controls  lighting,  scenery, 
sound  and  special  effects  plays  a  starring  role  in  making 
Cameron  Mackintosh,  creator  of  Miss  Saigon  and 
Phantom  of  the  Opera,  the  wizard  of  ahhhhs. 


Slipping  from  sunny  Boston  Common 
into  the  restored  rococo  Wang  Center 
for  Performing  Arts,  blinded  by  the 
sudden  darkness,  you  gingerly  feel  your 
way  backstage  across  what  seems  a 
fathomless  inky  chasm.  Your  feet  col- 
lide with  a  jumble  of  cables  strewn 
behind  the  raked  stage.  Shifting 
scenery  whirs  alanningly  in  the  yawn- 
ing spaces  overhead.  Shadowy  stage- 
hands with  miner's  lights  on  their 
heads  whisper  urgently  into  belt-pack 
wireless  radios.  Actors  whisk  past 
almost  unseen.  Before  your  eyes  can 
adjust,  the  only  objects  visible  in  this 
backstage  netherworld  are  television 
monitors,  glowing  computer  screens 
and  bank  upon  bank  of  red  and  green 
readout  lights — command  central  for 
the  intricate  three-dimensional  ballet 
of  light,  sound  and  automated  props 
that  forms  the  high-technology  founda- 
tion for  the  musical  play  being  per- 
formed onstage. 

In  front  of  a  rapt  audience  the  final 
afternoon  matinee  of  Cameron  Mack- 
intosh's production  of  Miss  Saigon,  the 
epic  melodrama  set  during  the  fall  of 
Vietnam,  is  underway.  Dozens  of  cast 


members  crowd  quietly  into  place  for 
one  of  the  final  numbers,  a  razzle-daz- 
zle ensemble  song  and  dance  called 
"The  American  Dream."  Mackintosh 
shows — Les  Miserables,  Cats  and 
Phantom  of  the  Opera — are  renowned 
for  their  intricate  and  sophisticated 
technology,  which  have  changed  forev- 
er the  expectations  of  theatergoers. 

A  Really  Big  Show 

In  many  ways  Miss  Saigon  is  the  cul- 
mination, the  biggest  technotheatrical 
production  in  Broadway  musical  histo- 
ry. The  show  incorporates  the  most 
elaborate  computer-choreographed 
sound  system  used  in  theater  to  date. 
Dozens  of  wireless  microphones  chan- 
nel into  a  computer-driven  mixing 
board  that  feeds  the  show's  50-plus 
loudspeakers.  Three  separate  computer 
systems  control  the  lighting.  The  58 
automated  special  effects  include  the 
play's  trademark  landing  and  takeoff  of 
an  almost-full-size  Huey  helicopter. 

In  the  backstage  darkness  hydrau- 
lics suddenly  hiss.  The  blackness  is 
punctured  by  a  purple  spotlight  shining 
through  dry-ice  fog  onto  a  white  Cadil- 


lac filled  with  actors.  The  glowing 
vehicle,  tapered  from  a  full-size  front 
end  to  give  the  illusion  that  the  car  is 
life-size,  rises  10  feet  in  the  air,  then 
glides  forward  on  a  huge  scissors  jack. 

Even  from  behind  the  scenes  the 
effect  is  stunning.  What  the  audience 
sees  is  a  car  flying  toward  them  as  if 
borne  on  a  cloud,  its  toothy  grille  phan- 
tasmagorically  lit  by  glowing  fiber- 
optic wires,  the  jack  obscured  by  an  icy 
mist.  As  the  big  production  number 
about  a  Saigon  pimp  who  wants  to 
"grab  a  stash  of  cash  and  start  a  restau- 
rant in  the  States"  is  reaching  its 
crescendo,  a  voice  calls  out  from  the 
backstage  darkness:  "Stand  back!  The 
actors  are  coming  by."  Jake  Bell,  the 
burly  technical  production  manager,  is 
once  again  snatching  spectacle  out  of 
the  jaws  of  chaos. 

At  a  quieter  moment  Bell  explains 
the  thrill  of  being  part  of  Cameron 
Mackintosh's  drive  for  innovation, 
which  has  captivated  Bell  during  his 
five  years  with  the  organization  and 
has  kept  him  on  the  road  one  day  out 
of  three.  Of  the  $11  million  initial 
investment  that  has  made  Miss  Saigon 
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the  biggest  Broadway  road  show  in  his- 
tory, more  than  25  percent  has  been 
spent  on  computerized  stage  technolo- 
gy, not  including  the  advanced  lighting 
and  sound  systems.  "Over  the  years," 
Bell  says,  "we've  developed  our  shows 
with  a  single  question  in  mind:  What 
would  you  do  if  you  could  do  it  the 
best  way  you  know  how?  Mr.  Mackin- 
tosh spends  the  money  to  do  it  that 
way." 

If  the  size,  intensity  and  sophistica- 
tion of  Mackintosh's  shows  make 
them  the  theatrical  equivalent  of  high- 
tech warfare,  then  Bell  is  his  Patton,  a 
field  general  equally  adept  at  the  engi- 
neering, science  and  psychology  neces- 
sary to  get  his  army  of  cyberstagehands 
on  the  march  and  back  into  action 
again  and  again. 

Cameron  Mackintosh,  surveying 


the  field  from  his  office  in  London's 
Bedford  Square,  ratifies  Bell's  abilities. 
"Jake  manages  to  do  things  with  great 
charm  and  authority,"  he  says.  "It's 
hard  to  make  people  with  the  specific 
skills  we  need  work  together."  Reflect- 
ing on  this  difficulty,  Mackintosh 
recalls  the  vertiginous  feeling  he  had 
when  Miss  Saigon  made  its  first  stop  in 
Chicago.  "We're  actually  going  to  take 
it  around  America,"  he  remembers  say- 
ing. "It's  mad.  It's  as  big  as  a  football 
field.  It's  one  of  the  biggest  shows  ever 
to  tour  America." 

Bell  could  certainly  write  The  Diary 
of  a  Mad  Tom  Guide.  During  two  typi- 
cal months  in  late  1993,  Bell  and  his 
partner,  John  Paull,  oversaw  the  load- 
ing of  130  tractor-trailers  that  carried 
six  different  shows  from  city  to  city, 
crisscrossing  the  U.S.  with  a  precision 


that  is 
half  military  logistics, 
half  intricate  choreography.  One  Phan- 
tom company  traveled  from  Los  Ange- 
les to  San  Francisco,  a  second  from 
Washington,  D.C.,  to  Miami  and  a 
third  from  Pittsburgh  to  St.  Louis.  Five 
Guys  Named  Moe  moved  from  L.A.  to 
Toronto.  And  the  Les  Miz  touring  com- 
pany, on  a  series  of  one-week  stands, 
wended  its  way  from  Huntsville,  Ala., 
to  Knoxville,  Term.,  to  Champaign,  111., 
to  Columbus,  Ohio,  to  Pittsburgh.  It  is 
Bell  and  Paull's  job  to  ensure  that  the 
shows  are  broken  down,  moved, 
unpacked  and,  most  importantly,  set 
up  onstage  on  time  to  satisfy  millions 
of  theatergoers,  each  of  whom  has 
forked  over  the  $40  average  per-ticket 
price  for  a  Mackintosh  creation.  Bring- 
ing Broadway  shows  to  the  provinces  is 
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a  big,  high-risk, 
high-profit  business.  In  its  13-week 
run  in  Boston  Miss  Saigon  has  been 
performed  103  times  at  the  3,700-seat 
Wang  Center  in  front  of  more  than 
380,000  people,  taking  in  more  than 
$15  million.  For  the  San  Francisco  pro- 
duction of  Phantom  of  the  Opera,  the 
1,700-seat  Curran  Theatre  was  literally 
rebuilt.  A  three-month,  $800,000  con- 
struction project  added  more  than  10 
tons  of  permanent  steel  girding  to  the 
theater's  attic.  The  Phantom  crew  also 
added  temporary  dressing  rooms  to  the 
back  of  the  70-year-old  theater,  and 
knocked  through  a  small  brick  wall 
into  the  basement  of  a  neighboring 
haberdashery  for  extra  storage. 

Pacing  backstage  on  this  final  night, 
Bell  repeats  the  mantra  "Time  is 
money."  Knowing  that  downtime  is 
money  lost,  Bell  has  come  in  from 
New  York  to  oversee  the  process  of 
getting  the  show  on  the  road  again.  His 
task,  which  begins  even  before  the  final 
curtain  falls,  is  to  lead  the  stagehands, 
teamsters  and  technicians  in  the  con- 
trolled anarchy  of  dismantling  the  set. 
Before  daybreak  they  will  have  loaded 
tons  of  costumes,  props,  equipment, 
lights  and  speakers,  and  the  dozens  of 
computers  that  run  or  keep  track  of 
every  aspect  of  the  show.  Within  three 
days,  they  must  get  everything  to  Den- 
ver, where  many  of  the  same  crew 
members  will  work  nonstop  to  prepare 
for  the  next  opening,  in  precisely  10 
days. 

Bell  and  Paull  have  the  informality, 
rough  humor  and  beguiling  on-the- 


move-again  freedom  that  characterizes 
circus  and  carnival  life.  If  they  are 
carnies,  they  are  a  new  breed — highly 
trained  technical  professionals  for 
whom  PowerBooks,  modems  and  cellu- 
lar phones  are  as  familiar  and  ubiqui- 
tous as  rope  hoists,  spotlights  and  tent 
stakes  were  for  their  progenitors.  They 
are  a  competitive  lot,  much  in  demand 
and  inclined  to  move  on  to  the  next, 
hottest  show  with  the  newest  technol- 
ogy. "In  this  business  everyone  wants 
to  work  for  the  best,"  Bell  says. 

The  Muse  of  Sound 

The  intermission  after  Act  I  of  the  final 
evening  performance  in  Boston  is  over, 
the  full  house  is  reseated,  and  Act  II 
has  begun.  Karen  Zabinski  sits  at  the 
back  of  the  darkened  theater,  almost 
hidden  behind  a  vast  Cadac  sound-mix- 
ing console.  Zabinski's  face  reflects  the 
glow  of  the  board  and  monitors  that 
make  up  mission  control  for  the  scores 
of  microphones,  amplifiers  and  speak- 
ers that  drive  the  show's  sturining  pro- 
gression of  music  and  sound  effects. 
Each  moment  of  dialog  and  singing, 
every  measure  of  the  score  and  each 
montage  of  sound  effects,  from  crickets 
to  helicopters,  requires  a  new  mix  of 
mike  and  speaker  levels.  Even  a  half- 
dozen  technicians  working  at  superhu- 
man speed  couldn't  make  the  thou- 
sands of  required  sound  changes  by 
hand.  But  Zabinski,  guided  through  the 
show's  hundreds  of  sound  cues  by  two 
Dell  325SX  IBM-compatible  computers, 
can  make  enormously  complex  mixing 
and  level  changes  virtually  at  the  touch 


of  a  button. 

Zabinski's  job  is  to  know  when  to 
push  those  buttons.  She  is  assisted  by 
detailed  cues  that  scroll  across  one  of1 
several  windows  open  on  her  computer 
screen.  As  the  show  progresses  she 
moves  through  the  cues,  occasionally 
leaning  over  the  board  to  adjust  a  fader 
when  her  own  sensitive  ear  picks  up 
echo,  fuzz  or  feedback  too  subtle  for 
her  automated  assistants  to  notice. 
Throughout  each  scene,  she  can  follow 
the  action  live  or  on  a  closed-circuit 
television  that  also  monitors  the  con- 
ductor in  the  orchestra  pit.  The  infrared 
cameras  allow  the  darkened  pit  to  be 
viewed  even  during  the  blackouts  for 
scene  changes.  Zabinski  stays  in  con- 
stant touch  with  the  stage  manager  and 
with  the  lighting  and  stage-effects 
directors  using  monitors  and  comput- 
ers, and  via  a  comphcated  network  of 
two-way  radio  headsets. 

Besides  being  in  charge  of  the  intri- 
cate work  of  sound  wrangling,  Zabinski 
is  responsible  for  making  periodic 
sweeps  of  radio  frequencies  to  make 
sure  there  are  no  overlaps  between 
Miss  Saigon's  transmitters,  walkie- 
talkies  and  wireless  headsets  and  local 
cellular  phones,  TV  stations,  city  police 
scanners  and  other  devices  that  can 
wreak  havoc  with  the  play's  radio-con- 
trolled technology  and  communica- 
tions. Miss  Saigon  was,  in  fact,  nearly 
stopped  cold  by  the  errant  transmission 
from  a  rock  concert  on  the  Boston 
Common. 

In  effect,  Zabinski  runs  a  fair-sized 
cellular  network,  where,  she  says, 
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1.  At  the  controls  of  a  massive  Cadac  sound- 
mixing  console,  Miss  Saigon  sound  coordinator 
Karen  Zabinski  is  guided  through  hundreds  of 
sound  cues  by  two  Dell  325SX  computers. 

2.  Production  manager  Jake  Bell  runs  Cameron 
Mackintosh's  big  shows  as  Captain  Kirk  ran 
the  Enterprise,  riding  herd  on  everything  from 
high-tech  special  effects  to  a  fleet  of  trucks 
moving  scenery  from  city  to  city. 

3.  Armed  with  notebook  computers  and  data- 
bases that  hold  information  about  how  complex  scenery  was  set  up  in  theaters  all 
over  the  country,  a  new  generation  of  cybergrips  now  makes  sure  the  show  goes  on. 
4.  The  near-life-size  helicopter,  one  of  the  star  special  effects  of  the  play,  weighs  in 
at  8,000  pounds  and  "flies"  using  seven  electric  motors  controlled  by  an  Allen- 
Bradley  Ptt  stage-effects  computer  system. 


"each  actor  is  like  a  little  radio  sta- 
tion." Tiny  microphones  worn  by  the 
actors  send  the  sound  to  antennas 
around  the  stage,  which  in  turn  route 
them  by  cable  to  the  sound  booth  for 
processing.  The  devices  are  placed  in 
the  actors'  hair  so  that  they  always 
remain  a  constant  distance  from  the 
actors'  mouths. 

Minutes  into  Act  II,  the  company  is 
reenacting  the  1975  fall  of  Saigon.  The 
play's  heroine,  a  Vietnamese  woman 
named  Kim,  is  separated  by  a  fence 
from  her  lover,  Chris,  an  American  sol- 
dier. Zabinski,  moving  through  her 
cues,  begins  to  speak  quietly  on  her 
headset  to  one  of  the  two  effects  tech- 
nicians. She  is  getting  ready  for  one  of 
live  theater's  most  talked-about  special 
effects.  On  the  screen  of  her  PC  the 
cue  labeled  "Helicopter"  scrolls  inex- 
orably toward  its  moment. 

"There  it  goes,"  she  whispers,  push- 
ing a  button  that  fills  the  theater  with 
the  ominous  thump  of  helicopter 
blades.  A  bank  of  huge  FX  sub  woofers 
kicks  in,  and  the  audience  feels  the 
vibration  of  an  approaching  helicopter. 
An  audible  gasp  rises  from  the  audi- 
ence as  the  helicopter  bursts  from  the 
back  of  the  stage,  hovers,  cants,  then 
lands  in  a  wash  of  noise  and  smoke. 

As  a  dozen  soldiers  clamber  aboard 
the  helicopter  and  it  roars  up  off  its 
pad,  Zabinski  moves  to  the  next  cue, 
turning  on  what  are  called  flying  faders. 
This  automated  effect  causes  the  sound 
of  the  helicopter  to  move  out  across 
the  theater.  It  is  an  illusion — an  illu- 
sion so  real  that  some  members  of  the 


audience  actually  turn  around  to  catch 
a  glimpse  of  the  departing  phantom 
chopper. 

Adventures  in  Moving 

At  1 1  the  next  morning  the  Wang  Cen- 
ter is  a  different  place,  as  still  as  a  tomb 
compared  with  the  kinetic  intensity  of 
12  hours  earlier.  Dozens  of  husky 
teamsters  have  worked  through  the 
night  removing  costumes,  lights,  speak- 
ers and  props.  Stagehands  are  stdl  dis- 
mantling the  18-foot-high  gold  statue 
of  Ho  Chi  Minh  that  is  the  centerpiece 
of  a  military  parade  scene,  but  they 
have  already  lowered  and  carted  away 
most  of  the  "flying  scenery,"  such  as 
curtains  and  scrims  moved  around  by 
lifts  and  pulleys. 

Even  a  portion  of  the  banked  steel 
stage  with  its  jungle-gym  underpin- 
nings has  been  dismantled  and  is  on 
the  road  to  Denver.  Jake  Bell's  assis- 
tant, Laura  Eichholz,  makes  a  note  on 
her  PowerBook  that  eight  trucks  have 
already  left  the  loading  dock  behind  the 
theater  and  nine  more  will  follow  in 
the  next  12  hours.  Eichholz  is  bleary 
from  lack  of  sleep.  "It  feels  like  we  just 
loaded  out  of  Chicago,"  she  says,  recall- 
ing the  scene  the  last  time  the  show 
broke  down. 

Bell  has  also  been  up  through  the 
night,  sorting  out  problems  and  dodg- 
ing the  three-dimensional  mayhem. 
"I've  never  gotten  hit  yet,"  he  says 
after  he  nimbly  ducks  some  moving 
scenery.  He  is  worried  about  the 
weather.  A  cold  front  that  has  blown 
through  threatens  rain,  and  the  beefy 


teamsters  who  were  shirtless  at  3  a.m. 
are  now  wearing  sweaters  and  parkas. 

Key  electronic  components  were 
packed  in  three  of  the  eight  trucks  that 
have  departed,  but  racks  of  sound, 
hghting  and  automated  scenery  boards 
and  computers  still  await  crating  in 
special  Plexiglas  cases.  A  jungle  of 
wiring — more  than  100,000  feet  of  cus- 
tom cable  was  put  into  the  theater  for 
the  play — is  being  exposed  and  pulled 
out.  Because  of  the  length  of  time 
required  to  set  up  the  show  in  Denver, 
moving  the  electronic  side  of  the  pro- 
duction as  quickly  as  possible  is  imper- 
ative. 

A  stagehand  is  crouched  underneath 
the  prop  Cadillac  draining  the 
hydraulic  fluid  like  a  bona  fide  auto 
mechanic.  A  group  of  technicians  is 
gathered  around  the  helicopter.  With 
its  shell  removed,  the  machine  looks 
like  a  15-foot-high  version  of  a  robotic 
monster:  all  steel  joints,  rubber  tubes, 
pumps  and  hydraulic  fittings.  Although 
the  helicopter  should  already  be  loaded, 
it  is  still  on  the  stage,  extended  to  its 
lull  height,  frozen  by  a  malfunction 
that  occurred  while  it  was  being  dis- 
mantled. 

Weighing  in  at  8,000  pounds,  the 
custom-designed  machine  is  powered 
to  "fly"  by  seven  motors  controlled  by 
one  of  the  production  staff's  two  Allen - 
Bradley  PLC  stage-effects  computer  sys- 
tems. "The  helicopter  is  an  incredibly 
delicate  piece  of  machinery,"  Bell 
laments.  This  is  not  the  first  time  it 
has  broken  down,  and  a  specialist  is 
being  flown  in  from  New  York  to 
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make  repairs  so 
it  can  be  moved.  Like  so  much 
else  in  Miss  Saigon,  the  helicopter's 
technology  broke  new  ground  and 
changed  the  job  descriptions  of  the  peo- 
ple who  work  on  it.  "The  equipment  is 
so  demanding,"  Bell  says,  eyeing  the 
beast  with  a  mixture  of  admiration  and 
suspicion,  "that  the  people  who  work 
with  it  aren't  stagehands  anymore — 
they're  technicians." 

hello,  Denver 

The  Buell  Theatre  in  Denver  could 
hardly  be  more  unlike  the  Wang,  all 
sharp  angles,  clean  sandstone  facing 
and  neon  highlights  compared  with  the 
gilt  and  decoration  of  the  restored 
1920s-style  movie  palace  in  Boston. 
The  work  of  installing  the  play  in  a 
new  and  very  different  space,  already 
well  underway,  has  the  feel  of  a  space 
shuttle  launch.  Managers,  designers 
and  technicians  sit  at  long  wooden 
tables  set  up  over  rows  of  theater  seats. 
In  front  of  them  are  a  dozen  or  so  PCs 
and  notebook  computers.  Technicians 
in  headsets  move  back  and  forth 
onstage. 

Bell  is  at  his  PowerBook  180,  simul- 
taneously monitoring  an  incoming  fax, 
talking  on  the  phone  to  New  York  and 
looking  at  bills  that  his  assistant  places 
in  front  of  him.  "We  didn't  use  this 
much  lumber  in  Boston,"  he  tells  her, 
covering  the  phone  mouthpiece  with 
his  hand. 

The  tracks  horn  Boston  began  arriv- 
ing in  Denver  two  days  ago,  and 
despite  the  planned  15-hour  days,  the 


load-in  is  behind  schedule.  The  heli- 
copter and  Cadillac  have  been  hung 
over  the  stage  deck,  and  the  musical 
instruments  and  synthesizers  are  set 
up,  but  much  remains  to  be  done  in 
the  five  days  before  the  first  preview 
performance. 

The  Buell  is  a  smaller,  shallower 
theater  than  the  Wang,  and  the 
timetable  for  setup  has  been  slowed  by 
the  need  to  gouge  out  part  of  the  con- 
crete wall  at  the  back  of  the  building  to 
make  room  for  the  stage  and  to  find 
space  to  locate  the  enormous  bank  of 
effects  computers.  But  Bell  is  hopeful. 
"If  we  can  begin  focusing  the  lights  at 
seven,"  he  says,  "we'll  be  back  on 
schedule." 

On  the  lighting  front,  however, 
things  are  not  going  well.  Assistant 
lighting  designer  Greg  Cohen  sits  at  his 
table  in  the  middle  of  the  theater  with 
a  complex  lighting  schematic  in  front 
of  him  and  PowerBooks  on  either  side. 
He  is  on  the  telephone  trying  to  figure 
out  why  his  Hewlett  Packard  Laserjet 
is  not  printing  out  detailed  status 
reports  on  the  show's  numerous  light- 
ing units.  Off  the  phone,  Cohen 
explains  why  he  is  meticulous  about 
inputting  and  storing  the  lighting 
changes  on  his  computer.  "When  we 
come  back  to  Denver  someday,"  he 
says,  "at  least  we'll  know  what  we 
did." 

Inputting  the  changes  is  a  formida- 
ble task  in  itself.  The  lighting  for  Miss 
Saigon  is,  if  anything,  more  complex 
than  the  sound.  Cohen  explains  how 
the  lighting  designers  use  more  than 


250  conventional  lights,  26  computer- 
controlled  Vari-Lites  that  can  tilt,  pan 
and  change  color,  and  newly  developed 
automated  light  curtains  capable  of 
totally  and  instantly  reshaping  the 
stage.  While  waiting  for  his  chance  to 
work  onstage,  Cohen  has  used  the  time 
to  program  cues  into  the  Vari-Lites' 
controller,  a  smart  board  called  an  Arti- 
san, one  of  the  array  of  interlocking 
computers  that  run  the  show's  lights. 

Each  of  the  Vari-Lites  controlled  by 
Artisan  has  its  own  built-in  computer 
that  executes  commands  and  sends 
back  status  reports.  The  light  curtains, 
also  equipped  with  on-board  comput- 
ers, are  controlled  by  a  Mac  LC  IE.  The 
flashing  and  fading  of  the  stationary 
lights  are  run  by  a  Lightpallet  90  pro- 
grammable console. 

Like  the  system  for  the  sound,  the 
200  lighting  cues  are  each  made  up  of  a 
kaleidoscope  of  changes  in  the  kind, 
number,  position,  color  and  intensity  of 
individual  lights.  Permutations  go  into 
the  high  tens  of  thousands.  Too  com- 
plex to  be  run  manually,  the  lighting  is 
orchestrated  by  computer  but  is  con- 
trolled by  two  technicians.  Both  have 
monitors  for  the  Lightpallet  90  that 
show  progressive  cues.  While  one  tech- 
nician keeps  track  of  the  Mac  that 
monitors  the  light  curtains,  the  other 
sits  in  front  of  the  Amiga  and  controls 
the  Artisan. 

Some  of  the  most  spectacular  light- 
ing effects  in  Miss  Saigon  are  created 
by  the  Vari-Lites.  One  is  the  transfor- 
mation of  the  stage  from  a  flashing, 
neon-bright  facsimile  of  Bangkok's 
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STARS  OF  STAGE  AND  SCREENS 

5.  As  the  cast  goes  through  a  dress  rehearsal  of  the 
spectacular  fall  of  Saigon  scene  at  the  Buell  Theatre  in 
Denver,  technicians  check  their  notebook  monitors  for 
information  on  the  sound,  lighting  and  mechanical 
effects  that  create  the  illusion  of  an  actual  Huey  lifting 
off  from  the  U.S.  embassy. 
6.  With  200  lighting  cues  and  thousands  of  possible 
combinations  of  position,  color  and  intensity,  two 
technicians  are  needed  to  keep  track  of  the  comput- 
er cues.  Here,  one  plays  God  with  a  sunset. 
7.  A  steady  stream  of  data  scrolls  up  on  the 
screens  of  the  crew  members'  portables  and  lap- 
tops as  Jake  Bell's  weary  troops  finalize  the  light- 
ing just  before  the  play's  Denver  opening. 


tawdry  red- 
light  district  to  the  beginning  of 
the  song  "The  Morning  of  the  Drag- 
on," when  a  huge  gilded  statue  of  Ho 
Chi  Minh  appears  onstage  and  instant- 
ly becomes  a  spectacular,  ominously 
glowing,  blood-red  cage. 

As  Cohen  waits  for  his  cue  to  begin 
focusing  the  lights, 


II 


We're  doing  what 
the  Victorians  did, 
but  with  motors 
and  computers 
instead  of  hundreds 
of  bodies  heaving 
ropes. " 


he  speculates  about  the  future  of  back- 
stage work.  Though  stagehands  have  a 
longstanding  fear  of  being  replaced  by 
machines,  he  believes  those  worries  are 
unwarranted.  "All  automation  has 
done  is  lead  to  bigger,  more  demanding 
shows,"  he  says.  This  is  evident  in  the 
progression  from  Evita  to  Dreamgirls 
to  Cats  to  Les  Miserables  to  Starlight 
Express  to  Miss  Saigon.  "For  someone 
like  me,  this  has  meant  not  less  light, 
but  better  lighting." 

Throughout  the  day,  the  theater  has 
reverberated  alternately  to  the  sounds 
of  a  Sting  CD  and  to  stretches  of  static 
"pink  noise"  used  to  equalize  the 
sound  as  associate  sound  designer 
Mark  Menard  sits  in  a  booth  at  the 
back  of  the  theater  "simming,"  tuning 
the  show's  speakers  to  the  audio  con- 
tour of  the  room.  Sometimes  Menard 
turns  to  his  PowerBook  170,  where  he 
keeps  the  cues  for  all  the  Mackintosh 
shows  on  a  database  that  travels  with 
him.  Using  the  PowerBook  he  calls  up 
a  sound  equalization  program  called 
Source  Independent  Measurement, 
which  compares  the  signal  the  console 
creates  to  the  sound  recorded  by  a 
microphone  in  the  theater.  SIM  allows 
an  immediate  comparison  of  how 
music  is  supposed  to  sound  and  how  it 
actually  will  sound  in  the  theater. 

Whenever  Menard  blasts  his  pink 
noise  through  the  theater,  the  people 
on  the  stage  wince  visibly.  Menard, 
who  tries  to  keep  the  pain  to  a  mini- 
mum, points  to  his  PC  screen,  which 
shows  a  blue  wave  with  a  sharp  spike 
through  it.  "This  is  what  the  room 


looks  like  unequalizcd,"  he  says,  mov- 
ing over  to  the  sound  board  to  make 
changes.  "I've  taken  a  filter  and 
notched  it  out,"  he  says,  as  if  his  listen- 
er has  a  clue  to  the  meaning  of  his  ver- 
bal shorthand.  When  he  sends  out  the 
noise  again,  the  blue  line  flattens. 

"I  go  through  the  sound  system  by 
system,"  Menard  explains,  "in  the 
mezzanine,  in  the  balcony  and  here  in 
the  orchestra.  I  check  them  individual- 
ly, then  put  them  all  together.  By  the 
time  I'm  done,  it  represents  a  good 
day's  work.  And  a  good  show." 

It's  Showtime 

The  performance  is  scheduled  for  8 
p.m.  to  a  house  sold  out  months  before. 
In  the  early  afternoon  Jake  Bell  stands 
onstage  in  his  jeans,  T-shirt  and  leather 
jacket,  seeming  studiously  calm  but 
showing  a  hint  of  anxiety  as  techni- 
cians swann  over  the  helicopter,  which 
is  still  not  working.  "We're  going  to 
simplify  this  thing  for  the  next  show," 
he  says  through  clenched  teeth. 

The  golden  age  of  state-of-the-art 
technology  has  brought  its  own  history 
of  disasters.  Everyone  associated  with 
big,  crowd-pleasing  shows  has  a 
favorite  nightmare  scenario.  For 
Cameron  Mackintosh,  it  was  the  day 
after  Les  Miserables  opened  in  Wash- 
ington, D.C.  "We  lost  two  perfor- 
mances and  had  to  turn  away  5,000 
people  because  of  a  10-cent  oil-filled 
washer,"  he  says,  shaking  his  head. 

Today,  a  power  failure  caused  by 
an  overeager  electrician  in  a  nearby 
city  has  slowed  things  down.  "We're 


— Cameron  Mackintosh, 
former  stagehand 
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WE  HAVE  LIFT-- 

8.  Like  weary  mission  controllers  at  NASA,  special  ef| 
wranglers  finish  preparations  for  the  opening.  9.  Systems  securel 
place  to  run  deck  scenery,  flying  scenery  and  the  problematic  j 
copter,  the  crew  prepares  to  move  out  of  the  expensive  orchestra  sn 


hoping  to  have  it  on  by  3,"  Bell  says 
ruefully.  The  lull  is  good  news  for 
Mark  Menard,  whose  sound  techni- 
cians are  testing  microphones.  "One- 
two,"  seemingly  the  only  phrase  in 
the  technicians'  repertoire,  booms 
over  and  over  again  through  the 
empty  theater. 

After  the  Crash 

The  helicopter  gradually  comes  to  life, 
lifting  off  and  landing  on  the  piece  of 
scenery  that  represents  the  roof  of  the 
American  embassy.  Jack  Bindeman, 
whose  anachronistic  title  is  head  car- 
penter but  who  is  really  more  of  a  tech- 
nologist, flies  the  helicopter  in  by  hand 
again  and  again.  There  was  a  "crash" 
the  previous  day,  and  the  skids  of  the 
machine  are  bent.  The  crew  is  trying  to 
load  new  coordinates  into  the  scenery 
computer  that  runs  the  helicopter  dur- 
ing the  performance.  "Point  two,  point 
three,  stop."  Bindeman  painstakingly 
reads  the  plotting  numbers  over  a  com- 
munications headset  to  a  computer 
operator  off  stage  left,  who  punches 
them  into  the  console  that  runs  the 
helicopter.  Each  time  it  flies,  another 
swoop  or  sideslip  is  added  to  build  the 
increasingly  complicated  moves  that 
mirror  the  flight  of  an  actual  helicopter. 

Off  stage  left  stand  the  two  stage- 
effects  consoles,  each  a  jukebox-sized 
computer,  a  monitor  and  a  keyboard 
clad  in  a  tough  metal  skin.  Originally 
designed  for  24-hour-a-day  factory  oper- 
ations, each  of  the  Allen-Bradley  PLCs 
is  connected  to  two  IBM  486  comput- 
ers, both  on  line,  with  one  in  the  "hot 


backup  mode"  in  case  the  first  mal- 
functions. Operators  controlling  the 
show's  multiple  motorized  effects  sit  at 
their  consoles  waiting  for  radioed  cues 
from  the  stage  manager.  One  controls 
the  deck  scenery  that  moves  onto  and 
off  the  stage  on  rail-guided  wheels 
located  underneath  the  stage.  Another 
handles  the  flying  scenery,  which  is 
moved  by  chain  motors.  The  third  con- 
trols the  helicopter  and  the  17  32-foot- 
high  cloth  blinds  that  surround  the 
stage  and  are  used  to  reconfigure  the 
scenes  in  a  matter  of  seconds. 

All  three  systems  have  sophisticated 
feedback  mechanisms  that  are  easy  to 
program  and  are  accurate  to  within 
1/10  of  an  inch.  The  mechanisms  can 
tell  a  computer  to  shut  down  a  motor 
if  they  detect  more  than  15  foot-pounds 
of  pressure  against  a  moving  prop — 
about  the  force  of  a  prop  hitting,  say, 
an  actor's  leg.  "[The  prop]  stops  if  it 
hits  a  body,"  Bell  says  with  a  show- 
must-go-on  humor  that  grows  increas- 
ingly mordant  as  curtain  time 
approaches.  "It  might  hurt,  but  it  won't 
kill  them." 

In  the  age  of  Steven  Spielberg  and 
George  Lucas,  stage-effects  technology 
is  a  sure  key  to  captivating  an  audience 
(though  it  won't  save  a  bad  show).  Miss 
Saigon  carries  special  effects  as  far  as 
any  production  yet  has.  At  times  dur- 
ing the  show  more  than  half  of  the 
effects  motors  are  running  at  once. 
"Think  about  it,"  says  Kevin  Baxley 
from  East  Coast  Theatre  Supply,  New 
York  City,  the  designers  of  much  of  the 
show's  stage  effects.  "If  you  ran  the 


show  manually,  you'd  need  a  stage- 
hand for  each  of  the  blinds.  It  would  be 
impossible  to  choreograph  it  all." 

The  daunting  economics  of  taking 
plays  across  the  Atlantic  is  Cameron 
Mackintosh's  primary  motivation  for 
his  phenomenal  use  of  high  technolo- 
gy. Mackintosh,  who  began  his  career 
in  1964  as  a  stagehand  in  the  decidedly 
low-tech  musical  Camelot,  tends  to 
play  down  the  technical  grandiosity  of 
his  shows.  "We're  doing  the  equivalent 
of  what  the  Victorians  did,"  he  says, 
"except  we  use  motors  and  computers 
instead  of  hundreds  of  bodies  heaving 
ropes." 

But  when  he  points  out  the  labor 
cost  differential  between  putting  on  a 
play  in  London  and  in  the  States,  it 
becomes  clear  why  technology,  howev- 
er expensive,  saves  huge  sums  in  the 
long  run  by  cutting  the  number  of 
backstage  personnel  needed.  Cats, 
which  cost  less  than  $1  million  to  pro- 
duce for  the  London  stage,  ran  to  $5 
million  when  transplanted  to  New 
York.  Ditto  for  Les  Miz.  Miss  Saigon 
mushroomed  from  $5  million  to  $11 
million.  "In  America  everything  costs 
three  times  as  much,"  he  says,  "so  we 
need  as  tight  a  crew  as  possible." 

But.  Will  It  Fly? 

"I'm  going  to  telescope  down,"  a  con- 
sole operator  announces  over  the  head- 
set as  he  talks  the  technicians  onstage 
through  the  last  few  of  the  helicopter's 
moves.  "Twenty-one  point  one,  twen- 
ty-two point  two,  stop."  The  numbers 
are  typed  in,  the  helicopter  is  repro- 
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and  26  Vari-Lites,  each  equipped  with  its  own  computer. 


grammed,  and  the  crew  is  ready  for  a 
test  run  by  the  computer.  The  heli- 
copter is  pulled  in  a  40-foot  arc  by  rail 
from  the  back  of  the  theater  to  the 
back  edge  of  the  stage.  The  hydraulic 
pump  begins  throbbing,  and  the  blades 
of  the  helicopter — actually  strings  with 
rubber  balls  attached  to  the  ends — 
begin  to  whirl.  The  machine  lifts  off 
and  rises  35  feet  as  it  moves  down- 
stage. "That's  the  easy  part,"  Bell  says, 
mentally  crossing  his  fingers.  The  heli- 
copter descends.  "Come  on,  baby,"  one 
of  the  stagehands  chants,  "be  good  to 
us."  "Don't  crash  it,"  BeD  says,  joining 
the  tired  chant.  "I  want  to  go  home." 

At  3  p.m.,  full  power  comes  back 
onstage,  and  Bell's  weary  cybergrips 
begin  removing  equipment,  ladders, 
hoists,  the  lighting  satellite  control 
board  and  whatever  else  is  not  part  of 
the  show.  In  their  booth  the  lighting 
technicians  make  backup  disks  of  the 
lighting  cues,  which  will  be  distributed 
so  that  they  can  be  easily  found. 
"Disks  are  cheap,"  one  of  the  techni- 
cians laughs,  "and  it  takes  way  too 
long  to  reprogram."  Karen  Zabinski 
comes  by,  lugging  a  box  of  batteries  for 
the  headsets.  They  look  like  blood 
samples,  and  one  member  of  the  crew 
calls  out  for  "Nurse  Zabinski." 

Five  Minutes,  Mr.  Bell... 

Bell  has  at  last  turned  off  his  Power- 
Book  and  is  attending  to  last-minute 
details  onstage.  He  warns  one  stage- 
hand to  stop  smoking  and  another  to 
change  into  black  sneakers.  "With  a 
raked  deck,  faces  disappear,"  he  says, 


"but  white  shoes  are  so  visible."  Some- 
times even  this  megaproduction  is  reas- 
suringly old-fashioned. 

By  4  p.m.  a  seemingly  impossible 
calm  settles  over  the  theater.  A  few 
final  Vari-Lites  are  aimed,  microphone 
levels  are  checked  one  last  time,  and 
cues  are  programmed  into  the  Allen- 
Bradleys.  The  unusual  tranquility  is 
broken  a  half  hour  later  when  several 
dozen  members  of  the  troupe,  pre- 
dominantly young  Asian  actors  and 
actresses,  amble  noisily  into  the  the- 
ater for  their  final  instructions  and 
one  more  run-through  of  the  heli- 
copter scene,  fodi  Moccia,  the  show's 
choreographer,  gets  up  and  begins 
talking  to  the  cast  about  their  moves. 
"Girls,"  she  says,  illustrating  the 
bump  and  grind  necessary  for  the 
streetwalkers  in  the  Bangkok  street 
scene,  "you've  got  to  make  sure  your 
hips  are  back." 

The  tables  are  gone  from  the  theater 
now,  and  the  phones  and  PCs  are 
packed  up.  Jake  Bell,  superstitious  in 
the  classic  manner  of  many  theater 
people,  takes  his  accustomed  seat 
toward  the  rear  of  the  orchestra.  He 
watches  the  buzz  of  activity  up  front 
and  allows  himself  a  sigh  of  exhaustion 
and  satisfaction.  "Notice  how  the 
atmosphere  changes,"  he  says,  nodding 
at  the  actors,  oblivious  to  the  extraordi- 
nary platform  of  technology  around 
them.  Ultimately,  they  are  the  ones 
whose  talents  determine  whether  the 
show  works  or  not.  Bell  crosses  his 
arms  and  leans  back.  "It's  their  theater 
now,"  he  says.  m 
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Trucks! 

Blockbuster  special  effects  make  a 
Mackintosh  show.  Behind  the 
scenes,  an  older  technology  gets 
the  show  on  the  road:  trucks. 

Miss  Saigon's  traveling  show 
alone  uses  38  tractor-trailers  to  haul 
costumes,  gear  and  scenery  from 
show  to  show.  Take  one  week  last 
fall.  Six  Mackintosh  shows— Miss 
Saigon,  Les  Miserables,  Five  Guys 
Named  Moe  and  three  companies 
of  Phantom  of  the  Opera— pulled  up 
their  stakes,  requiring  more  than 
130  trucks  nationwide.  The  starring 
role  was  played  by  Clark  Transfer,  a 
$7.4  million  moving  company  based 
in  Harrisburg,  Pa. 

"People  think  it's  just  a  matter  of 
hauling  this  from  here  to  there," 
says  Clark  president  Norma  Deull. 
Her  father,  Louis  Molitch,  started 
the  company  in  1 948  with  friend  Jim 
Clark.  "It's  a  little  more  precise  than 
that." 

The  company's  first  theater  job 
was  transporting  the  1949  sets  for 
Mister  Roberts.  Drivers  called  into 
Harrisburg  headquarters  from  pay 
phones  on  the  road  for  schedule 
updates.  Unpredictable  traffic,  foul 
weather  and  the  occasional  break- 
down often  made  regular  check-ins 
difficult.  That  remained  unchanged 
until  1990,  when  Clark  Transfer 
began  providing  Motorola  cellular 
phones  to  its  drivers,  who  now 
make  twice-a-day  calls  from  their 
trucks  to  Clark  dispatchers.  These 
standard  check-ins  have  reduced 
the  odds  of  a  major  mistake,  like 
one  made  24  years  ago.  A  Clark  dri- 
ver picked  up  a  trailer  for  the  New 
York  Metropolitan  Opera  in  Atlanta 
and  drove  it  to  Memphis.  One  prob- 
lem: "It  was  supposed  to  stay  in 
Atlanta,"  says  Deull,  chuckling.  "We 
ended  up  having  to  send  it  all  back 
the  next  day  by  airplane." 

—Kerry  Lauerman 


ARE  YOU  open  TO  SOME  REALLY 
NARROW-MINDED  THINKING? 


Go  ahead  and  be  intolerant.  The  next 
time  someone  brings  you  the  same  old 
mass  media  solution  to  your  niche  market- 
ing problem,  close  your  mind.  Shut  the 
door.  There  are  just  too  many  good  new 
alternatives  available,  and  if  the  people 
you're  relying  on  for  advice  don't  get  it... 
well,  they  just  don't  get  it. 

You  see,  good  creative  and  strategic 
thinking  isn't  coming  from  the  same 
places  it  used  to.  It's  not  coming  from 
those  who  have  served  the  mass-producing 
captains  of  the  industrial  revolution,  but 
from  a  new  breed  born  of  the  entrepre- 
neurial explosion  of  the  1980s.  They're 
technology  zealots  who  instead  of  beat- 
ing a  path  to  Madison  Avenue  are  racing 
their  way  to  The  Information  Highway. 

Big  bureaucratic  ad  agencies  are  orga- 
nized around  messages  to  the  masses. 
They're  not  flexible  enough  to  deliver 
customized  communications  to  niches. 
And  even  the  hot  creative  shops  who  in 
the  past  have  given  us  some  entertaining 
mass  media  moments  won't  rule  in  the 
niches-within-niches  world.  As  markets 
and  interests  become  more  highly  spe- 
cialized, the  customer  on  the  other  end 
demands  both  style  and  substance. 


When  the  niches  narrow,  the  content 
must  run  deep.  Mass  media  appeals  to  a 
low  common  denominator.  That's  why  it's 
characterized  by  the  trick,  the  tease  and 
the  fashion  statement.  But  when  the  mes- 
sage requires  depth,  or  the  issue  of  intan- 
gible value  an  explanation,  it  requires  a 
different  set  of  creative  skills.  Skills  of 
increasing  importance  to  you  as  media 
becomes  interactive  and  customers  choose 
to  consider  your  messages  on-demand. 

And  this  new  breed  of  talent  moves 
at  the  speed  of  light.  No  respect  for 
bureaucracy;  no  patience  for  delay. 
They're  equipped  with  fast-moving 
technology  and  a  mindset  for  using  those 
tools  to  make  things  happen  rapidly. 

We're  part  of  that  new  vanguard.  For 
thirteen  years  we've  been  making  big 
things  happen  in  the  small  places  our 
clients  call  their  niche  markets.  And  if 
you're  ready  to  make  things  happen  in 
your  niches,  why  not  open  your  mind 
by  narrowing  your  thinking?  Take  a 
new  approach. 
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ig  Government  and  Mass  Media  always  feed  on  fear  of  monsters.  While 
politicians  promise  to  protect  the  people  from  the  dreaded  private  sector, 
leading  newspapers  such  as  the  Washington  Post  and  network  shows 
such  as  "60  Minutes"  chime  in  with  continuing  reports  on  the  econo- 
my as  seen  from  the  shores  of  Loch  Ness.  Peering  through  the  shifting, 


inscrutable  murk  of  the  marketplace,  pundits  both  private 
and  public  can  descry  beneath  every  ripple  of  industrial 
change  the  spectral  shape  of  some  circling  shark  or  serpent 
from  which  only  a  new  bureaucracy  or  liberal  constabulary 
can  save  us. 

There  are  always  many  witnesses  to  the  threat.  In  his 
campaigns  of  creative  destruction,  any  great  capitahst  pro- 
vokes enough  panic  in  the 
establishment  to  fuel  the 
beadles  who  would  bring 
him  down.  Losing  competi- 
tors, whether  in  oil  or  soft- 
ware, are  always  in  the  van- 
guard of  the  monster  hunt, 
which  is  therefore  usually 
launched  in  the  name  of 
"competition"  and  is  de- 
signed to  stop  it  in  its  tracks 
before  anyone  wins. 

In  the  industrial  era 
it  was  the  so-called 
Robber  Barons — cre- 
ators of  the  great  indus 
tries  of  oil,  steel  and  fi- 
nance— who  greased  the 
growth  of  government  with 
their  chimerical  menace. 
Radically  reducing  the  prices 
of  their  products,  such  lead- 
ers as  Rockefeller,  Carnegie 
and  Morgan  expanded  the 
economy  to  serve  middle- 
and  lower-income  customers 
and  laid  the  foundation  for 
the  American  industrial 
leadership  that  triumphed  in 
two  world  wars.  But  at  the 
same  time,  charged  with 
predatory  pricing,  collusive  marketing,  dumping  and  other 
competitive  violations,  Rockefeller,  Carnegie  and  Morgan 
emerged  as  the  monsters  of  monopoly  who  fueled  the 
growth  of  government  through  the  first  40  years  of  the 
century. 

Now,  with  information  technology  driving  private  sec- 
tor wealth  and  power,  there  is  a  need  for  new  monsters  to 
fuel  new  sieges  of  government  and  regulatory  growth.  This 
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time  the  monsters  bear  the  names  of  Milken,  Gates  and 
Malone — new  trolls  to  terrify  little  children  and  cause 
competitors  to  cozen  Washington  and  judges  to  reach  for 
their  RICO  bludgeons  and  commissioners  to  salivate  and 
shuffle  subpoenas  and  senators  to  tremble  and  wreak  new 
tomes  of  law  and  bureaucrats  to  sow  the  economy  with 
minefields  of  abstruse  new  rules. 

Of  the  three  new  mon- 
sters, big  government  man- 
aged to  deliver  us  first  from 
Michael  Mdken,  depicted  as 
a    Banker    Shark.  But 
Milken's  vision  impregnably 
survives  in  the  form  of  the 
industries  and  infrastruc- 
tures he  financed,  chiefly 
cellular  phones,  fiber  optics 
and  cable  television — the 
forces  that  laid  the 
foundation  for  a  new 
broadband  economy. 


KLECOSM 


"Washington's 
Bogeymen" 


With  Milken  laid  low 
by  cancer  and  the 
courts,  Washington 
ded  new  monsters  for 
1990s.  After  serious  and 
itinuing  contemplation 
Bill  Gates  as  a  possible 
:roShark  hidden  amid 
mazes  of  Windows  and 
»S,  Washington  recently 
focused  on  the  formida- 
visage  of  John  Malone. 
^.s  the  titan  of  cable  and 
ler  of  Tele-Communica- 
is  Inc.,  better  known  as 
TCI,  he  was  a  billion-dollar 
beneficiary  of  Milken's  bonds.  At  a  time  when  govern- 
ments everywhere  covet  the  huge,  new  wealth  emerging 
from  information  superhighways,  Malone  has  become  the 
favored  target  of  the  Loch  Ness  news  hounds  and  public- 
law  pinstripes:  an  Abominable  Snowman  ranging  down 
from  the  Rockies  to  raid  and  ruin  rival  companies,  terror- 
ize politicians  and  gouge  his  21  million  customers.  Or,  in 
the  words  of  then  Senator  Albert  Gore,  Malone  is  Darth 
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Vader  himself. 

This  particular  monster  hunt,  however,  could  not  be 
more  ill-timed.  There  is  no  way  that  this  administration 
can  demonize  the  cable  industry  and  micromanage  tele- 
com without  direly  damaging  all  its  hopes  for  an  informa- 
tion superhighway  and  thus  the  best  prospects  for  the  fu- 
ture of  the  U.S.  economy.  Just  as  the  automobile  industry 
was  the  real  heir  to  the  triumphs  of  the  "robber  barons"  in 
oil,  steel  and  finance,  so  the  computer  industry — tbe  core 
of  U.S.  world  industrial  leadership — will  be  the  chief  bene- 
ficiary of  cable  and  telecom  ventures  in  broadband  net- 
works. 

The  U.S.  now  commands  global  dominance  in  comput- 
er technology.  But  as  Andrew  Grove  told  Forbes  ASAP, 
"infinite  processing  power  will  only  get  you  so  far  with 
limited  bandwidth."  The  next  generation  of  computer 
progress  depends  upon  the  efficient  use  of  cable  bandwidth 
to  homes  and  home  offices,  which  comprise  a  fast-growing 
60  percent  of  the  current  market  for  computers.  Even  if 
computer  executives  fail  to  see  the  threat,  the  monster 
hunt  against  cable  thus  jeopardizes  the  supreme  achieve- 
ment of  the  American  economy  over  the  last  decade — its 
global  lead  in  computers. 

The  U.S.  government  constantly  reiterates  its  desire  for 
information  superhighways.  The  problem  is  that  punctuat- 
ing the  call  for  broadband  nets  is  an  insistent  mantra  of 
"competition"  that  reverberates  through  the  speeches  of 
nearly  all  participants  in  the  debate.  As  Ward  White,  vice- 
president  of  government  affairs  for  the  U.S.  Telephone  As- 
sociation, points  out,  however,  this  mantra  of  competition 
"disguises  a  new  scheme  of  market  allocation  run  by  the 
regulators." 

In  this  competition  no  one  can  win  or  make  any 
money.  The  $10  billion  in  profits  claimed  by  the  Baby 
Bells  still  under  the  Greene  thumb  are  highly  questionable. 
Most  of  their  copper  wires  and  narrowband  switches — 
rapidly  obsolescing  by  any  objective  standard — are  being 
written  off  over  decades.  That  means  the  real  costs  of  the 
Bells  should  be  much  higher  than  their  an- 
^^^^^^         nounced  costs,  which  do  not  ade- 
Jkg,,        quately  reflect  the  fact  that  their 
M  HP     $300  billion  worth  of  plant  and 

Jl  ^liHk     equipment  is  rapidly  losing  market 

value.  As  TCI's  sharp  and  salty 


00-POUND  GORILLAS  Gore,  Edward  Markey  and  Reed  Hundt  are  big  boost- 

rs  of  the  information  highway.  B'<t  are  they  killing  the  incentive  to  build  it? 


young  COO,  Brendan  Clouston,  points  out,  telephone  com 
panies  are  used  to  pretending  to  make  money  under  rate 
of-retum  regulations  when  they  are  really  losing  it. 

Cable  companies,  by  contrast,  are  used  to  pretending  to 
lose  money  when  in  fact  they  are  raking  it  in.  A  standing 
joke  aroufid  the  offices  of  John  Malone's  cable  empire, 
which  comprises  TCI  and  Liberty  Media,  asks  what  Mal- 
one  will  do  if  the  firm  ever  reports  a  large  profit.  The  an- 
swer: Fire  the  accountant.  Indeed,  TCI  did  not  report  even 
a  cosmetic  profit  until  the  first  quarter  of  1993.  Cable 
firms  were  financed  with  junk  bonds  and  other  debt  that 
allows  investors  to  be  paid  off  with  tax-deductible  interest 
payments  rather  than  double-taxed  dividends  and  capital 
gains  favored  by  the  telcos. 

Michael  Milken,  the  financial  father  of  the  cable  indus- 
try, channeled  some  $10  billion  in  high-yield  securities  to 
TCI,  Time  Warner,  Turner,  Viacom  and  other  cable  firms 
at  a  time  when  they  were  struggling  for  survival.  As  a  re- 
sult, the  cable  companies  are  eight  times  more  leveraged  in 
their  debt-equity  ratios  than  telephone  companies  are.  But 
driven  by  the  demands  of  debt,  the  cable  firms  use  their 
capital  some  two-and-a-half  times  more  efficiently.  Gener- 
ating $20  billion  in  revenues,  one-fourth  as  much  as  the 
telcos,  cable  firms  use  just  one-tenth  the  capital. 

The  cable  companies  are  leveraged  at  a  rate  of  between 
seven-  and  ten-to-one  on  their  cash  flow.  Moreover,  some 
60  percent  of  cable  company  assets  are  "good  will."  In- 
cluded in  the  purchase  price  of  new  acquisitions,  "good 
will"  represents  the  intangible  value  of  cash  flows  and  syn- 
ergies expected  from  new  technologies  and  programming. 

Built  on  vision  and  debt,  such  entrepreneurial  compa- 
nies cannot  invest  without  the  possibility  of  large  returns. 
Attack  the  cable  industry's  cash  flow  and  prospects,  and 
you  attack  its  lifeline.  Attack  the  cable  industry's  cash 
flow  and  prospects,  and  you  reduce  its  available  invest- 
ment by  a  factor  of  five  or  more.  Bell  Atlantic  was  origi- 
nally willing  to  pay  for  TCI  nearly  12  times  its  cash  flow. 

The  Real  Monster:  Government 

In  this  highly  leveraged  arena  government  itself  is 
the  real  monster:  an  800-pound  gorilla.  Where  does 
the  800-pound  gorilla  sit?  Wherever  it  wants.  Early 
in  April  of  this  year  it  chose  to  sit  on  the  cable  in- 
dustry. More  specifically,  it  plumped  down  in  the 
middle  of  Brendan  Clouston's  desk  in  the  form  of  a 
700-page  FCC  document  reregulating  the  cable  industry.  It 
was  full  of  detailed  regulations  on  everything  from  how 
fast  he  must  pick  up  his  phones  for  customer  complaints 
and  what  he  should  charge  for  each  tier  of  service  and  for 
each  component  of  cable  gear,  to  how  large,  implicitly,  his 
return  on  investment  can  be  (about  11.5  percent).  He  faced 
the  mandate  to  adjust  nearly  every  price  and  policy  in  the 
company  within  six  weeks  and  to  justify  each  price  by  fill- 
ing out  60  pages  of  forms.  In  a  menacing  note  for  the  fu- 
ture portending  new  government  plans  for  redistributionist 
pricing,  he  is  required  to  report  the  median  income  in  each 
of  his  service  areas. 
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Radio  Shack  Presents 
The  New  Tandy  PDA 


Now  you  can  travel  light  with  a 


It's  a  fantastic  electron 
ic  notepad  (and  more! 
that  will  eliminate 
thousands  of  pieces  of 
paper  from  your  life. 


Find  the  perfect  word 
with  the  built-in  dic- 
tionary and  thesaurus 
. .  there's  even  a  spell 
checker  and  a  26- 
language  translator. 


There's  a  built-in 
electronic  address 
book  that  stores 
hundreds  of  your 
personal  entries. 


As  Easy  as  Pen  and  Paper 

Just  jot  a  name,  scribble  a  phone 
number  or  draw  a  map — it's  that  easy. 
The  built-in  PalmPrint™  software  can 
even  read  your  writing! 

The  Logic  Power  of  a  Computer 

The  GEOS®  system  software's  easy- 
to-follow  icons  and  menus  make  our 
PDA's  power  easy  to  use.  The  PDA's 
smart,  powerful  programs  give  you 
easy  ways  to  handle  life's  details. 

The  Ability  to  Connect  to  the  World 

The  Tandy  PDA  links  to  your  PC,  and 
communicates  with  popular  Windows 
applications.*  By  adding  a  modem  you 
can  communicate  worldwide! 

Innovation,  Not  Confusion! 

Radio  Shack  even  includes  a  helpful 
get-started  video  tape  to  get  you  up  and 
running  fast!  It  couldn't  be  easier! 


Thuroday  3 


ncludes  Pocket 
Quicken™  financial 
software,  plus  lots 
of  other  great 
applications. 


Palm  Organizer  soft- 
ware includes  a  note- 
book, scheduler  and 
address  book. 


ti.«*N«stwttlil.<i 


100  UinenwtthBoh 
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Zoomer  Personal  Digital  Assistant 


Send  a  fax  back  to  the 
office  of  notes  you 
made  on  the  plane.* 
With  Motorola's 
EMBARCSM  service, 
our  PDA  becomes  a 
messaging  pager.* 


Included  software 
ets  you  access 
America  Online® 
to  get  news,  stock 
quotes — you  can 
even  send  and 
receive  E-mail.* 


Optional  PC  software 
lets  you  transfer  data 
between  the  Tandy 
PDA  and  your  PC 
— even  from  popular 
programs  like  Lotus 
Organizer™. 


Only  4.5"  x  7" 


1  Compare?  (It's  not  even  fair!) 

Tandy 
PDA 

Apple15' 
Newton™ 

Integrated  Pocket  Quicken 
Income/Expense  Tracking 

Sorry. 

Built-in  Dictionary,  Spell  Checker,  y[$i 
Thesaurus  and  Language  Translator 

Huh? 

Battery  Life  (Our  calculations  noursi 
from  comparable-use  testing) 

35  hours. 

Stores  Handwriting  as  Data          YES ! 

Limited. 

Eits  in  a  5"  Inside  Coat  Pocket  YES! 

t 

Get  a 
igger  Pocket. 

America  Online  y„j 
(E-Mail,  Slock  Quotes,  Mews,  etc.)* 

Nope. 

EAASY  SABRESM  Flight  Reservations*  YES! 

Grounded. 

More  Proof  That  Radio  Shack  Demystifies  Technology 


•Requires  optional  equipment  GEOS  is  a  registered  trademark  uf  GeoWorks 

GEOS  system  software  is  published  by  GeoWorks  Palm  Computing. 
PalmPrint  and  Powerlnk  are  trademarks  of  Palm  Computing  PalmPrint  and 
PalmOrgani/er  are  published  by  Palm  Computing  America  Online  is  a 
registered  trademark  of  Amenta  Online.  Inc 
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PKkel  Quicken  is  a  trademark  ol  Inluil  Apple  is  a  registered  trademark. 
Newton  is  a  irademark  ol  Apple  Computer,  Inc  Lotus  Organizer  is  a 
irademark  ol  Lotus  Development  Corporalion  I  AASY  S  \BKI  is  .1  service 
markol  SABRf*  travel  Information  Network  LMBARC  is  a  service  mark 
ol  Motorola,  Inc 
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iih  cable,  the  U.S.  can  have  a  national  network  reaching 
every  American  community  by  the  year  2000.  Without  cable, 
we  can  forget  the  idea  of  building  a  national  system  of  information 
superhighways  in  this  decade.  Without  cable,  the  global  race  is  even. 


The  FCC  is  not  really  to  blame  for  this  onslaught,  since 
it  resisted  the  new  congressional  power  grab.  In  any  case, 
this  agency  is  only  part  of  Clouston's  problem.  He  also 
faces  an  aggressive  new  spirit  at  the  Federal  Trade  Com- 
mission, at  the  Department  of  Justice  and  in  Congress, 
which  permits  him  to  collaborate  with  any  company  as 
long  as  it  is  not  a  telephone  firm  with  useful  fiber  net- 
works and  switching  systems  in  TCI's  own  regions.  Full  of 
rhetoric  inviting  every  industry  from  the  telcos  to  the 
power  companies  into  the  cable  trade,  many  of  the  legisla- 
tive proposals,  FTC  policies  and  FCC  ukases  converging  on 
Clouston's  desk  seem  to  be  intended  to  transform  cable 
from  a  galvanizing  entrepreneurial  force  in  the  U.S.  econo- 
my into  a  sleepy-time  public  utility  run  by  lawyers.  At 
stake  is  the  future  of  the  information  superhighway  and 
thus  the  future  of  the  U.S.  economy. 

Superhighway  Hype  Is  Understated 

Information  superhighways  are  one  of  those  rare 
technologies  that  are  actually  far  more  powerful 
and  promising  than  the  hype  surrounding  them. 
The  first  fruits  of  this  development  are  already  evi- 
dent, as  the  U.S.  has  led  the  world  in  deploying 
computer  networks.  Over  the  next  five  years  broad- 
band networks  can  transform  the  entire  economy,  project- 
ing it  onto  a  higher  plane  of  growth  and  productivity. 

For  the  last  decade  the  performance  of  the  economy  has 
perplexed  the  economics  profession.  Throughout  the  1980s 
most  economists  predicted  that  U.S.  interest  rates  would 
soar  as  a  result  of  world-lagging  rates  of  personal  savings. 
When  interest  rates  instead  dropped,  economists  pointed  to 
a  "dangerous  dependence"  on  foreign  sources  of  capital 
such  as  Japan,  which  were  investing  close  to  $100  billion 
annually  in  the  U.S. 

Today,  adverse  tax  and  regulatory  policies  in  the  U.S. 
have  entirely  reversed  capital  flows,  with  funds  now  leav- 
ing the  U.S.  for  foreign  markets  at  an  annual  rate  of  $80 
billion.  Meanwhile,  as  Federal  Reserve  Governor  Lawrence 
Lindsey  has  warned,  personal  savings  have  plunged  to  all- 
time  lows.  By  every  rule  of  economics,  interest  rates 
should  soar  or  growth  should  collapse. 

Yet  despite  a  slight  upward  drift  in  recent  months,  U.S. 
interest  rates  remain  low  by  historic  standards,  and  the 


U.S.  continues  to  lead  the  major  powers  in  economic 
growth  and  has  extended  its  lead  in  productivity.  As 
Michael  Jensen  of  Harvard  Business  School  has  shown,  a 
close  analysis  of  the  figures  from  U.S.  corporations  now  re- 
veals a  historic  acceleration  of  U.S.  productivity  growth 
during  the  1980s.  According  to  an  analysis  by  Morgan 
Stanley,  between  1987  and  1992  U.S.  corporations  captured 
some  47.7  percent  of  global  profits  and  37.4  percent  of 
global  sales.  Continued  slumps  in  Europe  and  Japan  com- 
bined with  reviving  growth  in  the  U.S.  indicate  that  U.S. 
market  share  is  still  rising. 

This  record  of  supremacy  is  entirely  baffling  to  the  eco- 
nomics profession  and  its  megaphones  in  the  media.  Fo- 
cusing on  the  Loch  Ness  news,  they  have  spent  a  decade 
in  lamentations  over  the  prospects  of  the  U.S.  economy, 
reaching  a  pitch  of  funereal  keening  during  the  1992  elec- 
tion campaigns.  But  to  analysts  focused  on  the  ever-grow- 
ing U.S.  lead  in  technology,  these  results  are  no  mystery 
at  all. 

U.S.  supremacy  is  focused  on  information  tools  and 
spearheaded  by  computer  networks.  U.S.  companies  com- 
mand some  two-thirds  of  the  world's  profits  in  information 
technology,  hardware  and  software,  and  entirely  dominate 
world  markets  in  computer  networks.  Half  the  world's  1 10 
million  personal  computers  are  in  the  U.S.,  and  between 
1989  and  1993  the  share  connected  to  networks  rose  from 
less  than  10  percent  to  more  than  60  percent. 

The  ultimate  information  industry  is  finance.  During 
the  last  decade  the  U.S.  employed  information  technology 
to  transform  its  financial  system.  Spearheaded  by  Milken 
and  a  $200  billion  junk  bond  market,  the  U.S.  drastically 
reduced  the  role  of  banks  and  proliferated  an  array  of 
more  flexible  and  specialized  financial  agencies.  While 
over  the  last  12  years  banks'  share  of  private  credit  for 
non-financial  companies  dropped  from  two-thirds  to  less 
than  20  percent,  the  U.S.  surged  into  global  leadership  in 
applying  information  technology  to  the  field  of  financial 
innovation. 

In  essence,  the  law  of  the  microcosm  shattered  the  fi- 
nancial system  into  silicon  smithereens  and  vastly  en- 
hanced its  productivity.  As  the  late  Warren  Brookes  has 
written,  "If  every  bank  is  nothing  more  than  an  informa- 
tion system,  then  by  definition  every  information  system 
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has  the  capacity  to  be  a  bank,  and  every  owner  of  an  in- 
formation system,  from  a  desktop  computer  to  a  main- 
frame terminal,  can  be  a  banker."  What  happened  was  that 
thousands  of  brokers,  mathematicians,  financial  consul- 
tants, insurance  salespeople,  credit  card  merchants  and 
bonds  traders  took  this  opportunity  to  break  into  the  field 
of  financial  entrepreneurship. 

As  a  result,  the  U.S.  set  an  entirely  new  world  standard 
for  capital  efficiency,  generating  far  more  economic  growth 
per  dollar  of  savings  than  any  other  country.  As  explained 
two  centuries  ago  by  Adam  Smith,  key  to  productivity 
growth  is  the  refinement  of  the  division  of  labor,  the  ex- 
pansion of  specialization,  the  breakdown  of  functions  into 
subfunctions  and  niches.  The  key  force  fostering  special- 
ization in  the  U.S.  is  computer  networks. 

Over  the  next  decade  computer  networks  will  expand 
their  bandwidth  by  factors  of  thousands  and  reconstruct 
the  entire  U.S.  economy  in  their  image.  TV  will  expire 
and  transpire  into  a  new  cornucopia  of  choice  and  em- 
powerment. Great  cities  will  hollow  out  as  the  best  and 
brightest  in  them  retreat  to  rural  redoubts  and  reach  out 
to  global  markets  and  communities.  The  most  deprived 
ghetto  child  in  the  most  blighted  project  will  gain  educa- 
tional opportunities  exceeding  those  of  today's  suburban 
preppie.  Small  towns  will  become  industrial  centers  in  the 
new  information  economy.  Hollywood  and  Wall  Street 
will  totter  and  diffuse  to  all  points  of  the  nation  and  the 
globe.  Families  will  regroup  around  the  evolving  silicon 
hearths  of  a  new  cottage  economy.  Video  culture  will 
transcend  its  current  mass-media  doldrums,  playing  to 
lowest-common-denominator  shocks  and  prurient  inter- 
ests, and  will  effloresce  into  a  plethora  of  products  sug- 
gestive of  the  book  industry. 

In  essence,  people  will  no  longer  settle  for  whatever  or 
whoever  is  playing  on  the  tube  or  down  the  street  or  in 
their  local  office  or  corporation.  Instead,  they  will  seek  out 
and  command  their  first  choices  in  employment,  culture, 
entertainment  and  religion.  They  will  reach  out  across  the 
country  and  around  the  world  to  find  the  best  colleagues 
for  every  major  project.  Productivity  and  efficiency  will  in- 
exorably rise.  A  culture  of  first  choices  will  evince  a  bias 
toward  excellence  rather  than  a  bias  toward  the  mediocre, 
convenient  or  crude. 

The  entire  centralizing  force  of  the  Industrial  Revolu- 
tion, which  brought  capital  and  labor  together  in  vast 
pyramidal  institutions  and  reduced  workers  to  accessories 
of  the  machine  and  the  tube,  will  give  way  to  the  explo- 
sive centrifuge  of  the  microcosm  and  telecosm.  Yielding 
single-chip  supercomputers  linked  in  global  broadband 
networks,  these  technologies  fling  intelligence  beyond  the 
boundaries  of  every  top-down  institution  and  Machine 
Age  social  system. 

The  vision  of  information  superhighways  revitalizing 
the  American  economy  and  culture  is  far  more  true  and 
compelling  than  even  its  advocates  comprehend.  People 
who  underestimate  the  impact  of  bandwidth  will  miss  the 
supreme  investment  opportunities  of  the  epoch. 


Decline  and  Rise  of  the  Malone  Model 

Dominant  in  the  industry  are  two  essential 
models  for  fulfilling  the  promise  of  the 
superhighway.  One  scheme,  long  associ- 
ated with  John  Malone  and  other  cable 
executives,  is  the  monster  model:  com- 
bining content  and  conduit  in  order  to 
gain  monopoly  rents. 

Because  it  reaches  more  than  20  percent  of  all  cable 
customers,  access  to  the  TCI  conduit  can  heavily  influ- 
ence the  success  or  failure  of  any  content  venture.  As  An- 
drew Kessler,  partner  and  multimedia  guru  at  Unterberg 
Harris  and  Forbes  ASAP  columnist,  puts  it,  "If  you  want 
to  create  a  cable  channel,  you  may  have  to  send  it  through 
Malone's  bottleneck — a  satellite  dish  farm  outside  Denver. 
I  suspect  that  could  cost  you  some  $4  mdlion  in  cash,  or, 
alternatively,  you  can  give  Malone  30  percent  of  your 
company." 

This  monster  model  is  in  essence  the  way  Malone  built 
up  Liberty  Media  and  the  content  side  of  TCI,  which  to- 
gether own  parts  of  TNT,  the  Discovery  Channel,  Ameri- 
can Movie  Classics,  Black  Entertainment  TV,  Court  TV, 
Encore,  Starz,  Family  Channel,  Home  Shopping  Network, 
QVC,  Video  Jukebox  and  an  array  of  regional  sports  net- 
works. It  has  been  widely  reported  that  AT&T  and  fi- 


nancier Herbert  Allen  are  creating  a  new  classic  sports  net- 
work and  will  give  a  chunk  of  it  to  Liberty  in  exchange  for 
access  to  Malone's  conduit. 

The  other  model  is  that  of  the  common-carrier,  upheld 
both  by  the  telephone  companies  and  by  Internet.  In  this 
model  you  build  an  open  conduit  and  exercise  virtually  no 
influence  on  content.  Using  the  phone  system  or  Internet, 
people  can  communicate  anything  they  want  as  long  as 
they  observe  the  protocols  of  the  public  switched  tele- 
phone network  or  of  Internet's  TCP/IP.  Extended  to  im- 
ages, this  model  suggests  a  "video  dial  tone."  You  can  dial 
up  any  other  machine  connected  to  the  network  and 
download  or  upload  any  films,  files,  documents,  pictures  or 
multimedia  programs  that  you  wish.  Although  telephone 
companies  or  Internet  providers  may  own  content,  they 
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cannot  privilege  their  own  programming.  Their  content  has 
to  compete  for  customers  freely  with  all  other  content 
available  on  the  network. 

Th(  ety  of  the  Malone  model  and  the  resentment 

it  arouses  far  and  wide  explain  much  of  the  hostility  to- 
ward the  cable  industry  and  John  Malone.  This  may  even 
explain  the  current  rage  to  reregulate  the  industry.  The 
great  irony  today  is  that  Malone  and  the  rest  of  the  cable 
leaders  were  in  the  process  of  abandoning  the  Malone 
model  at  the  very  moment  that  many  telephone  execu- 
tives seemed  to  adopt  it. 

It  was  Malone,  after  all,  who  was  willing  to  sell  his  con- 
tent to  Bell  Atlantic,  and  it  was  Raymond  Smith,  above  all, 
who  insisted  on  acquiring  the  assets  of  Liberty  Media.  It 
was  Bell  South  that  was  willing  to  pitch  in  some  $2  billion 
to  QVC's  bidding  for  Paramount  when  John  Malone  left 
Barry  Diller  high  and  dry.  Ameritech,  too,  was  reported  to 
be  preparing  a  pitch  for  Paramount. 

Malone  was  right  in  his  attempt  to  sell  out  at  the  top 
to  Bell  Atlantic.  The  idea  of  combining  conduit  and  con- 
tent was  valid  in  a  regime  of  bandwidth  scarcity.  In  a 
regime  of  broadband  information  superhighways,  however, 
content  providers  will  want  to  put  their  programming  on 
everyone's  conduits,  and  conduit  owners  will  want  to  carry 
everyone's  content.  In  a  world  of  bandwidth  abundance 
Paramount  will  not  want  to  restrict  its  films  to  Bell 
South's  network  any  more  than  Bell  South  will  exclude 
films  from  other  sources. 

The  key  condition  for  the  success  of  the  open  model 
and  the  eclipse  of  the  Malone  model,  however,  is  real 
bandwidth  abundance.  If  the  federal  government  prohibits 
the  interconnection  of  conduits,  then  the  Malone  model 
gains  a  new  lease  on  life.  In  a  world  of  bandwidth  scarcity 
the  owner  of  the  conduit  not  only  can  but  must  control  ac- 
cess to  it.  Thus,  the  owner  of  the  conduit  also  shapes  the 
content.  It  does  not  matter  whether  the  conduit  company 
is  headed  by  a  scheming  monopolist  or  by  Mitch  Kapor 
and  the  members  of  the  Electronic  Frontier  Foundation. 
Bandwidth  scarcity  will  require  the  managers  of  the  net- 
work to  determine  the  video  programming  on  it. 

In  a  world  of  information  superhighways,  however,  the 
most  open  networks  will  dominate,  and  the  proprietary 
networks  will  wither.  Malone's  understanding  of  this  fact 
— that  his  own  model  would  soon  expire  in  an  environ- 
ment of  bandwidth  abundance — motivated  his  effort  to 
merge  with  Bell  Atlantic. 

The  law  of  the  telecosm  inexorably  dictates  mergers 
not  between  content  and  conduit,  but  between  conduit 
and  conduit.  In  particular,  today  it  mandates  the  merger  of 
the  huge  fiber  resources  of  the  telephone  companies — 
which  are  nine  times  as  extensive  as  cable  industry  fiber 
and  are  estimated  to  rise  to  2.7  million  lines  by  next 
year — with  the  huge  asset  of  57  million  broadband  links 
to  homes  commanded  by  the  cable  industry.  Obstructing 
such  mergers  in  the  name  of  competition,  or  antitrust,  or 
regulatory  caprice,  is  wantonly  destructive  to  the  future  of 
the  economy. 


The  Siren  Call  from  Foreign  Shores 

Most  of  the  gains  of  the  telecosm  de- 
pend on  government  willingness  to 
allow  the  creation  of  coherent  broad- 
band networks  with  no  prohibitions 
against  the  convergence  of  cable  and 
telco  systems.  For  a  while  it  ap- 
peared that  the  Clinton  administration  was  willing  to  ac- 
commodate this  development.  Now  it  appears  that  it 
prefers  to  lead  the  U.S.  government  into  a  private-sector 
monster  hunt.  Rather  than  releasing  America's  cable  and 
telco  firms  to  build  this  redemptive  infrastructure,  Wash- 
ington leaders  seem  chiefly  concerned  with  assuring  them- 
selves that  no  one  will  make  any  money  from  it.  As  a  re- 
sult, with  some  $1  billion  in  annual  funding  from  Wall 
Street,  cable  and  telephone  firms  are  increasingly  moving 
abroad  to  fulfill  the  promise  of  information  superhighways. 

TCI  and  US  West,  for  example,  are  serving  some  quar- 
ter-million British  citizens  with  combined  telephone  and 
cable  functions  over  a  hybrid  network  of  coax  and  fiber. 
The  current  regulatory  climate  dooms  the  proposed  merger 
of  Southwestern  Bell  and  Cox  Cable  and  their  plans  to 
launch  information  highways  in  Phoenix  and  Atlanta.  But 
these  companies  continue  to  expand  their  hybrid  cable  and 
phone  networks  in  Liverpool  and  Birmingham  in  England. 
In  the  U.S.  Nynex  has  been  one  of  the  most  sluggish  Bells 
in  information  superhighway  projects.  But  from  Gibraltar 
to  Bangkok,  it  is  supplying  an  array  of  wireless  and  wire- 
line services.  In  the  U.K.  Nynex  Cablecomm  holds  17 
cable  franchises  passing  2.5  million  homes  and  plans  some 
$2  billion  in  future  investments.  In  the  wake  of  the  new 
regulations  Bell  Canada  International  (BCI)  reduced  its  offer 
for  Jones  Intercable  by  five  percent,  but  the  two  companies 
are  barging  ahead  in  East  London,  Leeds  and  Aylesbury. 
Time  Warner,  Ameritech  and  other  cable  and  telephone 
companies  are  also  mshing  to  less  regulated  realms  to  lay 
information  infrastructure  everywhere  from  Scotland  to 
New  Zealand. 

In  the  U.S.  such  collaborations  of  cable  and  telephone 
companies  would  be  paralyzed  by  litigation  and  bureaucra- 
cy. It  appears  increasingly  possible  that  despite  the  huge 
lead  created  by  the  U.S.  cable  industry,  which,  unique  in 
the  world,  has  extended  broadband  access  to  some  95  per- 
cent of  American  homes,  broadband  networks  will  first  be 
built  outside  the  U.S. 

American  politicians  must  face  reality.  With  cable,  the 
U.S.  is  far  and  away  the  world  leader  in  broadband  tech- 
nology. With  cable,  the  U.S.  can  have  a  national  network 
reaching  every  American  community  by  the  year  2000. 
Without  cable,  however,  the  U.S.  can  forget  the  idea  of 
building  a  national  system  of  information  superhighways 
in  this  decade.  Without  cable,  the  global  race  is  even,  and 
several  European  and  Asian  countries  command  a  signifi- 
cant edge  as  a  result  of  their  integrated  cable  and  telephone 
firms. 

The  U.S.  panacea  of  "competition"  without  winners 
may  work  for  commodity  markets,  which  require  low  lev- 
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ds  of  incremental  investment  and  offer  returns  commen- 
surate with  the  rate  of  interest.  Governing  technological 
progress,  though,  is  the  very  different  regime  of  dynamic 
competition  and  creative  destruction. 

Impelling  most  technology  investment  is  the  pursuit  of 
transitory  positions  of  monopoly  that  may  yield  massive 
profits.  That's  why  in  the  late  1970s  and  early  1980s 
Milken  directed  some  $17  billion  to  the  cable  TV,  fiber- 
optic telephony  and  cellular  telephone  industries,  giving 
the  U.S.  a  decisive  lead  in  all  these  areas.  That's  why  Intel 
Corp.  has  been  investing  $2  billion  a  year  in  new  wafer 
fabrication  capacity  to  secure  its  global  edge  in  micro- 
processors. That's  why  Microsoft  invests  $1  billion  a  year 
or  more  (depending  on  definitions)  in  new  software  tech- 
nology to  integrate  ever-new  functions  into  its  dominant 
operating  systems.  And  that's  why  Bell  Atlantic  contem- 
plated investing  what  amounted  to  some  $33  billion  in 
fohn  Malone's  company,  TCI. 

Until  replaced  by  a  better  system,  every  innovation 
gives  its  owner  a  temporary  monopoly.  Otherwise  it  is  not 
a  true  innovation.  Today,  whether  anyone  hkes  it  or  not, 
the  cable  industry  has  a  temporary  monopoly  on  broad- 
band links  to  the  home.  By  interconnecting  these  links  to 
the  fiber  networks  of  the  phone  companies,  the  two  indus- 
tries together  can  create  a  national  information  superhigh- 
way some  five  or  10  years  sooner  than  can  Japan  or  Europe. 

Some  79  percent  of  the  costs  of  a  network  come  in  the 
final  connections  to  homes:  the  distribution  and  drops  that 
the  cable  industry  has  installed  over  the  last  25  years. 


Joined  with  the  telephone  industry's  fiber  optics— nine 
times  more  extensive  than  the  cable  industry's  fiber  de- 
ployment—this hybrid  cable-telco  network  would  repre- 
sent an  authentic  innovation  and  would  trigger  a  flood  of 
real  competition  supplying  a  huge  array  of  powerful  new 
broadband  communications  services.  According  to  authori- 
tative estimates  cited  by  Vice-President  Gore  and  the  FCC, 
these  innovations  would  increase  U.S.  productivity  growth 
by  40  percent  over  the  next  decade.  This  immense  under- 
taking would  also  yield  huge  profits  for  as  long  as  a  decade 
to  some  of  the  companies  that  master  it. 


The  government  might  regard  these  profits  as  "ob- 
scene." But  they  will  be  indispensable  both  to  pay  for  the 
transformation  of  American  media  and  to  attract  the  next 
generation  of  competitors  into  the  business.  These  rivals 
are  already  on  the  way:  Direct  Broadcast  Satellite  (DBS), 
wireless  cellular  "cable"  at  28  gigahertz,  low-earth-orbiting 
satellites  such  as  the  Gates-McCaw  Teledesic,  all-fiber  "In- 
ternets" and  the  array  of  passive  fiber-to-the-home  technol- 
ogy summed  up  as  the  fibersphere.  Even  broadcasters  and 
utilities  will  enter  the  field.  In  a  world  where  the  govern- 
ment micromanages  communications  in  the  name  of 
"competition,"  however,  all  these  capital -hungry  competi- 
tors will  languish. 

Dynamic  Competition  or  Static  Competitors? 

The  dynamics  of  competition  on  the  infor- 
mation superhighway  repeats  the  previous 
dynamics  of  competition  in  computers. 
Preventing  the  dominance  of  successful 
technologies — sustaining  an  artificial  diver- 
sity— is  anticompetitive.  If  in  the  early 
1980s  the  Department  of  Justice  had  ruled  against  the  Mi- 
crosoft and  Intel  standards,  for  example,  and  had  required  a 
variety  of  microprocessor  instruction  sets  and  operating 
systems,  the  result  would  have  been  less  competition  in 
computers,  not  more.  Perhaps  Pick,  Quarterdeck,  Digital 
Research  and  others  would  have  gained  share  against  Mi- 
crosoft. But  the  applications  software  business,  with  its 
floods  of  real  competition  in  new  programs  for  everything 
from  financial  management  to  videogames,  would  have 
languished,  along  with  the  parallel  markets  in  hardware  pe- 
ripherals. 

The  fact  is  that  Microsoft  faces  antitrust  pressure  at  the 
twilight  of  its  dominance.  Impelled  by  the  new  markets  for 
multimedia  and  handheld  communicators,  the  industry  is 
on  the  cusp  of  an  entirely  new  landscape  of  competition. 
In  this  new  arena  Microsoft's  present  market  share  and  in- 
stalled base  are  barriers  to  entry  for  Microsoft  rather  than 
for  its  rivals.  If  Microsoft  is  to  prevail  in  these  new  areas, 
it  must  cannibalize  its  own  systems  and  compete  on  an 
equal  basis  with  everyone  else. 

The  laws  of  dynamic  competition  apply  just  as  forceful- 
ly to  networks  as  to  computers.  Just  as  the  time  arrived 
when  text  editing  and  disk  utilities  would  be  integrated 
into  operating  systems — or  floating  point  computations 
would  be  integrated  into  microprocessors — broadband  cable 
services  now  must  be  integrated  into  the  public  switched 
telephone  network  (PSTN),  not  segregated  from  it.  Despite 
the  "competitive"  access  dreams  of  politicians  and  regula- 
tors, true  competition  requires  that  the  "two-wire  model" 
of  home  communications  give  way  to  a  broadband,  one- 
wire  system. 

The  best  and  most  cost-effective  network  practicable 
today  is  a  combination  of  telco  fiber  and  cable  coax.  Even 
the  telephone  industry  agrees.  US  West,  Pacific  Telesis  and 
Bellcore  all  have  resolved  on  the  same  hybrid  system  that 
TCI,  Time  Warner  and  Cablelabs  have  pioneered.  Without 
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::''wfahe  administration  continues  to  strangle  new  technology  with 
X.new  regulation  and  red  tape,  a  new  coalition  of  liberals  and 
conservatives  alike  will  rise  up  against  it  and  grasp  the  future. 
Al  Gore  may  soon  wish  he  had  never  heard  of  broadband  networks. 


mergers  with  cable  firms,  the  telcos  in  essence  will  try  to 
rebuild  cable  networks. 

Attempting  to  duplicate  the  connections  to  homes  built 
by  the  cable  industry  over  the  last  25  years,  however,  the 
telephone  industry  would  have  to  spend  some  $200  billion. 
It  would  have  to  sustain  this  level  of  new  investment 
while  maintaining  its  existing  plant  and  expanding  into 
long-distance  and  other  services.  It  would  have  to  summon 
large  incremental  capital  in  the  face  of  continued  competi- 
tion from  the  cable  industry's  taking  of  many  of  the  most 
profitable  markets. 

The  telcos  currently  declare  they  are  willing  to  make 
these  investments.  They  tell  Washington  regulators  and 
politicians  that  all  will  be  fine  as  long  as  they  are  allowed 
to  own  programming  and  information  services  and  build 
equipment.  But  the  message  from  the  markets  is  clear  and 
to  the  contrary.  At  the  very  time  that  telco  executives 
were  intoning  their  bold  plans,  telephone  and  cable  share 
prices  were  plunging  toward  new  lows.  Now  Raymond 
Smith  of  Bell  Atlantic  is  announcing  a  half-billion-dollar 
reduction  in  infrastructure  outlays.  Southwestern  Bell  is 
giving  up  its  plans  to  buy  Cox  Cable.  Under  a  similar 
"competitive"  regime  in  cellular  telephony,  even  AT&T 
and  McCaw  have  found  their  merger  in  jeopardy. 

Under  rate-of-return  regulations  with  prohibition  of 
cross-subsidies  from  current  cash  flow,  a  "competitive"  in- 
formation superhighway  simply  cannot  fly.  An  information 
superhighway  cannot  be  built  under  a  canopy  of  federal  tar- 
iffs, price  controls,  mandates  and  allocated  markets. 

Highway  Imperative:  Cable-PC 

Politicians  must  recognize  that  what  is  at 
stake  is  not  merely  games,  entertainment  and 
a  few  educational  frills  but  the  very  future  of 
the  U.S.  economy.  Cable  is  central  not  only 
to  the  next  generation  of  television  technolo- 
gy but  also  to  the  next  generation  of  comput- 
er technology. 

Again,  many  companies  offer  bold  words  in  business 
plans  for  interconnecting  homes  with  new  networks.  In- 
deed, the  telcos  can  provide  some  intriguing  computer  ser- 
vices through  their  accelerating  rollout  of  Integrated  Ser- 
vices  I)if;it;i!  Networks  (ISDN),  as  was  so  eloquently  urged 


by  Mitch  Kapor  and  others.  Internet  will  continue  to  ex- 
pand rapidly  its  cornucopia  of  mostly  narrowband  offerings. 
Bill  Gates  and  Craig  McCaw  may  even  enlarge  the  band- 
width available  to  homes  to  a  level  of  2.4  megabits  per  scc-j 
ond  through  their  elegant  and  ambitious  Teledesic.  Direct 
broadcast  satellite  systems  and  public  utilities  and  wireless 
cable  operators  will  all  enrich  the  flow  of  video  to  the  na- 
tion's homes. 

Except  in  the  short  run,  though,  these  systems  are  not 
remotely  competitive  with  cable.  Available  ISDN,  for  ex- 
ample, offers  less  than  one- 100th  the  bandwidth  of  one  dig- 
ital cable  channel  and  less  than  one- 1,000th  the  bandwidth 
of  a  cable  coax  line.  The  other  rivals  to  cable,  from  direct 
broadcast  satellite  to  Teledesic,  are  similarly  far  too  little 
and  too  late.  Even  the  advanced  28-gigahertz  wireless  cable 
projects,  for  all  their  promise  as  supplementary  systems, 
cannot  ultimately  compete  with  the  potential  two-way 
bandwidth  of  fiber-coax  systems  in  the  ground. 

All  the  current  plans  of  the  telephone  companies  and 
the  government  leave  the  huge  U.S.  endowment  of  home 
computers — the  fastest-growing  and  most  promising  seg- 
ment of  the  computer  industry — stranded  in  a  narrowband 
world.  Only  the  cable  industry's  gigahertz  links,  passing 
into  some  95  percent  of  American  homes,  can  launch  the 
American  personal  computer  industry  into  a  new  level  of 
two-way  broadband  digital  connectivity. 

For  that  reason  the  future  of  the  American  computer  in- 
dustry largely  depends  on  the  future  of  the  cable  industry. 
By  linking  America's  computers  to  broadband  networks 
and  then  to  telco  fiber  systems,  cable  can  be  the  great  en- 
abler  of  the  next  phase  of  development  in  America's  digi- 
tal economy. 

In  laying  broadband  systems  the  cable  industry  has  al- 
ready been  forced  to  solve  many  of  the  key  problems  of  an 
information  superhighway.  Although  often  depicted  as  an 
intrinsically  one-way  service,  cable  technology  has,  in  fact, 
long  provided  two-way  capabilities. 

Every  cable  coax  line,  for  example,  offers  potential  band- 
width equivalent  to  six  times  the  160  megahertz  of  spec- 
trum assigned  by  the  FCC  for  personal  communications 
services.  Cable  can  accommodate  as  much  as  one  giga- 
hertz— a  billion  cycles  per  second — of  communications 
power.  This  is  some  250,000  times  the  capacity  of  a  four- 
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kilohcrtz  telephone  line  to  the  home.  Just  one  six-mega- 
hertz cable  channel  commands  1,500  times  the  bandwidth 
of  a  telephone  line.  In  every  coax  connection  the  first  four 
channels,  between  five  and  30  megahertz,  are  reserved  not 
for  broadcast  but  for  reverse  communications  to  the  head- 
end. Widely  used  to  transfer  video  programming  among 
headends  and  satellite  dishes  and  other  programming 
sources,  these  channels  alone  already  represent  a  potential 
information  highway  for  home  computers  2,500  times 
faster  than  a  9,600-baud  modem  to  a  phone  line. 

Even  these  possibilities,  however,  underestimate  the  po- 
tential of  cable.  The  coax  laid  by  the  cable  firms  must 
carry  analog  video  material  without  interference  or  distor- 
tion. This  means  cable  equipment  must  track  perfectly  all 
the  analog  waveforms  representing  the  shape  and  bright- 
ness of  the  image,  and  must  detect  tiny  differences  in  the 
frequencies  of  FM  signals  bearing  color  and  sound  infor- 
mation. Because  any  deviation  in  an  analog  wave  imparts 
a  defect  to  the  picture,  cable  TV  has  had  to  develop  ex- 
tremely low  loss  technologies.  Although  most  current 
cable  systems  function  at  much  lower  signal-to-noise  ra- 
tios, measured  logarithmically,  a  cable  TV  plant  can  po- 
tentially function  at  nearly  50  decibels,  or  at  a  signal-to- 
noise  power  ratio  of  almost  100,000-to-one. 

Necessary  to  transmit  high-quality  analog  video,  be- 
tween 10,000-  and  100,000-to-l  signal-to-noise  ratios  are 
vast  overkill  for  the  relatively  crude  on-off  codes  of  digital 
communications,  which  can  function  at  1 7  decibels  or  less. 
Therefore,  the  one-gigahertz  coax  lines  can  carry  many 
more  than  one  bit  per  hertz.  Craig  Tanner,  vice-president 
of  advanced  TV  projects  at  Cablelabs,  the  industry's  re- 
search arm  in  Louisville,  Colo.,  estimates  that  by  wiggling 
every  wave  in  readable  patterns  using  a  modulation 
scheme  called  256  QAM  (quadrature  amplitude  modula- 
tion), cable  systems  can  transmit  as  many  as  seven  bits  per 
hertz.  This  means  that  the  one-gigahertz  bandwidth  of  an 
existing  cable  line  might  potentially  carry  between  six  and 
eight  gigabits  per  second,  or  more  than  three  gigabits  per 
second  each  way.  These  potential  links  to  homes  are  more 
capacious  than  the  current  telephone  fiber  lines  that  ac- 
commodate tens  of  thousands  of  phone  calls  among  telco 
central  offices. 

This  bandwidth  represents  the  real  potential  of  cable 


coax.  For  the  next  decade  much  of  the  cable  plant  will  still 
be  devoted  to  analog  TV  broadcasts  or  to  digital  renditions 
of  pay-per-view  movies.  Time  Warner's  Orlando  project, 
however,  envisions  devoting  the  top  350  megahertz  of  its 
system  to  two-way  digital  communications,  including  100 
megahertz  for  the  personal  communications  services  of 
wireless  telephony  and  150  megahertz  for  digital  two-way 
data  flows.  At  a  very  conservative  estimate  of  two  bits  per 
hertz,  Time  Warner  projects  a  total  of  300  megabits  per 
second  from  these  digital  channels.  At  these  levels  a  com- 
puter could  download  a  full  movie  of  two-and-a-half  hours 
in  about  one  minute. 

Cable's  Real  Potential  Is  Not  TV 

Abandonment  of  the  Malone  model  by 
Malone  and  the  rest  of  the  cable  industry 
ultimately  requires  that  cable  TV  mag- 
nates develop  a  new  grasp  of  the  dynam- 
ics of  the  microcosm:  the  exponential 
growth  of  computer  power  and  connec- 
tions. Accustomed  to  the  role  of  propagating  mass  enter- 
tainment, cable  leaders  have  long  downplayed  the  potential 
market  in  computer  communications. 

Gradually  growing  throughout  TCI,  Time  Warner,  Con- 
tinental Cablevision,  Jones  Intercable  and  other  cable 
firms,  however,  is  a  recognition  that  the  real  future  of 
cable  is  in  computers  rather  than  TVs.  As  David  Fellows  of 
Continental  declared  in  launching  his  pioneering  new  In- 
ternet access  system  in  Boston  in  late  February,  "The  mar- 
ket for  computer  communications  is  huge." 

indeed,  during  the  next  decade  the  cable  companies  are 
going  to  discover  that  the  computer  market  for  their  ser- 
vices is  far  more  important  than  the  television  market. 
The  computer  industry,  hardware  and  software,  is  already 
some  60  percent  larger  than  the  television  and  movie  in- 
dustries put  together  and  is  growing  six  times  as  fast.  On- 
line networked  computer  services,  such  as  Prodigy,  Com- 
puserve, Delphi  and  America  Online,  are  collectively  grow- 
ing at  a  pace  of  close  to  100  percent  per  year.  When  on-line 
services  can  exchange  video  and  audio  files  as  readily  as 
they  transfer  text  today,  these  computer  networks  will  be 
able  to  outperform  any  television  system.  Against  all  their 
expectations  and  plans,  cable  executives  are  going  to  find 
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—  Gilder's  Telecosm 


themselves  a  centra)  part  of  the  computer  networking  in- 
dustry. 

As  Fellows  explains,  "Cable  and  computer  network 
topolo  i  together  perfectly.  Both  provide  shared  band- 
width. Ethernet  over  cable  is  a  natural."  In  both  networks 
all  the  data  flow  by  every  terminal.  The  receiver  tunes  into 
the  desired  channel.  For  computers,  cable  offers  the  dumb 
bandwidth  that  is  increasingly  needed  as  terminals  gain 
near-supercomputer  powers.  In  the  past  networks  had  to  be 
smart  in  order  to  provide  needed  services  to  the  dumb  ter- 
minals on  their  periphery,  whether  phones,  computers  or 
TVs.  Dumb  terminals  could  tolerate  narrowband  connec- 
tions. In  the  future,  however,  all  terminals  will  command 
supercomputer  powers. 

When  terminals  are  smart,  the  intelligence  in  networks 
flows  to  the  fringes.  When  terminals  are  smart,  networks 
must  be  broad  and  dumb.  There  is  no  way  that  an  intelli- 
gent switching  fabric  can  anticipate  the  constantly  evolv- 
ing technology  emerging  from  a  computer  industry  in  a 
frenzied  process  of  change.  There  is  no  way  that  John  Mal- 
one's  satellite  farm  outside  Denver  will  be  able  to  satisfy 
the  demands  for  programming  and  communications  of  100 
million  networked  teleputers.  While  the  telephone  busi- 
ness struggles  with  the  increasing  problems  of  intelligent 
central  switches  with  some  25  million  lines  of  software 
code,  the  cable  industry  is  creating  dumb  networks  in  tune 
with  the  explosive  growth  of  supersmart  machines  in  every 
home  and  office. 

The  movement  of  computer  networks  onto  cable  need 
not  await  the  development  of  advanced  broadband  systems 
such  as  those  planned  by  Time  Warner  in  Orlando.  Al- 
ready several  companies  are  supplying  modems  that  allow 
computers  to  link  directly  to  cable  systems. 

Zenith  provided  the  first  system,  HomeWorks,  operat- 
ing at  a  rate  of  500  kilobits  per  second.  It  is  being  used  by 
Cox  Cable  to  deliver  Prodigy  service  in  San  Diego  at  a  rate 
52  times  faster  than  existing  9,600-baud  phone  modems. 
Also  using  HomeWorks  is  Jones  Intercable  for  Internet  ser- 
vices in  Alexandria,  Va.,  Continental  Cablevision  and 
Compuserve  in  Exeter,  N.H.,  and  TCI  for  a  distance  learn- 
ing test  in  Provo,  Utah. 

Zenith  is  adding  a  system  called  ChannelMizer  that  can 
offer  full  Ethernet  capability  of  10  megabits  per  second 
over  a  15-mile  radius.  Intel,  General  Instalment  and  Hy- 
brid Technologies  have  announced  an  asymmetrical  sys- 
tem that  runs  upstream  from  the  home  at  256  kilobits  per 
second  and  downstream  at  10  megabits  per  second,  the 
Ethernet  rate  run  in  most  office  networks. 

Pioneering  in  the  field  for  several  years  has  been  Digital 
Equipment  Corp.  under  the  leadership  of  James  Albrycht. 
Adapting  equipment  developed  by  LANcity,  DEC's  Chan- 
nelWorks  offers  the  functionality  needed  for  true  informa- 
tion highway  on-ramps.  Extending  a  two-way  Ethernet 
transparently  from  the  office  to  the  home  by  a  full  70 
miles,  the  ChannelWorks  frequency-agile  modem  allows 
the  use  of  all  83  cable  frequency  channels.  Cable  managers 
can  send  digital  information  over  any  underused  part  of  the 


coax  bandwidth.  Currently  deployed  chiefly  by  telecom- 
muting Digital  employees,  the  system  is  under  evaluation 
by  a  variety  of  hospitals,  libraries,  schools  and  other  insti- 
tutions favored  by  Vice-President  Gore. 

Absolutely  crucial  to  the  development  of  the  broadband 
superhighway,  however,  is  not  only  the  merger  of  the  two 
networks  but  also  access  to  the  capital  of  the  telephone  in- 
dustry. Creation  of  high-bandwidth  cable  connections  to 
homes  will  be  far  cheaper  than  laying  new  coax.  But  they 
still  will  require  expensive  upgrades  to  existing  cable  plant. 

The  telcos  already  invest  more  money  every  year — 
some  $24  billion— than  the  total  revenues  of  the  cable  in- 
dustry. But  even  the  telcos  will  not  be  able  to  create  infor- 
mation superhighways  if  they  also  have  to  duplicate  the 
broadband  connections  to  homes  already  offered  by  the 
cable  industry.  Similarly,  the  cable  industry  alone  cannot 
attract  sufficient  funds  to  duplicate  the  broadband  fiber 
networks  already  commanded  by  the  telcos,  while  the  tel- 
cos move  in  to  skim  off  the  best  pay-per-view  movie  mar- 
kets. Particularly  in  an  adverse  regulatory  climate  neither 
industry  is  capable  of  building  broadband  networks.  With 
relatively  narrowband  networks,  the  M  alone  model  neces- 
sarily thrives.  In  the  name  of  fighting  monsters  the  admin- 
istration is  in  fact  pursuing  what  amounts  to  a  monster- 
protection  policy. 

If  this  policy  continues,  innovation  once  more  will  fol- 
low its  course  toward  the  least-regulated  arenas.  Cable  and 
telco  firms  will  install  their  best  technologies  overseas.  In 
the  U.S.  the  computer  networking  industry  will  build  the 
information  superhighways.  To  Gore's  bitter  regret,  only 
business  and  the  wealthy  will  be  able  to  afford  access. 
Until  the  early  decades  of  the  next  century,  much  of  the 
rest  of  the  nation  will  be  left  to  the  mercies  of  the  Malone 
model  for  video  entertainment  and  other  cable  program- 
ming. Interactivity  will  tend  to  take  the  form  of  games  and 
pay-per-view  TV. 

Nonetheless,  with  the  increasing  movement  of  activity 
from  big  cities,  corporate  headquarters,  hospitals,  schools 
and  other  centralized  institutions  to  homes  and  small 
cities,  the  demand  for  broadband  computer  connections  is 
sure  to  soar.  Most  current  congressional  legislation  that 
imposes  mandates  on  businesses  relating  to  everything 
from  health  care  reform  to  parental  leave  tends  to  drive 
work  away  from  corporations  to  contractual  outsources. 
The  market  for  "interactive  TV"  is  hkely  to  grow  far  more 
slowly  than  the  market  for  computer  connections  over 
cable. 

Both  political  parties  are  far  behind  the  public  in  com- 
prehending these  developments.  But  the  reversal  of  the  ear- 
lier forces  of  conurbation"  and  centralized  industry  responds 
to  the  most  profound  laws  of  new  technology.  It  is  the 
most  important  movement  in  America  today.  If  the  ad- 
ministration continues  to  strangle  new  technology  with 
new  regulation  and  red  tape,  a  new  coahtion  of  liberals  and 
conservatives  alike  will  rise  up  against  it  and  grasp  the  fu- 
ture. Al  Gore  may  eventually  wish  he  had  never  heard  of 
broadband  networks.  ® 
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pavback  time 


There's  nothing  like  the 
distinct  sound  of  money 
pouring  out  of  your 
phone  system. 
And  right  into 
your  company's 
pockets.  Have 
you  heard  it  lately? 
Probably  not.  After  all, 
most  phone  systems  are 
viewed  as  merely  an  expense. 

But  a  ROLM  phone  system  can  actually 
help  your  company  make  more 
money.  It  can  also  make  you 
a  lot  more  productive  and  give 
you  a  nice,  healthy  return  on 
your  investment. 

Just  look  at  what  we  did  for 
C.R.  England  &  Sons,  a  national  trucking 
firm.  They  were  losing  almost  30%  of  their 
incoming  calls  before  they  coidd  answer  them. 

©1994  ROLM 


ROLM  is  part  of  the 
Siemens  family,  the 
world's  largest  pnvate 
communication  systems 
manufacturer  Siemens 
has  helped  businesses 
run  more  efficiently 
for  over  1 40  years. 


^  So  they  installed 
a  ROLM  telephone 
system.  Since  then, 
they've  been  able  to 
reduce  their  lost  calls 
from  30%  to  1%.  And  they 
converted  all  those  hang-ups 
to  orders.  Sales.  Gash.  Dough. 
Five  Cherries.  Almost  $100,000 
per  month  to  be  exact. 
That's  a  heck  of  a  lot  of  silver  dollars. 
If  you'd  like  to  find  out  how  to  improve 
your  company's  bottom  line  and  serve  your 
customers  better,  give  us  a  call.  We'll  send  you 
a  free  booklet  called  u101  Ways  To  Make  Or 
Save  Money  With  Your  Phone  System." 

You'll  find  that  the  sound  of  money  can 
have  quite 


nice  ring  to  n . 


A  Siemens  Company 

1-800- ROLM -123  ext.  FA3 


QEMM7 
finds  room 


no 


else  can. 


our  patent-pending  'stealth'  tech 
nology,  QEMM  finds  as  much  as  96K  more 
high  memory  than  other  memory  managers. 

No  one  lias  yet  been  able  to  match  our 
performance.  No  wonder  QEMM  outsells 


Sooner  or  later,  you'll  get  an 
"Out  of  Memory"  message. 
Whether  your  386/486  has 
1  megabyte  or  16. 


TSRs  and  network  utilities  need  memory  right    all  the  others  put  together! 


where  your  programs  need  it,  too.  It's  called 
'lower'  or 'conventional'  memory. 

Adding  RAM  to  your  PC  just  gives  you 
more  expanded  or  extended  memory  — 
accessible  to  some  programs,  but  not  to  TSRs 
like  fax  utilities,  device  drivers  or  network 
utilities  like  Novell  NetWare.  Fortunately 
there's  an  easy  software  solution  to  'out  of 
memory'  problems. 

Have  Your  Cake  and  Eat  it,  Too. 

The  more  memory  you  have,  the  more  flexi- 
bility and  reliability  you  can  enjoy.  Thanks  to 


QEMM  puts  the  maximum  memory  right 
where  your  favorite  programs  need  it  so  you 

"\  needed  (mother  32K  for  my  favorite  TSR. 
I  added  2  megabytes.  I  still  need  32K!  What  gives?" 


DOS  6  w/o  MemMaker 
DOS  6  with  MemMaker 
QEMM-386v6  Optimize 
New  QEMM  version  7  Optimize 


300K 


■100k 


500K 


hOOk 


We  tested  DOS  with  and  without  MemMaker  and  with 
QEMM  6  and  our  new  QEMM  7 runs  a  way  from  all  of 
them.  See  details  of  test  conditions  below. 


can  run  them  and  TSRs  without  'out  of 
memory'  problems  or  conflicts.  That  keeps 
your  PC  running  smoothly  and  performance 
at  its  best. 

Protect  Your  Productivity; 
Keep  Your  Work  Safe. 

Any  task,  from  programming  to  writing  the 

company  business  plan  to  composing  a 
personal  letter,  takes  time  and  thought. 
Your  PC  is  supposed  to  make  that  process 
-  easier;  your  output  better.  When  you  can't 
run  your  favorite  grammar-checking  TSR  or 

have  to  get  by  without  a  vital  network  utility, 

you're  sacrificing  productivity. 


Whether  you're  running  MS-DOS,  IBM" 
PC-DOS,  DR  DOS,  Novell  DOS  or  MS 
Windows;  one  megabyte  or  eight,  don't  sacri- 
fice; don't  compromise;  don't  risk  losing  work. 

Managing  your 
memory  well  is  the  best 
way  to  assure  your  work 
won't  go  to  waste. 

QEMM  version  7  is  the 
iHrift  most  powerful,  flexible 
the  new  Manifest,  the  memory  manager  you  can 
award-winning    buy.  It's  the  utility  that  findj 


memory  analyzer  that 


more  memory  when 


helps  you  see  how 
yourPCworks.     nothing  else  can. 
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Case  Study 


By  James  Daly 

TRW  Goes  to 
Washington 

Lobbying  used  to  be  a  one-on-one  business.  But  this 
$7.9  billion  giant  has  harnessed  its  high-tech  clout  to 
make  55,000  voting  employees  a  magnum  force. 


Grass-roots  campaigning  once 
evoked  images  of  shaggy-haired 
activists  gathered  around  a  kitchen 
table  stirring  spaghetti  sauce,  licking 
stamps  and  addressing  envelopes. 

No  longer.  The  small,  independent 
bands  of  citizen  armies  that  once  cam- 
paigned to  save  favorite  parks  and  halt 
misguided  legislation  have  given  way 
to  high-powered  political  offensives 
masterminded  by  some  of  the  biggest 
names  in  corporate  America. 


It's  easy  to  understand  why.  "The 
nexus  between  government  and  busi- 
ness is  closer  than  it  has  ever  been," 
says  Kathy  Galiher  Ott,  a  manager  at 
TRW  Inc.'s  Arlington,  Va.,  govern- 
ment office.  "Government  regulations 
can  often  determine  what  a  product 
will  look  like  or  even  how  it  will  be 
made  available." 

For  years,  lobbyists  for  the  $7.9  bil- 
lion Cleveland-based  firm  caught  the 
ear  of  legislators  by  working  the 


phones  and  suffering  through  endless 
fundraising  dinners  of  waxy,  over- 
cooked chicken.  But  the  populist 
ground  swell  started  by  groups  like 
Ross  Perot's  "United  We  Stand,  Ameri- 
ca" has  changed  all  that.  "It's  a  whole 
new  ball  game,"  notes  Shirley  Hales, 
manager  of  TRW's  grass-roots  action 
program.  "Legislators  don't  want  to  just 
hear  from  the  lobbyists  anymore.  They 
want  to  hear  from  the  real  people — the 
people  they  represent." 

The  Perot  phenomenon  struck  a 
nerve  at  TRW's  government  relations 
office.  Company  lobbyists  quickly  real- 
ized they  had  55,000  voting  employees 
nationwide.  Getting  them  to  express  a 
unified  voice — let  alone  one  that  sup- 
ported the  TRW  position — was  another 
matter. 

A  Political  Database 

Last  June  the  company  put  a  high-tech 
spin  on  its  grass-roots  stratagem.  It 
installed  the  state-of-the-art  Con- 
stituent Relations  Information  Systems 
(CRIS)  political  database. 

First  and  foremost,  CRIS  is  a  tool  for 
the  government  relations  office.  Its  cen- 
tral goal  is  to  harness  the  strength  of 
TRW's  massive  employee  roster  by 
encouraging  staffers  to  participate  in 
the  political  process  on  issues  that 
affect  the  company's — and  ultimately 
their  own — economic  welfare.  At  the 
core  of  CRIS  are  pohtical  profiles  of  535 
federal  and  more  than  8,000  state  gov- 
ernment officials.  The  profiles  contain 
such  information  as  the  committees 
they  serve  on,  the  associations  they 
belong  to  and  whether  TRW  has  made 
contributions  to  their  campaign  funds. 

This  information  is  linked  with 
data  from  some  300  TRW  facilities 
nationwide:  Who  are  a  given  district's 
legislative  representatives?  Have  they 
ever  visited  the  TRW  site?  Where  do 
they  stand  on  issues  that  affect  a  facili- 
ty or  TRW  as  a  whole?  A  database  sub- 
set keeps  track  of  plant  "advocates" — 
politically  active  top  managers  who  fre- 
quently write  or  call  representatives, 
then  report  their  responses  to  govern- 
ment relations  staff. 

All  of  these  complex  data  relation- 
ships may  sound  daunting.  But  remem- 
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TRW 


ber  we're  talking  about  TRW,  a  com- 
pany with  a  consumer  credit  database 
that  comprises  180  million  individual 
histories  and  stores  approximately  33 
million  new  pieces  of  information  per 
day. 

"Yell  It  down  the  Hall" 

With  34  percent  of  TRW's  sales  com- 
ing from  government  contracts — and 
its  diverse  indirect  interests — TRW 
lobbyists  must  be  on  their  toes  in  a 
number  of  areas.  Nobody  is  out  there 
reading  every  bill,  Ott  says.  But  the 
company  keeps  an  eye  focused  on  leg- 
islation in  which  it  has  an  interest.  "If 
legislation  is  coming  down  the  pike 
that  may  be  hurtful  or  even  force  us  to 
get  out  of  a  particular  business,"  Ott 
says,  "we  need  to  know  about  it." 
CRIS  also  tracks  the  movers  and  shak- 
ers in  those  areas — people  like  Sen. 
Carl  Levin  (D.-Mich.),  a  chief  propo- 
nent of  automotive  safety  issues — as 
well  as  what's  going  on  at  the  Nation- 
al Highway  Transportation  and  Safety 
Administration  and  the  House  Bank- 
ing Committee. 

Because  none  of  the  lobbyists  are 
computer  professionals,  project  manag- 
er Leonard  Tesar  and  a  team  of  six 
information  systems  staff  members 
adopted  the  easy-to-use  Macintosh 
platform.  Thirty-five  Macintosh  Ilex 
and  Ilsi  machines  are  strung  over  an 
Ethernet  and  LocalTalk  network  that 
covers  the  sprawling  offices  of  the  gov- 
ernment relations  staff.  A  Sun 
Microsystems  Inc.  SPARCstation  2 
server  contains  the  CRIS  database. 

With  a  few  taps  on  the  keyboard,  a 
lobbyist  trying  to  move  an  important 
piece  of  trade  legislation  can  pinpoint 
undecided  members  of  Congress  and 
determine  which  TRW  employees 
they  represent.  If  TRW  staffers  from 
that  district  have  been  in  touch  with 
their  representative,  the  responses  they 
have  received  have  already  been  logged 
into  CRIS.  Armed  with  that  informa- 
tion, the  lobbyist  heads  for  Capitol 
Hill  ready  to  make  a  pitch  with  a  local 
spin. 

CRIS  replaces  the  old  manual 
tracking  system  for  government  rela- 
tions information,  which  grass-roots 
program  manager  Hales  affectionately 


calls  "the  old  yell-it-down-the-hall" 
method.  "You'd  poke  your  head  out  of 
your  cubicle  and  yell,  'Anybody  know 
if  Senator  So-and-so  is  still  on  this 
committee  or  how  he  feels  about  a 
particular  bill?'"  Downright  embarrass- 
ing for  a  company  that  prides  itself  on 
its  ability  to  collect  data. 

Now,  CRIS's  federal  government 
legislative  database  gets  updated 
monthly;  new  state  government  infor- 
mation appears  quarterly.  To  mini- 
mize research  and  maintenance  time, 
TRW  receives  information  on  federal 
legislators  from  a  Washington,  D.C.- 
based  software  company  called  Capitol 
Hill  Lobbyist.  Fresh  information  on 
8,000  state  legislators  and  their  15,000 
committee  assignments  is  received  via 
disk  from  System  Dynamics  Inc.  of 
Crystal  City,  Va.,  and  loaded  onto  the 
server.  Yearly  cost  for  the  federal  and 
state  updates:  about  $20,000. 

Astroturf  Organizing 

While  CRIS  keeps  tabs  on  employees 
who  support  the  company's  views,  an 
organization  as  large  as  TRW  is  bound 
to  have  a  diverse  base  of  political  opin- 
ion. Ott  is  quick  to  assure  that  TRW 
is  "not  out  there  to  weed  out  dis- 
senters." 

Maybe  not.  But  some  political 
activists  say  TRW's  methods  smack 
of  cheating.  They  complain  that  cor- 
porate-sponsored crusades  that 
attempt  to  influence  lawmakers 
covertly  by  manufacturing  and  pack- 
aging populist  expressions  of  civic 
outrage  are  not  true  grass-roots  cam- 
paigns— the  legislator's  staff  has  no 
way  of  knowing  the  calls  they  receive 
do  not  represent  a  spontaneous 
expression  of  concern.  They  call  it 
"Astroturf  organizing." 

But  it  does  work.  Corporate-fueled 
grass-roots  campaigns  have  helped 
defeat  a  range  of  legislative  and  admin- 
istrative policy  proposals,  including 
President  Clinton's  proposed  energy 
tax  and  President  Bush's  proposed  tax 
on  profits  from  life  insurance  annu- 
ities. 

Counters  Ott,  "All  we  are  interest- 
ed in  is  keeping  track  of  the  actions  of 
those  who  support  the  company  posi- 
tion and  can  help  us  achieve  some  of 


these  goals. 

On  its  first  time  around  the  track 
during  last  fall's  NAFTA  debates, 
CRIS  did  indeed  provide  an  edge.  "It 
gave  the  kind  of  personalized  informa- 
tion that  makes  the  difference 
between  a  legislator  remembering  who 
we  are  or  fading  into  the  general  noise 
of  the  debate,"  says  TRW  lobbyist 
Michael  McShane.  "Instead  of  dealing 
in  abstracts,  we  can  say,  'I  know 
you've  received  mail  from  our  folks  in 
Mesa  about  this.'" 

TRW  is  not  the  only  large  corpora- 
tion organizing  its  troops  around  a 


political  agenda.  Grass-roots  lobbying 
has  become  a  critical  element  of  gov- 
ernment relations  in  many  companies, 
says  Leslie  Swift-Rosenzweig,  execu- 
tive director  of  the  Foundation  for 
Public  Affairs,  a  nonprofit  group  that 
studies  corporate  and  public  affairs 
from  its  offices  in  Washington,  D.C. 
"Grass-roots  campaigning  by  big  busi- 
ness is  as  much  a  part  of  the  landscape 
in  Washington  as  the  Capitol  or  White 
House,"  she  says. 

Hales  notes  that  while  CRIS  does 
not — and  never  will — replace  hardball 
lobbying,  it  can  significantly  improve 
its  focus  and  effectiveness.  "Govern- 
ment can  have  a  very  important  effect 
on  the  way  our  company  is  run," 
Hales  says.  "We'd  be  remiss  not  to  use 
everything  in  our  power  to  win  the 
battles  that  are  important  to  our  every- 
day business  lives."  @ 
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We  don't  know  where 
innovative  technology  will  end. 

But  we  do  know 
where  the  center  is. 


Now  that  the  Cold  War  is  over,  what 
lo  we  do  with  our  Star  Wars  technology? 
)oes  any  of  it  have  commercial 
ipplication?  Can  we  use  it  to  create 
list  century  products  that  companies 
ike  yours  can  sell? 

The  answers  are  now  being  explored 
it  George  Mason  University  under 
he  auspices  of  the  Virginia  Center  for 
nnovative  Technology.  Both  of  which 

Fairfax  County,  Virginia.  The  21st  Century  Is  Here. 


are  located  in  Fairfax  County. 

The  CIT  has  a  remarkable  record  of 
using  university  research  to  develop 
new  products  and  services.  More  than 
550  Virginia  businesses  have  benefited 
so  far.  Yours  could  be  next 

For  more  information,  simply  call  or 
clip  the  coupon. 

For  more  innovation,  move  your 
business  to  Fairfax  County. 


I  Please  send  me  mure  information  on  /dealing  my 

I  business  in  Fairfax  County. 

I  Name  I 

I  Title  I 
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I  tddress  I 

I  City  State  I 

I  Zip   Phone  I 

I  Fairfax  County  Economic  Development  Authority  i 
I  XillO  limine  HoulevariL  Suite  451).  I  ienna,  I  irginia  22IS2  I 
I  Telephone  Uli-IW  IMH).  Fax  70)  KQ}-1269  n„,  I 
I  I 


By  Owen  Edwards 


My  Party 


. .  .and  I'll  invite  the  people  I  want  to,  once  the 
software — shall  we  call  it  MicroSnobl — lets  me 
go  on  line  to  scoop  up  the  digitized  celebrities  of 
my  wildest  social  dreams.  Only  chez  moi  will 
you  hear  the  immortal  words  "Hey  Beavis,  is 
heavy  water  like. .  .heavy  metaB"  And 
where  else  can  you  meet  every  Shirley 
MacLaine  all  in  the  same  rooml 
Yol  Siggie,  pass  the  canapes. 
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For  A  long  time  now  (not  real 
time  but  the  dog  years  of 
Moore's  Law  time)  I  have  been 
wondering  where  I — a  man 
who  wants  the  new  magic  but 
fears  it  too — fit  into  the  new 
high-technology/virtual  reality/infor- 
mation superhighway  picture.  Not 
long  ago  I  bought  a  new  computer,  one 
that  can  do  almost  anything  short  of 
Shiatsu  massage.  But  I  can  hardly  bring 
myself  to  load  the  dazzling  software 
available  for  the  machine,  so  afraid  am 
I  that  I'll  bomb  everything — or  worse, 
that  I  won't  understand  how  to  pro- 
ceed no  matter  how  baby-simple  the 
instructions  are.  Thus  I'll  be  forced  to 
call  upon  the  expensive  caseworker 
who  makes  house  calls  to  get  me  out 
of  the  cybernetic  soup. 

Naturally,  I've  resigned  myself  to 
being  bypassed  by  the  big  ethereal 
interstate  like  some  rundown  motel 
on  old  neglected  Route  66.  When  two- 
year-olds  are  E-mailing  their  first  defi- 
ant "No!"  to  their  parents  at  work,  I'll 
be  the  last  person  in  America  still 
licking  stamps.  Even  in  a  point  'n' 
click  world, 


what  computer  folks  call  "the  barriers 
to  user  acceptance"  have  seemed 
uncomfortably  high  for  me. 

But  then,  a  revelation!  I  read  that  a 
certain  software  mogul  is  building  a 
crazily  expensive  house  in  which  every 
room  will  have  display  screens  on 
which  great  paintings  will  be  electroni- 
cally simulated.  Like  a  new-age  Hearst, 
this  billionaire  is  apparently  having  his 
gophers  contact  museums  and  collec- 
tors all  over  the  world  to  buy  up  the 
digital  rights  to  as  much  art  as  he  can 
get.  Once  the  system  is  in  place,  he'll 
be  able  to  lay  on  a  few  keystrokes  on 
any  given  morning  and  change  the 
paintings  on  his  wall.  If  he's  in  a  brood- 
ing mood,  maybe  a  late  Rembrandt 
self-portrait.  If  he's  just  added  an  inch 
to  his  waistline,  some  emaciated  Gia- 
cometti  figures  might  prove  inspiring. 
If  it's  been  raining  for  10  days  (or  Mr. 
Big  has  an  earache),  how  about  Van 
Gogh's  Still  Life  with  Sunflowers!  All 
this  without  ever  having  to  hammer  a 
picture  hanger  into  the  drywall. 

Reading  this,  I  knew  at  last  what  I 
wanted  delivered  via  the  info  inter- 
state: a  big,  new, 
glamorous 


life.  I  remembered  a  primitive  approach 
to  electronic  experience  enhancement 
some  years  ago  in  New  York.  On 
Christmas  Eve  one  of  the  local  televi- 
sion stations  broadcast  a  nonstop  tape 
of  a  merrily  burning  Yule  log.  I  never 
grew  desperate  enough — despite  the 
stresses  of  the  holiday  season  in  New 
York  City — to  turn  on  that  flickering 
television  hearth.  But  no  doubt  many 
in  that  cold  town  did,  satisfied  to 
replace  real  warmth  with  at  least  the 
perception  of  warmth. 

I'm  too  much  of  a  snob  for  faux 
fireplaces,  and  great  art  I'll  leave  to 
those  better  able  to  afford  high-end  dig- 
ital rights.  But  what  if  I  could  fill  the 
screens  in  my  house  with  incredibly 
cool  people?  At  the  stroke  of  a  few 
keys,  into  the  living  room  would 
come  brilliant  raconteurs,  twitty 
Brits  who  edit  glossy  maga- 
zines, Eurotrash  nobility, 
diet  gurus,  know-it- 
political  pundits 
celebrity  economists, 
temperamental 
divas,  dashing 
white-collar 
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nals,  late-night  talk  show  hosts  (Arse- 
nio  need  not  apply),  John  Madden, 
Geena  Davis,  Gergen  and  Shields, 
Siskel  and  Ebert,  Beavis  and  Butt-head 
and  anybody  else  I  felt  like  inviting. 
All  at  the  kind  of  per-minute  on-line 
price  I  now  pay  to  download  satellite 
pictures  of  cloud  formations  over  Jakar- 
ta. And  this  won't  be  like  watching 
these  fab  creatures  chat  with  one 
another  at  some  opening  covered  by 
"Entertainment  Tonight."  Through  the 
miracle  of  interactivity  (you  do  believe 
in  miracles,  don't  you?)  they  will  be 
talking  to  me,  their  host,  and  they'll  be 
ever  so  glad  to  be  there. 

If,  with  the  click  of  a  remote,  a  Tit- 
ian can  be  swapped  for  a  Picasso,  how 
far  off  can  the  technology  be  that  will 
open  the  door  to  a  phenomenal  new 
world  of  social  fluidity?  Given  the  right 
schmoozeware,  my  parties  could  gather 
not  only  improbably  cool  groups  of  liv- 
ing beautiful  people,  but  also  those 
who  have  already  passed  on  from  this 
vale  of  tears  and  "Hard  Copy,"  posthu- 
mous celebs  who  can  no  longer  be  bad- 
gered by  Ted  Koppel  or  sucked  up  to 
by  Larry  King  but  might  be  very  grate- 
ful for  a  crisp  martini  and  some  bright 
transpurgatorial  chat.  Among  other 
things,  I  could  make  amends  to  all 
those  Dead  White  Males  who  are  so 
casually  maligned  by  multi-culti 
cultists  on  campuses  these  days.  I'm 
sure  old  John  Milton  (to  name  just  one 
of  these  politically  incorrect  shades) 
would  like  to  have  someone  tell  him 
that  he's  a  helluva  writer  even  if  his 
cast  of  characters  has  a  suspiciously 
monochromatic  look. 

I'm  told  that  great  hosts  have  a 
genius  for  mixing  and  matching  their 
guests.  With  a  digital  Rolodex  full  of 
name-in-lights  big  shots  who  just 
couldn't  say  no,  I  could  put  together 
cocktail  parties  where  the  banter 
would  make  Nick  and  Nora  Charles 
sound  like  contestants  on  "The  Love 
Connection"  by  comparison.  I  could 
manufacture  encounters  Liz  Smith 
would  sell  what's  left  of  her  soul  to 
eavesdrop  on  (forget  it,  Ms.  Lizzie, 
you're  not  invited). 

Picture  the  scene.  Sammy  Davis 
could  throw  his  amis  around  Abraham 
Lincoln  rather  than  Richard  Nixon, 


with  whom,  let's  face  it,  he  had  ever  so 
little  in  common  (plus,  Honest  Abe  was 
tall  enough  to  be,  literally,  above  such 
photo-op  toadying).  Beavis  and  Butt- 
head,  paragons  of  fin-de-siecle  funk, 
might  be  a  terrific  help  to  Albert  Ein- 
stein in  the  search  for  a  single,  unifying 
theory.  (The  great  man  once  said  that 
he  wanted  to  know  God's  thoughts.  If 
he  could  figure  out  what  actually  con- 
stitutes thought  for  the  MTV  genera- 
tion, the  rest  might  be  easy.)  How  good 
I'll  feel  to  know  that  I  have  made  it  pos- 
sible for  Einstein  to  discover  that  rela- 
tivity is  (heh,  heh)  cool.  Personally,  I 
can't  wait  to  eavesdrop  on  Sigmund 
Freud  and  Michael  Jackson  ("Und  vy  is 
it  you  feel  ze  need  to  vear  military  uni- 
forms?"), ask  Churchill  what  he 
thought  of  Remains  of  the  Day,  and 
introduce  Shirley  MacLaine  to  herself, 
and  herself  and  herself. 

Celebs-O-Rama 

Given  a  limitless  supply  of  glitterati, 
whose  digital  rights  I'd  lease  from  ser- 
vices like  America  A-List  and  Com- 
puslave,  I  could  dispense  with  so 
many  of  the  friends  who  have  disap- 
pointed me  over  the  years.  Never 
again  would  I  have  to  put  up  with  peo- 
ple who  say,  "Hopefully...,"  or  start 
their  sentences  with  "Well,  basical- 
ly...." Banished  horn  my  holiday  gath- 
erings will  be  men  who  still  wear  their 
college  rings,  haven't  bought  a  new 
sports  jacket  since  Gerald  Ford  was  a 
square  peg  in  the  Oval  Office,  brag 
about  how  many  miles  they  have  on 
their  Volvo  and  want  to  bring  me  up 
to  date  on  what  Rush  Limbaugh  said 
this  morning.  So  will  be  women  who 
ask  me  whether  I  believe  Anita  or 
Clarence,  recite  the  current  thinking 
of  Pat  Schroeder  on  the  Tailhook  scan- 
dal or  explain  why  I  ought  to  feel  sorry 
for  Lorena  Bobbitt. 

Pennanently  disinvited,  too,  will  be 
smug  academics,  people  who  call  their 
dogs  "kids"  and  all  those  whiners  who 
blame  anyone  or  anything  for  their 
own  shortcomings.  In  fact,  I'd  simply 
eliminate  all  of  my  friends  with  short- 
comings; empowered  by  the  vast,  new 
possibilities  of  virtual  society,  I'd  dump 
everybody  and  start  from  scratch. 

Naturally,  there's  risk  in  this.  In 


preparation  for  the  big  change  I've  been 
dropping  in  on  some  of  the  "chat 
rooms"  offered  by  on-line  networks. 
Though  no  one  has  asked  what  my 
sign  is  yet,  in  all  other  ways  the  con- 
versations are  depressingly  feeble,  rem- 
iniscent of  the  lame  banter  in  1980s 
fern  bars.  (In  a  typical  fern-bar  con- 
frontation a  woman  friend  of  mine 
challenged  the  group  in  one  of  these 
chat  rooms  to  raise  the  level  of  their 
conversation,  and  was  thereafter  totally 
ignored.)  These,  of  course,  are  civilians, 
people  who  might  not  be  able  to  get 
into  a  third-rate  after-hours  club,  but 
need  only  tap  out  a  password  to  come 
in  and  scrounge  around  for  friendship. 

Perhaps  somewhere  out  there  in  the 
ether  is  an  Algonquin  Round  Table 
with  an  empty  chair  waiting  for  me, 
but  I  have  yet  to  find  it.  The  Internet  is 
abuzz  with  earnest  brainiacs  ready  to 
discuss  the  niceties  of  particle  physics, 
but  they're  the  kind  of  people  I've  been 
careful  to  avoid  all  my  life.  Where, 
though,  are  the  brittle  sophisticates, 
the  modern  Bloomsbury  bunch,  the 
wags  and  wicked  wits  of  my  dreams? 
Can  it  be  that  the  easy  entree  promised 
by  information  technology  is  just  a  bit 
too  easy?  If  anybody  can  be  a  member 
of  the  club,  would  I,  an  unrepentant 
climber,  and  the  haute  hotshots  I'm 
seeking  really  want  to  join? 

Or  is  it  just  that  I'm  expecting  too 
much  too  soon,  like  so  many  who 
believe  that  whatever  is  digital  is  as 
good  as  done?  Maybe  the  Mona  Lisa 
can  be  piped  into  the  dining  room 
through  a  hair-slender  fiber-optic  cable, 
but  not  Mary  Matalin.  Not  just  yet,  at 
least.  Surely,  once  Mike  Ovitz  and 
Time  Warner  wake  up  to  the  possibili- 
ties of  celebrity  home  delivery  (it's  just 
a  question  of  envisioning  Roseanne 
Arnold  as  a  pizza  with  extra  cheese), 
coining  subscriber  money  by  the 
nanosecond,  how  long  can  it  be  before 
I'll  be  having  dinner  with  Paul  New- 
man' and  Joanne  Woodward?  Or  even 
Woodward  and  Bernstein?  Or,  if  I'm  up 
to  it,  James  Woods?  And  until  CAA 
can  convince  its  big  stars  to  go  interac- 
tive, I'm  willing  to  start  small.  I  mean, 
how  hard  can  it  be  to  convince  Tonya 
Harding  and  Bob  Packwood  to  be  my 
very  best  friends?  @ 
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continued  from  page  136 
his  BCG-look-alike  approach:  All  GE 
businesses  would  be  No.  1,  No.  2  or 
No.  3  in  their  industry,  or  out  they'd 
go.  Michael  Porter  didn't  like  it.  (And  I 
wasn't  that  keen  on  it  either.)  Except  it 
worked.  Good  advice  for  the  '90s:  Milk 
the  cows,  harvest  the  dogs  and  worry 
not  whether  linguist  supreme  Bill 
Safire  pillories  you  for  metaphorical 
mayhem. 

5.  Buy  a  Lucien  Freud  for  your 
office  Even  office  furniture  has  taken 
a  beating  from  the  management  pun- 
dits (uh,  me).  The  idea  was  that  if 
you're  gonna  starve  the  troops,  starve 
the  budget  for  art  and  Chippendale  side- 
boards, too.  Granted,  Wal-Mart's  spar- 
tan headquarters  sets  the  tone  for  very 
hard  bargaining  with  suppliers.  But  still, 
when  the  Japanese  or  Germans,  the 
Chinese  or  Thai  come  to  town,  they 
expect  better  than  Thunderbird  served 
in  Styrofoam  cups  on  a  picnic  table. 
Land  Rover  may  be  in  and  Mercedes 
out  in  the  poor-mouth  '90s,  but  would- 
be  partners  still  pay  attention  to  corpo- 
rate trappings  as  a  signal  of  the  odds  of 
your  staying  in  business — and  paying 
your  bills  on  time. 

6.  Brawn  over  brain  It's  the 
brain-based  '90s,  right?  Software  and 
Movies  R  Us.  Forget  the  lumpy  stuff. 
So  why,  in  Fortune's  annual  poll,  did 
execs  vote  out  Merck  as  America's 
most  admired  company  and  vote  in 
Rubbermaid?  Out  with  the  folks  who 
spend  two  Icings'  ransoms  on  R&D.  In 
with  the  folks  who  make,  urn,  plastic 
and  rubber  doodads?  While  as  a  Forbes 
ASAP  columnist  I'm  willing  to  discred- 
it anything  Fortune  says,  there  is  a  les- 
son lurking:  There's  a  lot  of  mileage  to 
be  gotten  horn  basic  stuff,  if  you  do  it 
right. 

7.  Close  your  ears  Cozying  up  to 
customers  and  dewaxing  the  corporate 
ear  canal  spawned  a  whole  consulting 
industry  in  the  '80s  (and  paid  for  a  lot 
of  llama  feed  on  my  Vermont  ranch). 
And,  true  enough,  most  big  corpora- 
tions needed  the  advice. 

But...  "He  listens  to  no  one,"  a 
Nintendo  exec  says  of  the  firm's 
founder,  Hiroshi  Yamauchi.  "I  just 
bought  what  I  liked.  I  never  bought 
anything  I  didn't  like....  Fortunately, 


there  have  been  a  lot  of  people  out 
there  who  like  what  I  like,"  says 
Chuck  Williams,  founder  of  high-end 
cookware  cataloger  and  retailer 
Williams-Sonoma.  From  Apple  founder 
Steve  Jobs  to  TBS's  Ted  Turner  and 
USA  Today  creator  Al  Neuharth,  the 
real  pioneers  have  tuned  in  only  to 
their  inner  ear. 

8.  Quality  schmality  Arguably, 
the  quality  movement  has  been  the 
prime  engine  of  increased  American 
competitiveness  in  the  last  15  years. 
Yet  consider  auto  industry  expert 
Maryann  Keller's  take  on  Toyota's 
recent  bumbling.  Its  lean  production 
machine  is  still  in  high  gear.  Its  quality 
remains  at  the  scintillating  end  of  the 
scale.  But  when  it  comes  to  "wow," 
forget  it.  Toyota  products  have  a  bad 
case  of  the  blahs.  On  the  other  hand, 
while  Chrysler  still  trails  its  U.S.  com- 
petitors on  quality  by  a  touch,  it's  the 
talk  of  many  towns  (including  Tokyo) 
thanks  to  its  spiffy  Neon.  Message: 
Quality  products  that  cause  customer 
narcosis  are  not  the  answer. 

9.  Slow  down  "Hyperfast  product 
development  or  bust"  goes  lesson  No. 
1  from  the  popular  "time -based  compe- 
tition" crowd.  Yet  Lotus  took  its  time 
getting  Notes  right.  And  Steven  Spiel- 
berg devoted  approximately  forever  to 
his  Schindler's  List  opus.  Speed  surely 
has  its  place  (it's  the  theme  of  Forbes 
ASAP),  but  pondering  is  not  always  a 
mortal  sin.  You  don't  believe  me?  Ask 
Warren  Buffet,  who  insists  that  a  career 
boils  down  to  a  tiny  handful  of  very 
well-considered  decisions. 

10.  Slow  down  redux  British  con- 
sultant Charles  Handy  gained  a  big  fol- 
lowing by  claiming  that  new  careers 
will  mean  several  personal  retoolings. 
Maybe  he  should  ask  John  Sculley 
about  that. 

The  fonner  Apple  honcho  admits  he 
made  mistakes  while  heading  the  per- 
sonal computermaker.  He  says  he 
wasn't  as  smart  about  his  new  industry 
as  he  thought  he  was.  He  also  says  he 
now  realizes  it  took  him  15  years  to  get 
comfortable  with  soft  drinks  at  Pepsi- 
Co. Maybe  this  new  discipline-a-decade 
stuff  ain't  all  it's  cracked  up  to  be. 

1 1.  crack  that  whip  Former  Dal- 
las Cowboys  coach  Jimmy  Johnson 


won  his  second  straight  Super  Bowl  last 
January.  Jimmy  Johnson  knows  who's 
in  charge:  namely,  Jimmy  Johnson.  Bill 
Gates  may  "democratically"  respond  to 
E-mail  from  pimply-faced,  new-hire 
programmers.  But  you'd  best  believe 
that  when  Sir  Bill  gets  the  sniffles, 
Kleenex  sells  out  in  Greater  Seattle. 

New-age  leadership  is  the  buzz  of 
the  business  rags.  Yet  longtime  leader- 
watcher  Abe  Zaleznick  worries.  The 
esteemed  Harvard  B-School  professor 
insists  that  leaders  are  paid  to  express  a 
strong  point  of  view,  not  merely  to  sit 
at  the  table  and  work  toward  a  least- 
common-denominator  consensus.  The 
best  chiefs,  he  says  (remember  my  riff 
on  Chuck  Williams?),  are  intimately 
engaged  with  the  product  and  dismis- 
sive of  management  processes.  To  use 
a  phrase  the  scholarly  Abe  Z.  wouldn't 
stoop  to,  they're  tough  suckers. 

12.  Give  me  specialists  We're  all 
supposed  to  be  on  little  teams.  We're 
all  supposed  to  learn  a  lot  of  jobs. 
Down  with  specialization.  Up  with 
multiskilled  generalists.  Well,  don't 
breathe  a  word  of  it  to  inaki  Lopez. 

Lopez,  with  CEO  Jack  Smith's 
blessing,  made  a  revolution  at  General 
Motors  before  hightailing  it,  with  or 
without  secrets,  to  Volkswagen.  His 
secret  was  igniting  the  forlorn  purchas- 
ing department.  He  made  his  staff 
proud  experts,  then  insisted  they 
"offer"  their  expertise  to  out-of-line, 
high-cost  GM  supphers.  Multiskilling 
is  good  stuff.  But  so  is  competence. 

13.  loyalty  ho  Loyalty  dead?  Job 
hopping  in?  Don't  try  that  one  on  the 
folks  at  Lincoln  Electric  in  Cleveland. 
Lincoln  hires  you  for  life,  and  then 
expects  your  obeisance  (and  a  lot  of 
flexibility)  in  return.  And  they've 
scored  big  in  a  very  tough,  down-and- 
dirty  industry  (electric  motors,  etc.) 
subject  to  the  same  whims  of  the  busi- 
ness cycle  that  have  the  antiloyalty 
crowd  claiming  that  all  jobs  are  fleeting 
in  these  volatile  times. 

Needless  to  say,  all  the  above 
should  be  read  with  a  25-pound  salt 
lick  on  the  table  beside  you.  But  it 
does  suggest  that  a  long-lost,  little- 
noticed  management  classic,  titled  It 
All  Depends,  should  be  required  execu- 
tive reading. 
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Our  core  telephone  operations  have  given  us  tanker-like  strength  and  solid  revenues.  \\  bile  our  high-power 
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By  Tom  Peters 


Contradicting  Myself 

13  Ways 


N 


othtng  is  so  good  for  one's  head  as 
the  occasional  soak  in  a  bucket  of  icy 
water.  I  thought  I'd  try  it.  What  fol- 
lows, tongue  nowhere  near  cheek,  con- 
tradicts most  of  what  I've  said  for  the 
past  10  years. 

1.  big  is  beautiful  Peter  Drucker 
says  the  midsized  firm  is  king.  Futurist 
John  Naisbitt  has  just  written  a  new 
book  on  the  subject,  Global  Paradox: 
The  Bigger  the  World  Economy,  the 
More  Powerful  Its  Smallest  Players 
(William  Morrow,  1994).  And  GE's 
Jack  Welch  envisions  putting  "small- 
company  soul"  into  GE's  "big-compa- 
ny body." 

But  hold  on.  While  Bill  Gates  once 
proclaimed,  "Hey,  size  works  against 
excellence,"  he  also  pointed  out, 
"Money  is  made  by  setting  de  facto 
standards."  He's  right  on  that  last 
score,  and  furthermore,  de  facto  stan- 
dards are  rarely — if  ever — set  by  con- 
sortia. (Remember  the  computer  indus- 
try's Advanced  Computing  Environ- 
ment initiative?  Neither  do  I.) 

Standards  and  muscle  in  the  mar- 
ketplace generally  come  from  size. 
Sheer,  gross  size.  Procter  &  Gamble 
and  PepsiCo  get  hastier  hearings  on  a 
new  product  from  Safeway  than  does 


Has  the  new-age 
business  mantra 
gone  too  far}  Its 
most  famous  guru 
has  a  moment  of 
doubt  and  decides  to 
go  soak  his  head  in 
the  ice  water  of  reality. 


Ben  &  Jerry's.  Producers  return  phone 
calls  from  Wal-Mart  and  Home  Depot 
more  quickly  than  calls  from  Mildred 
&  Mort's  coiner  store.  And  GM  and 
IBM,  still  wounded  to  be  sure, 
nonetheless  exert  enormous  clout  in 
the  supply  and  distribution  chain.  Big 
does  not  automatically  equal  extinct  in 
the  nanosecond  '90s. 

2.  Vertical  integration  works 
The  "virtual  organization,"  "horizontal 
corporation"  and  "modular  organiza- 
tion" are  the  current  rage.  Even  Intel's 
Andy  Grove  believes.  "Anything,"  he 
says,  "that  can  be  done  in  the  vertical 
way  can  be  done  more  cheaply  by  col- 
lections of  specialist  companies  orga- 
nized horizontally." 

Okay,  Andy,  but  explain  to  me  the 
frenzy  of  merger  activity  in  the  emerg- 
ing multimedia,  multi-everything 
world.  Single,  monster  entities  want  to 
control  the  works — from  the  entertain- 
ment-information product  through  the 
fiber-optic  wire  that  transmits  it  to  the 
black  box  that  sits  atop  a  jillion  TV 
sets  around  the  world.  There's  not  a 
nit's  worth  of  difference  between  this 


nouveau  form  of  vertical  integration 
and  the  earlier  one — except  that  Intel 
isn't  buying  beaches  (to  guarantee  a 
supply  of  silicon),  while  Ford  did  once 
own  grazing  land  (sheep  =  wool  =  seat 
covers).  Honest. 

Vertical  integration,  the  handmaid- 
en of  bigness  (see  Contradiction  No.  1 
above),  and  vertical  we-love-you-so 
dreams  of  food-chain  domination  are 
very  alive,  very  well  and  paying  the 
investment  bankers'  kids'  way  through 
Stanford. 

3.  Keep  it  at  home  In  the  last 
Forbes  ASAP  Computer  Associates 
CEO  Charles  Wang  allowed  as  how 
outsourcing  information  systems 
makes  sense— "if  you're  dealing  with  a 
static  world."  If  you're  not,  he  warns, 
to  outsource  is  to  give  up  control  of 
your  destiny. 

It  ain't  a  static  world,  for  sure,  and 
Wang's  got  a  point.  Mindless  outsourc- 
ing of  IS  (or  most  anything  else) — the 
disease  du  jour — is  dumb.  Period. 

4.  Make  dogs  into  dog  food  In 
the  1970s  the  Boston  Consulting 
Group's  strategic  investment  matrix 
(cows,  dogs,  etc. — remember?)  was  hot 
stuff.  In  the  '80s  it  was  thoroughly  dis- 
credited, for  reasons  not  entirely  clear. 
(The  entire  "strategy  community" 
waned  as  the  "culture  community" 
waxed.)  But  nobody  told  Jack  Welch. 

The  GE  chairman  is  spouting  "lib- 
eration," "small  is  beautiful"  and 
something  called  "workout"  in  the 
'90s,  but  the  '80s  was  his  decade.  He 
turned  his  dogs  into  dog  food  (selling 
off  the  likes  of  Utah  International)  and 
coined  (literally  as  well  as  figuratively) 
continued  on  page  134 
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AAAWas  Searching  for  A  raster  Way  for  Their  Members!)  Reach  Them. 
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We  Showed  lhem  A  Shortcut. 


Annually,  AAA  receives  22  million  calls  for  emergency  help.  When  members  are  away  from  home,  they  want  to  get 
through  fast.  AAA  wanted  to  speed  things  up  even  more.  Wk  suggested  they  go  direct. 

Using  our  own  ORIGIN*  software,  we  integrated  their  new  computer  system  and  the  latest  telecommunications 

technology.  And  gave  them  a  call  management  system  that  simulta- 
neously accommodates  data  transmission,  voice  response  and  call 
routing  all  on  the  same  line. 

Now,  when  members  call  the  AAA  SUPERNUMBER®  from  any- 
where in  the  U.S.  or  Cariada,  their  calls  are  automatically  routed  to  the  nearest  AAA  service  center.  And  AAA  has  reduced 
average  call  durations  by  almost  a  third,  handles  35%  more  calls  with  no  added  staff  and  provides  faster,  simpler  service. 

AAA  selected  BellSouth  because  we're  a  family  of  communications  companies.  From  paging,  cellular,  mobile  data 
and  information  services  to  systems  integration  and  sophisticated  telecommunications  networks,  BellSouth  has  the  depth  of 
resources  to  meet  your  communications  challenges  today.  And  tomorrow. 

For  more  information,  callyour  BellSouth  representative  or  1-800-726-BELL. 

AAA  is  a  registered  trademark  oj  the  American  Automobile  Assonulion.  ©  1 994  BellSouth  Corporation 
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FREE  Special  Report 


How  to  Protect  \burself 
From  the  New  War  on  the  Wealthy 

President  Clinton's  new  tax  initiatives  heavily 
penalize  the  "rich",  and  it's  going  to  get  worse. 
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Strategies 


Barry  Kaye 


That's  why  I  would  like  to  send  you  a  FREE 
copy  of  my  valuable  special  report:  12  Wealth 
Preservation  Strategies.  Discover  how  to 
reduce  your  estate  tax  cost  up  to  90%*...  how 
to  leverage  your  IRA,  pension  or  annuities  10- 
20  times.. and  how  to  make  your  key  invest- 
ments income  and  estate  tax  free. 


Barry  Kaye:  America's  #1  expert 
on  estate  tax  cost  discounts... 
author  of  Save  A  Fortune  On 
Your  Estate  Taxes  and  Die  Rich 
and  Tax  Fr«e...founder  and 
Chairman  of  Wealth  Creation 
Centers""  America's  Foremost 
Estate  Tax  Cost  Discount 
Specialists...and  the  man  seen 
and  heard  by  millions  on  TV 
shows  like  the  Today  Show  or  at 
nationwide  financial  conferences. 


IT  your  estate  is  valued  at  $3  million  to  $250  million,  let 
Lme  issue  this  urgent  warning: 

You  are  about  to  see  the  greatest  attack  on  the  wealthy 
;ince  the  Roosevelt  era.  The  battlelines  have  been  drawn. 
Redistribution  of  the  wealth  is  the  political  rhetoric  in 
Washington  today.  The  rich  will  be  penalized  heavily  to 
'fund''  government  programs.  For  example... 

Attack  #1:  Federal  estate  taxes  will  swallow  up 
50%  or  more  of  your  net  worth. 

Federal  estate  taxes  will  continue  to  be  a  focus  for  new 
ax  revenues.  As  I  write  this  article,  various  trial  balloons 
ire  being  raised,  including  reduction  of  the  Lifetime 
Jnified  Credit  (your  $600,000  exemption),  a  possible 
ncrease  in  the  marginal  top  bracket,  and  other  devastating 
ax  plans. 

Today,  it's  a  FACT.  Your  estate  will  owe  Uncle  Sam  55% 
)f  every  dollar  over  $3  million  (plus  $1,098,000  tax  on  the  ini- 
ial  $3  million).  But  in  your  FREE  Special  Report,  I'll  reveal 
tow  you  can  fight  back  and  use  powerful  and  often  over- 
ooked  estate  planning  strategies  to  save  millions  of  dollars. 

You'll  learn  how  to  reduce  your  estate  tax  cost  by  up  to 
X)%*,  passing  on  nearly  two  times  more  money  to  your 
leirs — income  and  estate  tax  free. 

Attack  #2:  Your  IRA  &  retirement  accounts 
will  be  wiped  out. 

Don't  be  fooled  into  believing  your  retirement 
iccounts  will  be  exempt.  A  $1,000,000  IRA  will  be  tragi- 
cally reduced  to  a  mere  $300,000  after  $350,000  in  income 
:axes  and  another  $350,000  in  estate  and  excise  taxes  after 
Jeath.  That's  a  whopping  70%  loss! 

But  in  your  FREE  Special  Report,  you'll  discover  a 
Dowerful,  proven  way  to  leverage  your  IRA  10  to  20  times, 
urning  that  same  $300,000  into  $5  million,  income  and 
estate  tax  free. 


'  Discounled  lax  cosl  based  on  current  assumptions,  other  requirements  and  a  last  to-die  lile  insurance  policy 
©Wealth  Creation  Centers 


Attack  #3:  So-called  'lax-free"  investments 
will  be  devastated. 

You  probably  know  that  municipal  bonds  are  income 
tax  free.  But  what  you  may  not  know  is  they  are  not  estate 
tax  free.  In  your  report,  you'll  discover  exciting  muni  bond 
alternatives  that  will  make  that  money  income  and  estate 
tax  free. 

Arm  Yourself  Against  These  Costly  Tax  Hikes 

As  author  of  Save  A  Fortune  On  Your  Estate  Taxes  and 
as  Chairman  of  Wealth  Creation  Centers,  I've  seen  the  trag- 
ic consequences  of  the  government's  55%  estate  tax  bite.  I 
also  know  you  don't  have  to  stand  by  and  watch  taxes 
destroy  everything  you've  worked  a  lifetime  to  achieve. 

You  don't  have  to  be  a  casualty  of  the  politicians'  war 
on  the  wealthy.  Call  TOLL  FREE  or  write  for  your  FREE 
Special  Report  today! 


CALL  TOLL  FREE  1-800-343-7424 

Monday -Friday. 8:30  -  5:30  PST 
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□  For  your  FREE,  No-Obligation  copy  of 
Barry  Kaye's  Special  Report:  12  Wealth 
Preservation  Strategies. 

□  For  a  FREE,  No-Obligation,  confidential 
proposal  on  saving  a  fortune  in  estate  taxes. 

Available  in  fine  bookstores  everywhere 

"Much  useful  advice  from  a  man  who  has  so  much 
useful  advice  to  give. ' 

—Malcolm  S.  Forbes.  Jr.  President  &  Editor-in-Chief  Forbes  Magazine 
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Wealth  Creation  Centers 

America's  Foremost  Estate  Tax  Cost  Discount  Specialists 

Barry  Kaye  Associates 


1901  Avenue  of  the  Stars, 
Suite  500  Los  Angeles,  California  90067 
-800-662-5433  310-277-9400  FAX  310-282-0775 


Classical  design  doesn't  have  to  mean  as  the  whisper-quiet,  leather-  and  walnut-trimme 
stuffy  design.  The  Acura  Legend  Coupe  LS  is  proof.  interior  is  to  all  the  other  senses.  While  the  23 
Its  sinuous  lines  are  as  much  a  treat  to  the  eyes        horses  generated  by  a  light,  responsive,  all-aluminur 


Not  All  Classical 
Structures  Belong  In 
History  Books. 


gine  arouse  some  entirely  different  sensations. 
1  of  which  demonstrates  very  clearly  that  classical 
sign  doesn't  have  to  mean  dull  design.  It  simply 


means  it's  not  going  to  be  out  of  fashion  in  a  season. 


Or  even  a  decade.  Or  in  some  cases,  ever. 


Some  Thincs  Are  Worth  The  Price  -A^iiiRA 
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The  point  is  not  so  much 
to  make  a  killing  as  to  buy 
some  inexpensive  insurance. 
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Ford  Motor 

By  Jerry  Flint 

Ford  Motor  is  going  further  than  any 
company  has  ever  gone  in  an  effort  to 
remake  itself  into  a  global  organiza- 
tion. Earlier  setbacks  have  only  in- 
creased its  determination. 

CPC  International  44 

By  Amy  Feldman 

The  most  international  of  the  U.S. 
food  companies. 

Weyco  Group  48 

By  Marcia  Berss 

The  scions  of  two  venerable  Midwest 
families  hope  to  take  the  Weyco  shoe 
company  private  at  a  fire-sale  price. 


"That  meeting 
began  to  identify 
those  who  had 
excitement  about 
our  future." 
■■  51 


Prague  brims 
with  energy, 
exults  in  freedom. 
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Ameritech 

By  Gary  Samuels 

On  the  eve  of  Ameritech  Chairman 
Bill  Weiss'  retirement,  seasoned  exec- 
utives jostled  to  succeed  him.  Was 
that  what  the  company  needed? 


51    As  I  See  It:  An  Interview  With  Czech 
Prime  Minister  Vaclav  Klaus  72 

The  transition  from  communism  to 
capitalism  is  like  undergoing  surgery. 
It  may  hurt,  but  to  say  it  causes 
suffering  is  a  misunderstanding. 


Act  III  64 

By  R.  Lee  Sullivan 

Houston's  George  Mitchell  made 
one  fortune  in  oil  and  gas,  another  in 
real  estate.  Lately  he's  been  prospect- 
ing in  the  biotech  patch. 

Up  &  Comers: 

Books-A-Million  91 

By  William  M.  Stern 

Clyde  Anderson  seems  to  have  a  gene 
for  figuring  out  regional  reading 
tastes.  Also:  International  Discount 
Telecommunications  revisited. 

Starting  Your  Own  Business: 
Learningsmith  94 

By  Dana  Wechsler  Linden 

A  flair  for  new  retailing  concepts,  not 
for  running  a  business. 

Thank  You,  Spotted  Owls  102 

By  Nina  Munk 

The  smartest  of  the  three  little  pigs 
built  his  house  of  brick.  Today  he'd 
probably  use  steel. 


Hong  Kong  Of  Europe  69 

By  Richard  C.  Morais 

In  the  very  heart  of  Europe,  the  Czech 
Republic  aims  to  be  an  island  of  free 
market  economics  surrounded  by  the 
welfare  states  in  the  West  and  reluc- 
tant capitalists  in  the  East. 


Pioneer  Entrepreneur  78 

By  Richard  C.  Morais 

A  jazz  pianist  and  his  young  execu- 
tives are  making  the  Czech  bourse 
rock  and  roll. 
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Streetwalker  272 

Wyman-Gordon;  Cray  Research;  Tel- 
efonica Argentina  and  Telecom  de 
Argentina;  Fairfield  Communities; 
updates. 


LAW  &  ISSUES 


42 


Quota  Queen 

By  Damon  Darlin 

Esther  Renteria  may  have  figured  a 
way  to  reap  profit  from  affirmative 
action  guidelines. 

<(We  Got  Real  Efficient 

Real  Quick"  43 

By  William  M.  Stern 

Indianapolis  Mayor  Stephen  Gold- 
smith is  making  government  more 
efficient.  Other  big  city  mayors  are 
soliciting  his  advice. 
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He  keeps  coming 
up  with  new  retail 
ing  concepts. 
94 


After  the  reign  of 
children,  72  is  gonna 
look  pretty  good. 
104 


You  don't  have 
to  be  a  mountaineer 
to  visit  Antarctica. 
■H  126 


Social  Engineering  46 

By  Howard  Rudnitsky 

How  a  big  publishing  company 
cashed  in  on  a  program  intended  to 
benefit  so-called  minorities.  Just  one 
more  incident  in  the  continuing  folly 
of  affirmative  action. 

Old  Elephants  Versus 

Young  Elephants  104 

By  Peggy  Noonan 

What  will  it  take  to  make  a  Republican 
victory  in  1996?  A  look  at  the  current 
Republican  hopefuls. 


Eco-Profi  table  110 

By  Suzanne  Oliver 

Take  a  bare -bones  Caribbean  resort 
and  promote  it  as  "environmentally 
correct."  Fun,  but  guests  shouldn't 
try  to  make  toast  on  a  cloudy  day. 

Coffee  Versus  Gazebo  Blend  112 

By  Seth  Lubove 

For  years,  Dunkin1  Donuts  reigned  as 
the  undisputed  leader  among  coffee 
chains.  Then  came  Starbucks. 
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What's  A  TCP/IP?  114 

By  David  C.  Churbuck 

It  takes  some  ingenuity,  and  good 
timing,  to  profit  from  a  computer 
standard  in  the  public  domain.  FTP 
Software  did  it  with  a  communication 
standard. 


They  Should  Have  Listened 

To  Him  115 

By  Julie  Pitta 

Often  an  entrepreneur  runs  out  of 
money  before  his  idea  is  validated. 
Umang  Gupta  beat  the  odds.  Also: 
Commentary  bv  Richard  A.  Shaffer. 
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Seeing  Into  The  Earth 

By  Michael  Gianturco 

Three-dimensional  seismic  technol- 
ogy is  slashing  the  cost  of  finding  new 
oil  reserves. 
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Staying  Healthy: 

What  Men  Can  Do  To  Help  122 

By  James  M.  Clash 

One  in  nine  women  will  get  breast 
cancer  in  her  lifetime.  If  it  happens 
to  the  woman  in  your  life,  what  can 
you  do? 

Consorting  With  Penguins  126 

By  James  M.  Clash 

For  mountaineers  who  have  seen  it  all, 
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Woodlands  Venture  fund,  64 
WordPerfect,  118 
Worlds  of  Wonder,  1 74 
William  Wrigley  Jr.,  182 
Wyman  Gordon,  272 


Xerox,  168 


Yaohua  Pilkington,  188 

Yonex,  16 

Ross  Young's,  138 


Z- Invest/Bank  of  Austria,  69 
Zack's  Estimate  Service,  168 
Zero,  182 
Zonagen,  64 
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Wick  Simmons,  CEO  Prudential  Securities 
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We  provide  training  for  all  of  our  brokers,  from  our  hand-picked  recruits,  to  our  seasoned  veterans. 


 9  

We  train  them  in  everything  from  retirement  planning  to  growth  investing. 


 9  

The  title  financial  advisor  must  be  earned.  It's  not  just  businesscard  decor. 


 9  

We  tell  our  FA's,  "Have  the  guts  to  admit  when  you  don't  have  an  answer,  then  go  get  it." 


 9  

With  a  support  team  of  analysts,  researchers,  and  other  experts,  our  FA's  can  find  an  answer. 


 9  

As  a  broker,  I  learned  to  put  clients  before  commissions.  That's  the  cornerstone  of  our  training  program. 


 9  

At  this  firm,  we  believe  that  training  isn't  just  a  seminar  or  two.  Training  is  a  way  of  life. 


Prudential  Securities 


Prudential  Securities  today.  It  starts  with  straight  talk. 
To  speak  to  a  broker  call  800-654-5454. 
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Also  on  the  menu . . . 

In  ADDITION  to  our  annual  investment  guide — 62  pages  thick  and 
with  a  wealth  of  tips  for  anyone  with  capital  to  manage — this  issue 
contains  a  full  quota  of  regular  features. 

There's  a  good  bunch  of  management  strategy  stories.  These 
include  Gary  Samuels'  account  of  how  Ameritech  is  handling  its 
transformation  from  ah  old  line  telephone  company  into  a  modern 
communications  outfit  ("A  meeting  at  the  Breakers,"  page  51 );  and 
Amy  Feldman's  analysis  of  how  CP(  gets  double  marketing  duty 
when  it  acquires  products  for  its  global  food  business  ("Have 
distribution,  will  travel,"  page  44).  Jerry  Flint,  our  longtime  observ- 
er of  the  auto  business,  casts  a  skepti- 
cal eye  on  Ford  Motor's  ambitious 
new  world-car  strategy  ("One  world, 
one  Ford,"  page  40). 

Jean  Briggs  and  Richard  Morais 
joined  me  in  interviewing  Czech 
Prime  Minister  Vaclav  Klaus  ("The 
media  are  always  wrong,"  page  72). 
Of  all  the  leaders  of  the  former 
communist  countries,  Klaus,  irasci- 
ble, economically  erudite,  politically 
shrewd,  is  clearly  the  national  leader 
in  the  greatest  hurry  to  bring  off  a 
total  conversion  to  capitalism;  the 
Czech  Republic  remains  virtually  the 
only  ex-Comecon  country  that  has 
not  returned  ex-communists  to  of- 
fice. Morais  also  interviews  a  onetime 
Boston  jazz  musician  who  has  taken 
advantage  of  Klaus'  liberalization  to  | 
create  from  scratch  one  of  the  Czech 
Republic's  most  dynamic  companies 
page  78). 

And  Peggy  Noonan  fans  will  take  delight  in  yet  another  excerpt 
from  her  new  book,  Life,  Liberty  and  the  Pursuit  of  Happiness.  In  the 
excerpt  Noonan  judges  the  Republican  presidential  aspirants  and 
analyzes  their  respective  appeal — or  lack  thereof  ("Old  elephants 
versus  young  elephants,"  page  104).  Meanwhile,  the  letters  still 
cascade  in  lauding  or  lamenting  the  earlier  excerpt  we  ran  from 
Noonan's  book  in  which  she  predicts  that  the  Clintons'  lease  on  the 
White  House  will  expire  in  January  of  1997.  We  quote  many  of  them 
on  page  140. 


Jean  Briggs  and 
Richard  Morais 


'Pioneer  entrepreneur,' 


Editor 
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Buy  value,  not  market  trends 


or  economic  outlook* 


ft 


Founder's  Investment  Principle* 


Templeton  World  Fund 

Individual  stocks  can  rise  in  an  unpredictable  market.  That  means 
there  may  be  bargains  to  be  had  in  the  market  at  any  given 
time.  And  that  philosophy  has  guided  the  Templeton  World 
Fund  to  an  average  annual  total  return  of  15.9%  since  its 
inception  in  1978. +  Of  course,  past 
performance  does  not  guarantee 
future  results. 


250.0% 

1 0-year 


61.9% 

5-year 


Average  Annual 
Total  Returnst 
(3/31/94) 


16.1% 

1  -year 


10.1% 

5-year 


13.4% 

1 0-year 


Templeton  World  Fund  seeks: 

*  Long-term  capital  growth  by 
investing  in  the  securities  of 
companies  and  governments 
throughout  the  world. 

For  more  information,  call  your 
investment  representative  or 
Templeton  today. 

*Sir  John  Templeton,  who  currently  serves  as  Chairman  of  thejund's  Board,  is  not  involved 
in  investment  decisions,  which  are  made  by  thejund's  investment  manager. 

f  Cumulative  total  returns  show  the  percent  change  in  value  oj  an  investment  over  the  10- 
and  5-year  periods.  Average  annual  total  returns  represent  the  average  annual  increase  in 
value  oj  an  investment  over  the  indicated  periods.  All  calculations  include  the  maximum 
5.15%  initial  sales  charge  and  assume  reinvestment  oj  dividends  and  capital  gains  at  net 
asset  value.  Prior  to  July  I,  1992,  jund  shares  were  offered  at  a  higher  sales  charge.  Thus, 
actual  total  returns  to  purchasers  oj  shares  during  that  period  would  have  been  somewhat  less 
than  noted  above. 

Tund  share  prices  and  returns  will  jluctuate  with  market  conditions,  currencies,  and  the  economic 

and  political  climates  where  investments  are  made. 

Principal  Underwriter:  Tranklin  / Templeton  Distributors,  Inc. 


Call  1-800 
342-FUND 
Ext.  T27  4 

Templeton  Worldwide 

700  Central  Avenue 
St.  Petersburg,  FL  33701-3628 

^eti/ 1  would  like  a  jree  prospectus 
containing  more  complete  information  on  the 
Templeton  World  Tund,  including  charges 
and  expenses.  I  will  read  it  carejully  bejore  I 
invest  or  send  money. 

D  /  am  currently  a  Templeton  shareholder. 

Name 

Address 

City/State/Zip 

Daytime  Phone 

FOB94 
T274 

Tfempleton 

■■-WORLDWIDE 


A  Member  of  the  $112  Billion  Franklin /Templeton  Croup 
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Fallen  hacker 

We  called  him  Kimble.  Then  a  19- 
year-old  Munich  computer  hacker,  he 
was  the  leading  expert  at  cracking 
and  selling  access  codes  to  pbx  phone 
systems  in  the  U.S.  The  codes  allow 
hacker  hoods  and  more  conventional 
criminals  to  charge  millions  of  dol- 
lars in  phone  calls  to  firms  that  lease 
the  systems.  Leveraging  his  exper- 
tise, Kimble  also  built  a  legitimate 
business  as  a  computer  security  con- 


sultant (Aug.  3  and  Dec.  21,  1992). 

Consulting  was  his  downfall. 
Kimble's  real  name  is  Kim  Schmitz. 
On  Mar.  16,  in  what  looks  to  have 
been  a  sting  set  up  by  MCI,  20  cops 
raided  Schmitz's  house.  They  con- 
fiscated $80,000  of  computer  equip- 
ment and  hauled  Schmitz  off  to  jail, 
charging  him  with  using  and  selling 
stolen  calling  card  numbers. 

Schmitz  says  that  he  had  been 
working  undercover  for  MCf  s  interna- 
tional security  chief,  Thomas 
McGuinness,  who  had  approached  him 
through  a  local  lawyer.  He  says  he 
produced  a  list  of  dozens  of  stolen  call- 
ing card  numbers  and  the  names  of 
MCI  insiders  selling  the  information. 
"[McGuinness]  asked  me  to  deal 
with  those  guys,  to  do  crimes  myself," 
says  Schmitz.  "I  thought  they  really 
just  wanted  to  work  with  me  to  make 
the  system  more  secure." 

McGuinness  claims  it  was  Kimble 
who  initiated  contact  with  MCI.  While 
he  says  he  might  have  been  willing 
to  pay  for  valuable  tips,  McGuinness 


insists  the  information  Kimble  of- 
fered was  worthless.  But  he  admits 
turning  it  over  to  the  Munich  po- 
lice, who  were  looking  to  make  a 
high  publicity  hacker  arrest.  Kim- 
ble, notorious  across  Europe,  was  the 
perfect  target.  Since  then,  German 
police  have  arrested  50  more  hackers. 

Now  out  on  $48,000  bail, 
Schmitz  faces  five  years  if  convicted. 
But  what  troubles  him  most  is  that 
after  years  of  ripping  off  telephone 
companies,  he  was  tripped  up  by  his 
day  job — security  consulting.  "I  was 
believing  I  could  trust  them." 

-Brigid  McMknamin 

Mercurial  sales 

Here's  an  absurd,  unexpected 
problem  that  troubled  shoemaker 
L.A.  Gear  certainly  doesn't  need: 
Its  most  popular  sneaker — one  of  the 
ones  with  flashing  red  lights  in  the 
heels — has  come  under  attack  from 
environmentalists. 

Their  claim:  Models  that  use 
mercury  switches  contain  enough 
metal — about  one  gram,  a  third  of 
the  amount  in  a  thermometer — to 
leave  traces  of  residue  in  fish  in  a  10- 
acre  lake.  That's  led  Minnesota  to  la- 
bel LA  Lights  and  My  Lil'  Lights  as 
"hazardous  waste"  and  to  ban  their 
sale.  Wisconsin  has  taken  similar  ac- 
tion and  other  states  may  follow. 

Last  fall  we  admitted  the  twinkle 
heels  were  uncool  with  urban  teen- 
agers, who  wanted  a  more  serious 
basketball  shoe.  But  thev  were  a  hit 


*1 


L.A.  Gear's  twinkle  heels 

Top  sellers  are  banned  in  Minnesota. 
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Anothe 
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At  the  Indianapolis  500^  you  only  get  one  chance  to  get  it  right.  No 
wonder  lap  alter  lap,  the  United  States  Auto  Club  (USAC)  depends 
on  the  mission-critical,  pedal-to-the-metal  performance  of  OS/2! 


From  start  to  finish, 
OS/2  2.1  sets  the  pace 
for  technology  at  the 
most  famous 
motor  speedway 
in  the  world. 
OS/2  programs 
run  at  full  speed  all 


"I  "I 

clutch 


over  the  place:  IBM 
DATABASE  2™  OS/2 
(DB2/2  "),  for  example, 
keeps  track  of  everything 
from  entry  fees,  prac- 
I  tice  and  qual- 
ifying times, 

engine  serial  numbers,  and  driver  and  crew  status  to  per- 
sonnel, administrative  and  other  vital  information.  USAC's 
LapManager™  an  OS/2  program  developed 
specifically  for  Indy9,  drives  the  official  tim 
ing  and  scoring  of  all  on-track  activity. 
LapManager  takes  timing  data  sent  from  the  cars 
via  radio  signal,  turns  it  into  meaningful  stats,  and 
sends  it  to  PCs  used  by  USAC  staff  and  the  press. OS/2  even  hits  the 
road  in  ThinkPads  that  collect  and  distribute  race  information 
from  tracks  all  across  the  country 


mance 


When  you  see  how  OS/2  can  rev  up  your  DOS,  Windows" 
and  OS/2  programs,  you'll  know  why  they  use  OS/2  at  Indy 
and  over  100  other  USAC  races.  You  can't  have  a  more 
impressive  track  record  than  that. 

To  order  or  to  find  out  more  about  OS/2,  call 
1  800  3-IBM-OS2.  In  Canada,  call  1  800  465-7999. 
OS/2  is  also  available  at  local  software  dealers. 

Operate  at  a  higher  level. 

This  ad  was  created  by  LINTAS  and  got  to  this  publication  on  time  using  DOS.  Windows  and  OS/2  programs  running  on  OS/2  IBM,  OS/2  and  ThinkPad 
are  registered  trademarks  and  IBM  DATABASE  2.  DB2/2  and  "Operate  at  a  higher  level"  are  trademarks  of  International  Business  Machines  Corporation 
Windows  is  a  trademark  of  Microsoft  Corporation  Indianapolis  500  and  Indy  are  registered  trademarks  of  the  IMS  Corporation  All  other  products  are 
trademarks  or  registered  trademarks  of  their  respective  companies  ©  1994  IBM  Corp 


BUCKLE  UP-TOGETHER  WE  CAN  SAVE  LIVES. 


Ford  designers  from  left  to  right: 
Susan  K.  Westfall,  David  Hilton.  Gary  Braddock,  Soo  Kang,  Paul  Arnone.  Aaron  Walker- 


T  p  YOU  WANT  TO  KNOW  WHAT 

CARS 

WILL  BE 
TALK  TO  SOME  OF  THE  PEOPLE  WHO 

LIVE  THERE. 

AT  Tord  Motor  Company,  our  young  designers  help  keep  us  in  touch  with  the  future,  SHARING 
THEIR  VIEWS  oj  the  world  they'll  be  inheriting  and  the  yehicles  they  envision  there.  0*0  To 
widen  their  horizons  even  Jurther,  we  provide  them  with  access  to  other  Ford  design  studios 
'from  Turin,  Italy  to  Melbourne,  Australia,  all  of  which  are  linked  electronically.  In  this 
GLOBAL  STUDIO"  environment,  these  men  and  women  of  the  computer  age  use  the  latest 
tools  and  technologies  to  design  vehicles  for  people  living  in  a  RAPIDLY  CHANGING 
WORLD,  g+o  At  Ford,  this  is  one  way  our  young  designers  make  sure  that  our  customers  get 
what  they  want,  before  they  even  know  they  want  it.   To  us,  that's  what  quality  is  all  about. 


Ford     ♦      Ford     Trucks  ♦ 


♦    Lincoln     •  Mercury* 


QjJ  ALITY    IS    JOB  1 


AND  TRUCKS 

,ke  in  2005 


HAND  MADE  WITH  LEATHER  FROM  ITALY, 
ENGLAND  AND  SPAIN.  NO  WONDER  THESE 
SHOES  LOOK  AS  GOOD  AS  THEY  WORK. 


his  could  explain  why  Head  is  the 
fastest  growing  shoe  on  tour.  Pros  like 
Robert  Gamez  and  Gary  Player  swear 
by  them.  "I've  yet  to  wear  a  shoe  that 
looks  or  feels  as  good  as  these."  says 
Player.  To  make  this  kind  of  impression 
on  an  athlete 
who's  seen  every- 
thing the  sport 
has  to  offer,  means 
going  the  extra 
mile  or,  in  our 
case,  millimeter. 
So  we  start  by  putting  the  finest  leathers 
in  the  hands  of  the  finest  craftsmen, 
Moroccan  craftsmen,  long  known  for 
their  leather  working  abilities.  Then  we 
move  to  the  subtle  details  that  you  may 
not  see,  but  definitely  notice.  Like  our 

Available  at  Neiman  Marcus  & 


all-natural  kidskin  lining.  Sure,  it  costs 
a  bit  more  than  synthetic  liners,  but  it 
also  keeps  your  feet  drier.  And  to  keep 
that  early  morning  dew  from  entering 
the  base  of  the  shoe,  we  lockstitch 
Parisian  thread  into  the  soles.  Check  out 
the  shoe  that 
Laoretti,  Albus 
and  Ziegler  like 
to  wear  when 
teeing  off,  and 
you'll  see  why 
you're  in  very 
good  company.  For  a  closer  look  at 
the  shoe  that  leaves  nothing  to 
chance,  just  watch  the  tour,  or  call  us 
at  1-800-888-HEAD. 


exceptional  golf  shops  everywhere 


with  younger  children,  accounting 
for  32%  of  total  sales  in  a  fast-growing 
segment.  After  a  three  year  slump 
during  which  its  stock  fell  from  BO  to 
11,  L.A.  Gear  looked  ready  to  re- 
bound (Nov.  22,  1993). 

The  mercury  flap  dropped  the 
stock  to  a  low  of  5%  in  April.  It's 
bounced  back  to  7  since,  partly  in 
reaction  to  a  recently  announced  re- 
cycling plan:  L.A.  Gear  customers 
can  now  call  a  toll-free  number  for  a 
postage -paid  mailer  to  ship  worn 
sneakers  back  to  the  company — for 
mercury  removal.    -Damon  Darlin 

Courting  trouble 

THREE  FEARS  AGO  young  tennis  stars 
Monica  Seles  and  Jennifer  Capriati 
appeared  on  our  cover  as  two  of  the 
sports  world's  most  impressive  super- 
earners  (Aug.  19,1991). 

Alas,  both  players  will  be  absent 
from  Wimbledon  this  month.  Seles  is 
still  in  seclusion  after  being  knifed  by  a 
deranged  spectator  in  Hamburg  last 
year.  The  enigmatic  20-year-old 
made  $8.5  million  in  1992,  most  of  it 
from  endorsements.  But  even  spon- 
sors that  still  back  her — Sony,  Fila 
shoes  and  racketmaker  Yonex — won't 
pay  her  until  she  returns  to  the  court. 
Others,  like  Canon  and  Perrier,  have 


Jennifer  Capriati 
and  Monica  Seles 
Off  the  courts— 
and  out  of 
the  money. 


let  their  contracts  lapse.  Seeking  $10 
million  in  lost  income,  Seles  has  sued 
the  German  Tennis  Federation  for 
poor  security. 

If  Seles  comes  back  and  does  well, 
she  has  a  shot  at  being  a  hot  property 
again.  Not  so  Capriati,  18,  who 
dropped  out  after  last  year's  U.S. 
Open.  In  December  she  was  cited  for 
shoplifting.  Last  month,  after  being 
charged  with  marijuana  possession, 
she  lost  her  final  two  sponsors,  racket- 
maker  Prince  and  Italian  apparel  mak- 
er Diadora.  In  1991  Capriati  earned 
over  $5  million.  Those  deals  are  likely 
gone  forever.     —RANDALL  Lank  H 
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Like  The  Rarest  Wines,  These  Cigars 
Do  Not  Come  Along  Every  Year. 


If  you  have  searched  for  finer  and  finer 
emium  cigars  through  the  years,  you  are 
>t  alone. 

The  same  quest  has  been  known  to  take 
en  across  oceans  as  well  as  continents  and 
is  moved  certain  connoisseurs  to  purchase 
antations  all  their  own. 
It  has  also  consumed  the  passions  of  the  men 

Macanudo  for  more  than  a  century. 
In  an  age  of  machines,  the  men  of  Macanudo 
ive  gone  on  making  their  cigars  step  by  step  by 
tnd,  always  with  the  finest  tobaccos,  always 

the  pursuit  of  perfection. 

Without  question,  their  crowning  achievements 
e  Macanudo  Vintage  Cabinet  Selection  cigars. 
Vintage  years  are  as  rare  for  fine  cigars  as  they 
e  for  fine  wines,  for  only  the  richest  of  harvests 
n  yield  some  tobacco  leaves  whose  qualities 
;rpass  the  grades  that  we  demand  for  other 
acanudo  cigars. 

Our  long,  fine  filler  leaves  are  grown  in  the 
iribbean.  Our  dark,  supple  binder  leaves  are 
own  on  the  rich  San  Andres  tobacco  farms  of 
exico.  Our  distinctive,  costly  wrapper  leaves  are 
own  in  the  fertile  Connecticut  Valley.  Yet  even  in 
rintage  year,  no  more  than  several  bales  of 
ives  are  worthy  of  a  Macanudo  Vintage 
ibinet  Selection. 


To  enhance  the  inherent  superiority 
of  our  vintage  leaves,  our  master  cigar- 
makers  age  them  even  more  gradually 
than  they  age  our  other  tobaccos. 
The  leaves  are  aged  for  two  years  while 
still  in  their  bales.  As  they  are  carefully 
blended,  the  leaves  are  aged  again.  And  after 
the  leaves  are  finally  bound,  then  wrapped,  and 
appear  to  be  finished  cigars,  they  are  aged  once 
more,  this  time  in  a  room  of  Spanish  cedar.  Then, 
only  after  long  weeks  of  undisturbed  slumber,  the 
tobaccos  are  truly  married,  truly  one. 

A  limited  edition  by  nature,  each  Macanudo 
Vintage  Cabinet  Selection  in  its  hand-crafted 
cedar  cabinet  is  more  than  three  years  in  the 
making.  And  if,  from  time  to  time,  the  cigars  are 
not  as  readily  available  as  you  would  like,  their 
extraordinary  taste  and  aroma  will  soon  reward 
your  patience. 

For  the  location  of  the  tobacco  shop  nearest 
you  where  you  can  purchase  Macanudo  Vintage 
Cabinet  Selection  cigars,  simply  call  1-800-551-0520. 

At  long  last,  your  search  for  the  rarest  of  cigars 
will  have  come  to  an  end. 

Macanudo  Vintage 
Cabinet  Selection 


FORBES  INFORMER 
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totals  more  than  5%  of  the  part- 
nership's net  asset  value.  Other 
investments  must  be  grouped 
into  various  categories. 
With  most  hedge  funds  having  a 
dreadful  year,  luckily  they  will  be 
spared  any  embarrassing  disclosures 
in  1994.  The  aicpa  proposal,  which 
must  still  be  reviewed  by  the  Finan- 
ff^cial  Accounting  Standards  Board, 
£  wouldn't  go  into  effect  until  1995 
I  at  the  earliest.  -Riva  Atlas 


Fowl  play 

Boston  Chicken,  Inc.,  the  Naper- 
ville,  111. -based  restaurant  chain, 
prides  itself  on  healthy  meals  with 
its  rotisserie  roasted  chicken.  Oh, 
yeah!  A  recent  study  by  die  Tufts 
University  Diet  &  Nutrition  Letter 
says  there's  more  fat  and  more  calo- 
ries in  Boston  Chicken's  $5.99  half- 
chicken  plate  than  in  a  $4.47 
McDonald's  meal  consisting  of  a  Big 
Mac,  large  fries  and  a  chocolate 
shake.  With  the  chicken:  cornbread, 
mashed  potatoes  and  squash. 

Concludes  Tufts:  "Be  aware  that 
because  the  chicken  came  oft  the  spit 
and  not  out  of  the  fryer,  it  doesn't 
necessarily  mean  the  meal  belongs  in  a 
low-calorie,  low-fat  repertoire." 

Foul,  cries  Boston  Chicken.  Ali- 
cia Moag-Stahlberg,  a  registered  di- 
etician hired  by  flacksters  Hill  & 
Knowlton  on  behalf  of  the  company, 
notes  that  a  half-chicken  order  con- 
tains white  and  dark  meat.  "Most 
people  order  the  quarter  white," 
she  says.  "White  meat's  healthier." 

-Christopher  Palmeri 


Trading  secrets 

Let  headline  hunters  in  Congress 
like  Henry  Gonzalez  (D-Tex.)  hold  a 
hearing  about  hedge  funds.  That 
didn't  faze  the  hedgies.  What  did  was 
an  American  Institute  of  Certified 
Public  Accountants  proposal  that  in- 
vestment partnerships  be  required 
to  list  all  securities  diey  own  in  their 
audited  financial  statements. 

When  word  of  the  proposal  first 
got  out  last  September,  hedge  fund 
managers  how  led,  sending  letters  to 
die  AICPA.  Many  complained  that  such 
disclosures  would  blow  die  cover  on 
their  trading  strategies.  The  AICPA 
backed  dow  n.  Its  latest  draft  requires 
a  fund  to  name  onlv  an  investment  that 


Steinhardt's  latest  loss 

More  had  news  for  hedge  fund  big- 
gie Michael  Steinhardt,  whose  funds 
are  down  over  $1  billion  this  year. 
He  recently  lost  general  partner 
Charles  Davidson,  who's  launching 
his  own  firm.  Davidson  was  responsi- 
ble for  profitable  investments  like 
Sunbeam-Oster,  formerly  Allegheny 
International,  on  which  Stein- 
hardt's firm  has  made  $500  million. 

"I  need  patient  investors,"  says 
Davidson,  whose  deals  often  involve 
bankrupt  firms  that  take  time  to 
turn  profitable.  That's  a  luxury  Stein- 
hardt, feeling  heat  from  disappoint- 
ed investors,  may  no  longer  have. 

Davidson  expects  to  keep  manag- 
ing over  $500  million  in  investments 
he  made  for  Steinhardt's  funds,  in- 
cluding a  12%  stake  in  Integrated  Re- 
sources, due  to  emerge  from  bank- 
ruptcy this  fall.  He  and  Steinhardt  will 
split  a  $7.5  million  management  fee 
for  running  Integrated  over  the  next 
three  vears.  -RA. 


Strip  strippers 

Houston's  50-odd  topless  clubs, 
which  this  year  will  gross  about  $100 
million,  are  pretty  wily  at  getting 
around  city  ordinances.  Take  the  law 
that  prohibits  the  outside  of  a  strip 
joint  from  being  painted  in  any  color 
other  than  gray.  Seems  there's  a 
loophole;  this  applies  only  to  stand- 
alone structures.  Result:  Some  clev- 
er owners  have  bought  old  strip  shop- 
ping malls,  turned  them  into  topless 
clubs,  added  the  words  "center"  or 
"plaza"  to  their  signs,  and  painted 
the  buildings  as  garishly  as  they  want. 

But  tougher  to  circumvent  is  a 
law  prohibiting  strip  joint  buildings 
from  using  any  advertising  outside 
other  than  "adult  entertainment." 


Houston  strip  joint 
Sign  of  the  times 
for  fans  of  Texas- 
style  table  dance. 


Joints  catering  to  local  businessmen 
would  prefer  "gentlemen's  club." 
Now  some  of  the  bigger  operators, 
who  belong  to  the  Greater  Houston 
Entertainment  Association,  are  lob- 
bying for  the  ordinance  to  be  amend- 
ed so  they  can  promote  special 
events  and  the  like  on  their  signs. 

They  may  well  get  what  they 
want.  Admits  an  assistant  for  the 
county  attorney's  office:  "At  this 
point  Texas-style  table  dance  is  more 
famous  than  Texas  barbecue." 

-R.  Lee  Sullivan 

Pan  Am  re  dux 

Pan  Am  World  Airways  died  in 
bankruptcy  court  in  1991,  but  the 
Pan  Am  International  Flight  Acade- 
my lives  on.  This  complex  at  the  Mi- 
ami International  Airport,  built  by 
Pan  Am  in  1980  to  train  its  pilots  and 
flight  attendants,  was  acquired  for 
$6.5  million  in  December  1992  by 
Spain's  Ballve  family. 

The  facility  has  had  a  $20  million 
face-lift.  Four  new  flight  simulators 
have  been  added  to  the  six  put  in  by 
Pan  Am.  Users  include  personnel 
from  airlines  like  Continental,  Kiwi 
and  Evergreen,  plus  anyone  willing  to 
pay  $190  an  hour  to,  say,  land  a  jet 
in  Singapore  in  wicked  crosswinds. 

So  far  the  operation,  like  the  late 
Pan  Am,  has  been  a  low-flier,  last  year 
running  in  the  red  on  revenues  of 
just  $4.5  million.  But  this  June  it's 
launching  a  big,  local  ad  campaign 
designed  to  attract  wannabe  aviators 
and  the  like.       -James  Samuelson 

Sugarman's  sweet  deal 

Is  onetime  corporate  raider  Burt 
Sugarman,  55,  making  a  comeback? 
In  1988  Beverly  Hills-based  Sugar- 
man  lost  a  bitter  proxy  fight  for  Medii 
General,  which  ultimately  got  rid  of 
him  by  coughing  up  about  $100  mil 
lion  in  cash  and  assets  in  return  for 
his  10%  stake.  Then  Sut»arman  mar- 
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ried  Entertainment  Tonight co-host 
Mary  Hart  and  dropped  out  of  the 
spotlight,  quietly  running  his  pub- 
licly traded  holding  company,  Giant 
Group,  Ltd.,  which  owns  a  cement 
business  and  38%  of  Rally's  Ham- 
burgers, a  moneylosing  chain  of 
drive-through  restaurants. 

Now,  with  cement  prices  on  the 
rise,  Sugarman  is  selling  Giant's  ce- 
ment business  in  a  public  offering 
valued  at  around  $190  million.  The 
aftertax  proceeds  will  stay  in  Giant 
Group,  leaving  it,  net  of  debt,  with 
about  $12  0  million  of  cash  and 
marketable  securities.  That's  well  in 
excess  of  the  value  at  which  the  mar- 
ket is  capitalizing  Giant.  Sweet  for 
Sugarman,  who — including  a  lot  of 
uncashed  stock  options  now  in  the 
money — owns  over  40%,  with  a 
market  value  of  over  $30  million.  He 
paid  about  $4  million  for  control  of 
Giant  a  dozen  years  back.  -C.P. 

Bolton  bomber 

rop  SINGER  Michael  Bolton  doesn't 
just  win  Grammys.  The  Bolton 
Bombers,  a  charity  softball  team 
made  up  of  his  band  members  and 
troadies,  has  won  67  of  74  games. 
But  though  heartthrob  Bolton's  al- 
bums sell  millions  of  copies  and  his 
1992  concert  video  is  a  winner,  not  so 
riis  Michael  Bolton's  Winning  Soft- 
ballvidco.  The  55-minute  tape, 
vvhich  retails  for  $20  at  music  and 
sporting  goods  stores,  mixes  tips  from 
in  ex-softball  pro  with  Bolton 
"•reaching  his  philosophy  and  singing 
lis  hits.  According  to  industry 
;ource  VideoScan,  since  going  on  sale 
n  December  it  has  sold  only  2,000 
:opies.       -Robert  LaFranco  h 


Grammy  winner 
Michael  Bolton 
Softball  video 
strikeout. 
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Tucked  in  the  heart  of  the  financial  district. 


Meetings  over  afternoon  tea. 


A  staff  that  knows  you  by  name. 


Call  1-800-233-1234  or  your  travel  planner. 


Refreshment 
for  the  mind. 

A  place  to  sharpen 
your  senses. 

The  tranquility 
of  the  perfect  setting. 


PARK 

T  H^A-TT 


SAN  FRANCISCO 


Small.  Select.  Inspired. 


CHICAGO  •  NEW  YORK  •  SAN  FRANCISCO  • 
|    BUENOS  AIRES  •  CANBERRA  •  LONDON  •  MADRID 

WASHINGTON,  D.C 
•  SYDNEY  •  TOKYO 

(1 994) 

Hyatt  Hotels  and  Resorts  are  managed  or  operated  by  two  separate  groups  ol  companies-Hyatt  G 

jrp.  and  Hyatt  International  Corp  © 

993  HyallCorp. 

THE  PENINSULA 

GROUP 


THE  PALACE  HOTEL 

Bemng 


H  A  It  [     T  H  f     I  »  r  I  K  I  I  \  i 


Tollfree:  <KOO>  223  6800 

Tollfree:  <H<X»  32.1  7500 
rhe  Peninsula  I  long  Kon«  - 
Manila  -  New  York  -  Beverly  ijill: 
The  Palace  I  hnel  Beijing  • 
Mn  Kowloon  Hotel  I  limn  Kon(. 


A  one-term  presidency 

Sir:  Re  "They  voted  for  change.  He 
gives  them  pork"  (Apr.  25).  While  I, 
too,  have  doubts  about  this  Adminis- 
tration's focus  and  leadership  ability,  I 
sec  no  way  to  justify  that  Clinton  is 
over.  If  anything,  this  guy  is  the  come- 
back kid.  Stop  already  with  the  per- 
sonal, never-ending,  do-no-good 
bashes  against  President  Clinton,  and 
start  some  intellectual  debate  and  ac- 
tion to  move  this  country  forward. 
-William  Charron 
Arlington,  Va. 

For  more  readers'  responses 
to  this  article,  see  page  140. 

More  plane  talk 

Sir:  Re  "A  Sixties  industry  in  a  Nine- 
ties economy"  (May  9).  Forbes' 
bleak  pessimism  over  the  ability  of 
labor  and  management  to  forge  coop- 
erative alliances  borders  on  a  patho- 
logical denial  of  reality.  Airline  labor, 
having  suffered  terribly  in  the  post- 
deregulation  shakeouts,  has  adopted 
sophisticated  strategies  that  are  firmly 
rooted  in  economic  realities.  The  air- 
lines are  finally  learning  that  labor 
problems  also  can  be  resolved 
through  innovation  and  cooperation. 
-Captain  Randolph  Babbitt 
President 

Air  Line  Pilots  Association 
Washington,  D.C. 

Solzhenitsyn,  patriot 

Sir:  Re  "Zhirinovsky  is  an  evil  carica- 
ture of  a  Russian  patriot"  (May  9). 
Mr.  Solzhenitsyn's  views  about  the 
role  of  Russia  in  the  post-Soviet  peri- 
od are  not  very  different.  Both  of 
them  would  like  to  renew  a  Russian 
empire,  although  in  somewhat  differ- 
ent form  and  size. 
-N.  Deychakiwsky  and 
Nadia  Deychakiwsky 
Brecksville,  Ohio 

Sir:  Solzhenitsyn  is  a  great  Russian 
patriot,  but  like  most  patriots  he  likes 
to  forget  unpleasant  facts  about  his 
homeland.  Picturing  Russia  as  a  peace- 
loving  nation  and  as  a  victim  of  aggres- 
sion is  a  case  of  tunnel  vision.  The 
Soviet  government's  dreams  of  world 
conquest  may  be  history  now,  but 
Russia  has  been  acting  and  still  acts  like 


a  greedy  farmer  who  only  wants  the 
land  of  adjoining  farms  that  border  on 
his  property,  nothing  more. 
-Andrejs  Baidins 
Wilmington,  Del. 

Sir:  Solzhenitsyn  cannot  reconcile 
himself  to  the  fact  that  the  Russian 
Empire  finally  fell  apart  and  the  domi- 
nation and  exploitation  of  other  na- 
tions is  over. 

— IVANNA  SKARUPA 
President 

Ukrainian  National  Women's  League 

of  America,  Inc. 
Ohio  Regional  Council 
Parma,  Ohio 

Sir:  No  American  or  European 
should  feel  superior  to  a  citizen  of  the 
old  U.S.S.R.,  or  the  Balkans,  or  any- 
where else  there  is  ethnic  struggle, 
because  we  ourselves  are  only  decades 
away  from  being  in  that  situation. 
-Eric  Robinson 
Newport  Beach,  Calif. 

Comparison  shopping 

Sir:  Re  Fact  &  Comment  (May  23). 
You  are  the  only  person  I  have  seen 
(other  than  me)  who  is  willing  to  say 
that  the  President's  health  plan  is  anti- 
thetical to  democracy.  Broad  govern- 
ment control  is  just  as  bad  as  the 
corporate  dictatorships  of  managed 
care,  which  also  assume  that  people  are 
not  able  to  make  their  own  health  care 
decisions.  Delivery  of  care  should  be  in 
the  hands  of  the  private  citizen  and  his 
chosen  clinician.  I  agree  with  you  that 
our  health  care  system  should  encour- 
age citizens  to  comparison  shop. 
-Karen  Shore,  Ph.D. 
President  and  Co-Chair 
Coalition  of  Mental  Health 

Professionals  and  Consumers,  Inc. 
Commack,  N.T. 


And  into  the  fire? 

Sir:  As  a  surgeon  who  has  been  per- 
forming refractive  surgery  since  1980 
and  has  performed  over  7,000  suc- 
cessful procedures,  I  think  that  it's 
grossly  misleading  to  tell  the  public  to 
avoid  high -volume  clinics  that  adver- 
tise heavily  ("Out  of  the  frying  pan?" 
Mar.  28).  We  advertise  to  let  people 
know  that  we  are  available  and  to  help 
to  insure  [that  people]  avoid  the 
weekend-educated  radial  keratotomy 
surgeons  with  little  experience. 
-David  M.  Schneider,  M.D. 
Mid  West  EyeCenter 
Cincinnati,  Ohio 

Sir:  Forbes  advises  a  second  opinion 
if  the  eye  operation  in  question  is 
advertised  on  a  billboard.  Add  to  this 
those  operations  that  are  suggestec 
after  a  free  examination,  particularly  if 
that  examination  is  accompanied  by  a 
free  lunch  at  a  senior  citizens'  gather- 
ing. Then  run,  do  not  walk,  for  that 
second  opinion. 
-Michael  E.  Carroll,  M.D. 
Evergreen  Park,  III. 

Chip  shot 

Sir:  Re  "Chipping  away  at  thel 
champ"  (Apr.  25).  Jim  Herr  has  con- 
firmed that  he  did  not  claim  a  38% 
chip  share  in  Baltimore-Washington, 
where  his  company,  in  fact,  enjoys  less 
than  10%  of  the  branded  potato  chip; 
market — and  where  Utz  has  the  dom- 
inant share. 
-Richard  G.  King 
President 

Utz  Qjiality  Foods,  Inc. 
Hanover,  Pa. 

Herr  Foods  claims  38%  of  the  Philadel- 
phia market,  not  the  Baltimore-Wash- 
ington market. -Ed. 

Other  people's  money 

Sir:  Re  "Mad  Jack  rides  again"  (Mm 
23).  "Mad  Jack"  Stanley  was  a  great 
risk  taker  with  everyone  else's  mon- 
ey— his  suppliers'  money,  his  bankers 
money,  his  creditors'  money  and  hi; 
contractors'  money.  This  man  broke 
more  mom-and-pop  businesses  than . 
care  to  think  about. 
-John  H.  Palmer 
President,  Palmer  Barge  Line,  Inc. 
Ncderland,  Tex. 
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One  of  those  rare  occasions  when 
the  sequel  is  even  better  than  the  original. 


Technologically  speaking  it  had  no 
rivals.  It  had  innovations  designed  to 
protect  its  passengers  and 
the  planet  on  which  they 
live.  And  seventeen  awards 
including  Best  Car  in  the  World  in 
its  class  for  three  years  in  a  row* 

So  what  do  you  do  next?  At 
Mercedes-Benz  you  have  a  cup  of 
coffee  and  get  back  to  work. 

Which  brings  us  to  the  1995 
S-Class  sedans.  Even  standing  still 


the  S320  easi- 
ly leaves  other 


3ars     behind.         Even  the  low  beams 
now  perform  35%  better. 

The  wheelbase  has  been  lengthened 
md  the  body  streamlined  for  a 
deeker,  more  elegant  look.  But  get 


a  good  look  because  its  3.2  liter 
in-line  6  can  take  it  from  0-60  in 
8.9  seconds,  a  mere  four- 
fifths  of  a  second  behind 
its  8-cylinder  counterpart.** 
Though  Mercedes-Benz  invented 
the  crumple  zone  and 
helped  pioneer  the  -mmammmmi^m 

For  every  new  S-Class 
air  bag,   it's   the       there's  a  standard 
traction  control  system. 

accident  avoiding  capabilities  of  the 
S-Class  that  are  its  most  impressive 
safety  features.  Recirculating  ball 
steering  provides  handling  preci- 
sion more  typical  of  sports  cars  than 
luxury  automobiles  and,  standard 
for  1995,  every  S-Class  automobile 
will  have  a  sophisticated  traction 
control  system.  Even  the  telephone 


is  voice  activated  so  you  need  not 
take  your  hands  off  the  wheel.*** 

Finally,  there's  one  last  line  that's 
been  streamlined.  The  bottom  one. 
Which  is  in  itself  a  feat  of  engineer- 
ing when  you  consider  IntelliChoice's 
The  Complete  Car  Cost  Guide  named 
the  1994  S320  and  S420  sedans 
among  the  cars  named  "Best  Overall 
Value"  in  their  class. 

Call  1-800-FOR-MERCEDES  for 
more  information  on  the  1995 
Mercedes-Benz  S-Class,  a  car  with 
only  one  rival.  Its  predecessor. 


The  New  S-Class 


Introducing 
the  New 
S-Class 


diito  motor  und  sport.  Germany  *  'Stated  rates  of  acceleration  are  based  upon  manuf.'s  track  results  &  may  vary  depending  upon  model,  environmental  &  road  surface 
■conditions,  driving  style,  altitude  above  sea  level  &  vehicle  load.  ""Standard  equipment  on  S600  optional  on  all  other  S-Class  models.  For  safety  reasons,  the  driver 
should  not  use  the  cellular  telephone  while  the  vehicle  is  in  motion.  ©1994  Mercedes-Benz  of  North  America,  Inc.,  Montvale,  N.J.,  Member  of  the  Daimler-Benz  Group. 


They  May  Be  At  The  Top  Of  Their  Game,  But  They  Keep  Going  Back  To  The  Basics. 


A  good  basic  shirt  is  the  staple  of  every  golfer's  wardrobe.  And  Cross  Creek  makes  them 
full-cut  for  comfort  in  brilliant  colors  and  durable  cotton  fabric.  Look  for  our  shirts  in  finer  pro  shops. 

And  see  what  the  basics  can  do  for  your  game. 


CrossCreek' 

Pro  Collection 

©  [  994  Cross  Creek  Apparel  Iticn  A  Subsidiary  Ot  Russell  Corporation 


Made  in  the  USA 


'With  all  thy  getting  get  understanding' 


Fact  and  Comment 


By  Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


WE'RE  IN 

of  repeating  the  stagflation  follies  of  the  1970s,  when  the 
economy  was  hit  by  both  rising  prices  and  stagnation. 
Incredibly,  while  boosting  short-term  interest  rates,  our 
central  bank  has  been  pumping  new  credit  into  the 
banking  system.  It  is  doing  what  it  did  some  two  decades 
ago  when  it  pegged  interest  rates  at  ever  higher  levels  but 
still  bought  government  securities,  thereby  giving  banks 
more  reserves  to  make  more  inflationary  loans. 

For  several  months  the  Fed  has  been  repeating  this 
exercise,  effectively  debasing  the  dollar.  That's  why  com- 


DANGER 

modify  prices  shot  up,  why  the  dollar  weakened  against 
other  major  currencies  and  why  long-term  interest  rates 
have  zoomed  from  under  6%  to  well  over  7%. 

Economic  consultant  lude  Wanniski  has  aptly  warned: 
"All  that  this  can  achieve  is  a  weakening  of  the  economy, 
as  the  continued  expectations  of  higher  inflation  decrease 
the  efficiency  of  capital." 

Floundering  White  House.  Floundering  Fed.  No  won- 
der markets  are  skittish  despite  current  economic  growth; 
they're  eyeing  more  threatening  clouds  on  the  horizon. 


RADIO  TRUTH-TELLERS 

Support  for  the  Clinton  health  care  plan 
has  plummeted  since  the  President  un- 
veiled it  last  fall.  The  unsung  heroes  in  this 
remarkable  reversal  of  public-opinion  for- 
tune are  radio  talk  show  hosts.  Most  have 
vigorously,  tirelessly  exposed  the  flaws  of 
the  White  House  scheme.  They  have 
done  what  most  congressional  Republi- 
cans failed  to  do — consistently,  coura- 
geously attack  this  monstrosity  head-on. 
The  rest  of  the  media  have  been  generally 
circumspect  or  favorably  inclined  to  some 


TANKING  CLINTON'S  UNHEALTHY  Rx 


Rush:TheClinton-coatsarecoming! 


sort  of  new  national  health  care  order. 

Rush  Limbaugh  et  al.  deserve  a  Nobel 
award  for  their  Paul  Revere-like  sounding 
of  the  alarm.  If  they  expose  the  Clinton- 
ites'  various  Trojan  horses,  they  will  win 
the  public's  undying  gratitude  for  having 
helped  spare  the  nation  this  massive,  po- 
litically motivated  assault  on  the  world's 
finest  health  care  system.  People  realize 
that  health  care  flaws  can  be  corrected 
without  turning  one-seventh  of  the  econ- 
omy over  to  the  federal  government. 


WE'RE  WINNING! 

Several  moderate  Republicans  are  hinting  that  they're 
ready  to  strike  a  bipartisan  bargain  with  Democrats  on  a 
compromise  health  care  proposal.  The  GOP  should  resist 
this  trap. 

The  watered-down  versions  being  offered  would  still 
end  up  giving  government  more  and  more  control  of  this 
country's  health  care  system.  These  proposals  are  slow- 
motion,  de  facto  forms  of  a  socialized  approach. 

Opponents  of  socialized  medicine  must  insist  on  two  ab- 
solutes: no  employer  mandates,  no  individual  mandates. 

Supporters  of  bigger  government  love  the  notion  of 
requiring  employers  to  provide  insurance.  They  know 
that  each  election  will  create  enormous  pressures  to  up 
the  portions  of  the  premiums  employers  must  pay.  These 
statists  want  to  preserve  the  illusion  that  they  are  giving 
millions  of  people  something  of  a  freebie.  That  way  they 
can  posture  as  champions  of  the  individual  against  "profi- 
teering and  heartless"  corporations,  insurance  and  phar- 
maceutical companies,  hospitals,  doctors. 


LET'S  SURRENDER! 

Advocates  of  government-dominated  medical  care  see 
individual  mandates  as  their  next-best  approach.  Decree- 
ing that  every  individual  must  buy  health  insurance  or  face 
stiff  fines  lets  federal  politicos  and  their  bureaucratic  allies 
define  what  "basic"  coverage  must  include.  They  know 
that  a  mother  lode  of  campaign  contributions  and  power 
will  flow  their  way  as  they  decide  the  specifics  of  services 
that  must  be  incorporated.  It  won't  be  long  before  this 
ratcheting  effect  will  make  insurance  more  and  more 
unaftbrdable,  especially  for  younger  people.  This  will,  in 
turn,  increase  cries  for  more  government  intervention. 

This  phenomenon  is  already  evident  on  the  state  level, 
where  mandated  "coverages"  have  sent  insurance  premi- 
ums spiraling  upward. 

Health  care  socialists  know  they  must  get  legislation 
through  this  year  because  their  strength  will  ebb  signifi- 
cantly after  the  November  elections.  The  White  House 
and  its  allies  will  try  every  legislative  trick  and  blandish- 
ment possible  to  get  one  of  these  mandates  enacted.  To 
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make  this  more  palatable,  they  will,  with  crocodile  tears, 
cry  that  they  have  suffered  a  major  setback. 

Nonsense.  Mandates  are  their  Trojan  horse. 

As  the  recent  special  House  election  in  Kentucky 


(where  a  Republican  won  a  seat  held  by  Democrats  for 
129  years)  demonstrated,  voters  understand  the  flaws  of 
the  Clinton  plan.  The  GOP  will  betray  both  its  principles 
and  the  people  if  it  stealthily  caves  in  now. 


SPOTLIGHTING  OUR  ACE  EDITOR 

EDITOR  Jim  Mk  HAELS  is  this  year's  recipient  of  the  G.  ment  and  exacting  standards  have  never  flagged.  Too  often 
and  R.  Loeb  Foundation's  prestigious  Lifetime  Achieve-     talented  people  turn  stale,  content  to  go  through  the 


ment  Award.  Foundation  Chairman  William 
P.  Pierskalla  said,  "He  is  truly  one  of  the 
pioneers  of  business  and  financial  journal- 
ism, and  his  efforts,  in  large  part,  have  set  the 
standards  to  which  we  hold  today." 

Although  we  at  Forbes  haven't  put  a  great 
deal  of  stock  in  prizes  because  many  are  laden 
with  internal  politicking  and  political  correct- 
ness, we  are  so  happy  that  the  man  we 
consider  to  be  America's  greatest  editor  has 
been  given  the  recognition  he  richly  deserves. 
What  is  remarkable  about  Jim  Michaels'  33- 
year  reign  as  editor  is  that  his  energy,  judg- 


Jim  Michaels:  Gold  stan- 
dard of  journalism. 


motions.  As  Jim's  on-their-toes  colleagues 
here  can  readily  testify',  that  hasn't  happened 
at  Forbes.  If  Jim  Michaels  senses  any  falling 
off  from  his  high  standards  or  if  the  competi- 
tion starts  running  stories  we  should  have 
had,  everyone  around  here  knows  about  it 
instantly,  unmistakably,  unforgettably.  Good 
reporting,  brevity,  originality  and  a  solid, 
unambiguous  conclusion  remain  Forbes 
characteristics.  The  magazine's  extraordinary 
success  during  these  turbulent  times  is  based 
on  Jim  and  his  associates'  practicing  what 
others  are  usually  content  only  to  preach. 


WILL  GOVERNMENT-LOVING  REACTIONARIES  WRECK  TAX-CUT  REFORMS? 


A  FEROCIOUS  battle  with  national  implications  will  be 
decided  this  month  in  New  Jersey. 

The  state's  education  unions  and  their  public  employee 
political  allies  are  fighting  Governor  Whitman's  tax-cutting 
budget  to  the  death.  Teachers  are  planning  to  raise  a  $10 
million  war  chest  to  wage  their  jihad.  What  has  roused  their 
ire  is  Mrs.  Whitman's  call  for  periodic  recertification  of 
teachers  to  insure  competence  in  the 
subjects  they  teach.  The  governor  an- 
gered them  even  more  with  her  budget 
proposal  to  reform  the  state's  bloated 
pension  plans.  When  she  met  with  the 
principal  teachers'  union  during  the  cam- 
paign, its  officials  spent  an  hour  and  a  half 
talking  only  about  salaries  and  fringe 
benefits.  Not  once  did  they  ask  about  her 
ideas  on  improving  student  education. 

Christie  Whitman  ran  on  a  platform  of 
cutting  the  sky-high  state  income  tax 
rates  by  30%  over  three  years  to  help 
revive  New  Jersey's  moribund  economy.  She  stunned 
political  pundits  by  not  backing  off  this  promise  when  she 
upset  the  incumbent  governor.  In  fact,  she  got  the 
legislature  to  quickly  pass  a  5%  cut  soon  after  she  took  office , 
and  she  made  it  retroactive  to  the  beginning  of  the  year. 

Mrs.  Whitman  is  promising  an  additional  1 0%  cut  to  take 


Governor  Whitman:  Can  unions 
thwart  democracy? 


effect  next  January.  Because  the  state  requires  a  balanced 
budget,  she  will  do  something  highly  unusual  in  this 
Country:  reduce  state  expenditures  year  over  year — not 
slow  their  growth,  but  actually  decrease  them. 

Governor  Whitman's  opponents  are  further  motivated 
by  the  knowledge  that  there  will  be  even  more  dramatic 
cuts  in  the  state  government  in  next  year's  budget.  They 
desperately  feel  they  must  stop  her  now. 
She  gave  a  taste  of  things  to  come  with 
her  recent  proposals  to  abolish  the  De- 
partment of  Higher  Education  and  the 
Public  Advocate's  office. 

The  outcome  of  this  budget  battle  is 
unclear.  Some  Republicans  are  afraid  to 
buck  pow  erful  public  employee  interest 
groups,  even  though  the  governor  now 
enjoys  an  astonishingly  high  approval 
rating.  Advocates  of  entrenched  govern- 
ment know  that  if  they  stop  Governor 
Whitman,  they  will  not  only  throttle 
reform  in  New  Jersey  but  also  pose  a  stark  warning  to 
reform -minded  governors  elsewhere. 

Progrowth  change  is  coming  not  from  Washington  but 
from  state  chiefexecutives  such  as  Mrs.  Whitman.  No  other 
governor  has  proposed  tax  cuts  on  such  a  scale.  If  she 
triumphs,  she  will  be  quickly  emulated  around  the  country. 


UNFILTERED  HUMOR 


Thank  You  for  Smoking — by  Christopher 
Buckley  (Random  House,  $22).  Don't  read  this 
if  people  are  nearby.  They'll  think  you're  addled 
as  you  erupt  in  uncontrollable  laughter.  The 
book  chronicles  the  adventures  of  tobacco  indus- 
try spokesman  Nick  Naylor.  Author  (and  Forbes 
FT/editor)  Buckley  skillfully,  hilariously  skewers 
Washington  lobbyists  and  takes  wonderful 
whacks  at  Congress  and  Hollywood.  Rarely  has 
the  comically  hypocritical  side  of  human  nature 


Thank  You 

,  FOR 
MOKINC 


been  so  amusingly  exposed.  Cynics  will  say  the 
book  hits  on  too  many  truths  to  be  true  fiction. 
Excerpt:  Agglomerated  Tobacco  was  moving 
into  the  former  Eastern  Bloc  in  a  biff  way,  intro- 
ducing a  brand  whose  name  translated  as 
'Throat-Scraper. "  Tloe  Eastern  Euros,  who'd  been 
brought  up  on  cigarettes  that  tasted  like  burning 
nuclear  waste,  were  old-fashioned  about  their 
smokes:  They  demanded  more,  not  less,  tar.  To 
them,  lung  cancer  was  proof  of  quality.  ■■ 
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From  the  Managers  of  America's  First  International  Fund 


m  buying  Scudder's 
\obal  experience!' 

elder  has  been  helping  people  like  you  hnd  investment  oppor- 
ities  abroad  for  over  40  years  —  since  we  started  America's 
t  international  fund  in  1953.  So  if  you're  looking  to  diversify 
rseas,  Scudder's  expertise  can  help  you  manage  the  risks  in- 
ent  in  foreign  markets,  such  as  currency-exchange  and  share- 
:e  fluctuation.  For  help  choosing  a  Scudder  pure  no-load*™ 
^rnational  fund,  call  today 

800-225-2470  7196 


America's  1st  International  Fund! 

International  Fund  offers 
you  long-term  growth  poten- 
tial from  a  diversified  portfo- 
lio of  foreign  stocks. 

Momrngstar  *  *  *  */*+ 

Global  Fund  offers  long- 
term  growth  potential  from 
U.S.  and  foreign  companies 
that  seem  likely  to  capitalize 
on  worldwide  growth  trends. 

#1  Fund!**^ 

Latin  America  Fund  seeks 
aggressive  long-term  growth 
by  investing  primarily  in 
Latin  American  companies. 
Involves  emerging-market 
risk.**** 

Morningstar  *  *  *  *  */*+ 

International  Bond  Fund 

seeks  income,  plus  capital 
appreciation  as  a  secondary 
goal,  from  foreign  bonds. 
Yield  fluctuates. 

New  Fund! 

Emerging  Markets 
Income  Fund  seeks  high 
current  income,  and  long- 
term  capital  appreciation 
as  a  secondary  goal,  from 
emerging-market  bonds. 
Involves  emerging-market 
risk.  Yield  fluctuates.*** 


SCUDDER 

STEVENS  &  CLARK,  INC. 

Celebrating  75  years 
of  serving  investors 


ningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  1/31/1994,  and  are  subject  to  change  every  month.  The  ratings  are  calculated 
the  Fund's  3-,  5-,  and  10-year  average  annual  returns  and  a  risk  factor  that  reflects  Fund  performance  relative  to  3-month  T-bill  monthly  returns.  10%  of 
inds  in  an  asset  class  receive  5  stars  and  22.5%  receive  4  stars.  *  Tipper  Analytical  Services,  Inc.,  an  independent  fund-ranking  service,  ranked  the  Fund's 
return  #1  out  of  6  Latin  Amenca  funds  for  the  year  ended  3/31/94.  Tast  performance  does  not  guarantee  future  results.  tA  2%  redemption  fee  is  payable 
:  Fund  for  shares  held  less  than  one  year.  This  fee  may  be  modified.  ***Not  intended  as  a  complete  investment  program.  Contact  Scudder  Investor 
~xs,  Inc.,  Distributor,  for  a  free  Fund  prospectus  with  more  complete  information  on  management  fees  and  other  expenses.  Read  it  carefully  before  you 
'.  or  send  money. 


©1994  Financial  Security  Assurance 


The  four  top  names  that  are  your  guaranty 


>le-A  financial  strength  in  the  bond  market. 


Other  Comments 


General  Public  Pundits 

Lai  el,}  n  SEEMS  that  every  time  1  take 
a  taxi,  the  radio  is  tuned  to  a  call-in 
show,  with  ordinary  people  from  all 
walks  of  Life  proclaiming  their  views 
on  health  care,  taxes,  foreign  poli- 
cy— you  name  it.  Sometimes  they 
strike  me  as  intelligent  and  reason- 
able; other  times,  as  simple-minded, 
or  worse.  I  do  not  dispute  their  right 
to  their  opinions.  But  almost  invari- 
ably I  resent  their  editorializing  be- 
cause, whether  what  they're  saying 
makes  sense  to  me  or  not,  one  thing 
is  clear:  They  know  no  more  about 
the  subject  at  hand  than  I  do. 
-Holly  Bruba<  h, 
New  York  Times  Magazine 

Up,  Up  and  Away 

Central  banks  affect  interest  rates  on 
loans  of  money.  If  they  peg  various 
interest  rates  above  the  rate  of  profit 
on  capital,  investment  and  real  eco- 
nomic growth  will  be  depressed.  But 
what  happens  to  inflation  depends  on 
the  supply  of  money  relative  to  de- 
mand. The  unstated  objective  of  cen- 
tral bank  manipulation  of  interest 
rates — to  stimulate  or  deter  invest- 
ment and  real  growth — is  not  reliably 
linked  to  stability  of  the  purchasing 
power  of  money.  Galloping  inflation 
is  compatible  with  contracting  real 
economic  activity,  in  Russia  for  ex- 
ample, just  as  rapid  economic  growth 
is  consistent  with  virtually  perfect 
price  stability  and  low  interest  rates, 
as  Japan  showed  in  the  early  1980s. 

The  Fed  is  raising  the  overnight 
interest  rate  on  bank  reserves.  But  if  it 
continues  to  make  hea\y  purchases  of 


Treasury  bills,  thus  pumping  up  bank 
reserves,  future  inflation  will  be  high- 
er, not  lower — even  if  real  economic 
activity  is  deterred  by  higher  real  in- 
terest rates,  and  even  if  the  Fed  even- 
tually pushes  the  economy  into  reces- 
sion, reviving  talk  of  stagflation. 
-Meyer  Burstein  and 
Alan  Reynolds,  Wall  Street  Journal 

A  man  has  no  business  to  marry 
a  woman  who  can't  make  him 
miserable.  It  means  she  can't 
make  him  happy. 

-G.  B.  Shaw,  quoted  in  Dreams 
and  Schemes:  Love  and  Marriage  in 
Modem  Times,  by  Abigail  Heyman 

Roll  Call  Models 

Nick  thanked  Chairman  Finisterre 
for  the  opportunity  to  present  his 
views  before  such  a  distinguished 
committee  of  senators:  over  two 
thousand  bounced  checks  between 
them,  a  seducer  of  underage  Senate 
pages,  three  DUIs,  one  income-tax 
evader,  a  wife  beater,  and  a  case  of 
plagiarism,  from,  of  all  sources,  a  cam- 
paign speech  of  Benito  Mussolini. 
-Christopher  Buckley, 
Thank  Ton  for  Smoking 

Taking  It  All 

The  Fifth  Amendment,  known  for  its 
protection  against  self-incrimination, 
contains  the  "Takings  Clause," 
which  protects  private  property. 

[Today]  the  Takings  Clause  has 
been  anchored  in  a  constitutional 
backwater.  While  courts  have  been 


clear  that  when  a  government  wants 
to  cut  a  highway  through  your  neigh- 
borhood, it  must  pay  for  the  property 
taken,  they  have  not  been  nearly  as 
clear  about  providing  just  compensa- 
tion for  a  new  form  of  taking:  the 
"regulatory  taking."  [fit's  unconsti- 
tutional for  government  to  confis- 
cate, say,  half  your  farm  to  expand 
the  superhighway  without  compen- 
sating you,  how  can  it  be  constitu- 
tional for  government  regulators  to 
deprive  your  land  of  half  its  value 
without  providing  compensation? 

The  "Private  Property  Rights  Act  of 
1993,"  introduced  in  the  Senate  by 
Bob  Dole,  myself  and  others  is  a  first 
step  toward  legislatively  defining  a 
taking  as  any  government  action  that 
substantially  and  significantly  dimin- 
ishes the  value  of  property.  If  compen- 
sation isn't  forthcoming,  what's  oc- 
curred is  nothing  less  than  robbery. 
And  when  the  government  turns  rob- 
ber, it's  not  just  property  owners  who 
are  in  trouble.  All  of  us  are  at  risk. 
-Senator  Phil  Gramm  (R-Tex.), 
Washington  Times 

Father  Knows  Best 

Look  at  television,  Father  had 
said — Dad  is  shown  as  a  dummy  who 
stumbles  around  and  breaks  things 
and  gets  into  trouble,  usually  to  be 
rescued  by  a  small  child  or  a  pet. 
Children  watch  hours  of  this  junk 
every  week.  Their  fathers  allow  them 
to  watch  it  because  fathers  want  to  be 
pals,  not  meanies.  But  children  can 
find  other  children  to  be  pals.  Chil- 
dren need  fathers  to  be  fathers. 
-Garrison  Keillor, 
Lake  Wobegon  Days 

Eating  for  Release 

A  convicted  spy  has  been  released 
frorh  prison  early  because  he  has  got- 
ten fat  and  feels  depressed.  Richard 
Miller,  a  Soviet  agent,  was  released  by 
a  Los  Angeles  judge  after  serving  9 
years  of  a  20-year  sentence.  He  thus 
becomes  not  only  the  first  FBI  man  to 
be  convicted  of  spying,  but  also  the 
first  man  to  eat  his  way  out  of  prison. 
-National  Review  Wttk 
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Some  Of 
The  World's  Most 
Important  Meetings 

Don't  OpenWith 
A  Handshake. 


You  cross  time  zones  and  territories,  boundaries 
and  borderlines,  oceans,  countries  and  continents. 
And  you  do  it  all  in  the  name  of  business.  Of  course, 
with  a  flight  taking  off  every  17  seconds  of  every  day 
to  over  300  cities  in  34  countries,  Delta  Air  Lines 
can  fly  you  to  the  farthest  corners  of  the  business 
world.  But  when  the  job  is  done,  we  can  also  bring 
you  back  to  a  place  where  the  really  important  meet- 
ings happen.  To  a  place  where  facts  and  figures  are 
replaced  with  hugs  and  laughter.  Join  us  on  your  next 
business  trip.  We  think  you'll  love  the  way  we  fly. 


ADELTAAIR  LINES 

—  You'll  Love  The  Way  We  Fly^- 


Based  on  cities  served  by  Delta  and  Delta  Connection*  Delta  Connection  flights  operate  with  Delta  flight  numbers  3000-5999  and  7000-7999.  ©  1994  Delta  Air  Lines.  In 


We've  Addressed  Their  Concerns. 


©1994  Lexus.  A  Division  Of  Toyota  Motor  Sales,  U.S.A..  Inc.  Lexus  reminds  you  to  n  ear  seal  belts  and  obey  all 


Close?  Close?! 

Of  course,  to  the  engineers  at  Lexus,  that  sounded  like  a  challenge.  So  they  went  back  with  the  formidable  task 
of  making  the  1995  Coupe  even  more  awe-inspiring  than  its  predecessor.  Re-examining  everything  from  styling  to 
performance  for  a  way  to  improve  a  car  many  felt  didn't  need  improvement.  Over  20  refinements  later,  we  are  pleased 
to  introduce  the  new  1995  Lexus  Coupe. 

Last  year,  Car  and  Driver  magazine  said,  "It  is  difficult  to  imagine  making  the  SC  400  better."  We  wonder 


what  they'll  say  this  year.  For  the  dealer  nearest  you,  call  800-USA-LEXUS. 


alrr  nearest  \<,:i.  rail  80()-872:r>398.  Motor  Trend,  February  '93  issue.  Car  and  Driver.  November  '92  issue. 


EACH 
CHAPTER 

OF  A  GREAT  WORK 

MIGHT  TELL 

ITS  OWN  TALEf 

BUT  ITS  TRUE 
GREATNESS 

LIES  IN 

its  TOTALITY. 

THE  WHOLE  IS  greater  than  the  sum  of  its  parts.  This  is  a  maxim  by  which  Putnam 
Investments  defines  itself.  And  it  is  why  we  have  developed  expertise  in  managing 
assets  totaling  over  $90  billion  for  both  mutual  fund  and  institutional  clients  across  a 
comprehensive  range  of  asset  categories:  equities  and  fixed  income,  global  and  domestic, 
fundamental  and  quantitative,  aggressive  and  conservative.  In  fact,  we  have  structured 
ourselves  to  encourage  open  sharing  of  expertise  among  all  of  our  140  investment  pro- 
fessionals. Because  in  a  world  where  everything  can  affect  anything,  our  ability  to  do 
each  thing  well  enhances  our  ability  to  do  all  things  better.  No  matter  how  well  the 
individual  chapters  may  read,  the  full  volume  tells  the  whole  story. 

A  TIME  -  HONORED  TRADITION   IN  MONEY  MANAGEMENT 

PUTNAM 

INVESTMENTS 


BOSTON- LONDON-TOKYO 


Commentary 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Chairman 


LANDS  OF  OPPORTUNITY 


What  strikes  a  Westerner  most  about  Bahrain  and  the 
United  Arab  Emirates  (U.A.E.)  is  the  contrast  between 
the  countries'  extreme  age  and  their  complete  modernity. 
Recently  Kip  Forbes  and  I  visited  these  vital  Mideast 
countries,  and  we  saw  how  their  enormous  wealth  from 
natural  resources  has  been  used  to  benefit  the  people  and 
build  a  secure  future. 

■  Bahrain.  Archeological  explorations  reveal  that  this 
small  archipelagic  country  has  been  a  hub  of  trade  and 
commerce  in  the  Gulf,  extending  its  reach  east  to  India 
and  China,  for  50  centuries.  Bahrain  has  all  the  internal 
advantages  common  to  the  moderate 
Gulf  states:  a  mature  legal  system;  a 
highly  trained  work  force;  a  modern, 
well -developed  infrastructure;  and  a 
stable  government  that  is  friendly  to 
private  enterprise  and  allows  inves- 
tors to  earn  and  take  home  profits. 

The  U.S.  enjoys  a  close  relationship 
with  Bahrain  and  maintains  major 
naval  facilities  there.  The  emir,  Sheikh 
Isa  bin  Salman  Al  Khalifa,  is  a  true 
friend  to  the  U.S.,  and  his  government 
has  always  warmly  received  American 
officials,  tourists  and  investors.  Bahrain  offers  substan- 
tial incentives  to  American  investors,  such  as  development 
financing,  low  power  charges  and  labor  costs,  and  an 
export  credit  facility.  Centered  in  a  regional  market  of  100 
million  people,  Bahrain's  location  is  unmatched,  and  its 
roads,  air-  and  seaports  and  communications  are  first-rate. 

■  The  United  Arab  Emirates.  This  is  a  union  of  seven 
emirates  at  the  southern  end  of  the  Persian  Gulf,  brought 
together  as  an  independent  state  following  the  U.K.'s 
withdrawal  from  the  Gulf  in  1971 .  The  U.A.E.  has  served 
as  a  diplomatic  bridge  between  the  Gulf  Cooperation 
Council — to  which  it,  Saudi  Arabia,  Kuwait,  Bahrain, 
Oman  and  Qatar  belong — and  other  countries  in  the  area. 

As  in  Saudi  Arabia,  the  U.A.E. 's  economy  has  tradition- 
ally been  based  on  oil  and  gas,  but  they  now  account  for  only 
about  a  third  of  GDP.  We  visited  the  two  largest  emirates, 
Dubai  and  Abu  Dhabi,  and  were  struck  by  their  extraordi- 
nary, rapid  development  as  well  as  by  their  rulers'  foresight, 
which  is  promoting  the  expansion  of  the  nonoil  economy. 

Dubai,  having  only  enough  oil  reserves  to  last  for 
another  30  years  or  so,  has  developed  a  major  free-trade 


Jebel  Ali:  Looking  to  a  diversified  future 


zone,  the  port  of  Jebel  Ali.  Its  matchless  facilities  have 
persuaded  more  than  500  companies  to  establish  bases 
there.  More  than  2 1  million  tons  of  cargo  bound  for  other 
Gulf  ports,  Japan,  the  U.S.,  Europe  and  many  other 
countries  pass  in  and  out  of  this  small  emirate  each  year. 

Abu  Dhabi,  which  has  more  than  1 00  years  ofoil  reserves, 
is  also  developing  other  aspects  of  its  economy.  It  has  been 
most  successful  in  attracting  both  light  and  heavy  industry. 

The  Emirates  are  friendly  to  the  West,  particularly 
America.  However,  throughout  the  Middle  East  we  en- 
countered worry  about  the  future  strength  and  reliability 
of  the  U.S.  as  a  security  partner.  Gov- 
ernment officials  and  leading  busi- 
nessmen are  not  happy  with  what 
they  have  been  seeing  in  the  U.S. 
during  the  last  two  years. 

The  U.A.E.  is  noted  for  its  open 
economy  and  liberal  trade  policies. 
There  are  virtually  no  restrictions  on 
imports  and  no  foreign  exchange 
controls,  and  there  is  an  average  tariff 
of  only  1%.  Imports  and  exports 
combined  totaled  more  than  the 
U.A.E. 's  GDP  in  1990.  Nonpetro- 
leum  exports  are  increasing  steadily  as  the  government 
encourages  diversification  to  lessen  dependence  on  oil. 

There  is  no  personal  taxation,  and  most  businesses  are 
not  taxed.  Both  the  federal  and  local  governments  in  the 
Emirates  spend  large  amounts  of  money  on  schools  to 
maintain  a  trained  and  educated  work  force,  with  primary, 
secondary  and  university  schooling  provided  free  of  charge. 

It  is  difficult  to  overemphasize  the  remarkable  develop- 
ment of  the  Emirates.  Less  than  40  years  ago  the  region 
was  virtually  nomadic,  except  for  the  small  economy 
based  on  pearl  fisheries — all  but  eliminated  by  the  Japa- 
nese cultured  pearl  industry.  Another  sign  of  growing 
maturity  is  the  Emirates  Center  for  Strategic  Studies  and 
Research,  a  Western-style  think  tank  that  is  doing  valu- 
able work  on  the  security  problems  of  the  region,  as  well 
as  on  some  of  the  world's  major  foreign  policy  issues. 

Americans  unfamiliar  with  business  opportunities  in  the 
Gulf  region,  especially  in  the  Emirates  and  Bahrain,  should 
learn  more  about  the  extraordinary  success  many  American 
and  foreign  companies  now  enjoy  under  a  climate  singular- 
ly hospitable  to  profitable  investment.  WM 
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FGIC  understands  we  have  to  con- 
( i 1 1 1 ia 1 1  \  earn  your  business,  il  we  want 
vour  business.  \\  liich  means  finding 
ways  to  get  to  yes  each  and  every  day. 
\\  hile  adhering  to  our  rigorous  under- 
writing criteria.  One  measure  of  our 
success  is  that  in  jusi  ten  \  ears  we  ve 
found  ways  to  gel  to  yes  on  7,500  bond 
issues,  valued  at  almost  S  1 -1-0  billion  - 
making  us  one  of  the  leading  bond 
insurers  in  America. 


At  FGIC  no  deal  is  unimportant.  Xo 
deal  is  too  complex.  Or  too  simple.  So 
when  you  need  fast  turnaround,  and  the 
willingness  to  work  until  the  deal  works, 
you  11  find  FGIC  offers  an  unsurpassed 
commitment  to  help  you. 

And  you  can  also  depend  on 
Aaa/AAA/AAA  bond  ratings,  FGK  I's 
premiere  financial  strength  and  owner- 
ship by  financial  sendees  giant  GE 
Capital.  Together  they  give  investors 
complete  confidence  in  FGIC -insured 
bonds. 

What  does  all  this  mean  for  you?  It 
means  if  there  is  a  way  to  sav  yes.  we'll 
find  it. 

Substantial  promise:'  ( lertainly.  \\  e 
hope  you'll  call  us  on  it  at  212-312-3000. 


i  (  ;k  : 

A  GE  Capital  Company 

Our  Business  Is  Helping  You. 


WHAT  S  AHEAD  FOR  BUSINESS 

EDITED  BY  HOWARD  BANKS 

Zero-sum  thinldng  on  GATT 


In  1992  net 
cash  earnings 
for  U.S.  farm- 
ing peaked 
in  excess 
of  $95,000  a 
year  per  real 
farm,  defined 
as  those  mak- 
ing at  least 
$40,000  a  year 
from  farming. 


Now  THAT  117  countries,  including  the 
U.S.,  have  signed  the  Uruguay  Round  of  the 
General  Agreement  on  Tariffs  &  Trade,  the 
White  House  has  to  sell  the  treaty  to  Congress. 
As  things  stand,  before  Congress  can  approve 
the  GATT  deal,  it  must  raise  at  least  $14  billion  in 
new  taxes — all  of  it,  presumably,  on  busi- 
ness— to  replace  the  revenues  that  will  suppos- 
edly be  lost  through  gatt's  tariff  cuts. 

That's  tough  in  an  election  year.  It's  also 
totally  unnecessary.  The  idea  that  the  U.S.  Trea- 
sury will  lose  $14  billion  as  tariffs  come  down 
is  a  classic  case  of  static  analysis  and  zero-sum 
thinking.  The  Administration's  own  more  dy- 
namic  analysis  shows  that  GATT  will  generate  at 
least  $100  billion  a  year  in  extra  economic 


They're  doing  better 
down  on  the  farm 

Net  cash  income  and  subsidies  ($billions) 


Net  cash  income 


Support  and  subsidy 


'Estimate. 

Sources:  Agricultural  Outlook,  April  1994;  USDA; 
Budget  of  U.S.  Government;  Historical  tables,  FY  1995 


activity,  and  raise  four  times  as  many  new  tax 
dollars  as  lower  tariffs  cost. 

Instead  of  caving  in  to  another  tax  hike, 
business  will  be  better  off  betting  on  a  third 
trade  policy  U-turn  by  the  Administration — 
the  first  two  being  the  separation  of  most  fa- 
vored nation  trade  status  and  human  rights  for 
China,  and  ending  the  bashing  of  Japan  over 
numerical  trade  targets. 

Rather  than  see  GATT  put  on  hold  until 
1995,  the  White  House  could  well  push  for  a 
budget  waiver,  thus  setting  a  valuable  prece- 
dent. If  the  White  House  uses  dynamic  revenue 
projections  to  support  ga  it,  pro-growth 
forces  in  Congress  will  demand  that  the  White 
House  stop  using  static  projections  to  oppose 
a  capital  gains  tax  rate  cut.  Practically  every  study 
shows  that  cutting  capital  gains  tax  rates  has 
the  same  effect  as  cutting  trade  tariffs:  expanded 
economic  activity  and  more  tax  revenues. 

GATT  must  navigate  other  congressional 
rocks.  At  the  treaty  signing  in  Morocco,  Vice 
President  Al  Gore  said  that  the  Administration 
plans  to  use  the  new  World  Trade  Organization 
(created  to  police  gatt)  to  push  intervention- 
ist social  policies.  These  include  labor  standards, 
environmental  issues  and  unspecified  policies 
aimed  at  slowing  what  Gore  sees  as  too  rapid 
urbanization  around  the  world. 

As  with  Nafta,  passing  gatt  will  require  Re- 
publican support.  In  return  for  their  votes,  the 
Republicans,  led  by  their  House  whip,  Newt 
Gingrich,  will  try  to  add  legislation  that  will  re- 
strict this  spread  of  industrial  policy. 


GATT  will  be  good  to  fanners 


One  measure  of  gatt  support  Clinton  can 
depend  on  is  the  farm  vote.  "Farmers  probably 
have  the  most  to  lose  if  gatt  does  not  pass," 
says  agriculture  expert  Daniel  Sumner  of  the 
University  of  California  at  Davis.  The  U.S.  is 
by  far  the  most  efficient  farming  country,  with 
more  prime  cropland  per  capita  than  any 
country  other  than  Argentina,  even  after  idling 
over  200  million  acres  since  1970. 

Last  year  U.S.  farm  exports  totaled  $42.6 
billion,  six  times  greater  than  in  1970,  but  still 
lower  than  their  1981  peak.  The  main  reason 
for  this  has  been  the  growth  in  exports  from 
Europe's  heavily  subsidized  farmers.  "Using 
1992  numbers,  every  $100  of  Europe's  farm 
exports  carried  an  average  $25  subsidy,  versus 
$1  for  the  U.S.,"  Richard  E.  Rominger,  deputy 
secretary  of  agriculture,  tells  Forbes. 

Under  the  new  GATT  agreement,  the  gap 
won't  disappear,  but  it  will  narrow.  Other  parts 
of  gatt  open  farm  markets,  too.  For  instance, 


the  U.S.  will  import  at  least  3%  of  its  peanuts  (up 
from  next  to  nothing  now).  But  so  will  Japan 
import  at  least  some  rice  and  citrus,  Korea  some 
almonds,  and  so  on  with  other  countries. 

Farmers  know  that  their  political  clout  is 
declining.  The  U.S.,  for  example,  is  down  to 
around  600,000  "real"  farms,  defined  as 
those  that  make  at  least  $40,000  a  year.  Increas- 
ingly, they  have  to  make  their  livings  with 
much  less  in  the  way  of  government  handouts. 
One  outcome  will  be  expanded  farm  exports, 
where  the  prospects  are  good. 

Where  is  that?  A  Hudson  Institute  study 
notes  that  today  Asians  eat  on  average  just  1 1 
grams  of  high-quality  protein  a  day.  Compare 
this  with  52  grams  for  the  Japanese  and  72  grams 
for  Americans.  As  die  Asian  countries'  standards 
of  living  rise,  says  die  study,  diey,  too,  will  eat  more 
dairy,  meat,  fruit  and  vegetable  products.  Witii 
ga  it  in  place,  the  likelihood  is  that  an  increasing 
share  of  it  will  be  American  grown.  H 
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THE  FORBES  INDEX 

BY  ROBERT  ROSEHSTEIH 


The  Forbes  index  (196.  i  ooj 
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The  Federal  Reserve's  125-basis-point  hike  in  short-term 
rates  since  February  has  driven  up  the  cost  of  borrowing, 
but  it  will  take  a  tew  months  before  the  impact  on  the 
economy  is  known.  One  leading  indicator  to  watch  is  new 
orders  for  durable  goods.  Purchases  of  big  ticket  items  like 
aircraft,  auto.s  and  appliances  rose  a  paltry  0.1%  in  April; 
this  is  before  adjustment  for  inflation.  David  Wyss,  an 
economist  at  DRl/McCiraw-Hill  in  Lexington,  Mass.,  is 
expecting  a  1%  increase  in  new  orders  in  May,  but  he  is 
less  optimistic  about  the  months  ahead. 


Other  key  rates 

Source 

Status 

Prime  rate 

Chase  Manhattan  Bank 

7.25% 

Auto  sales  year  to  date  vs  1993' 

Ward's  Automotive 

14.8% 

Index  of  leading  indicators  Mar  vs  Feb 

Dept  of  Commerce 

0.7% 

Trade  balance  12  months  ended  Mar  1994' 

Dept  of  Commerce 

$85  bil 

All-commodity  producer  price  index  Apr  vs  Mar3 

Dept  of  Labor 

0.1% 

GDP  1st  quarter  vs  4th — annualized  growth 

Dept  of  Commerce 

3.0% 

M2  (3-month  change)— annualized  growth' 

Federal  Reserve 

1.9% 

1  U.S. -based  manufacturers,  excludes  imports,  as  of  4/30/94  ?Total  goods  and  services  'Wholesale  goods 
'  Includes  M 1  (public  currency  and  checking  deposits)  plus  savings  accounts  and  money  market  funds 


Index  components 


Services    •  Total  index 


Inventories     •   New  orders 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  8  equally  weighted  elements:  The  cost  of 
services  relative  to  all  consumer  prices,  the  level  of  new 
orders  for  durable  goods  compared  with  manufacturers' 
inventories,  total  industrial  production,  new  housing 
starts,  personal  income,  new  claims  for  unemployment 
compensation,  total  retail  sales,  total  consumer 
installment  credit. 

To  measure  these  8  elements,  Forbfs  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  in  these  charts. 
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Consumer  price  indexes  (1982-84  average=100) 
all  urban  consumers,  unadjusted  (Dept  of  Labor) 


270 


210 


Manufacturers'  new  orders  and  inventories 

(Sbillions),  seasonally  adjusted  (Dept  of  Commerce) 


117 


114 


111 


Mill 


Industrial  production  index  (1987=100), 
seasonally  adjusted  (Federal  Reseive) 


140 


115 


New  housing  starts  (thousands)  privately  owned, 
unadjusted  (Dept  of  Commerce) 


3300 


3100 


2900 


2700 


Personal  income  (Sbillions)  wage  and  salary 
disbursements,  seasonally  adiusted  (Dept  of  Commerce) 


400 


370 


340 


190 


310 


New  unemployment  claims  average  for  month 
(thousands),  seasonally  adjusted  (Dep!  of  Labor) 


Retail  sales  (Sbillions!. 

seasonally  adiusted  (Dept  of  Commerce) 


820 


795 


770 


745 


Consumer  installment  credit  (Sbillions)  total, 
seasonally  adiusted  (Federal  Reserve) 


MAMJJASONDJFMA 


MAMJ    JASONDJ  FMA 


MAMJ    JASONDJ  FMA 
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He's  not  going  to  tell  you  what  he  wants  for  Father's  Day.  So  we  will, 


Introducing  the  10  Most  Wanted  Father's  Day  Gifts. 

At  Radio  Shack,  we'll  give  you  easy  answers  for  what  to  give  Dad — with  our  10  most  wanted  gifts  for  Father's  Day.  At  prices  from  24.99 
to  1 19.99.  Need  an  easy  way  to  get  the  gift  to  him?  With  our  new  Radio  Shack  Gift  Express  service,  we'll  box  your  gift,  enclose  a  person- 
alized card  and  ship  it  anywhere  in  the  Continental  U.S.  via  Federal  Express  Delivery  Service™*.  We'll  even  include  the  address  of  a 
Radio  Shack  near  your  Dad  for  helpful  advice  or  convenient  exchange.  'Delivery  by  Father's  Day  if  purchased  by  June  14. 


Radio  /haek 

Gift  ^Express™ 

You've  got  questions.  We've  got  answers.' 


"Now  That  You've  Downsized,  We'll 
Help  You  Build  From  Here." 


Your  company  has  joined  the  ranks  of  the  formerly  fat.  You  are 
now  lean,  and  ready  to  take  new,  growth-promoting  initiatives. 

To  enhance  stockholder  value  you  want  to  modernize  and 
become  even  more  productive,  or  expand  by  acquisition. 


Ask  Chemical  to  help  you  finance  your  new  initiatives. 
We  can  arrange  bank  financing  through  Chemical  Bank  or  access  tl 
public  or  private  debt  markets  through  Chemical  Securities  Inc. 

Our  strategy  is  client-driven  and  designed  to  create  financial 


^Chemical 


©  1994  Chemical  Banking  Corporation 
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lutions  that  fit  your  needs  exactly. 

To  help  you  seize  fast-breaking  opportunities,  Chemical  is  pre- 
red  to  meet  aggressive  timetables  and  quickly  bring  even  the  most 
mplex  financings  to  a  seamless  close. 


Call  Chemical.  We  can  work  with  you  as  banker,  advisor,  and 
trading  and  investment  partner,  anywhere  in  the  world. 

We'll  help  you  construct  a  company  with  the  power  to  compete 
and  win.  In  the  process  we'll  build  a  relationship  that  benefits  us  both. 


Expect  more  from  us. 51 


Chemical  Bank  and  Chemical  Securities  Inc.  are  separate  subsidiaries  ot  Chemical  Banking  Corporation.  Chemical  Securities  Inc  -Member  NASD/SIPC 


Ford  Motor  is  going  further  than  any  company  has  ever  gone  in  an  effort 
to  remake  itself  into  a  global  organization.  Earlier  setbacks  in  producing 
world  cars  have  only  increased  its  determination  to  succeed. 

One  world,  one  Ford 


By  Jerry  Flint 


A  FEW  WEEKS  AGO  Ford  Motor  Co. 
announced  a  breathtaking  reorgani- 
zation: The  automaker  is  going  glob- 
al. Isn't  everyone?  In  theory,  yes,  but 
few  major  companies  are  integrating 
across  borders  and  across  oceans  as 
thoroughly  as  the  Dearborn,  Mich, 
giant  is  in  the  process  of  doing. 

Under  the  so-called  Ford  2000 
plan,  Ford's  U.S.  and  European  oper- 
ations will  be  formally  merged  by  Jan. 
1  into  one  superorganization.  Ford's 
Asian  and  Latin  American  operations 


will  be  brought  into  the  global  fold, 
but  more  slowly. 

The  idea  is  to  create  and  use  the 
same  systems  and  processes  around 
the  world  to  design  products  that  can 
be  built  and  sold  in  different  places 
with  only  modest  local  variations.  It 
will  try  to  make  cars  more  like,  say, 
cigarettes:  Whether  made  in  Russia  or 
the  Netherlands  or  Richmond,  Va.,  a 
Marlboro  is  made  pretty  much  the 
same  out  of  the  same  materials.  One 
world,  one  set  of  product  lines. 


For  example,  Ford's  European  op- 
erations will  be  responsible  for  creat- 
ing front-wheel-drive  cars  smaller 
than  Ford's  familiar  Taurus.  This  be- 
cause Europe  is  chiefly  a  smaller-car 
market,  but  the  same  platform  and  the 
same  manufacturing  and  design  pro- 
cesses will  be  used  to  build  small  cars 
for  the  U.S.  market.  Similarly,  four 
U.S.  vehicle  project  centers  will  be 
responsible  for  designing  bigger  cars 
and  trucks.  These,  too,  may  be  mar- 
keted worldwide,  and  maybe  even 


Ford  Motor's 
Alex  Trotman  and 
his  world  car 
Going  global 
sounds  good  but 
has  never  quite 
worked  for  Ford. 
Instead  of  giving 
up,  Trotman  is 
trying  harder. 
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built  worldwide,  but  with  common 
manufacturing  systems  and  almost 
identical  basic  platforms. 

Ford  Chairman  Alex  Trotman  says 
going  global  will  mean  easier  adop- 
tion of  the  best  methods  wherever 
Ford  finds  them.  The  company  envi- 
sions huge  cost  savings  from  engi- 
neering a  product  only  once.  The 
savings,  in  turn,  could  help  Ford  fi- 
nance the  billions  of  dollars  needed  in 
the  near  future  for  new  products  and 
new  plants  in  China,  India  and  South- 
east Asia — areas  where  Ford  now  has 
next  to  no  presence.  Retired  chairman 
Philip  Caldwell,  who  led  Ford 
through  its  darkest  days  a  decade  ago, 
argues  that  unless  it  can  realize  bigger 
and  more  dependable  profits,  the 
company  will  not  be  able  to  generate 
the  capital  it  will  need  to  expand  into 
the  exploding  markets  of  China  and 
India.  Says  Caldwell:  "Fifty  percent 
to  60%  of  the  world's  population  is 
not  being  served  by  the  Ford  Motor 
Co.  If  we  go  about  as  we  have  in  die 
past,  the  economics  won't  leave  much 
left  over  for  pursuit  of  these  new 
market  opportunities." 

It's  not  surprising  that  Ford  should 
push  a  global  strategy  further  and 
faster  than  its  rivals.  After  all,  Henry 
Ford  was  one  of  the  first  U.S.  industri- 
alists to  push  overseas,  and  the  com- 
pany has  always  pursued  a  fair  degree 
of  cross-border  integration.  Ford  has 
tried  to  build  world  cars  before,  but 
with  plenty  of  headaches. 

The  Ford  Mondeo  illustrates  the 
problems  involved  in  this  seemingly 
simple  strategy.  The  Mondeo  was  in- 
troduced last  year  in  Europe;  its  U.S. 
counterparts,  the  Ford  Contour  and 
Mercury  Mystique,  won't  go  on  sale 
here  until  this  fall,  18  months  after 
European  introduction.  The  small 
Ford  Escort  was  intended  to  be  a 
world  small  car — intended  for  the 
middle  market  in  Europe  and  for  the 
small  car  market  in  the  U.S.  It  ended 
up  as  two  quite  different  vehicles — 
and  Ford  people  have  always  com- 
plained that  the  American  Escort 
loses  money. 

But  instead  of  backing  away  from 
this  elusive  goal,  Ford  is  redoubling 
its  efforts  to  achieve  it.  In  doing  so,  it 
could  be  bucking  a  trend.  Says  one  of 
Detroit's  best-known  auto  execu- 
tives: "Throughout  the  world, 
whether  it  be  in  politics  or  in  industry, 


we  are  witnessing  a  trend  toward 
smaller  and  more  regional  decision 
making  units.  Economies  of  scale, 
even  in  magazine  publishing,  can  now 
be  achieved  with  smaller  and  smaller 
unit  sales  and  production,  permitting 
sharply  focused  products  created 
quickly  for  narrow  but  potentially 
profitable  segments." 

One  danger  in  the  new  strategy  is 
that  the  cost  in  time  and  money  of 
pulling  together  so  many  resources 
will  swamp  potential  savings.  "We  are 
dealing  with  different  cultures,  differ- 


Ford's  Ed  Hagenlocker 

"You  can  pull  very  different 

vehicles  off  the  same  platform." 


ent  manufacturing  processes,  differ- 
ent government  regulations,  five 
hours  difference  in  time,"  opines  an- 
other Detroit  veteran  who  knows  the 
Ford  Motor  Co.  inside  out.  "How  do 
you  run  operations  from  that  philo- 
sophical and  physical  distance?" 

Nissan's  chief  American  designer, 
Gerald  Hirshberg,  who  is  credited 
with  the  successful  Altima  model,  sees 
that  problem,  too.  "As  economic  bar- 
riers drop,  cultural  barriers  rise,"  says 
Hirshberg.  "Look,  Italians  are  not 
going  to  give  up  their  incredible  heri- 
tage of  auto  design.  Germans  are  not 
going  to  back  off.  Think  about  [to- 
day's] world  cars:  the  vw  Beetle,  the 
Mercedes,  the  Volvo.  None  of  these 
were  designed  to  be  world  cars.  Each 


reeked  of  the  culture  of  the  country 
they  originated  in." 

Lee  Iacocca,  who  was  once  presi- 
dent of  Ford,  has  his  doubts,  too. 
"Can  one  product  group  make  deci- 
sions for  both  continents?  I  don't 
think  it  can  be  done,"  says  Iacocca, 
flatly.  He  recalls  Ford's  first  modern 
global  car  project,  code  named  Cardi- 
nal. It  was  ordered  into  production  in 
the  U.S.  and  Europe  by  Robert  Mc- 
Namara,  then  Ford  president,  but  the 
attempt  to  make  it  a  car  for  all  markets 
made  it  boring.  When  McNamara  left 
Ford  to  become  Secretary  of  Defense, 
Iacocca  helped  kill  the  Cardinal  in  the 
U.S.  and  built  the  Mustang  instead. 

Iacocca:  "I  keep  reading  about  the 
global  economy  and  changing  com- 
munications, but  you  still  see  differ- 
ent desires  in  England  than  the  U.S." 

General  Motors  is  watching  Ford's 
global  strategy  with  detachment.  "At 
some  point  you  get  bigger  than  what 
you  can  manage,"  says  one  of  gm's 
highest-ranking  executives.  "I  think 
that  at  the  strategic  level  you  could 
get  the  two  organizations  together, 
but  when  you  get  to  implementation, 
clearly  smaller  size  is  better." 

GM  started  on  the  bigger-is- better 
organizational  path  and  then  turned 
back.  In  1984  it  grouped  its  various 
American  vehicle  operations  into  two 
units —  CPC,  for  Chevrolet- Pontiac- 
Canada;  boc,  for  Buick-Oldsmobile- 
Cadillac.  cpc  was  by  far  the  larger  of 
the  two,  but  the  smaller  boc  ran  rings 
around  it.  A  GM  executive  says  this:  "If 
you  get  too  big  and  too  integrated 
and  too  matrixed,  people  just  can't 
get  the  job  done." 

Well,  maybe,  but  Ford  thinks  it  is 
on  the  right  track.  Ed  Hagenlocker, 
president  of  the  unified  Ford  auto 
operations,  replies  that  Ford  2000  is 
not  a  one-car-fits-all  idea.  He  says  it 
looks  like  centralization  but  really  in- 
volves decentralizing.  It  will  produce 
fewer  basic  car  platforms,  agrees  Ha- 
genlocker, but  "you  can  pull  very 
different  vehicles  off  the  same  plat- 
form." A  small  world  car  designed  by 
Ford  Europe  would  have  the  same 
engine,  transmission  and  other  major 
components  around  the  world,  but 
have  styling  tailored  to  local  tastes. 

"It's  a  risk,  sure,"  says  former  Ford 
chairman  Philip  Caldwell.  "But  doing 
nothing  is  a  risk,  too.  I  think  it  [Ford 
2000]  is  a  risk  worth  taking."  WM 
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Esther  Renteria  may  have  figured  a  way 

to  reap  profit  from  affirmative  action  guidelines. 

Quota  queen 


By  Damon  Darlin 


Rainbow 
Broadcasting 
President 
Esther  Renteria 
An  activist 
with  an  eye  on 
one  of  Rupert 
Murdoch's  big 
TV  assets. 


As  head  of  the  Los  Angeles-based 
National  Hispanic  Media  Coalition, 
Esther  Renteria  argues  that  radio  and 
television  stations  must  hire  more 
Hispanic-Americans.  Hand  it  to  Ren- 
teria. She  sure  knows  how  to  try 
turning  the  quota — er,  affirmative  ac- 
tion— rules  to  her  personal  benefit. 

Arguing  Rupert  Murdoch  hasn't 
hired  enough  Hispanics,  Renteria 
wants  the  Federal  Communications 
Commission  to  take  Los  Angeles' 
KTTV-TV  license  away  from  his  Fox 
Television  network.  Renteria  even 
knows  who  should  get  the  station: 
Rainbow  Broadcasting  Inc.,  a  compa- 
ny of  which  she  is  president  and  an 
influential  shareholder,  kttv  is  worth 
at  least  $400  million. 

Undeterred  by  the  obvious  conflict 
of  interest  implication,  Renteria  is 
pulling  out  all  the  stops.  A  former 
television  personality  and  public  rela- 
tions person,  she  demanded  and  got 
an  investigation  by  the  U.S.  Civil 
Rights  Commission  into  hiring  prac- 
tices at  Los  Angeles-area  television 
and  radio  stations.  Renteria,  55,  has 
charged  Los  Angeles  stations  owned 
by  Walt  Disney  Co.,  CBS,  Ceneral 
Electric  Co.'s  NBC  and  even  the  liberal 
Public  Broadcasting  Service  with  dis- 


crimination against  Hispanics.  Cur- 
rently in  the  coalition's  hopper  are 
petitions  to  deny  licenses  to  stations 
in  New  York,  Philadelphia,  Miami, 
Arizona  and  Texas. 

Renteria  is  using  a  Jimmy  Carter- 
era  guideline.  It  says  stations  must  aim 
for  minority  representation  at  all  lex  - 
els  of  their  payrolls  equal  to  at  least 
half  that  minority's  percentage  in  the 
local  population.  So  in  Los  Angeles, 
where  the  Hispanic  work  force  is  34%, 
a  station's  staff  quota  should  be  at 
least  17%  Hispanic.  Thanks  to  this 
decree,  Renteria  can  challenge  a  li- 
cense whenever  she  can  find  a  station 
that  hasn't  met  its  quota — easy  to  do 
in  a  place  like  Los  Angeles,  where 
massive  immigration  from  Mexico 
and  Central  America  will  make  His- 
panics a  majority  before  2010.  To 
achieve  the  required  quotas  many  sta- 
tions would  have  to  virtually  stop 
hiring  non-Hispanics. 

Capital  Cities/ABC  didn't  wait  for 
an  fcc:  ruling.  When  Renteria  threat- 
ened the  company's  big  Los  Angeles 
station,  kabc,  with  a  petition  to  deny 
its  license  last  year  on  quota  grounds, 
ABC  management  signed  a  sweeping 
agreement  to  go  beyond  FCC  rules 
and  fill  25%  of  staff  and  management 


jobs  with  Hispanics,  hire  a  Hispanic 
affirmative  action  director  and  broad- 
cast a  weekly  Hispanic  public  affairs 
program. 

In  their  six-year-old  battle  to  w  rest 
KTTV-TV  from  Murdoch's  Fox  Televi- 
sion, Renteria  and  her  Rainbow 
Broadcasting  group  have  high  hopes 
for  the  Clinton  Administration.  Their 
first  attempt  to  seize  the  license  w  as 
rejected  by  a  Bush  Administration 
K  (  in  1992.  But  Rainbow  Broadcast- 
ing appealed,  and  the  federal  appeals 
court  in  Washington  is  likely  to  hand 
the  case  back  to  the  FC<  ,  w  hich  now 
has  a  majority  of  Clinton  appointees. 

While  hoping  for  good  things  from 
friends  in  Washington,  Renteria  keeps 
the  pressure  on.  The  National  His- 
panic Media  Coalition  and  other 
groups  are  attacking  Murdoch's  own- 
ership of  Fox's  WNYW-TV  station  in 
New  York  City,  on  the  grounds  that 
he  ow  ns  a  newspaper,  the  New  York 
Post,  in  the  same  market. 

Rainbow  Broadcasting,  the  compa- 
ny that  hopes  to  seize  Fox's  Los  Ange- 
les license,  was  formed  in  1988  by 
Renteria  and  14  other  Hispanic- 
Americans.  The  company  has  a  $10 
million  line  of  bank  credit,  total  inves- 
tors' net  worth  of  $18  million,  and 
has  already  spent  more  than 
$500,000  in  legal  fees  to  try  to  win 
the  station.  Renteria  owns  about  15% 
of  the  company. 

There  are  other  ties  between  Ren- 
teria's  National  Hispanic  Media  Co- 
alition and  her  Rainbow  group.  Ar- 
mando Duron,  a  lawyer  for  the  coali- 
tion, admits  that  some  of  the  people 
who  work  for  the  coalition  are  also 
involved  in  Rainbow,  including  his 
wife.  Washington  lawyer  Robert  Lew- 
is Thompson  represents  both  the  co- 
alition and  Rainbow  before  the  FCC.| 
With  an  apparently  straight  face,, 
Thompson  denies  there  is  any  conflict 
involved  in  the  dual  representation. 

Another  influential  Rainbow  share- 
holder: Evelyn  Fierro,  who  is  a  special 
assistant  with  the  Federal  Highway 
Administration. 

Does  Renteria  see  any  conflict  of] 
interest  between  her  role  as  a  quota 
advocate  and  her  personal  stake  in 
grabbing  the  broadcasting  licenses? 
No,  she  doesn't,  claiming:  "Rain- 
bow has  only  one  purpose  and  one 
purpose  only — to  obtain  the  license 
of  KTTV."  ■ 
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Indianapolis  Mayor  Stephen  Goldsmith  may  not  be 
reinventing  government,  but  he  sure  is  making  it  more 
efficient— and  mayors  from  New  York  to  Los  Angeles 
are  soliciting  his  advice. 

We  got  real 
efficient 
real  quick" 


By  William  M.  Stern 

"The  cost  of  government,"  charges 
Stephen  Goldsmith,  "is  simply  too 
high." 

That's  a  familiar  enough  refrain  in 
these  days  of  rising  taxes  and  deterio- 
rating public  services,  but  as  mayor  of 
Indianapolis  since  January  1992, 
Goldsmith  is  actually  doing  some- 
thing about  it.  When  Goldsmith,  now 
47,  was  elected,  Indianapolis  was  run 
like  most  other  big  American  cities: 
for  the  benefit  of  its  bureaucracy  and 


unionized  city  workers,  who  enjoyed 
monopolies  over  the  services  they 
provided.  "We  didn't  give  a  hoot 
what  anything  cost,"  recalls  Isaac 
Sanders,  a  city  crew  leader  responsible 
for  street  repair. 

Since  his  election,  Goldsmith  has 
put  dozens  of  city  services — street 
repair,  trash  collection,  park  mowing 
and  so  on — out  for  competitive  bid- 
ding. City  workers  and  their  supervi- 
sors can  bid,  but  thev  receive  no 


special  treatment. 

As  a  result,  this  growing  city  of 
812,000  has  been  shedding  ugly 
waste  and  inefficiency.  Example:  As  a 
city  manager  with  a  monopoly  on 
street  repairs  three  years  ago,  Isaac 
Sanders  would  use  5  trucks  and  12 
unionized  city  workers  to  perform  the 
same  work  he  now  can  do  with  2 
vehicles  and  8  workers. 

"We  got  real  efficient  real  quick," 
says  Sanders,  explaining  that  if  his 
crew  loses  many  jobs  he  bids  on,  pink 
slips  are  sure  to  follow.  In  his  depart- 
ment, half  the  36  supervisors  and 
upper  management  staffers  have  been 
fired.  No  loss.  "Heck,"  says  Sanders, 
"most  of  what  they  did  was  push 
paper." 

Goldsmith  shut  down  Indianap- 
olis' city-run  tree  nursery  when  he 
learned  that  the  city  grew  trees  at 
twice  the  cost  of  the  private  sector. 
Tree  savings  last  year:  $75,000.  He 
bid  out  the  city's  printing  operations, 
saving  2  cents  a  copy — hardly  small 
change  when  considering  the  30-mil- 
lion-plus  copies  made  last  year  by  city 
government. 

As  in  running  a  business,  so  in 
running  a  city:  Many  little  savings  add 
up  to  significant  overall  cost  reduc- 
tion. Since  taking  office,  Goldsmith 
has  cut  Indianapolis'  municipal  pay- 
roll by  over  800  employees  (to  3,900 ) 


Mayor  Stephen 
Goldsmith,  center, 
in  Indianapolis' 
911  emergency 
communications 
center 
More  cops 
on  the  street; 
fewer  supervi- 
sors to  push 
paper  around. 
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Indianapolis 


Eat  your  hearts  out,  Philip  Morris  and  General  Mills, 
CPC  International  is  the  most  international 
of  the  U.S.  food  companies. 

Have 

distribution, 
will  travel 


and  reduced  the  city's  budget  by 
1.7%,  to  $473  million  this  year.  Yet 
services  have,  if  anything,  improved. 
The  operating  savings  have  paid  for 
100  more  cops  and  contributed  to- 
ward a  $530  million  fund  to  rebuild 
the  city's  infrastructure.  Since  Gold- 
smith took  office,  40  firms  have  relo- 
cated to  Indianapolis;  unemployment 
in  the  area  has  dropped  from  5.9% 
to  4.8%. 

A  Republican  who  has  his  eye  on 
Indiana's  governor's  race  in  1996, 
Goldsmith  is  hardly  antigovernment. 
He's  pro-competition.  "I  guarantee 
you,"  says  Goldsmith,  "that  if  we 
only  had  one  McDonald's  in  town, 
even  with  the  best  restaurant  manag- 
ers in  charge,  over  time  the  price  of 
the  hamburger  would  go  up  while  the 
quality  deteriorated." 

A  private  monopoly  performs 
about  as  badly  as  a  public  sector  mo- 
nopoly, Goldsmith  adds,  while  public 
sector  workers  often  work  very  effi- 
ciently if  they  compete  against  private 
sector  workers. 

Indianapolis'  municipal  union 
leaders  aren't  quite  sure  what  to  make 
of  the  city's  new  boss.  "Goldsmith 
has  eliminated  a  lot  of  middle-man- 
agement fat,  which  makes  my  guys 
more  competitive,"  says  Stephan 
Fantauzzo,  executive  director  of  Indi- 
ana Council  62  of  the  American  Fed- 
eration of  State,  County  &  Municipal 
Employees.  "He's  stopped  asking  city 
employees  to  check  their  brains  at  the 
door.  That's  fine  by  me." 

Under  Goldsmith's  regime,  no 
union  employees  have  been  laid  off. 
Indeed,  the  biggest  losers  so  far  seem 
to  be  Indianapolis'  old-line  Republi- 
can operators,  who  used  to  control 
the  patronage  system  Goldsmith  is 
unraveling. 

If  you're  wishing  Goldsmith  could 
have  a  similar  impact  on  your  local 
government,  here's  some  bright 
news:  He  very  well  might.  More  than 
80  local  politicians  and  policymakers 
from  around  the  country,  including 
New  York's  new  mayor,  Rudolph 
Giuliani,  and  Los  Angeles'  recently 
elected  mayor,  Richard  Riordan,  have 
visited  with  Goldsmith  looking  for 
new  ideas. 

"Rudy  got  together  with  Gold- 
smith three  times,"  says  a  senior  Giu- 
liani adviser.  "He  really  liked  what  he 
heard."  JMt 
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By  Amy  Feldman 

Since  Charles  R.  Shoemate  took  over 
as  CPC  International  Inc.'s  president 
in  October  1988,  the  food  processor 
has  bought  nearly  50  companies, 
from  Uruguay  to  Ireland.  It  may  look 
to  an  outsider  as  if  Shoemate  is  seek- 
ing growth  for  growth's  sake,  but  the 
fact  is  that  there  is  a  clear  strategy 
behind  all  this  activity. 

All  told,  the  $6.7  billion  (1993 
sales)  food  processor  has  spent  close 
to  $1  billion  on  acquisitions.  It  now 
owns  Pfanni  potatoes  in  Germany, 
Telma  soups  in  Israel,  Vitamilho  ali- 
mentary cereals  in  Brazil,  JB  sauces  in 
Chile.  Almost  none  of  these  is  well 
known  in  the  U.S.,  but  each  is  a 
strong  brand  on  its  home  turf.  And 
each  fits  neatly  with  crc's  existing 
businesses.  Already  very  strong  in 
soups  (Knorr),  mayonnaise  and  salad 
dressings  (Hellmann's  and  Best 
Foods),  peanut  butter  (Skippy)  and 
corn  starches  (Argo  and  Maizena), 
CPC  has  used  the  acquisition  program 
to  extend  these  strengths  into  new 
geographic  territories. 

Of  course,  CPC  could  have  tried 
grabbing  market  share  in  Israel  for 
Knorr,  for  example,  instead  of  buying 
a  local  brand  first.  But  that's  not 
Shoemate's  strategy. 

"We  want  to  have  our  core  busi- 
nesses everywhere  in  the  world," 
Shoemate  says.  "But  you  won't  hear 
anyone  here  talking  about  charging 
fortified  hills.  .  .  .  The  success  ratio  of 
new  products  is  not  very  high,  and  it 
has  often  been  easier  to  buy  an  estab- 


lished brand  and  pay  the  extra  finan- 
cial premium." 

CPC's  goal  is  marketing  synergy. 
Once  it  penetrates  a  market  by  acquir- 
ing a  local  product,  it  can  leverage  the  I 
purchase  in  two  ways:  by  using  the  new  I 
product's  distribution  system  to  intro- 
duce CPC  products  from  abroad,  and 
by  adding  acquired  brands  to  its  distri- 
bution system  in  other  countries. 

Once  principally  a  domestic  corn 
refiner — the  initials  were  taken  from 
Corn  Products  Co. — CPC,  based  in 
Englewood  Cliffs,  N.J.,  has  metamor- 
phosed itself  into  an  international  mar- 
keter of  branded  food  products.  Corn 
products,  including  high-fructose 
corn  syrup  sweeteners  for  soft  drinks, 
are  just  16%  of  its  business  now. 

Nearly  two-thirds  of  sales  and  prof- 
its come  from  outside  the  U.S.  While 
Americans'  current  obsession  with 
fats  has  hurt  the  sales  of  mayonnaise 
and  peanut  butter  in  the  U.S.,  there 
are  no  such  inhibitions  abroad. 

Reinforcing  the  CPC  strategy  is  a 
close  attention  to  national  taste  differ- 
ences and  to  market  segmentation. 
Thus  Hellmann's  mayonnaise  be- 
comes more  lemony  in  Brazil  and 
more  vinegary  in  Britain.  For  Ameri- 
cans it  is  usually  packed  in  glass  jars, 
but  many  Latin  Americans  prefer  bags 
(called  doy  packs).  There  are 
microwavable  Knorr  meals  for 
wealthier,  time-constrained  profes- 
sionals, and  basic  Knorr  seasonings 
for  subsistence  farmers  making  a  first 
foray  to  the  corner  grocery. 
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Soups  are  a  cpc  specialty.  World- 
wide, CPC  sells  more  than  $2  billion 
worth  of  various  Knorr  dried  soup 
products,  ranging  from  black  bean  to 
borscht.  "Knorr  is  a  fabulous  business 
because  it  can  readily  cross  national 
boundaries, "  says  Les  Pugh,  a  food 
analyst  at  Salomon  Brothers.  The  pro- 
cess for  making  a  torn  yam  bouillon 
;;ube  in  Thailand  is  exactly  the  same  as 
ror  making  a  traditional  chicken 
bouillon  cube. 

cpc  is  pinning  big  hopes  on  the 
Lowly  potato.  Pfanni,  a  German  com- 
pany that  sells  $220  million  worth  of 
packaged  mashed  potatoes,  dump- 
ings and  hash  browns,  joined  the  CPC 
told  last  year.  Shoemate  argues  that 
rfanni  is  similar  to  Knorr  in  its  poten- 
tial for  adapting  products  to  national 
lastes.  In  most  cultures  people  eat 
potatoes  in  some  form,  cpc  is  increas- 
ing distribution  of  Pfanni  products  in 
pther  European  countries.  It  expects 


CPC  International's  Charles  Shoemate 
"We  want  to  have 
our  core  businesses 
everywhere  in  the  world." 


to  expand  its  potato  product  business 
further  in  Asia  and  Latin  America. 
Potatoes,  too,  lend  themselves  to 
market  segmentation.  For  the  sophis- 
ticated there  are  Pfanni's  microwav- 
able  potato  gratin;  for  ordinary  folks, 
Pfanni's  potato  flakes. 

There's  more  to  CPC's  drive  abroad 
than  a  desire  for  growth.  Shoemate 
sees  geographical  diversity  as  a  kind  of 
balance  wheel.  Take  Brazil,  an  allur- 
ing market  but  one  given  to  scary 
swings.  "When  Brazilian  inflation  is 
up,  you're  lagging,  but  when  it  turns, 
as  it  always  does,  it's  like  skiing  down- 
hill," says  Gordon  Granger,  cpc's 
Latin  American  head.  "It  gives  you 
what's  known  as  the  Brazilian  ulcer, 
but  nothing  comes  back  like  Brazil." 


One  year,  profitable  operations  in  the 
Philippines  offset  problems  in  Argen- 
tina; another  year,  phenomenal 
growth  in  Latin  America  counters 
recession  in  Western  Europe,  cpc's 
rapidly  growing  Latin  American  busi- 
ness already  counts  for  17%  of  CPC's 
sales,  or  SI. 2  billion,  and  21%  of 
operating  profits,  or  $182  million. 

In  1990,  before  German  reunifica- 
tion, cpc  bought  into  a  company  in 
East  Germany.  Within  two  years  it 
had  acquired  companies  in  Hungary, 
Poland  and  the  Czech  Republic.  In 
each  instance  those  companies  were 
in  businesses  CPC  knew  intimately — 
soups  in  Hungary  and  Poland,  and 
mayonnaise  in  the  Czech  Republic. 
Eastern  European  operations  already 
account  for  nearly  $100  million  in 
sales  and  give  cpc  a  springboard  from 
which  to  export  to  Russia,  which  it 
began  doing  last  year. 

Paying  for  all  this  growth  isn't 
much  of  a  problem,  since  much  of  it 
is  self-financing.  CPC  has  about  $200 
million  a  year  in  free  cash  flow.  "The 
feeling  was  that  since  we  have  good, 
strong  cash  flow  we  ought  to  be  able 
to  layer  an  incremental  amount  of 
growth  on  top  of  our  natural  growth 
with  a  focused  acquisitions  pro- 
gram," says  Shoemate. 

"We're  not  any  smarter  or  more 
aggressive  than  we  were  before,"  con- 
tinues Shoemate,  who  took  over  as 
chief  executive  and  chairman  in  1990. 
"But  we  are  in  an  era  now  with  these 
opening  economies  where  there's  a 
once-in-a-lifetime  opportunity  to  in- 
troduce our  brands  and  our  products 
in  these  countries." 

Well,  the  proof  of  the  pudding  is  in 
the  earnings.  How's  the  pudding? 
Pretty  darned  good.  Despite  a  weak 
European  economy  and  flooding  in 
the  Midwest  (where  cpc's  largest 
corn  refining  plant  operates),  last 
year's  profits  (before  mandated  ac- 
counting changes)  were  up  6%,  to 
$455  million,  on  a  2%  increase  in 
sales,  to  $6.7  billion. 

Salomon  's  Pugh  figures  CPC's  earn- 
ings will  rise  10%  this  year,  to  $489 
million,  on  a  3%  sales  increase,  to  $7 
billion.  That  compares  with  expected 
industry  rates  of  around  5%  in  earn- 
ings and  sales  this  year.  Says  Pugh: 
"They're  [cpc]  a  conservative  com- 
pany, but  their  conservatism  hasn't 
stopped  them  from  building."  H 
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How  a  big  publishing  company  cashed  in  on  a  program 
intended  to  benefit  so-called  minorities.  Just  one  more 
incident  in  the  continuing  folly  of  affirmative  action. 

Social 
engineering 


By  Howard  Rudnitsky 

Donaldson,  Luekin  &  Jenrette's 
leveraged  buyout  fund  cashed  in  big 
last  month  when  it  agreed  to  sell  four 
TV  stations  to  Ronald  Perelman's 
New  World  Communications,  dlj 
owned  the  stations  for  less  than  a  year. 
Selling  price,  $717  million.  The  DLJ 
fund  and  a  few  other  investors  stand 
to  reap  a  fat  $350  million  in  profit  on  a 
$50  million  equity  investment. 

Faces  were  a  bit  red  at  Times  Mirror 
Corp.,  which  sold  the  stations  to  dlj 
so  cheaply.  But  Times  Mirror  fared 
better  than  the  bare  prices  indicated. 
The  publishing  company  got  itself  a 
nice  tax  break  in  the  sale.  Why?  Be- 
cause a  minority  tax  certifi- 
cate was  involved. 

A  what?  Sixteen  years  ago 
Congress  decided  that  so- 
called  minorities  ought  to 
own  more  broadcast  sta- 
tions. Voila!  Section  1071 
of  the  tax  code  now  pro- 
vides for  a  deferral  of  capital 
gains  taxes  for  a  seller  of 
media  properties  if  he  sells 
to  an  ethnic  minority  inves- 
tor. The  conditions:  that 
the  ethnic  minority  inves- 
tor have  majority  equity 
ownership  or  voting  con- 
trol, and  that  he  hold  the 
property  for  at  least  a  year. 
Who  qualifies  as  an  ethnic 
minority?  Anyone  who 
claims  he's  a  Hispanic,  a 
black,  an  Asian  or  an  Amer- 
ican Indian  is  entitled  to  the 
benefit  unless  challenged. 
If  challenged,  he  has  to 
show  that  at  least  one  par- 
ent is  a  member  of  a  minor- 
ity group. 


There  have  been  hundreds  of  tax 
certificate  deals  since  the  program 
went  into  effect,  providing  non- 
minority  investors  and  corporations 
like  Times  Mirror  with  at  least  $700 
million  in  tax  benefits. 

With  that  kind  of  money  involved, 
"minority"  ownership  of  broadcast 
properties  must  have  soared,  right? 
Wrong.  Minority  ownership  of  radio, 
TV  and  cable  has  increased  by  less  than 
two  percentage  points — it's  now 
close  to  3% — since  the  program's  in- 
ception (Forbes,  May  15,  1989). 

Take  a  close  look  at  the  DLj/Argyle 
deal  for  clues  as  to  why  social  engi- 


neering rarely  does  what  it  sets  out  to 
do.  The  Dl  j  group  completed  buying 
the  four  stations  in  January  1994  from 
Times  Mirror.  They  granted  the  pub- 
lisher warrants,  and  paid  $322  mil- 
lion, but  the  common  stock  portion 
of  the  deal  was  only  $300,000.  Who 
was  the  highly  leveraged  investor? 
Ibrahim  Morales,  a  naturalized  Cu- 
ban refugee  and  thus  a  Hispanic.  He 
put  up  $153,000— $123,000  of  that 
reportedly  borrowed — giving  him 
51%  of  the  stock.  So,  on  a  margin  of 
about  10,000-to-l,  he  was  the  lucky 
man  in  control.  And  Times  Mirror 
not  only  sold  out  at  a  profit  but  reaped 
a  tax  benefit  valued  at  well 
over  $50  million. 

As  part  of  the  deal,  Di.fs 
partners  and  a  group  head- 
ed by  Bob  Marbut,  former 
president  of  Harte- Hanks 
Communications,  put  up 
$49.7  million  for  convert- 
ible preferred  stock.  When 
they  convert  that  into  com- 
mon next  year,  they  wiilf 
own  about  96%  of  the  com- 
mon equity  and  Ibrahim 
will  not  control  much  of 
anything. 

Having  served  his  pur 
pose,  Sr.  Morales  can  step 
aside — or,  if  the  new  own 
ers  agree,  he  can  stay  on.  Ini 
either  case,  he  will  have  at 
least  $2  million  in  cash) 
from  the  sale  of  his  equity 
The  sum  total  of  the  deal 
would  seem  to  be  that  it 
cost  the  U.S.  Treasury  $50 
million  to  put  $2  million 
into  Ibrahim  Morales'  bank 
account.  I 
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We  want  to  clear  the  air.  By  eliminating  asbestos.  And 
CFCs.  By  building  one  of  the  world's  finest  luxury  sedans  in  a 
state-of-the-art,  environmentally  sound  factory.  The  new 
Mazda  Millenia  even  offers  (admittedly  for  a  bit  more)  an 
incredible  engine  that  increases  power  while  decreasing 
pollution  and  fuel  consumption.* 

For  more  immediate  gratification,  the  Millenia  offers  a 
complete  host  of  luxury  amenities,  plus  our  36-month/50,000- 
mile  warranty  and  24-hour  Emergency  Roadside  Assistance.** 

For  a  free  brochure,  call  1-800-639-1000.  And  starting  at 
just  $26,000,  even  the  price 


will  be  a  breath  of  fresh  air. 
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The  scions  of  two  venerable  Midwest  families 
hope  to  take  the  Weyco  shoe  company  private 
at  a  fire-sale  price.  The  opposition  is  lining  up. 

Waiting  for  the 


other  shoe  to  drop 


By  Marcia  Berss 


For  shareholders  of  Milw  aukee's 
Weyco  Group,  the  offer  at  first  looks 
like  a  case  of  take  the  money  and  run. 
Weyco  insiders  want  to  buy  out  the 
minority  public  stockholders  who 
control  43%  of  the  votes  of  the  men's 
shoe  manufacturer  for  $50  million, 
$34  a  share.  That's  1 5  times  last  year's 
earnings  for  an  outfit  that  typically 
trades  at  an  earnings  multiple  of  10. 
For  years  the  thinly  traded  stock  has 
lagged  other  shoemakers  and  most 
small-capitalization  stocks.  Weyco's 
sales,  $122  million  last  year,  are  18% 
below  their  1990  level. 

Look  closer,  however,  and  that 
$34-a-share  offer  would  be  a  bargain 
for  the  buyers.  True,  Weyco  has  had 
its  problems.  The  company  is  primari- 
ly a  shoe  manufacturer  and  importer 
(its  brands  are  Nunn  Bush  and 
Weyenberg)  but  also  has  retail  opera- 
tions. Last  year  May  Department 
Stores,  which  had  leased  shoe  depart- 
ments in  its  stores  to  Weyco,  termi- 
nated the  arrangement.  That 
chopped  15%  from  Weyco's  sales, 


10%  from  earnings. 

But  Weyco  is  recovering  nicely.  In 
the  first  quarter  operating  earnings 
were  up  12%,  and  operating  margins 
improved  to  6.1%  from  5.5%  in  first- 
quarter  1993. 

Why  the  gain?  Fashion  is  moving  in 
Weyco's  favor.  For  years  the  story  in 
footwear  was  athletic  shoes.  But  now 
men  are  moving  from  wearing  dress 
shoes  at  work  and  athletic  shoes  at 
night  to  wearing  casual  shoes  all  day. 
In  the  last  two  years  sales  of  casual 
shoes  were  up  1 0%,  athletic  shoes  only 
2%.  Reflecting  the  trend,  the  stock  of 
casual  shoe  maker  Wolverine  World 
Wide  (brand  name:  Hush  Puppies) 
has  doubled  in  the  past  17  months. 
Weyco,  too,  produces  casual  as  w  ell  as 
dress  shoes. 

Another  boost:  Weyco  shoes  sell  at 
medium  and  lower  price  points;  these 
segments  have  been  doing  much  bet- 
ter than  high-priced  shoes. 

Financially,  Weyco  is  rock  solid.  It 
is  debt-free  and  has  nearly  $27  mil- 
lion, over  $12  a  share,  in  cash.  Its 


pensions  are  overfunded  by  another 
$4  million;  inventories  are  underval- 
ued by  around  $20  million.  Add  it  all 
up,  and  Weyco  is  probably  worth  at 
least  $43  a  share,  over  25%  more  than 
the  insiders  are  offering.  It  could  be 
worth  much  more. 

Who  are  these  insiders?  Their  lead- 
er is  Weyco  Chairman  Thomas  Flor- 
sheim,  63.  His  grandfather  founded 
Chicago's  Florsheim  shoes,  now  part 
of  Interco  and  the  U.S.'  leading 
men's  shoe  maker.  Tom  Florsheim 
once  worked  for  Interco,  but  for  30 
years  he's  been  at  Weyco,  the  last  26  as 
chief  executive.  Two  sons  also  work 
with  him. 

The  other  members  of  the  group 
are  Weyco  President  Robert  Feitler 
and  Frederick  Stratton  Jr.,  chairman 
of  the  big  Milwaukee  enginemaker 
Briggs  &  Stratton,  founded  by  Strat- 
ton's  grandfather. 

Between  them,  Florsheim  and 
Feitler  control  57%  of  Weyco's  votes; 
with  Stratton  they  have  three  of  the 
five  board  seats.  But  Wisconsin  law 
requires  that  they  get  a  majority  of  the 
minority  shareholders'  votes.  If  the 
insiders'  offer  is  rejected,  they've  de- 
clared they  won't  sell  Weyco  to  a  third 
party.  In  other  words:  vote  for  our 
offer,  or  sit  with  an  illiquid  stock. 

Still,  the  Florsheim-Feitler-Strat- 
ton  group  faces  some  tough  opposi- 
tion. Charles  Royce  of  the  well-re- 
garded Pennsylvania  Mutual  Fund, 
Weyco's  second-biggest  outside 
shareholder,  with  9%,  is  opposing  the 
offer.  So  is  Alan  Kahn,  of  money 
management  firm  Kahn  Brothers,  an-| 
other  minority  holder.  And  there  are) 
rumblings  in  Milwaukee  that  one  on 
the  two  Weyco  directors  not  involved 
in  the  buyout — either  Leonard  Gold- 
stein, the  former  chairman  of  Philip 
Morris'  Miller  Brewing  Co.,  or  Frank 
Norris,  president  of  Associated  Bank 
Milwaukee — thinks  the  Florsheim 
group's  offer  is  too  low.  (Weyco'sl 
biggest  outside  holder,  Milwaukee 
mutual  fund  manager  Nicholas  Co  J 
with  11.3%,  isn't  talking.) 

Asked  about  the  opposition  to  his 
offer,  Florsheim  will  say  only,  "Any 
time  one  of  these  deals  happens, 
someone  tries  to  sue  you."  A  meeting| 
between  the  Florsheim  group  and 
opponents  Royce  and  Kahn  is  set  fot 
August.  Don't  be  surprised  if  Flor 
sheim  ups  his  offer.  ■ 
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® "I  know  what  time  is,"  said  Augustine  of 
Hippo,  (5th  century  philosopher).  "But  if 
someone  asks  me,  I  cannot  tell  them." 

The  meanings  of  time  boggle  the  mind. 
Personal  and  global.  Abstract  and  concrete. 
A  picosecond  and  eternity.  A  lifetime. 

The  precipices  of  Monument  Valley  are 
said  to  be  "time  worn."  And  yet  any  earthy 
geological  era  is  but  a  blink  in  the  time 
frame  of  the  universe. 


As  a  species  we  are  obsessed  by  marking 
and  measuring  time. 

It  is  why  Stonehenge  was  built;  it  is  what 
consumes  the  brain  of  our  most  brilliant 
astrophysicist.  (And  should  he  prove  that  in 
the  black  holes  of  space,  time  travels  back- 
wards... what  then?) 

Time  is  our  most  precious  commodity. 
Perhaps  this  is  why  the  making  of  a  fine 
watch  is  said  to  be  a  "time-honored"  craft. 


Concord  Steeplechase™ 
B  and  bracelet  are  sculpted 
im  solid  stainless  steel  and 
18K  gold.  Swiss  quartz. 
Water  resistant  to  99  ft. 
Invitingly  priced. 


Available  at 

IMAN  MARCUS 


CONCORD 


Watchmakers  Since  1908 

SWISS 


Oiear  their  greeting,  "SAVE  THE  SEA,  SAVE  IttE  SEA ".  <Jor  the  cored  and  the  dolphin,  SAVE  T9dE  SEA ". 


The  SWV'L  <&{<E  STJA  Watch 

Colorful  flags  of  the  international  maritime  steel  or  steel  with  goldplated  accents,  in  three 

code  spell  out  "save  the  sea"  on  the  painted  sizes.  From  $450  to  $895. 

enamel  dial.  With  each  timepiece  sold,  Memotime  Watch 

Designed  by  Corum  for  its  Memotime  Company  will  make  a  contribution  to  Save  The 

Division,  the  Save  the  Sea  Watch  is  100%  Swiss  Sea,  an  international  organization  dedicated  to 

made.  Water-resistant  to  50  meters.  All  stainless  safeguarding  our  marine  environment. 


TOURNEAU 

New  York  •  Palm  Beach  •  Bal  Harbour  •  Costa  Mesa  1  -800-348-3332 


On  the  eve  of  Ameritech  Chairman  Bill  Weiss' 
retirement,  several  seasoned  executives  jostled 
to  succeed  him.  But  did  the  Bell  company  need 
someone  steeped  in  Bell  traditions?  Or  someone 
wiliing  to  challenge  them? 

A  meeting  at 
the  Breakers 


By  Gary  Samuels 


In  February  1992  William  Weiss 
convened  an  unprecedented  three- 
day  meeting  of  Ameritech  Corp.'s  30 
top  executives  at  the  Breakers  Hotel 
in  Palm  Beach.  Weiss'  goal:  to  identify 
his  successor  at  the  big  Bell  operating 
company  that  serves  12  million  cus- 
tomers in  Illiniois,  Indiana,  Michigan, 
Ohio  and  Wisconsin. 

Time  was  of  the  essence.  Only  27 
months  remained  before  Weiss 
turned  65,  Ameritech's  mandatory 
retirement  age.  But  Weiss  was  con- 
vinced that  none  of  the  obvious  can- 
didates, the  seven  veteran  members  of 
the  company's  management  commit- 
tee, had  what  was  required  to  lead 
Ameritech  into  the  telecommunica- 
tions battles  that  lay  ahead.  Weiss 
wanted  to  hand  the  reins  to  a  wartime 
general  and  hoped  to  find  him  at  the 
Breakers. 


Weiss,  retired 
Ameritech  chairman 
"If  we  didn't  do 
something,  we 
were  going  to 
lose  substantial 
business  over 
time,  probably  our 
most  lucrative 
business." 
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NO  ONE 


FLIES 

ALONE. 


Between  1970  and  1990,  air 
travel  more  than  doubled.  We 
expect  it  to  double  again  by 
2005  and  to  nearly  triple  by 
2010.  One  trip  at  a  time,  mil- 
lions of  travelers  are  turn- 
ing the  world  into  a  single 
neighborhood  rich  in  cultural 
diversity,  business  potential, 
and  individual  opportunity. 
Air  travel  makes  the  world 
smaller,  the  possibilities  larger. 


At  the  meeting  Weiss  told  each  of 
the  30  executives  to  write  a  profile  of 
Ameritech  as  it  should  be  in  1995. 
Then  he  ordered  them  to  read  their 
stories  aloud.  "That  meeting  began 
to  identify  those  who  had  excitement 
about  our  future  and  saw  real  poten- 
tial in  changing  [Ameritech]  to  be 
something  other  than  what  it  had 
traditionally  been,'1  Weiss  recalls. 

At  meeting's  end  Weiss  thanked 
everyone  and  then  stunned  the  gath- 
ering by  publicly  asking  four  relatively 
junior  officers — not  one  a  member  of 
the  august  management  commit- 
tee— to  meet  in  Weiss'  office  in  a  few 
days  to  discuss  how  they  would  tear 
apart  and  rebuild  the  company.  With- 
in a  few  months  most  members  of  the 
management  committee  had  been 
eased  into  early  retirement,  the  first  to 
fall  in  a  brutal  round  of  4,000  man 
agement  job  cuts. 

"We  had  to  create  a  crisis,"  says 
Richard  Brown,  one  of  the  four  junior 
officers  Weiss  tapped  at  the  Breakers; 
he  was  elevated  to  vice  chairman  in 
early  1993.  "The  organization 
couldn't  get  properly  motivated 
thinking  competition  was  four  years 


Current  Chairman  Dick  Notebaert 
"What's  wrong  with 
the  [Bellhead]  picture 
is  that  product  cycle  time 
is  a  nonissue." 


away — they  had  to  think  it's 
tomorrow." 

Last  Apr.  20,  Weiss  officially  hand- 
ed over  power  to  another  of  the  four 
young  executives:  46-year-old  Rich- 
ard Notebaert  (NOTE-a-bart),  who 
had  run  Ameritech's  Indiana  Bell  unit 
and,  before  that,  its  950,000-sub- 
scriber  cellular  business. 

Notebaert  assumes  command  of  a 
$12  billion  ( 1993  revenues)  company 
that  earned  $1.5  billion  ($2.78  a 
share)  last  year — 13%  on  capital.  But 
those  are  largely  monopoly  profits, 
and  phone  companies'  monopolies 
are  beginning  to  crumble.  Businesses 
in  most  cities  now  have  some  choice 
in  local  phone  service.  Within  a  few- 
years  competitive  phone  service  of- 
fered over  optical  fiber,  coaxial  TV 
cable  or  radio  links  will  give  residen- 
tial customers  a  choice,  too. 

8everal  state  regulators  and  the 
Federal  Communications  Commis- 


sion already  have  ordered  the  nation's 
largest  local  phone  companies  to  start 
interconnecting  their  networks  to  all 
comers — cable  TV  operators,  cellular 
providers,  downtown  bypassers  and 
others.  Thus  is  the  de-monopoliza- 
tion of  long  distance  service  won  by 
MCI  in  1978  being  replayed  in  local 
service  markets  today.  Says  Weiss:  "It 
was  very  clear  [in  1992]  that  if  w  e 
didn't  do  something  to  change  our 
approach  to  how  we  focus  on  the 
customer  and  the  marketplace,  we 
were  going  to  lose  substantial  busi- 
ness over  time,  and  that  would  proba- 
bly be  our  most  lucrative  business." 

To  make  Ameritech  better  serve  its 
1  million  business  customers  and  10.8 
million  households,  Weiss,  Notebaert 
and  Brown  tore  up  Ameritech's  old 
organization  chart.  The  old  chart  cen- 
tered on  five  operating  companies 
grouped  by  state — Ameritech's  re- 
gion covers  Illinois,  Indiana,  Michi- 
gan, Ohio  and  Wisconsin.  Instead,, 
the  five  companies  were  consolidated 
and  the  result  was  then  subdivided 
again  into  11  business  units  grouped 
by  customer  category — consumer, 
services  (residential  telephone  ser- 
vice), for  example,  cellular  and  smalt 
business  services.  By  telephone  com- 
pany standards,  reorganizing  Ameri- 
tech by  product  lines  was  radical 
thinking,  and  still  is.  Only  Bell  Atlan- 
tic and  U  S  West  have  so  far  tried 
anything  similar. 

To  run  the  new  business  units. 
Weiss  and  Notebaert  brought  in  mar- 
keting people  with  no  experience  ir 
the  telephone  industry.  For  example 
39-year-old  Jim  Firestone  quit  his  job 
running  the  Travelers  Cheque  Group 
at  American  Express  last  year  anc 
moved  his  family  to  Chicago  to  rur 
Ameritech's  $4  billion  (revenues)  res 
idential  phone  business. 

Outsiders  like  Firestone  quickh 
saw  that  Ameritech  knew  next  tc 
nothing  about  marketing.  It  spen 
lots  of  money  on  advertising,  but  it: 
ads  never  did  much  more  than  sug 
gest  that  people  call  each  other  mor« 
often.  Now  ad  campaigns  are  mon 
targeted.  Example:  A  monthlonj 
promotion  in  March  to  get  customer 
in  Chicago  to  order  second  lines  fo 
their  homes  blasted  an  800  number  in 
TV  and  radio  commercials,  billboard 
and  direct-mail  promotions.  Ameri 
tech  says  that  the  promotion  \va 
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Take  a  glimpse  at  the  future  of  the  investment 
business.  Whe:  <    ]ient  needs  are  always  placed 
first.  Where  non-i  ..J.itional  thinking  is  encour- 
aged and  prized.  Where  over  four  million  investors, 
individual  and  institutional  alike,  can  profit  from  a 
dedication  to  understanding  their  financial  needs  and 
creatively  developing  the  means  to 
help  them  achieve  their  goals. 

The  Pursuit  Of  Client  Value 

Where  relationships  between 
investment  banking,  trading, 
research  and  brokerage  are  forging 
a  remarkable  integration  of  capabil- 
ities. All  in  the  pursuit  of  value  for 
our  clients.  Take  a  glimpse  at  the 
future  of  the  investment  business: 
todays  Smith  Barney. 

Already  the  momentum  generated  by  last  summers 
union  with  Shearson  has  yielded  dramatic  results.  In 
less  than  a  year,  our  assets  under  management  have 
soared  from  $16  billion  to  $77  billion,  and  total  client 
assets  now  exceed  $330  billion. 

Attracting  The  Best  And  The  Brightest 

We  have  long  put  a  premium  on  hinng  and  retain- 
ing the  most  talented  people.  And  today,  our  vision 
continues  to  attract  some  of  the  most  innovative 
financial  minds.  They  include  125  new  Investment 
Banking  specialists  and  almost  300  new  Capital 
Markets  professionals. 


Todays 
Smith 
Barney 


They  join  an  organization  that  marshals  a  research 
force  over  100  analysts  strong.  And  upwards  of 
1 1,000  Financial  Consultants,  200  more  than  when 
we  came  together  less  than  a  year  ago. 

Years  Of  Experience,  Rigorous  Training 

Many  of  our  Financial  Consultants  have  years  of 
experience  as  members  of  our  prede- 
cessor firms.  Many  others  are  graduates 
of  one  of  the  industry's  most  rigorous 
training  programs. 

These  professionals  have  dedicated 
themselves  to  serving  our  clients  based 
upon  our  beliefs  of  integrity  and  hard 
work.  A  commitment  underscored  by 
the  fact  that  more  than  two-thirds  of 
our  30,000  employees  share  a  stake  in 
their  enterprise  through  ownership  of 
stock  in  our  parent  company,  The  Travelers  Inc. 

A  Work  Ethic  That  Raises  The  Bar 

To  our  way  of  thinking,  the  future  of  the  investment 
business  builds  on  the  very  work  ethic  that  has 
brought  Smith  Barney  to  this  exciting  juncture.  It 
means  starting  earlier.  Thinking  smarter.  Acting  faster. 

It  means  raising  the  bar  of  service  expectations  to 
help  our  clients  prosper. 

And  so  a  powerful  idea  is  taking  hold  in  the  finan- 
cial community:  the  belief  that  one  investment  firm 
will  set  the  pace  for  the  future. 

Not  surprisingly,  its  name  is  Smith  Barney. 


Smith  Barney 

We  make  money  the  old-fashioned  way.  We  earn  it.5' 


©1994  Smith  Barney  Inc.  Member  SIPC 


Ameritech 


wildly  successful. 

New  product  development  was 
even  more  plodding  than  marketing. 
When  Jim  Firestone  arrived,  for  ex- 
ample, he  noticed  that  other  phone 
compai  lies — notably  Sprint — were 
offering  a  hot  new  add-on  feature 
called  voice-activated  dialing.  Pick  up 
the  phone,  say  the  name  of  the  person 
you  want  to  dial,  and  the  phone  net- 
work does  the  rest. 

Sprint  charges  $5  a  month  for  its 
voice -activated  dialing  service.  But 
Ameritech  doesn't  offer  it.  When 
Firestone  demanded  to  know  why 
not,  he  was  informed  that  Ameri- 
tech's  old-line  staffers  ("Bellheads" 
as  the  old  guard  is  called  throughout 
the  old  Bell  System)  were  determined 
to  get  the  bugs  out  of  a  gold-plated 
system  that  could  recognize  and  dial 
40  spoken  names  and  numbers  per 
customer,  rather  than  rush  to  market 
with  a  model  that  could  handle  10 
numbers — all  that  most  people  need 
anyway.  "What's  wrong  with  the 
[Bellhead]  picture,"  says  Notebaert, 
"is  that  product  cycle  time  is  a 
nonissue." 


With  Notebaert  on  their  backs  to 
cut  cycle  times  and  give  Firestone's 
sales  force  more  products  to  sell,  the 
Bellheads  will  probably  deliver  a 
voice-activated  dialing  product  be- 
fore year's  end.  Other  new  products 
have  already  been  sped  to  market.  Not 
long  ago,  for  example,  an  Ameritech 
employee  thought  up  a  new  variation 
on  call-waiting  in  which  there's  a 
distinctive  beep  when  the  interrupt- 
ing call  is  long  distance;  the  thinking 
is  that  most  people  would  take  the 
long  distance  call  and  return  the  local 
call  later — and  the  long  distance  call  is 
more  profitable  for  Aneritech.  The 
product  went  from  conception  to 
market  test  in  Indianapolis  in  under 
six  months — record  time  for  a  new 
service — and  could  be  ready  for  wide- 
spread rollout  later  this  year. 

As  technology  and  competition 

Vice  Chairman  Dick  Brown 
Only  U  S  West 
and  Bell  Atlantic 
have  so  far  considered 
reorganizations  as  radical 
as  Ameritech's. 


drive  down  the  cost  of  local  calls,  the 
phone  companies  must  work  over- 
time to  expand  gross  margins  by  re- 
ducing costs  per  revenue  dollar.  In 
March  Aneritech  announced  another 
6,000  jobs  will  be  eliminated  over  the 
next  year  and  a  half,  reducing  the  total 
payroll  to  61 ,000  by  the  end  of  next 
year.  Ameritech  now  has  the  highest 
number  of  phone  lines  per  employ- 
ee— a  key  efficiency  measure — among 
the  seven  Bell  operating  companies, 
at  just  over  300.  Last-place  Nynex  has 
just  233  lines  per  worker.  But  Note- 
baert can't  lean  on  his  ax.  mfs  Com- 
munications, which  uses  fiber-optic 
cable  systems  to  bypass  local  phone 
monopolies  and  competes  against 
Ameritech  in  downtown  Chicago  for 
business  customers,  has  over  1,250 
lines  per  worker. 

Fourteen  months  ago  Ameritech 
filed  a  request  with  the  FCC  to  enter 
the  long  distance  business  in  return 
for  turning  its  territory  into  a  tele- 
communications free  trade  zone  with 
no  more  monopoly  protections.  Last 
December  it  asked  the  Department  of 
Justice  for  permission  to  test  the 
open-market  idea  in  its  biggest  mar- 
ket, Illinois. 

Under  its  so-called  Custom  rs  First 
unbundling  plan,  Aneritech's  Illinois 
network  and  services  would  be  open 
to  any  company  willing  to  pay  the 
same  fees  that  Ameritech  charges  its 
own  business  units  to  use  various 
aspects  of  the  Aneritech  system. 
Aneritech  also  wants  regulators  to  let 
it  keep  all  the  savings  it  gets  from  cost- 
cutting  efforts. 

What  this  means,  in  effect,  is  that 
anyone  would  be  able  to  start  a  local 
phone  company  by  buying  and  resell- 
ing whatever  pieces  of  Ameritech's 
service  are  needed.  A  cable  TV  opera- 
tor, for  example,  with  coaxial  cable 
into  homes  but  no  phone-switching 
capability  could  buy  switching  and 
billing  service  from  Ameritech.  And 
AT&T,  MCI  and  other  long  distance 
companies  could  lease  Ameritech's 
lines  and  sell  local  as  well  as  long 
distance  service.  Good-bye  regulated 
local  monopoly.  Hello  bruising  com- 
petitive warfare. 

Why  would  Ameritech  voluntarily 
give  up  its  residual  monopoly  perks 
for  the  dubious  privilege  of  getting 
into  the  cutthroat  long  distance  mar- 
ket? For  one  thing,  Ameritech  may 
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Every  man  over  50  should  take  this 
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If  you  answered  "yes"  to  any  question,  you  should  see  your  doctor. 
You  may  be  experiencing  the  symptoms  of  a  condition  called 
benign  prostatic  hyperplasia  (BPH),  which  is  an  enlargement  of 
the  prostate  gland. 

Affecting  one  ou:  c  three  men  over  the  age  of  50,  symptomatic 
BPH  can  b..     *e,d  1  .  tightening  of  muscles  inside  the  prostate. 
These  tighten  can  slow  the  flow  of  urine,  leading  to 

the  kinds  of  i^nary  symptoms  described  above. 

There  are  threi-  basic  treatment  options  for  symptomatic  BPH: 
"watchful  waiting,"  which  entails  having  regular  checkups 
over  time;  surgery;  and  medication. 

HYTRIN:  A  New  Treatment  Option 

HYTRIN  is  a  once-a-day  medication  that  can  rapidly  treat 

bothersome  BPH  symptoms.  HYTRIN  works  by  relaxing  the 


Please  see 

patient  information 
on  adjacent  page. 
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muscles  that  have  tightened  in  the  prostate,  increasing 
urine  flow  and  decreasing  urinary  symptoms.  With  HYTRIN, 
you  can  see  improvement  in  2  to  4  weeks. 

HYTRIN  can  cause  a  sudden  drop  in  blood  pressure  at 
the  beginning  of  treatment  (or  if  you  miss  doses  and  then 
start  taking  the  medication  again).  You  may  feel  dizzy,  faint, 
or  "light-headed,"  particularly  after  getting  up  from  a 
chair  or  bed. 

If  you  have  any  urinary  symptoms,  see  your  doctor. 

Only  your  doctor  can  properly  diagnose  symptomatic  BPH 

(or  other  conditions  such  as  prostate  cancer). 

And,  only  your  doctor  can  treat  your  bothersome  BPH  symp- 
toms with  HYTRIN.  For  FREE  information  on  symptomatic 
BPH  and  HYTRIN,  please  call  \  800  306  SSSS 


ASK  YOUR  DOCTOR  UVTBHUT 
TODAY  ABOUT  II  m  m  fllll 

(terazosin wj 


HYTRIN 

tterazosimil 

PATIENT  INFORMATION 
ABOUT 
HYTRIN®  (HI-TRIN) 

Generic  Name: 
terazosin  (ter-A-zo-sin) 
hydrochloride 

When  used  to  treat 
BENIGN  PROSTATIC 
HYPERPLASIA  (BPH) 

Please  read  this  leaflet  before  you  start  taking 
HYTRIN.  Also,  read  it  each  time  you  get  a  new  pre- 
scription. This  information  should  NOT  take  the  place 
of  a  full  discussion  with  your  doctor.  You  and  your 
doctor  should  discuss  HYTRIN  and  your  condition 
before  you  start  taking  it  and  at  your  regular  check- 
ups. 

HYTRIN  is  used  to  treat  benign  prostatic  hyperplasia 
or  BPH.  HYTRIN  is  also  used  to  treat  high  blood  pres- 
sure (hypertension).  This  leaflet  describes  HYTRIN 
only  as  a  treatment  for  BPH. 

What  is  BPH? 

The  prostate  is  a  gland  located  below  the  bladder.  It 
surrounds  the  urethra  (you-REETH-rah),  which  is  a 
tube  that  drains  urine  from  the  bladder.  BPH  is  an 
enlargement  of  the  prostate  gland.  The  symptoms  of 
BPH,  however,  can  be  caused  by  an  increase  in  the 
tightness  of  muscles  in  the  prostate.  If  the  muscles 
inside  the  prostate  tighten,  they  can  squeeze  the  ure- 
thra and  slow  the  flow  of  urine.  This  can  lead  to  symp- 
toms such  as: 

•  a  weak  or  interrupted  stream  when  urinating 

•  a  feeling  that  you  cannot  empty  your  bladder 
completely 

•  a  feeling  of  delay  when  you  start  to  urinate 

•  a  need  to  urinate  often,  especially  at  night,  or 

•  a  feeling  that  you  must  urinate  right  away. 
Treatment  options  for  BPH 

There  are  three  main  treatment  options  for  BPH: 

•  Program  of  monitoring  or  "Watchful  Waiting". 
Some  men  have  an  enlarged  prostate  gland,  but  no 
symptoms,  or  symptoms  that  are  not  bothersome. 
If  this  applies,  you  and  your  doctor  may  decide  on 
a  program  of  monitoring  including  regular  check- 
ups, instead  of  medication  or  surgery. 

•  Medication.  There  are  different  kinds  of  medica- 
tion used  to  treat  BPH.  Your  doctor  has  prescribed 
HYTRIN  for  you.  See  "What  HYTRIN  does" 
below. 

•  Surgery.  Some  patients  may  need  surgery.  Your 
doctor  can  describe  several  different  surgical  pro- 
cedures to  treat  BPH.  Which  procedure  is  best 
depends  on  your  symptoms  and  medical  condi- 
tion. 

What  HYTRIN  does 

HYTRIN  relaxes  the  tightness  of  a  certain  type  of 
muscle  in  the  prostate  and  a;  the  opening  of  the  blad- 
der. This  may  increase  the  rate  of  urine  flow  and/or 
decrease  the  symptoms  you  are  having. 

•  HYTRIN  helps  relieve  the  symptoms  of  BPH.  It 
does  NOT  change  the  size  of  the  prostate,  which 
may  continue  to  grow.  However,  a  larger  prostate 


does  not  necessarily  cause  more  or  worse  symp- 
toms. 

•  If  HYTRIN  is  helping  you,  you  should  notice  an 
effect  on  your  particular  symptoms  in  2  to  4  weeks 
of  starting  to  take  the  medication. 

•  Even  though  you  take  HYTRIN  and  it  may  help 
you,  HYTRIN  may  not  prevent  the  need  for 
surgery  in  the  future. 

What  you  should  know  while  taking 
HYTRIN  for  BPH 

WARNINGS 

HYTRIN  Can  Cause  A  Sudden  Drop  in  Blood 
Pressure  After  the  VERY  FIRST  DOSE.  You  may 

feel  dizzy,  faint,  or  "light-headed"  particularly  after 
you  get  up  from  bed  or  from  a  chair.  This  is  more 
likely  to  occur  after  you've  taken  the  first  few  doses, 
but  can  occur  at  any  time  while  you  are  taking  the 
drug.  It  can  also  occur  if  you  stop  taking  the  drug  and 
then  re-start  treatment. 

Because  of  this  effect,  your  doctor  may  have  told  you 
to  take  HYTRIN  at  bedtime.  If  you  take  HYTRIN  at 
bedtime  but  need  to  get  up  from  bed  to  go  to  the  bath- 
room, get  up  slowly  and  cautiously  until  you  are  sure 
how  the  medicine  affects  you.  It  is  also  important  to 
get  up  slowly  from  a  chair  or  bed  at  any  time  until  you 
learn  how  you  react  to  HYTRIN.  You  should  not  drive 
or  do  any  hazardous  tasks  until  you  are  used  to  the 
effects  of  the  medication.  If  you  begin  to  feel  dizzy,  sit 
or  lie  down  until  you  feel  better. 

•  You  will  start  with  a  1  mg  dose  of  HYTRIN.  Then 
the  dose  will  be  increased  as  your  body  gets  used 
to  the  effect  of  the  medication. 

•  Other  side  effects  you  could  have  while  taking 
HYTRIN  include  drowsiness,  blurred  or  hazy 
vision,  nausea,  or  "puffiness"  of  the  feet  or  hands. 
Discuss  any  unexpected  effects  you  notice  with 
your  doctor. 

Other  important  facts 

•  You  should  see  an  effect  on  your  symptoms  in 
2  to  4  weeks.  So,  you  will  need  to  continue  seeing 
your  doctor  to  check  your  progress  regarding  your 
BPH  and  to  monitor  your  blood  pressure  in  addi- 
tion to  your  other  regular  check-ups. 

•  Your  doctor  has  prescribed  HYTRIN  for  your 
BPH  and  not  for  prostate  cancer.  However,  a  man 
can  have  BPH  and  prostate  cancer  at  the  same 
time.  Doctors  usually  recommend  that  men  be 
checked  for  prostate  cancer  once  a  year  when  they 
turn  50  (or  40  if  a  family  member  has  had  prostate 
cancer).  These  checks  should  continue  even  if  you 
are  taking  HYTRIN.  HYTRIN  is  not  a  treatment 
for  prostate  cancer. 

•  About  Prostate  Specific  Antigen  (PSA).  Your 
doctor  may  have  done  a  blood  test  called  PSA. 
Your  doctor  is  aware  that  HYTRIN  does  not 
affect  PSA  levels.  You  may  want  to  ask  your  doc- 
tor more  about  this  if  you  have  had  a  PSA  test 
done. 

How  to  take  HYTRIN 

Follow  your  doctor's  instructions  about  how  to  take 
HYTRIN.  You  must  take  it  every  day  at  the  dose  pre- 
scribed. Talk  with  your  doctor  if  you  don't  take  it  for 
a  few  days,  you  may  have  to  restart  it  at  a  1  mg  dose 
and  be  cautious  about  possible  dizziness.  Do  not  share 
HYTRIN  with  anyone  else;  it  was  prescribed  only  for 
you. 

Keep  HYTRIN  and  all  medicines  out  of  the  reach  of 
children. 

FOR  MORE  INFORMATION  ABOUT  HYTRIN 
AND  BPH,  TALK  WITH  YOUR  DOCTOR, 
NURSE,  PHARMACIST  OR  OTHER  HEALTH 
CARE  PROVIDER. 
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Ameritech 

not  have  all  that  much  to  fear.  Soon 
after  AT&T  divested  the  local  Bells  in 
1984,  market-sawy  regulators  in  Illi- 
nois began  to  make  customers  pay 
their  fair  share  for  telephone  service, 
rather  than  force  customers  in  the 
densely  populated  Chicago  area,  say, 
to  subsidize  the  cost  of  residential 
service  in  sparsely  populated  down- 
state  Illinois.  Those  subsidies  have 
been  largely  eliminated.  Thus,  the 
basic  monthly  rate  downstate  today — 
stripped  of  federal  subsidies  and  tax- 
is $9,  three  times  what  a  Chicago 
residential  customer  pays.  And  intra- 
state calls  for  business  customers  in 
Chicago's  Loop  district  average  1.2 
cents  a  minute,  among  the  cheapest  in 
the  country,  versus  2.7  cents  in  Ny- 
nex's  New  York. 

Ameritech  was  criti- 
cized for  not  making  big 
cable  TV  acquisitions, 
but  it  couldn't  justify  the 
prices.  "How  much  are 
people  willing  to  invest 
in  watching  cable  TV?" 


Says  Robert  Atkinson,  senior  vice 
president  of  Teleport  Communica- 
tions Group,  the  bypasser  owned  by 
several  cable  companies,  including 
TCI:  "Chicago's  going  to  be  a  pretty 
tough  market  for  competition  to 
come  in  because  Ameritech's  prices 
are  just  very  low." 

But  a  more  basic  reason  to  volun- 
teer its  market  to  competition  is  this: 
Ameritech  wants  to  be  able  to  offer  its 
customers — especially  its  robust  mid- 
western  business  customers — a  broad 
line  of  telecommunications  services, 
not  just  local  calling.  Yet  Ameritech  is 
frequently  frustrated  in  this  by  the 
arbitrary'  distinction  between  a  local 
and  a  long  distance  call  set  up  by  U.S. 
District  Judge  Harold  Greene  when 
AT&T  was  broken  up  in  1984. 

For  example,  if  you  place  a  call 
from  Kenosha,  Wis.  to  Gary,  Ind., 
the  call  travels  around  90  miles  yet  is 
a  local  Ameritech  toll  call.  But  a 
phone  call  from  Chicago  to  Rock- 
ford,  111.  covers  the  same  amount  of 
Ameritech  territory  and  is  a  long 
distance  call.  Two-thirds  of  the  long 
distance  calls  dialed  in  Ameritech's 
region  are  also  completed  inside  the 
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Some  People  Are  Puzzled  About 
Which  US.  Bank  Offers  He  Widest  Range 
Of  Securities  Processing  Services. 


»3> 


Ins  Should  Straighten  IHings  Out 


The  Bank  of  New  York  offers 
issuers  and  investors  a  more  com- 
plete range  of  securities  process- 
ing services  than  any  other  bank. 
Thanks  to  our  proven  commitment 
to  these  businesses  and  innova- 
tive technological  solutions,  there's 
virtually  no  need  we  can't  fulfill. 

The  fact  is,  we  are  the  world's 
#1  Depositary  Receipt  bank, 
administering  over  one-half  of  the 
world's  sponsored  ADR  and  GDR 
programs. 

We're  also  the  world's  #1 
Government  Securities  Clearing 


bank.  As  such,  we  clear  over  $400 
billion  each  day — that's  more 
than  40%  of  all  clearing. 

What's  more,  The  Bank  of  New 
York  is  a  world  leader  in  Custody 
safekeeping  more  than  $1  trillion 
in  assets.  We  are  also  a  leader  in 
Securities  Lending,  offering  the 
most  complete  range  of  securities 
lending  services. 

We  are  also  Corporate  Trustee 
for  over  half  of  the  nation's  50 
largest  companies.  And  as 
Stock  Transfer  agent,  we  serve 
over  6  million  shareholders 


THE 
BANKOF 
NEW 
YORK 


World  Leader  in  Processing  and  Operating  Services 

Member  of  the  Securities  and  Futures  Authority  ©  1 993  The  Bank  of  New  York  An  Equal  Opportunity  Lender 


around  the  world. 

To  talk  with  someone  at  The 
Bank  of  New  York  about  our  broad 
range  of  securities  processing 
services,  please  call  John  Meserve 
in  New  York  at  (212)  815-2095, 
Christopher  Sturdy  in  London  at 
(71)  322-6318,  T  Nagasaka  orK. 
Hara  in  Tokyo  at  (81-3)  3595-1137, 
or  Gary  Peck  in  Hong  Kong  at 
(852)  840- 
9806.  \ 


WITH  TAURUS  SHO, 
WHO  NEEDS  COFFEE  IN  THE  MORNING? 


FORD  TAURUS 

AMERICA'S 
BEST-SELLING  CAR. 

AGAIN.* 


Skip  the  coffee.  There's  no  better 
way  to  begin  the  day  than  with 
a  serious  dose  of  Taurus  SHO. 
Right  there  in  your  garage  is  a 
24-valve  caffeine-free  wake-up 
call.  But  the  SHO's  stimulating 
qualities  are  not  limited  to  its 
performance  alone. 


SHO's  sleek  good  looks  are  a 
subtle  hint  at  the  power  that  1  i « 
within.  Then,  behind  the  whee 
you'll  notice  that  the  driver- 
oriented  instrumentation  and 
articulated  bucket  seats  are 
designed  so  your  attention  stay 
on  the  road. 


DOHC  engine  is  balanced  by 
a  standard  anti-lock  braking 
system  and  dual  air  bags**  you'll 
be  able  to  concentrate  on  a 
world-class  driving  experience. 

Awaken  the  performance  driver 
within.  Ford  Taurus  SHO.  Your 
commute  will  never  be  the  same. 


HAVE  YOU  DRIVEN 
A  FORD  LATELY? 


Based  on  1993  CY  manufacturers  reported  retail  deliveries 
Always  wear  your  safety  belt 


Ameritech 


region  but  are  off-limits  to  Ameri- 
tech— profitable  business  that  Amer- 
itech wants  to  compete  for. 

Notebaert  intends  to  take  Ameri- 
tech into  cable  television,  too,  but  he 
plans  to  take  a  course  very  different 
from  that  of  the  other  Bell  companies. 

When  other  Bells,  notably  South- 
western Bell  and  U  S  West,  bought 
their  way  into  cable  outside  their  re- 
gions, Ameritech  was  widely  criticized 
for  not  making  any  cable  deals.  Not 
that  Ameritech  wasn't  interested. 
"There  was  hardly  a  deal  that  was 


work  and  cover  all  five  states  for 
roughly  $4.4  billion — all  without  in- 
creasing planned  capital  spending  of 
$29  billion  over  the  next  15  years. 
The  money  would  come  from  cuts  in 
spending  on  Ameritech's  phone  net- 
work and  would  cover  installing  opti- 
cal fiber  trunk  lines  and  running  coax- 
ial cable  feeder  lines  into  households 
and  businesses. 

Essentially,  this  means  Ameritech 
can  use  its  existing  rights  of  way  and 
switching/billing  expertise  to  build  a 
cable  system  for  less  than  $1,000  per 


announced  or  even  deals  that  weren't 
announced  where  we  didn't  have  con- 
versations," says  Ameritech's  chief  fi- 
nancial officer,  John  Edwardson,  44,  a 
young  outsider  who  caught  Bill  Weiss' 
eye  at  riiat  pivotal  Breakers  meeting. 
But  with  cable  systems  going  for 
$2,000  per  subscriber  and  higher, 
Ameritech  couldn't  justify  the  prices. 
"How  much  time  do  people  have  to 
do  this  [watch  cable],"  asks  Edward- 
son,  "and  how  much  disposable  in- 
come are  they  willing  to  invest  in  it?" 

So  instead  of  buying  cable  compa- 
nies, Ameritech  has  asked  for  FCC 
permission  to  build  an  interactive  vid- 
eo system — and  do  so  in  its  existing 
telephone  markets.  Notebaert  figures 
Ameritech  can  add  video  to  its  net- 


Jim  Firestone,  president  of  Ameritech's 
$4  billion  residential  phone  business 
What,  no  voice-activated  dialing? 


likely  subscriber,  less  than  half  the 
cost  of  buying — although  the  Ameri- 
tech figure  excludes  the  cost  of  pro- 
gramming. If  the  fcc  gives  the  green 
light  later  this  year,  Ameritech  plans 
to  start  selling  video  services  to  some 
1.2  million  households  in  Chicago, 
Detroit  and  a  few  other  big  metro 
areas  sometime  in  1995. 

If  Ameritech's  economical  new  ca- 
ble network  gets  built — its  plans  face 
intense  opposition  from  the  cable  in- 
dustry— the  big  cable  operator  in 
Ameritech's  territories,  John 
Malone's  Tele-Communications, 


Inc.,  will  face  an  interesting  dilemma. 
"We  pass  100%  of  tci's  customers; 
they  don't  pass  100%  of  ours,"  says 
Notebaert.  "The  question  one  ought 
to  ask  is,  Why  are  they  [tci]  bothering 
to  upgrade  their  system  if  we're 
willing  to  open  ours  up  and  let  them 
use  it?" 

Notebaert  is  optimistic  about 
Ameritech's  video  future,  but  thinks 
the  money  will  come  from  things 
other  than  old  movies  and  other  vid- 
eo-on-demand products,  at  least  at 
first.  More  immediately  profitable,  he 
predicts,  will  be  "electronic  com- 
merce," a  potentially  huge  market  as 
computer  messages  begin  to  replace 
traditional  paper  correspondence  for 
routine  business-to-business  transac- 
tions like  orders,  price  quotes,  bills  of 
lading  and  the  like.  To  tap  the  market, 
Ameritech  invested  $500  million  in  a 
joint  venture  with  General  Electric. 

Another  growth  area:  electronic 
government — Notebaert's  term  for 
using  interactive  video  to  enable  law- 
yers to  get  deeds  electronically  or 
enable  people  to  fill  out  department 
of  motor  vehicles  and  other  govern- 
ment forms  by  computer  and  avoid 
standing  in  line  for  40  minutes. 

Whether  Bill  Weiss  chose  well 
when  he  reached  over  more  soned 
telephone  company  executives  and 
tapped  young  Dick  Note'  1 1  to  suc- 
ceed him  won't  be  known  :  >r  years  to 
come.  Recendy  39%,  Ameritech  sells 
for  14  times  1993  earnings — low  by 
Bell  company  standards — and  yields 
nearly  5%.  Bear,  Stearns'  Paul  Aran 
thinks  the  discount  is  unwarranted 
and  that  the  company  could  outper- 
form its  siblings  over  the  c<  if  the 
decade.  But  whatever  the  •  >me, 
one  has  to  give  Weiss  ere  eh,  tak- 
ing the  company  out  of  its  scH  om- 
placency  before  the  competitive  ;.t- 
des  began  to  rage. 

Was  preemptive  change  d3  : 
Forbes  asked  Weiss.  He  replin  T 
could  have  coasted  out,  and  the  busi- 
ness would  still  have  performed  pretty 
well -in  the  last  three  years,  but  that 
would  have  really  put  us  in  a  very 
disadvantaged  position  at  the  time  I 
stepped  out.  Aid  then  somebody 
would  have  had  to  start  trying  to 
radically  change  the  business.  I 
couldn't  shave  in  the  morning  and  be 
happy  with  that  kind  of  outcome.  So 
it  was  no  choice."  ■ 
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Rockwell  battles  gridlock 
with  military  technology. 


We're  converting  our 
defense  electronics  to 
create  smart  highways 
for  tomorrow. 


Today  U.S.  cities  are  enlisting 
Rockwell's  expertise  in  sensors, 
signal  processing,  communications 
and  software  to  develop  new  trans- 
portation systems  that  will  elimi- 
nate highway  congestion,  reduce 
pollution  and  increase  safety. 

Rockwell  is  converting  its 
defense  technology  to  numerous 
commercial  needs.  From  adapt- 
ing GPS  systems  to  revolutionize 


civilian  and  commercial  navigation. 
To  applying  rocket  engine  tech- 
nology to  increase  the  speed  of 
our  printing  presses.  And  using 
Computational  Fluid  Dynamics 
to  streamline  sunroof  designs. 

Rockwell  constantly  seeks  new 
ways  to  anticipate  the  needs  of  its 
customers.  Finding  new  routes  to 
leadership  in  the  diverse  markets 
we  serve. 


'1*  Rockwell 
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Houston's  George  Mitchell  made  one  fortune  in  oil 
and  gas,  another  in  real  estate.  Lately  he's  been 
prospecting  in  the  biotech  patch. 


Act  III 


By  R.  Lee  Sullivan 

!n  1946  George  Mitchell  began  pros- 
pecting for  oil  and  gas  and  found  a 
great  deal  of  both.  In  1974  he 
branched  into  real  estate  with  His 
25,000  acre  Woodlands  develop- 
ment, a  few  miles  north  of  Houston. 
Mitchell  Energy  &  Development 
Corp.  is  now  a  $950  million  (1993 
revenues)  company  with  a  market 


capitalization  of  $  1  billion.  Mitchell 
still  owns  a  56%  stake. 

At  74,  George  Mitchell  is  devoting 
much  of  his  still  considerable  energy 
to  his  decade -old  goal  of  making 
Houston — and,  more  specifically,  the 
Woodlands — a  center  for  biomedical 
research  and  development.  Since 
1983  Mitchell  Energy  has  invested 


$21  million  in  nine  medical  products 
firms  and  five  biotechnology  firms. 
Add  in  grant  money  from  Mitchell 
and  the  company  to  such  Houston 
research  establishments  as  the  Hous- 
ton Advanced  Research  Center  and 
the  Baylor  College  of  Medicine  Cen- 
ter  for  Biotechnology,  and  George 
Mitchell's  investment  in  attracting 


George  Mitchell, 
Mitchell  Energy  & 
Development  Corp. 
founder  and 
chairman 
"This  isn't 
philanthropy. 
It's  risky  as  hell." 
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Its  amazing  how  little 
damage  a  fire  will 
do  when  its  contained 
in  this  small  area.  ,  ,    .  .... . 

models  analyze  a  range  or  probabilities, 
No  ONE  REALLY  KNOWS  AT  WHAT  PRECISE      determining  the  likelihood  of  a  particular 
point  fire  was  first  discovered.  But  for  the  sake  of      event  occurring,  and   the  impact  of  the 


A  CASE  IN  POINT:  FOR  CLOSE  TO  TWO 
decades  our  scientists  have  developed 
sophisticated  computer  models  that  create 
simulated  fires  in  a  given  environment.  These 


argument,  we'll  assume 
it  didn't  take  much 
longer  to  discover  how 
destructive  it  can  be. 
Generations  have 


available  protection  alternatives. 
They  also  evaluate  potential 
routes  the  fire  may  take  and  the 
effects  of  heat  and  smoke.  All  on  a 
computer  screen  no  larger  than  this 


been  trying  to  understand  fire,  to  control  its  page.  All  without  ever  having  to  ignite  a  fire, 
potential,  and  to  minimize  the  damage  it  can  OBVIOUSLY,  THIS  EFFORT  HAS 


\IIH.J. 


cause  to  property.  Which  is  why,  throughout  our      helped  us  better  evaluate  fires.         |',  :, 
history,  we've  worked  to  understand  the  effects      More  important,  the  process  has         -  ^\\x^ 
of  fire  through  our  partnership  with  Factory      helped  us  further  understand  each  of  our  cus- 


Mutual  Engineering  &  Research. 


tomers  and  to  create  cost-effective  solutions  tai- 


WHILE  BEST  RECOGNIZED  FOR  LARGE-SCALE  lored  to  each  particular  business, 
fire  testing,  we  have  also  worked  for  well  over  We  BELIEVE  AN  INSURANCE  COMPANY  SHOULD 

a  century  developing  new  technologies  to  do  more  than  just  insure  your  property.  So  we  do 

control  fire  and  help  our  customers  reduce  its  everything  in  our  power  to  help  prevent  losses, 


damaging  effects.  It  is  an  effort  that 


minimize  damage  from  them,  and 


has  resulted  in  countless  innovations.       .is**£*s*=:  'J^^s        eliminate  the  disruptions  they  can  cause 


1994,  Allendale  Insurance,  P.O.  Box  7500,  Johnston,  Rhode  Island,  02919. 


Mitchell  Energy 

biotech  companies  to  Houston  ex- 
ceeds $120  million. 

As  part  of  his  master  plan  for  the 
Woodlands,  Mitchell  set  aside  2,000 
acres  for  an  area  he  called  the  Re- 
search. Forest,  and  started  the  Wood- 
lands Venture  Capital  Co.  to  invest  in 
high  technology.  To  run  the  fund  he- 
tagged  Martin  Sutter,  then  a  bright 
young  operations  manager  at  Mitch- 
ell Energy.  He  gave  Sutter  $15  mil- 
lion to  invest  in  Houston's  most 
promising  technology.  Sutter  decid- 
ed that  was  biotech. 

For  ideas  and  people  to  back,  Sutter 
began  scouting  local  university  hospi- 


Scientists  at  LifeCell  Corp. 
examine  skin-replacement  Alloderm 
Looking  at  a  $2  billion  market. 


tals  like  Baylor  College  of  Medicine 
and  the  University  of  Texas  Health 
Science  Center.  Now  working  both 
for  Mitchell  Energy  and  through  his 
own  fund,  the  Woodlands  Venture 
Fund,  Sutter  has  raised  an  additional 
$21  million  for  12  medical  product 
and  bioteeh  companies,  and  plans  to 
raise  another  $60  million  this  year; 
Mitchell  Energy's  stake  in  Sutter's 
fund  is  presently  valued  at  $6  million. 
Among  the  publicly  traded  compa- 
nies currently  in  the  Mitchell  portfo- 
lio: Argus  Pharmaceuticals,  Houston 
Biotechnology,  LifeCell  and  Zona- 
gen. 


As  yet,  neither  Mitchell  nor  his 
shareholders  have  recouped  their  $21 
million  biotech  investment.  But  Life- 
Cell  Corp.  is  just  now  bringing  to 
market  a  process  that  allows  skin  from 
cadavers  to  be  used  in  grafts  instead  of 
skin  from  the  patient's  own  body. 
This  could  be  a  huge  business.  Mitch- 
ell Energy.owns  a  12%  stake  of  Life- 
Cell's  Nasdaq-traded  stock.  "Biotech 
takes  a  long  time,  but  if  you  get  a  hit, 
it's  a  real  hit,"  says  Mitchell,  adding 
he'll  invest  another  $6  million  this 
year  in  biomedical  deals. 

Indirectly,  Mitchell  Energy  &  De- 
velopment has  already  struck  gold  in 
biotech.  All  told,  26  research  compa- 
nies have  located  in  the  Woodlands 
since  1983.  Mitchell  Energy  also 
spent  $35  million  on  the  Houston 
Advanced  Research  Center,  a  non- 
profit organization  that  houses 
1 16,000  square  feet  of  laboratories  in 
the  Research  Forest,  promoting  tech- 
nology transfer  between  academia 
and  industry.  Mitchell  recently 
pledged  an  additional  $65  million  for 
HARC  out  of  his  own  pocket.  And 
Baylor  College  of  Medicine  operates 
its  Center  for  Biotechnology  on  4.5 
acres  in  the  Research  Forest  that  were 
donated  by  Mitchell  Energy. 

Employment  in  the  Research  For- 
est now  approaches  2,000.  Mitchell 
believes  that  when  the  number 
reaches  5,000  the  Research  Forest 
will  be  able  to  grow  without  further 
help  from  him.  He  envisions  70,000 
people  employed  by  3,000  compa- 
nies, the  great  majority  high  tech, 
sometime  early  in  the  next  century. 
Last  year  the  Woodlands'  pretax  earn- 
ings hit  $24  million  (18%  of  Mitchell 
Energy's  operating  earnings)  on  reve- 
nues of  $  1 00  million,  and  the  devel- 
opment is  still  only  30%  completed. 

Houston,  too,  has  benefited.  There 
are  now  43  biotech  companies  locat- 
ed in  and  around  Houston,  up  from 
virtually  nil  when  Mitchell  started  in- 
vesting in  biotech  a  decade  ago.  Says 
Jim  Kollaer,  president  of  the  Greater 
Houston  Partnership:  "There  will 
probably  be  300  biotech  firms  in 
Houston  within  20  years  because  of 
what  George  Mitchell  is  doing  now." 

But  Mitchell  considers  himself 
more  a  biotech  wildcatter  than  a  phi- 
lanthropist. "This  isn't  philanthro- 
py," he  says,  grinning  wryly.  "It's 
risky  as  hell."  Hi 
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'IOMETER 

The  Noblia  '12'  Meter  Collection 
Is  Sold  Exclusively 
At  The  Following  Locations: 


CALIFORNIA 

BEVERLY  HILLS 
Beverly  Hills  Watch  Co 

225  1/2  S  Beverly  Dr 
310-275-2213 


CANOGA  park 
Marvin  Dash  &  Co 

6600  Topanga  Canyon  Blvd 
818-888-8304 

CARLSBAD 
Finell's  Jewelers 

2525  El  Camino  Real  *208 
619-729-3325 

COSTA  MESA 
Watch  Connection 

3033  Bristol 
714-432-8200 

LOS  ANGELES 
Feldmar  Watch  Co 

9000  Pico  Blvd 
213-272-1196 

SAN  DIEGO 
Jessops 

149  Horton  Plaza 
619-239-9311 

Jessops 

290  Fashion  Valley  S/C 
619-295-1404 


IDAHO 

BOISE 

Steve  Rambo  Fine  Jlry 

902  Main  St 
208-342-7970 


NEVADA 

LAS  VEGAS 
Tiffins  Jewelry 

3552  S  Maryland 
702-369-3119 


TEXAS 

HOUSTON 
Mathis  Jewelers 

Galleria  Mall 
713-963-8463 

Salem's  Jewelry 

1000  West  Oaks  Mall 
713-531-1293 

UTAH 

MURRAY 
Morgan  Jewelers 

Fashion  Place  Mall 
801-266-0294 

OGDEN 
Morgan  Jewelers 
Ogden  City  Mall 
801-621-5990 


Jessops  SALT  LAKE  CITY 

4417  La  Jolla  Village  Dr  Morgan  Jewelers 

619-455-5232  Cottonwood  Mall 
801-278-8805 

WEST  LOS  ANGELES 

Westime  Morgan  Jewelers 

10800  W  Pico  Blvd  Ste  385  Cross  Roads  Plaza 

310-471-1388  801-355-3714 
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Australia  II 

1983,  John  Bertrand 


Freedom 

1980,  Dennis  Conner 


A 


Courageous 

1977,  Ted  Turner 
1974,  Ted  Hood 


Stars  &  Stripes 

1987,  Dennis  Conner 


Columbia 

1958,  Briggs  Cunningham 


Introducing  The  First  12  Meter  Built  Since  1987. 


The  1994  Noblia'12'  Meter 

Gents  Yachting  Watch 

The  first  timepiece  made  to  commemorate  the  magnificent  yachts 
that  ushered  in  the  modern  era  of  the  America's  Cup. 

Every  watch  is  carved  out  of  a  single  block  of  stainless  steel.  Scratch-resistant 
sapphire  crystal.  Water-resistant  to  333  feet. 

H 
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LOUIS  VUITTON  CUP 

CHAlttNUlR  fM(f.  IOK  THl  AMI  RICA  5  CUP 


CITIZEN.  HOW  THE  WORLD  TELLS  TIME. 


Loday,  more  people  in  the  world  depend  on  a  watch 
made  by  Citizen  than  any  other  timepiece  on  earth. 
Including  Abbie  Snyder,  whose  husband  chose  from 
the  elegant  Citizen  Paladion  Collection.  Classic 
European  styling,  with  a  choice  of  mother-of-pearl, 
black  or  champagne  dials.  Abbie  always  did  like 
the  feeling  of  a  winning  hand. 

Available  at 

ROBINSONS  ♦  MAY 


In  the  very  heart  of  Europe,  the  Czech  Republic 
aims  to  be  an  island  of  free  market  economics 
surrounded  by  the  welfare  states  in  the  West 
and  reluctant  capitalists  in  the  East. 

Hong  Kong 
of  Europe 


By  Richard  C.  Morais 

In  Brno,  southern  Moravia,  the 
Czech  minister  for  economic  competi- 
tion, Stanislav  Belehradek,  was  treat- 
ing his  guests  to  coffee  on  the  terrace 
of  an  elegant  1930s  villa.  "Income  tax 
rates  are  42%,"  said  Belehradek.  Em- 
boldened perhaps  by  the  sense  of  de- 
mocracy that  has  swept  Central  Eu- 
rope since  the  fall  of  socialism,  the 
timid  translator  interjected  a  com- 
ment: "I  have  the  feeling  I  pay  120%." 

Read  in  the  Western  press  dire  ac- 
counts of  dissatisfied  electorates, 
newly  jobless  workers  and  hungry 
pensioners  and  you  come  away  with 
the  feeling  that  Eastern  and  Central 
Europe  yearns  for  the  return  of  social- 
ism. No  such  thing.  Prague,  indeed 
most  of  the  Czech  Republic,  brims 
with  energy  and  exults  in  a  freedom 


Americans  take  for  granted. 

This  is  what  raw  statistics  show: 
The  Czech  Republic's  gross  domestic 
product  fell  21%  during  1991  and 
1992;  last  year  the  economy  contract- 
ed 0.3%. 

But  the  get-off-my-back  attitude  of 
the  translator  is  a  better  indicator  of  a 
revived  nation  than  all  the  statistics 
you  can  muster. 

"Three  years  ago  my  two  sons,  at 
the  time  21  and  16,  had  never  in  their 
lives  entered  a  private  grocery  shop, 
butcher  shop,  hairdresser,"  says 
Prime  Minister  Vaclav  Klaus.  "Today, 
within  a  mile  of  where  we  live,  there 
probably  is  not  one  state-owned 
shop,  cafe  or  service.  To  measure  [the 
difference  in  service  and  variety]  in 
quantitative  terms  has  absolutely  no 


Bustling  Prague, 
and  Ivana  Juranova, 
founder  of  Medea 
Entrepreneurs 
emerging  from 
kitchens  and 
cracked  houses. 


meaning. 

Many  big  enterprises  in  the  Repub- 
lic are  still  inefficient,  but  Klaus  realizes 
that  closing  them  or  rationalizing 
them  a  la  shock  therapy  would  create 
too  great  a  trauma.  But  in  the  shadow 
of  their  smokestacks,  smaller,  efficient 
enterprises  sprout.  In  1990  the  aver- 
age number  of  employees  per  industri- 
al company  was  1 ,665;  by  February  of 
this  year  the  figure  was  down  to  360 
employees.  An  economy  that  just  four 
years  ago  was  almost  totally  dominat- 
ed by  industry  and  agriculture  is  now 
split  between  services  and  industry. 

In  the  1930s  Czechoslovakia  was  a 
democratic  nation,  a  major  industrial 
power,  the  sixth- biggest  economy  in 
the  world;  free  enterprise  is  thus  rees- 
tablishing itself  in  fertile  soil. 

For  investors  the  Czech  Republic's 
political  stability  is  very  encouraging. 
As  are  the  subtle  signs  of  a  tremendous 
revival.  Listen  to  the  stories  of  Martin 
Kratochvil  (seep.  78)  or  Ivana  Juranova. 
Five  years  ago  Juranova  was  a  secretary 
at  a  communist  newspaper.  Now  she's  a 
successful  businesswoman. 

If  the  sometimes  officious  police 
and  the  remaining  state-owned  in- 
dustries are  reminders  of  the  vanished 
socialist  state,  Juranova  is  a  symbol  of 
what  is  emerging.  She  met  Forbes 
reporters  at  the  Golem  Club, 
Prague's  private  hangout  for  entre- 
preneurs and  self-made  millionaires, 
to  tell  us  how  she  built  a  powerful 
media- buying  company.  "All  of  a 
sudden  I  was  in  the  kitchen  with  a 
telephone,"  she  says,  sipping  tonic. 
"My  only  software  was  a  piece  of 
paper  and  my  brain." 

Juranova's  company,  Medea 
S.R.O.,  today  buys  about  $4.5  mil- 
lion a  year  in  advertising  space  for  her 
agency  clients.  Czech  journals  are 
chronically  short  of  cash,  so  Juranova 
pays  for  the  space 
a  year  in  advance, 
acting  as  a  kind  of 
bank,  and  for  the 
extra  service 
earns  25%  com- 
missions. She 
pours  all  the 
profits  back  into 
the  business. 
"Juranova  and 
husband  are  still 
very  poor  and  in 
the  kitchen,"  she 
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Czech  Republic 


says.  "It's  the  company  that  is  rich." 

For  every  emerging  star  like  Kra- 
tochvil  or  Juranova  there  arc  hundreds 
of  unsung  miracles  in  old  Prague.  A 
record  store,  serenely  lit  with  minimal- 
ist decor,  seductively  pipes  Dvorak 
into  the  cobblestone  streets  to  lure 
customers  inside;  in  a  17th-century 
stable  artisans  artfully  hang  embroi- 
dered waistcoats  and  hand-made  mari- 
onettes; antique  sellers  use  the  ambi- 
ence of  ocher  and  amber  baroque 
town  houses  to  move  rare  editions  of 
Goethe  and  garnet  crucifixes. 

Read  this,  Americans,  and  weep: 
The  Czech  government  is  running  a 
budget  surplus.  One  reason  is  that  it 
no  longer  must  subsidize  backward 
Slovakia,  which  became  independent 


in  January  1993.  Inflation  is  in  the 
single  digits.  Economists  estimate  that 
the  economy  could  grow  between  3% 
and  5%  this  year.  The  public  sector's 
share  of  GDP  has  been  slashed  to  under 
48%.  Compare  that  with  the  public 
sector's  share  of  GDP  in  Denmark 
(62%),  France  (54%)  and  Italy  (55%). 

Of  course,  this  isn't  some  Czech 
fairy  tale,  and  Vaclav  Klaus  is  no  Good 
King  Wenceslas.  Minister  Belehradek 
tells  how  13  of  the  14  agricultural 
cooperatives  in  his  constituency  elect- 
ed to  keep  their  old  communist  man- 
agers. Klaus'  critics  argue  that  his 
regime  is  less  free  market  than  it 
claims.  For  example,  there  have  been 
only  some  100  bankruptcies  in  the 
country  since  the  revolution.  Clearly, 


the  government  is  propping  up  thou- 
sands of  rotten  businesses  for  the  sake 
of  maintaining  full  employment.  Ren- 
dering these  businesses  efficient  is  no 
easy  task — witness  the  troubles  ex- 
Chrysler  executive  Gerald  Greenwald 
has  been  having  turning  around  the 
big  Tatra  truck  plant.  There  is  grous- 
ing like  Belehradek's  about  former 
socialist  bigwigs  leveraging  their  old 
positions  to  new  wealth.  But — as 
apologists  for  socialism  used  to  say — 
you  can't  make  an  omelette  without 
breaking  eggs. 

The  Czech  Republic  could  well 
become  the  Hong  Kong  of  Europe,  a 
free-market  haven  surrounded  by  Eu- 
ropean Union  economies  rigid  with 
socialism  and  welfare  statism.  OB 


Czech  list 

Want  a  piece  of  the 
Czech  economy  for  your 
portfolio?  Heavy  on  Cen- 
tral European  stocks, 
Czech  included,  East  Eu- 
rope Development  has,  says 
David  Masters  of  Lon- 
don-based fund  trackers 
Micropal  Ltd.,  one  of  the 
best  records  of  all  emerging 
markets  funds. 

Better  not  try  it  on  your 
own.  Czech  financial  mar- 
kets are  wild.  Little  disclo- 
sure, much  of  it  poor,  a 


crude  settlement  system. 
This  is  an  insider's  market, 
where  the  best  source  of 
information  is  often  a  seat 
on  the  target  company's 
board.  Zdenek  Bakala — the 
Dartmouth-educated  for- 
mer manager  of  CS  First 
Boston  in  Prague — is  now 
running  his  own  Czech  in- 
vestment bank.  He  says 
get  investment  advice  from 
strong  local  players  like 
csfb,  Patria  Finance  (Baka- 
la's  firm)  or  local  banks 
like  Komercni  Banka  and 
Ceskoslovenska  Ob- 
chodni  Banka. 


There  are  three  mar- 
kets in  Prague:  The  official 
stock  exchange,  a  com- 
puterized over-the-counter 
market  for  retail  custom- 
ers and  an  institutional 
market.  The  same  shares 
can  trade  on  more  than  one 
of  the  markets,  but  out  of 
1 ,000  or  so  traded  shares 
only  15  have  the  liquidity 
Western  investors  expect. 

Another  possibility  is 
buying  into  the  local  funds 
that  grew  out  of  the 
voucher  privatizations.  If 
you  like  Bonton's  Trend 
Investment  Fund,  and  its 


inside  track,  shares  can  be 
had  on  Prague's  unlisted 
market — but  don't  ex- 
pect much  in  the  way  of  in- 
formation from  the  fund. 

One  advantage:  For- 
eign investors  are  allowed 
to  convert  all  profits  and 
capital.  Patria  Finance  can 
be  reached  by  phone  at 
42-2-2424-8770  or  fax  at 
42-2-2424-8744.  East 
Europe  Development  is 
available  only  through  in- 
stitutionally matched 
trades  but  will  be  official- 
ly listed  in  London  later  this 
year.  -RC.M.  WU 


Prague  stock  pickers 


Fund 

Management  group 

Where 

Fund 

Assets  under 

Three 

One 

Three 

traded 

type 

management 

year* 

year 

months 

(millions) 

BAI  Ost  Miteigentumsfonds 

Z-lnvest/Bank  of  Austria 

Vienna 

open  end 

Sch  70 

Baring  Emerging  Europe  Ltd 

Baring 

London 

closed  end 

$104 

-15.12 

CSFB  Central  Europe  Growth  Fund 

CS  First  Boston 

London 

closed  end 

$192 

Czech  &  Slovak  Invest  Corp 

Fleming 

London 

closed  end 

$37 

15.67 

-9.46 

Danubia-lnvest 

Sparinvest 

Vienna 

open  end 

Sch  450 

45.53 

131.29 

-9.52 

East  Europe  Development  Ltd 

Invesco  CEAM 

London 

closed  end 

$94 

282.38 

197.84 

-14.39 

Ost-Activ 

Osterreichische  Invest 

Vienna 

open  end 

Sch  550 

-30.81 

Ost- Invest 

Allgemeine  Sparkassen 

Vienna 

open  end 

Sch  230 

36.37 

57.30 

-12.88 

Prometheus  Fund 

Cresvale  International 

Dublin 

closed  end 

$10 

Raiffeisen-Osteuropafonds  Mit 

Raiffeisen 

Vienna 

open  end 

Sch  60 

'Period  ending  Apr.  30.  Based  on  percentage  change  of  $100  gross  income  reinvested  on  a  net  asset  value  to  net  asset  value  basis  before  charges. 

Source:  Micropal  Ltd. 


The  mutual  funds  listed  above  have  a  significant  portion  of  their  assets 
in  the  Czech  Republic.  They  will  do  the  stock  picking  for  you. 
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The  British  really  know  how  to  live. 


What  accessories  could  possibly  fur- 
ther the  lifestyle  of  those  already  draped 
in  impeccably  distinguished  everything? 
Dual  airbags. 

Granted,  they  don't  come  with  a 
guarantee,  but  they  do  come  within  the 
polished  armor  of  Land  Rover's  new 
Range  Rover. 

The  first  4x4  ever  to  have  them.  With 
permanent  four-wheel  drive,  ABS,  plus 
side  door  beams,  an  immense  chassis, 
and  steel  inner  body  cage,  every  passen- 


ger, aristocrat  or  not,  is  truly  well-off. 

Especially  sitting  in  its  posh  and 
genteel  interior,  now  even  more  resplen- 
didly  appointed  than  ever. 

And  whether  going  from  the  muddy 


RANGE  ROVER 


grounds  of  a  polo  match  to  tea  at  the 
Ritz,  or  jaunting  up  to  the  Gotswolds,  via 
mettled  roads  that  wind,  curl,  and  bump 
over  the  English  countryside,  a  Range 
Rover's  electronic  air  suspension  always 
provides  a  smooth  and  secure  ride. 

Even  when  it's  not  pouring  rain. 

Why  not  call  1-800-FINE  4 WD  for  the 
nearest  dealer?  Of  course,  at  just  under 
$53,000,*  it's  a  significant  investment. 
But  what  can  we  say? 

Long  live  the  Queen. 


AS  I  SEE  IT 


Oh,  don't  let  *e  sheer  numbers  throw  you.  We 
profiuMerela,ionsh1pswUh  each  of  them. 


then  give 


our  SALES  CONSULTANTS  a  call  a. 


.800-440DUNS 


Call  now  for 
the  ultimate 

direct 
marketing 
catalog. 

Target  your  best  business 
prospects  with  the  free  D&B 
Sales  &  Marketing  Information 
Catalog.  It's  filled  with  up-to- 
the-minute  information  and 
names  from  over  10,000,000 
businesses — perfect  for  any 
sales  prospecting  effort.  So 
call  for  yours  now. 

1«800«440«DUNS 

Ext.  212 


Dun&Bradstreet 
Information  Services 

mm  a  company  of 

IMP  The  Dun  &  Bradstreet  Corporation 


The  transition  from  communism  to  capitalism  is  like 
undergoing  surgery.  It  may  hurt,  but  to  say  it  causes 
suffering  is  a  misunderstanding,  argues  this 
consummate  economist-politician. 

"The  media  are 
always  wrong" 


An  interview  with  Czech  Prime  Minister  Vaclav  Klaus 


Czech  President  Vaclav  Havel  won 
world  renown  as  the  articulate  and 
dramatic  leader  of  his  nation's  peace- 
able overthrow  of  socialism,  but  Ha- 
vel leaves  economic  policy  almost  en- 
tirely to  Prime  Minister  Vaclav  Klaus, 
a  blunt-talking  professional  econo- 
mist who  governs  as  head  of  a  right- 
of-center,  four-party  coalition.  While 
Czech  economic  policy  is  not  quite  so 
free  market  as  Klaus — a  consummate 
salesman — likes  to  paint  it,  neverthe- 
less it  is  quite  free  market  by  European 
standards.  He  was  interviewed  by 
Jean  A.  Briggs,  James  W.  Michaels 
and  Richard  C.  Morais. 

Forbes:  The  statistics  on  East- 
ern and  Central  Europe  seem  silly. 
They  show  that  industrial 
production  is  way  down  in  the 
former  socialist  countries,  but  the 
lost  production  was  mostly 
garbage  nobody  really  wanted. 
Where's  the  real  loss? 
Klaus:  [Agreeing.]  I  was  recently  in  a 
Czech   city   200   kilometers  from 
Prague.  There  were  three  small  firms. 
One  had  been  producing  wooden 
children's  toys  for  the  Soviet  Union; 
another  had  been  producing  spare 
parts  for  Poland;  the  last  something 
similar.  So  I  asked  a  man,  "How  are 
things  going?"  "Two  of  them  are 
absolutely  perfect,"   he  answered. 
"Instead  of  producing  toys  for  the 
Soviet  Union,  the  company  is  pro- 
ducing furniture  for  Germany.  The 
second  one  is  producing  high-quality 
spare  parts  for  Siemens,  instead  of 
spare  parts  for  some  irrational  Polish 
project.  The  third  is  having  troubles." 


This  is  the  message  that  must  be 
sent  to  your  American  audience,  be- 
cause your  innocent  American  con- 
sulting firms  come  here  with  ten  mac- 
roeconomic  indicators,  [asking  us  to] 
please  fill  them  out  so  we  can  see 
whether  the  Czech  Republic  is  in  a 
recession. 

[Such  statistics]  are  meaningless. 
That  reminds  us  of  the  story  that 
the  Russian  factories  making  locks 
used  to  measure  them  by  the 
pound.  If  you  close  factories  like 
that,  your  statistics  suffer  but 
your  economy  gains.  Yet  the 
impression  in  the  press  is  that 
the  former  communist  countries 
are  making  the  transformation 
to  capitalism  at  a  terrible  cost. 
The  media  are  always  wrong.  You 
have  to  be  happy  when  they  spell  your 
name  right.  It's  not  true.  If  you  are  ill 
and  need  surgery,  of  course  it  is  pain- 
ful. An  operating  room  is  not  a  dance 
hall,  but  to  call  it  suffering  is  an 
absolute  misunderstanding. 
What  did  that  surgery  achieve? 
Economic  stability,  both  macro  and 
micro.  In  this  country  [inflation]  is, 
March  to  March,  9.4%.  The  monthly 
inflation  rate  is  0.3%;  in  February  it 
was  0.2%.  This  is  comparable  to  West- 
ern Europe,  not  Eastern  Europe. 

The  rate  of  unemployment  is  3.5%, 
an  unemployment  rate  which,  with 
the  exception  of  Japan  and  Luxem- 
bourg, is  the  lowest  in  the  world. 

Exchange  rates.  We  devalued  the 
currency  on  Dec.  29,  1990,  two  days 
before  the  foreign  trade  and  price 
liberalization.  We've  had  fixed  ex- 
changes now  for  40  months. 
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AND  SEES  A  CONTRACTOR'S  LIABILITY 
POLICY  TO  COVER  THE  LONG-TERM  RISK. 

Low-grade  asphalt  inadvertently  mixed 
into  a  new  road  surface  cracks  up — 
two  years  later.  Causing  an  accident, 
with  the  contractor  held  liable.  The 
kind  of  complex  risk  that  the  under- 


writers at  Home  Insurance  cover  with 
innovative  solutions.  Working  as  a 
team  with  claims  and  loss  pro- 
fessionals, they  look  to  protect  your 
business  from  the  unexpected.  Ask 
your  broker,  or  call  1-800-TEL-HOME. 
WE  SEE  RISK  BEFORE  RISK  SEES  YOU. 


Czech 

Prime  Minister 
Vaclav  Klaus 
Prickly  and 
shrewd. 


You  were  quoted  in  January 
as  saying  the  Czech  Republic 
had  enough  foreign  investment 
for  the  time  being. 

This  is  the  media  at  work  again. 
Newspapermen  are  the  main  enemies 
of  mankind. 

Some  people,  Prime  Minister, 
would  say  politicians  are. 

What  I  said  was  that  foreign  investors 
are  welcome  here,  but  I  do  not  see  any 
reason  to  artificially  accelerate  their 
coming  here.  That  would  be  against 
all  my  liberal  credentials.  It  would  be 
as  wrong  as  to  prohibit  the  flow. 

Businesses  are  always  asking  us  for 
special  privileges  because  they  are 
used  to  getting  them  in  capitalist 
countries,  including  the  U.S.  They 
want  to  have  a  tax  paradise.  I  don't  see 
any  reason  to  ask  for  less  taxes  from  a 
U.S.  company  working  here  than 
from  a  Czech  company  working  here. 
The  Czech  Republic  was  disap- 
pointed with  the  compromise  that 
the  Western  countries  offered 
you  when  they  wouldn't  let  the 
Central  and  East  European 


countries  into  NATO  for  fear 
of  offending  Russia. 

In  my  first  appearance  abroad  after 
the  Velvet  Revolution,  at  the  World 
Economic  Forum  in  Davos,  I  almost 
subconsciously  coined  a  phrase  that 
was  published  all  over  the  world:  I 
said,  the  third  way  is  the  fastest  way  to 
the  Third  World. 

We  don't  want  to  be  a  bridge  be- 
tween the  West  and  the  East.  No.  We 
are  in  the  heart  of  Europe.  We  belong 
to  Europe;  what  you  would  call  the 
Western  world  and  I  call  the  standard 
world.  No  third  way. 
We  have  seen  in  Poland  and 
Hungary  a  shift  back  to  the  old 
communist  leadership.  The 
recent  elections  were  a  defeat 
for  the  center  and  right-wing 
parties.  How  do  we  know 
something  similar  is  not  going  to 
happen  in  the  Czech  Republic i 
Let's  split  the  question  into  two  parts. 
Why  the  Czech  Republic  will  not 
return  to  communism,  and  how  we 
should  interpret  events  in  these  other 
countries. 


First,  the  Czech  Republic.  For 
achieving  something  you  must  first 
have  a  vision  and  politicians  who  are 
able  to  sell  the  vision  to  their  citizens. 
I  don't  think  countries  like  Poland 
and  Hungary  fulfill  those  [require- 
ments]. The  Czech  Republic  is  the 
only  [postcommunist  country]  with 
well-defined  political  parties.  [In  the 
other  ex-socialist  countries]  you  can't 
tell  if  the  political  parties  have  the 
ideology  of  Forbes  magazine  or  the 
New  York  Times  Book  Review. 

Looking  at  the  Polish  andHungar- 
ian  elections,  I  wouldn't  say  the  elec- 
tions mean  such  a  setback  as  it  is 
described  in  an  overly  simplified  way 
in  your  media. 

[The  Polish  leader]  Mr.  Kwas- 
niewski  is  a  pragmatic,  rational  animal 
who  tries  to  maximize  the  number  of 
votes,  who  is  able  to  move  somewhere 
when  the  opinion  of  the  people  moves 
there.  To  call  him  a  neocommunist, 
or  a  postcommunist,  is  [like  saying] 
that  your  Irving  Kristol  was  once  al- 
most a  communist.  Please  don't  make 
such  easy  judgments. 
Okay,  we  won't.  The  U.S.  is  now 
involved  in  a  health  care  debate. 
We  are  going  in  one  direction, 
you're  going  in  another.  We  are 
nationalizing  health  care,  the 
Czech  Republic  is  privatizing 
health  care. 

I  really  don't  want  to  be  involved  in 
that  debate,  but  I  will  tell  you  a  story.  I  j 
was  recently  at  a  rally  of  3,000  people 
in  Opava,  a  northern  Moravian  town. ! 
A  man  asked  me:  When  can  we  expect 
the  same  level  of  agricultural  subsidies 
as  those  of  Western  Europe?  If  there 
were  just  3,000  people,  and  not  the 
journalists  in  the  front  row,  the  an- 
swer would  have  been  quite  dramatic. 
But  because  journalists  were  there  I 
had  to  answer  in  the  prime  minister's 
[gentle]  way. 

I  hesitated,  and  then  I  answered: 
"The  level  of  subsidies  for  Czech  farm- 
ers will  be  at  the  level  of  EU  farmers' 
subsidies  when  EU  countries  under- 
stand the  irrationality  of  their  subsidies 
and  when  they  decrease  them  to  the 
level  of  the  Czech  Republic." 

You  can  use  that  subsidy  example  as 
a  similar  answer  to  your  health  care 
question. 

Mr.  Prime  Minister,  you  are  not 
noted  for  your  diplomacy,  but  that 
was  a  most  diplomatic  answer.  Hi 
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Rolex  and 
Wimbledon: 
a  tradition  of 

excellence* 

In  1869,  the  All  England  Croquet 
Club  established  itself  on  four  rented  acres 
in  Wimbledon.  By  1875,  the  club  had 
set  aside  a  rectangle  of  grass  for  lawn 
tennis,  which  was  growing  in  popularity. 
Two  years  later,  the  club  had  changed 
its  name  to  the  All  England  Croquet  and 
Lawn  Tennis  Club. 

That  same  year,  some  200  spectators 
watched  as  22  amateur  players  competed  for 
a  silver  cup,  which  was  awarded  to  Spencer 
Gore,  the  first  Wimbledon  champion. 
Today  that  legendary  lawn, 
renamed  the  All 
England  Lawn 
Tennis  and 
Croquet  Club 
in  1889,  has 
expanded  to  42 
acres  with  18 
championship 
grass  courts,  each 
holding  revered  memories. 
And  none  is  more  storied  than 
Centre  Court. 


Spencer  Gore, 
the  tournament 's 
first  champion. 


Rolex  and  Jim  Courier  at  Centre  Court. 

It  is  here  that  the  world's  finest 
players,  such  as  Jim  Courier, 
meet  each  summer  for 
V        two  weeks  of  fierce 
fr*^"  competition. 

In  a  setting 
where  stamina  and 
grace  under  pressure 
are  not  just  respected 
but  revered,  Rolex  is 
proud  to  be  the  Official 
Timepiece  of 
the  Wimbledon 
Championships. 

ROLEX 


Rolex  Lady  Oyster  Perpetual  and  Men's  Oyster  Perpetual  Datejust  in  stainless  steel  and  18kt  gold  with  matching  Jubilee  bracelets  and  diamond  dials 
Write  for  brochure.  Rolex  Watch  U.S.A.,  Inc  ,  Dept  304  ,  Rolex  Building.  665  Fifth  Avenue,  New  York,  NY  10022-5383. 
Rolex,      Oyster  Perpetual,  Datejust  and  jubilee  are  trademarks. 
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A  jazz  pianist  and  his  young  executives 
are  making  the  Czech  bourse  rock  and  roll 


Pioneer 
entrepreneur 


By  Richard  C.  Morais 

In  a  smoke-filled  jazz  hole  on 
Prague's  Narodni  Avenue,  a  street 
lined  with  prostitutes,  Martin  Kra- 
tochvil  is  playing  one  of  his  subversive 
compositions  from  the  days  of  com- 
munism. The  audience  is  middle- 
aged  and  smartly  dressed,  and  greets 
the  jazz  pianist  with  a  reverential  hush 
that  settles  on  the  club. 

No  wonder  the  hush.  By  day  the 
48-year-old  Kratochvil  jams  as  the 


chairman  of  four-year-old  Bonton,  a 
fast-growing  company  in  records, 
video,  film,  radio,  retail,  real  estate 
and  mutual  funds.  Bonton  A.S.  re- 
cently bought  a  majority  holding  in 
Supraphon — the  former  state  record 
company,  with  50,000  titles  in  its 
archives.  Revenues  at  KratochviPs 
privately  held  Bonton  will  easily  ex- 
ceed $27  million  this  year,  a  lot  of 
money  in  the  Czech  Republic.  With 


his  swimming  pool  and  Cessna,  Kra- 
tochvil is  a  star  of  Prague's  emerging 
business  class. 

In  the  dark  days  that  followed 
Prague's  1968  spring,  Martin  Kra- 
tochvil's  band,  Jazz  Q,  escaped  ban- 
ishment, and  his  1970s  concerts  be- 
came an  escape  for  Czechs  from  the 
boring  regimen  foisted  upon  them  by 
a  repressive  government.  "The  com- 
munists beat  up  everybody,  but  jazz 
was  sacrosanct  to  them  because  for 
some  reason — maybe  Lenin  said  so — 
jazz  was  considered  the  music  of  the 
proletariat." 

It  took  Kratochvil  two  years  of 
''psychological  war"  to  convince  six 
communist  bosses  to  sign  a  piece  of 
paper  that  would  let  him  study  at 
Berklee  College  of  Music  in  Boston. 
They  finally  did.  And  then,  when  he 
came  back  to  Prague  in  1977,  Kra- 
tochvil established  a  20,000-strong 
jazz  federation,  the  only  independent 
body  in  the  country.  In  no  time  he  was 
earning  private  wealth  producing  jazz 
records  out  of  his  basement  studio. 
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High  Anxiety  Over  Higher  Tax  Brackets? 

VANGUARD  S  SEVEN 
TAX-EXEMPT  PORTFOLIOS  ARE 
POWERFUL  ALLIES 
IN  TODAY'S  TAX  STRUGGLE. 


■f  you  are  an  investor 
laf  fected  by  higher  tax 
brackets,  Vanguard  offers 
help.  Vanguard  Municipal 
Bond  Fund  provides  tax- 
exempt  yields  and  broad 
investment  flexibility 

With  the  seven  Portfolios 
of  Vanguard  Municipal  Bond 
Fund,  you  can  select  from 
short-,  intermediate-,  and 
long-term  maturities  as  well 
as  from  high-quality  and 
medium-grade  bonds. 

There's  even  one  Portfolio 
whose  bonds  are  insured  as 
to  principal  and  interest  pay- 
ments. The  insurance  does 
not  protect  the  portfolio 
against  share  price  fluctuation. 

This  means  you  don't  have 


to  make  a  one-bet  decision. 
You're  not  compelled  to  com- 
mit all  of  your  fixed  income 
assets  to  one  maturity  range 
or  even  one  quality  sector. 
Instead,  you  can  tailor  a  port- 
folio to  your  desired  income 
yield  and  tolerance  for  risk. 

Vanguard's  Low  Costs  Can 
Enhance  Tax-Free  Yields 

Vanguard  Municipal  Bond 
Fund's  expense  ratio  for  1993 
was  just  0.20  of  1%  compared 
to  0.79  of  1%  for  the  average 
municipal  bond  fund  (Lipper 
Analytical  Services).  With  a 
$10,000  investment,  that's  a 
difference  of  $59  over  1  year, 
or  $590  over  10  years  not 
absorbed  by  fund  expenses. 


With  Vanguard  s 
No-Load  Policy, 
100%  of  Your  Investment 
Goes  To  Work 

There  are  no  charges  to 
purchase,  redeem,  or 
exchange  shares  of  Vanguard 
Municipal  Bond  Fund.  And 
no  deferred  sales  charges  or 
12b-l  fees  that  continuously 
erode  earnings. 

Minimum  initial  invest- 
ment is  $3,000  per  Portfolio. 

Residents  of  CA,  FL,  OH, 
NJ,  NY,  PA:  Please  ask  about 
our  StateTax-Free  Funds. 

Call 
1-800-992-2566 

For  Your  Tax-Free  Investing  Kit, 
Which  Includes  The  Brochure, 
"How  To  Select  A  Tax-Free  Fund" 

The  Kit  contains  a  prospectus  with  more 
complete  information  on  advisory  fees, 
distribution  charges  and  other  expenses. 
Please  read  it  carefully  before  investing. 
An  investment  in  a  money  market  fund  is 
neither  insured  nor  guaranteed  by  the 
U.S.  Government,  and  there  is  no  assur- 
ance that  the  Fund  will  be  able  to  main- 
tain a  stable  net  asset  value  of  $1.00  per 
share. 

A  portion  of  income  may  be  subject  to  the 

Federal  alternative  minimum  tax. 

©  Vanguard  Marketing  Corp.,  Distributor 


VANGUARD  MUNICIPAL  BOND  FUND 
OFFERS  UNPARALLELED  INVESTMENT  FLEXIBILITY 


Average 

Credit 

Principal 

Income 

Portfolio 

Maturity 

Risk 

Risk 

Risk 

Money  Market 

90  Days  or  less 

Low 

Low 

High 

Short-Term 

1  to  2  Years 

Low 

Low 

High 

Limited-Term 

2  to  5  Years 

Low 

Medium 

Medium 

Intermediate-Term 

7  to  12  Years 

Low 

Medium 

Medium 

Insured  Long-Term 

15  to  25  Years 

Very  Low 

High 

Low 

Long-Term 

15  to  25  Years 

Low 

High 

Low 

High-Yield 

15  to  25  Years 

Medium 

High 

Low 

Please  note  that,  like  all  bond  funds,  the  Portfolios  of  Vanguard  Municipal  Bond  Fund  are  subject  to  investment  risks. 
The  three  primary  ones  shown  here— credit,  principal,  and  income  risk— are  described  in  detail  in  our  Information  Kit. 


TH^ui^uardGROUP 

*^OF  INVESTMENT  COMPANIES 


Bonton 

"Private  enterprise  was  forbid- 
den," he  says.  "But  the  [state  record 
authorities]  found  the  legal  loopholes 
for  me  to  operate.  They  needed  me. 
They  wanted  to  sell  their  records,  and 
I  knew  how  to  produce  them.1' 

The  regime  fell  in  the  1989  Velvet 
Revolution.  Within  months  Kratoch- 
vil  circumvented  restrictions  on  form- 
ing private  corporations  by  establish- 
ing a  cooperative.  He  convinced  sev- 
eral friends  and  his  brother-in-law 
(Michael  Kocab,  a  politician  largely 
responsible  for  driving  the  Soviet  mil- 
itary out  of  the  country)  to  pony  up 
$2,000  in  capital.  That  was  the  birth 


volunteer  from  the  University  of 
North  Carolina.  He  had  no  real  work 
experience,  but  he  had  two  things 
Kratochvil  prized:  enthusiasm  and 
organizing  ability.  Hawk  taught  the 
company  such  basic  ways  to  srretch 
its  thin  capital  as  paying  slowly  and 
collecting  fast.  He  understood  in- 
stinctively-that  price  is  a  function  of 
demand,  not  of  convention.  In  1990 
he  insisted  that  the  company  defy 
tradition  by  charging  for  a  Rolling 
Stones  album  three  times  the  highest 
price  ever  paid  for  an  album  in  the 
republic.  The  album  earned  the  com- 
pany some  $200,000,  then  an  exclu- 


Bonton  President  Mick  Hawk  and  head  office 
The  American  taught  them  how  to  pay  late. 


of  Bonton,  and  the  five  employees 
quickly  produced  the  underground 
records  that  the  state  had  refused  to 
make.  The  first  record,  priced  at 
about  $1.50,  was  a  recording  of  Va- 
clav Havel  reading  his  play  Audience. 
It  sold  105,000  copies. 

Kratochvil  was  a  fine  musician  and 
was  loaded  with  entrepreneurial  ener- 
gy, but  he  was  a  terrible  manager.  A 
succession  of  executives  left  in  dis- 
gust, until  Kratochvil  eventually  set- 
tled On  two  presidents:  Zdenek  Ko- 
zak,  a  29-year-old  Czech  lawyer,  and 
Mick  Hawk,  a  32 -year-old  American. 

An  American?  The  gregarious 
Hawk  arrived  in  1990  as  an  M.B.A. 


sive  deal  with  Sony  Music,  and  Hawk 
was  eventually  rewarded  with  5%  of 
the  company. 

Kratochvil,  who  with  his  brother- 
in-law  owns  just  over  50%  of  the 
company,  is  the  firm's  idea  generator. 
In  1990  he  pushed  the  company  to 
make  The  Tank  Battalion,  a  movie 
mocking  army  life  under  Soviet  con- 
trol. One-sixth  of  the  entire  Czecho- 
slovakian  population  saw  it.  The  first 
private  Czech-owned  radio  station 
came  on  the  airwaves  in  1991  and 
quickly  earned  Bonton  a  20%  market 
share.  Bonton  also  owns  the  home 
video  licenses  from  Columbia  TriStar 
and  Playboy. 


Now  he  is  a  mutual  fund  magnate. 
Here's  how  that  happened: 

To  jump-start  popular  capitalism, 
the  government  distributed  to  Czech 
citizens  vouchers  that  were  then  used 
to  acquire  shares  in  privatized  compa- 
nies. But  most  Czechs  didn't  have  a 
clue  as  to  how  they  should  pick  com- 
panies. Mutual  funds  sprang  up  to 
accept  the  vouchers  and  use  them  to 
buy  companies.  Kratochvil  and  his 
brother-in-law,  with  their  growing 
reputation  as  entrepreneurs,  started 
the  Trend  Investment  Fund  in  1992. 
Over  90,000  Czechs  and  Slovaks  ten- 
dered their  vouchers  with  the  Trend 
fund.  Bonton  owns  27.5%  of  the 
management  company. 

So  far  as  security  law  is  concerned, 
this  is  the  Wild  East.  Supposing  Fidel- 
ity used  its  investing  power  to  obtain 
inside  information  and  then  used  that 
information  to  buy  control  of  a  major 
U.S.  company.  It  couldn't  happen.  It 
can  in  the  Czech  Republic. 

When  the  state  music  company, 
Supraphon,  came  up  for  privatization, 
its  debt  load  scared  away  most  bid- 
ders.   Kratochvil's    mutual  fund, 
Trend,  took  a  16.5%  holding  in  Su- 1 
praphon,  which  in  turn  invited  Kra-  I 
tochvil  to  sit  on  the  company's  board.  | 
From  his  boardroom  vantage  Kra- 
tochvil and  his  executives  got  a  look 
inside  the  company.  Suprahon  was 
sitting  on  valuable  real  estate.  In  the 
spa  town  of  Karlovy  Vary,  for  exam- 
ple, Supraphon  owned  an  exquisite 
building  on  the  main  street. 

Kratochvil's  private  vehicle,  Bon- 
ton, quickly  bought  a  55%  stake  in 
Supraphon  for  $400,000  and  is  ten- 
dering for  the  rest  of  the  shares.  Two 
quickie  deals  later — selling  a  ware- 
house in  Prague  and  the  catalog  rights 
in  Japan  for  the  next  50  years — and 
Mick  Hawk  has  recovered  nine  times 
the  purchase  price  and  reduced  debt 
to  a  manageable  $1  million.  Kratoch- 
vil is  now  repeating  the  successful 
Trend-Bonton  run  on  a  Slovakian 
record  company. 

No  surprise,  then,  that  investment 
banks  like  Credit  Suisse  First  Boston 
are  begging  to  take  Bonton  public.  A 
private  placement  is  happening  now, 
to  be  followed  in  a  year  or  two  by  a 
public  offering.  In  the  meantime  Kra- 
tochvil continues  to  moonlight  at  jazz 
clubs.  "It's  like  a  drug,"  he  says.  "I've 
got  to  do  it."  ■■ 
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Did  vou  ever  notice  how  voau  he  smells  '/ 


GEORGIA:  /  finally  went  out  to  dinner 
with  Kim  last  night. 

JACKIE:   Just  the  two  of  you?  JVhere 
did 

i)r%  11   fin  f 


M.ario' s 


you  got 
GEORGIA 

JACKIE:    M  ario's?  The  food  is  terri  He. 
GEORGIA:    /  didn't  notice.  Id  on  t 
really  even  know  what  I  ate. 
JACKIE:  Really? 
GEORGIA:    You  should  have  seen  him.  He  was  so  sweet.  He  spilled  his 
wine  all  over  my  dress. 
JACKIE:  AdoraUe. 

GEORGIA:    And  then  when  he  reached  over  to  give  me  his  napkin, 
hek  nocked  over  his  water  elass. 
JACKIE:  Hilarious. 

GEORGIA:     Well,  it  was.   We  couldn't  stop  laughing.   Ti^e  just  had 
to  get  out  of  there.   TVe  laughed  all  the  way  hack  to  my  place. 
JACKIE:    Your  place? 

GEORGIA:    Well,  I  was  soaked.  And  hesides  . . . 
JACKIE:  Besides. 

GEORGIA:    Did  you  ever  notice  how  good  he  sme  Us? 
JACKIE:    Frankly,  no. 

GEORGIA:    He  wears  the  most  wonderful  cologne. 
JACKIE:    Dare  I  ask  what  it  is? 
GEORGIA:    'Well,  it  comes  in  a  hox  with  dots. 
JACKIE:  Dots? 
GEORGIA:  Dots. 

JACKIE:    So.  Now  we're  hack  at  your  place  

GEORGIA:  Jackie,  how's  your  mother? 


IklTLT-il 

for  Men 


•       I  Icrrcra     .  f 


Dayton's  •  Hudson's  • 
Marshall  Field's 


Herrera  for  Men 

Carolina  Herrera 

NewVbrk 


>X7hen  you  were  a  kid  you  made  yc 

JVlaybe  this  is  the  year  you  i 
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So  you  never  hit  one  out  of  Yankee  Stadium,  or  headlined  at  the 
Garden  like  you  planned.  You  can  still  drive  a  Corvette.  And  it's 
~  m  even  more  fun  than  you  imagined  it  as  a  kid. 

^  J^^^nTUSC  Because  today's  'Vettes  have  40  years'  worth  of  Chevy  engineering 
CJTC-^C^%C~\    <31T}_  it     Dreakthroughs:  The  LT1  engine,  one  of  the  world's  most  advanced 

*  small-block  production  V8s.  Dual  air  bags.  The  union  of  Bosch 
ABS  brakes  and  ASR  traction  control.  And  no  other  Corvette  has  a 
cockpit  quite  as  refined  as  this  year's. 

So,  even  though  you've  wanted  a  Corvette  for  as  long  as  you  could 
reach  the  accelerator,  it's  probably  a  good  thing  you  waited  until 
now.  Because  the  1994  Corvette  is  the  best  one  yet. 


CORVETTE     Ej^7  GENUINE  CHEVROLET" 


Supreme  Court  Justice-designate  Breyer  has  been 
attacked  by  Ralph  Nader  and  Howard  Metzenbaum. 
and  is  said  to  lack  "compassion."  Good  signs. 

A  reassuring 
appointment 


BY  THOMAS  SOWELL 


Dr.  Thomas  Sowell  is  an  economist 

and  a  senior  fellow  at  the  Hoover  Institution 

in  Stanford,  Calif. 


With  the  newest  Supreme  Court 
nominee,  Judge  Stephen  G.  Breyer,  be- 
ing endorsed  by  liberals  and  conserva- 
tives alike — including  Senators  Ted 
Kennedy  and  Orrin  Hatch — perhaps  we 
will  see  confirmation  hearings  without 
the  rancor  and  ugliness  diat  began  with 
the  Bork  nomination  back  in  1987  and 
worsened  with  the  bitter  confirmation 
hearings  for  Clarence  Thomas  in  1991. 

Conducting  judicial  confirmation 
hearings  as  if  they  were  fraternity  haz- 
ings  cheapens  both  the  Senate  Judi- 
ciary Committee  and  the  courts,  and 
further  erodes  the  respect  for  law  that 
is  as  important  as  cops  on  the  beat. 
The  public's  disgust  with  these  spec- 
tacles may  have  caused  some  second 
thoughts — or  perhaps  some  first 
thoughts — among  the  bully  boys  on 
the  committee. 

If  the  confirmation  hearings  for 
Judge  Breyer  represent  not  simply  de- 
cent treatment  for  one  respected  jurist 
but  a  trend  back  toward  treating  nomi- 
nees in  general  with  dignity,  then  the 
turning  point  away  from  a  circus  atmo- 
sphere may  well  have  come  at  last. 

As  for  Judge  Breyer  himself,  he  is  a  lot 
better  than  might  have  been  expected 
from  an  Administration  that  tried  to 
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foist  Lani  Guinier  and  other  left-wing 
ideologues  on  the  country.  That  the 
President  hesitated  to  appoint  Breyer, 
but  did  so  out  of  fear  of  a  confirmation 
fight  if  someone  more  controversial 
were  nominated,  is  another  plus  for  the 
judge.  Given  the  President's  ideological 
leanings,  his  second  or  third  choice  is 
likely  to  be  better  than  his  first. 

What  is  perhaps  most  encouraging 
about  Judge  Breyer  is  that  he  under- 
stands tradeoffs.  One  of  die  illustrations 
he  used  in  his  writings  involved  the 
cleanup  of  a  site  with  toxic  "contamina- 
tion." The  level  of  die  contaminants  was 
so  low  diat  children  could  safely  eat  the 
dirt  for  70  days  a  year  without  ill  effects. 
By  spending  an  additional  $9  million, 
one  could  remove  enough  residual  con- 
taminants to  make  it  safe  enough  for 
them  to  eat  the  dirt  245  days  a  year. 

This  is  not  an  unusual  situation. 
The  law  of  diminishing  returns  makes 
it  ever  more  costly  to  remove  ever 
more  minute  traces  of  chemicals  rep- 
resenting ever  more  remote  dangers. 
Ultimately,  there  is  no  such  thing  as 
pure  water,  pure  air  or  pure  anything 
in  the  real  world,  and  never  has  been. 
The  question  is  where  you  stop  in  the 
purification  process  as  the  costs  rise 
steeply,  while  the  dangers  decline  to- 
ward the  vanishing  point. 

The  encouraging  thing  is  not  just 
that  Judge  Breyer  understands  such 
things  as  regards  safety  issues.  This 
whole  way  of  thinking  is  radically  differ- 
ent from  that  of  riiose  who  are  seeking 
"solutions'"  in  innumerable  other  cir- 
cumstances. Over  the  past  30  or  40 
years,  judges  pursuing  perfect  justice  in 
criminal  cases  have  mired  the  legal 
system  in  judicially  created  "rights'1 
and  technicalities  that  produce  the  far 
worse  injustice  of  innocent,  law-abid- 
ing people's  safety  and  lives  being  sacri- 


ficed on  an  escalating  scale  to  reduce 
ever  more  remote  dangers  of  an  injus- 
tice to  criminal  defendants. 

All  the  good  things  that  are  being 
said  about  Judge  Breyer  as  he  awaits 
confirmation  are  not  nearly  as  reassur- 
ing as  the  few  criticisms  of  him  that  are 
being  voiced.  He  has  been  attacked  by 
Ralph  Nader  and  by  Senator  Howard 
Metzenbaum,  so  he  can't  be  all  bad. 
Judge  Breyer  is  also  said  by  some  to 
lack  "compassion,"  and  it  is  said  that 
phrases  like  "social  justice"  would 
embarrass  him.  Good. 

From  time  immemorial,  judges 
have  been  honored  for  being  impar- 
tial and  so  have  others  in  judge-like 
positions,  such  as  umpires  and  refer- 
ees. Only  within  the  past  few  decades 
has  the  idea  taken  hold  that  judges 
should  have  "compassion"  or  be 
"champions"  of  this  or  that  group,  or 
this  or  that  cause. 

Somebody  always  gets  hurt  in  a 
courtroom,  as  Judge  Robert  H.  Bork 
once  put  it.  All  that  a  good  judge  can 
do  is  to  make  sure  it  is  the  right 
person.  Just  as  being  compassionate 
to  criminals  has  wreaked  havoc  on  the 
victims  of  crime,  so  being  "sensitive"  j 
to  this  or  that  group  means  not  giving 
others  an  impartial  hearing.  No  mat- 
ter how  well  some  may  dance  around 
the  facts  with  clever  words,  that  is 
what  it  ultimately  comes  down  to. 

An  umpire  who  called  balls  and 
strikes  on  die  basis  of  his  "compassion" 
for  pitchers  would  be  considered  a 
disgrace  to  his  profession.  A  referee 
who  let  one  fighter  get  away  with 
violating  die  rules  because  he  was  "sen- 
sitive" to  the  underdog  would  likewise 
forfeit  everyone's  respect. 

As  for  "social  justice,"  big,  empty 
and  pompous  phrases  like  that  should 
embarrass  anyone.  Such  phrases  are  a 
blank  check  for  judicial  adventures 
that  leave  the  law  in  shambles.  It  is  no 
longer  law  because  no  one  can  predict 
what  will  happen  next  under  "evolv- 
ing standards." 

If  Judge  Breyer  is  smart  enough 
that  glittering  phrases  with  a  moralis- 
tic aura  cannot  seduce  him  from  his 
solemn  judicial  duties,  then  he  will 
not  only  be  a  big  improvement  over 
Justice  Blackmun,  whom  he  will  be 
replacing,  but  perhaps  even  a  step 
toward  a  return  to  courts  of  law,  asi 
distinguished  from  courts  of  arbitrary 
judicial  edicts.  WM 
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If  there's  a  gene  for  figuring  out  regional  reading 
tastes,  Books-A-Million's  Clyde  Anderson  seems 
to  have  inherited  it. 

Southern  Med 


reading 


By  William  M.  Stern 

University  of  Alabama  football  fan 
Clyde  B.  Anderson  was  delighted 
when  the  Crimson  Tide  upset  Miami 
in  the  Sugar  Bowl  last  year.  As  chief 
executive  of  Birmingham -based 
Books-A-Million,  Inc.,  Anderson  fig- 
ured there  must  be  a  way  for  his  113- 
store  southeastern  bookstore  chain  to 
capitalize  on  the  victory. 

Anderson  called  his  brother 
Charles,  who  distributes  Sports  Illus- 
trated throughout  the  South.  The 
magazine  had  already  decided  not  to 
feature  the  Sugar  Bowl  on  its  cover, 
but  the  Anderson  boys  convinced 
Sports  Illustrated  to  produce  a  special 
cover  featuring  'Bama  running  back 
Derrick  Lassie  and  even  some  addi- 
tional editorial  material  on  the  Ala- 
bama players.  Books-A-Million 
agreed  to  buy  200,000  copies  of  the 
magazine  outright — no  returns — and 
the  issue  was  prominently  displayed  in 
its  stores'  windows.  Books-A-Mil- 
lion, which  usually  sells  125  copies  of 
Sports  Illustrated  a  week  in  its  25 
Alabama  stores,  eventually  sold  every 
copy  of  the  special  Sugar  Bowl  issue, 
worth  $900,000  in  sales  and  probably 
$200,000  in  operating  profits.  Aid 
that  excludes  whatever  the  customers 
spent  on  books  as  they  went  into 
Books-A-Million  for  the  magazines. 

With  sales  last  year  of  $123  million, 
Books-A-Million  is  the  nation's 
fourth -largest  book  retailer — after 
Barnes  &  Noble,  Kmart's  Borders- 
Walden  Group  and  Crown  Books — 
but  the  most  profitable  of  the  big 
chains.  With  earnings  of  $5.6  million, 
or  74  cents  a  share,  last  year,  Books-A- 
Million  netted  4.6  cents  per  sales 
dollar — easily  three  times  the  net  mar- 
gin at  Barnes  &  Noble  and  Crown, 


and  well  above  Borders-Walden's 
2.2%  margin.  Amy  Ryan,  a  specialty 
retailing  analyst  at  Prudential  Securi- 
ties, expects  earnings  to  rise  22%  this 
year,  to  $7.7  million,  90  cents  a  share. 

If  there's  a  gene  for  giving  custom- 
ers the  reading  material  they  want,  the 
Anderson  brothers  inherited  it.  In 
1917  their  grandfather,  then  just  14, 
quit  school  and  began  work  as  a  news- 
paper boy  in  Florence,  Ala.  Soon  af- 
ter, hundreds  of  construction  workers 
arrived  in  Florence  to  build  the  Wil- 
son Dam.  They  asked  the  young  pa- 
perboy for  their  hometown  papers. 
The  youngster  built  his  own  news- 
stand out  of  piano  crates,  arranged  for 
out-of-town  publishers  to  send  him 
their  papers  by  train,  and  a  distribu- 
tion retailing  business  was  born. 

Over  the  years  the  newsstand  grew 
into  a  bookstore  and  then  into  a 
bookstore  chain.  Two  years  ago  the 
founder's  son  turned  over  Books-A- 
Million's  reins  to  the  third  genera- 
tion: 32 -year-old  Clyde  Anderson,  a 
University  of  Alabama  graduate  who 
has  worked  in  the  stores  since  he  was 
13.  (Older  brother  Charles  was  given 
the  family's  newspaper  and  magazine 
distribution  business  to  run.) 

Clyde  Anderson  has  pushed  Books- 
A-Million  into  retailing's  latest 
rage — superstores.  Along  with  its  84 
smaller  stores,  mainly  in  malls,  Books- 
A-Million  now  operates  29  super- 
stores, typically  20,000  square  feet  or 
larger,  in  26  cities,  including  Rich- 
mond, Va.,  Huntsville,  Ala.  and 
Gainesville,  Fla.  The  idea  behind  the 
superstores  is  to  lure  customers  in 
with  heavily  discounted  bestsellers 
like  James  Redfield's  The  Celestine 


Books-A-Million 
Chief  Executive 
Clyde  Anderson 
"We  know  a  little 
something  about 
selling  books." 


Story  time 
at  a  Louisiana 
store 
Keeping 
the  customer 
satisfied. 
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Prophecy  and  In  the  Kitchen  with  Ro- 
ne, by  Oprah  Winfrey's  cook,  Rosic 
Daley,  then  hit  them  with  a  huge 
assortment  of  titles  that  sell  at  full 
dust-jacket  price. 

Books-A-Million's  superstores  of- 
fer around  68,000  titles — slightly  less 
than  competing  book  chains'  urban 
superstores.  But  more  than  his  com- 
petitors, Anderson  recognizes  that 
reading  tastes  are  still  shaped  by  re- 
gional influences.  Thus  Books-A- 
Million's  big  stores  stock  as  many  as 
1,000  southern  regional  book  titles, 
including  bestsellers  in  the  Birming- 
ham area  like  Calling  All  Cooks,  a 
collection  of  recipes  from  South  Cen- 
tral Bell's  union  members. 

"•You  walk  into  one  of  those  other 
chain  stores  and  you  know  someone 
in  New  York  picked  out  their  books," 
drawls  Birmingham's  Lamar  Miller, 
who  drops  by  Books-A-Million  two 
or  three  times  a  week.  "This  is  a  local 
chain,  and  it's  got  the  best  southern 
books  around." 

With  the  superstores,  Anderson  can 
also  expand  his  southern  titles  and  his 
lucrative  business  in  remaindered  ti- 
tles. For  example,  Books-A-Million 
buys  outdated  hardcover  titles  like 
Stephen  King's  1991  bestseller  Need- 
ful Tilings  for  less  than  $4  a  copy  and 
sells  it  for  $7.98 — a  50%  gross  margin, 
versus  the  40%  margins  on  new  trade 
books  sold  at  full  dust-jacket  price. 
Note,  however,  that  remaindered 
books  often  cannot  be  returned. 

This  year  Anderson  plans  to  open 
1 5  more  superstores  in  midsize  south- 
eastern cities  where  rents  are  relatively 
low  and  populations  are  as  small  as 
250,000.  New  stores  typically  cost 
$825,000  to  open  and  take  less  than  a 
year  to  turn  profitable.  The  Ander- 
sons raised  $34  million  in  an  initial 
public  offering  in  November  1992 
and  used  the  proceeds  to  build  new 
stores  and  pay  off  all  the  company's 
debt.  A  secondary  offering  last  Octo- 
ber raised  $33  million,  all  of  which  is 
being  poured  into  expansion.  Since 
Books-A-Million  went  public,  its 
shares  have  risen  75%,  to  a  recent 
22%,  valuing  the  Anderson  family's 
52%  of  the  company  at  $100  million. 

"We  may  not  be  the  smartest  guys 
around,  but  we  know  a  little  some- 
thing about  selling  books,"  says  An- 
derson. "Get  to  know  your  customers 
and  give  'em  what  they  want."  H 


UP  &  COMERS  FOLLOW  THROUGH 


David  1,  Goliath  0 

Last  time  we  checked  in  with  How- 
ard Jonas,  his  International  Discount 
Telecommunications  was  taking  in 
$300,000  a  month  arbitraging  inter 
national  telephone  calls  (Forbes, 
May  24,  1993).  Using  Jonas'  "inter- 
national call-back"  system,  callers 
from  Israel,  Ivory  Coast  or  Argenti 
na — or  anywhere  else  in  the  world 
where  telecommunications  costs  run 
high — call  into  idt's  switch  in 
Hackensack,  N.J.,  let  the  phone  ring 
once  and  then  hang  up.  idt's  switch 
immediately  rings  them  back,  provid- 
ing them  with  a  U.S.  dial  tone.  With 
that  the  caller  can  dial  anywhere  in  the 
world,  at  far  lower  U.S.  rates. 

Banks,  brokerage  houses,  U.S. 
government  offices  abroad  and  other 
heavy  international  telecommuni- 
cations users  began  using  Jonas'  sys- 
tem. But  AT&T,  which  earns  huge 
profits  from  the  fees  it  gets  paid  for 
delivering  the  last  leg  of  interna- 
tional calls  coming  into  the  U.S.,  filed 
a  petition  with  the  Federal  Commu- 
nications Commission  in  late  1992  to 
have  call-back  services  outlawed. 
"AT&T  is  out  to  get  me,"  Jonas  told 
Forbes. 

Score  one  for  the  little  guy.  In 
April  the  FCC  denied  AT&T's  petition. 

But  while  Jonas  was  awaiting  the 
decision,  he  wasn't  exactly  sitting  on 


his  hands.  In  March  IDT  began  of- 
fering cut-rate  domestic  long  distance 
service,  leasing  lines  in  bulk  from 
MCI  and  WilTel.  Jonas  also  throws  in 
free  E-mail  and  free,  unlimited  ac- 
cess to  Internet.  So  far  7,000  small 
businesses  have  signed  up.  He  also 
offers  a  service  he  informally  refers  to 
as  "E-mail  for  idiots."  For  an  extra 
$5  a  month,  IDT  will  give  you  a  per- 
sonal E-mail  address  and  automati- 
cally translate  messages  into  faxes, 
which  it  forwards  to  your  fax 
machine. 

To  help  finance  his  privately  held 
company's  growth,  Jonas  has 
brought  in  high-profile  investors 
like  fellow  Bronx  native  and  noted 
telecommunications  investor  Mario 
Gabelli,  who  paid  well  into  six  figures 
for  a  1%  stake  in  April.  (Jonas  owns 
70%,  employees  own  10%,  and  out- 
side investors  own  the  rest. ) 

Last  month  IDT  took  in  $4  mil- 
lion— up  thirteenfold  from  a  year  ago. 
Jonas  says  his  company,  which  has 
been  profitable  since  early  last  year, 
now  gets  about  half  its  business 
from  domestic  long  distance. 

While  still  a  flyspeck  compared 
with  AT&T,  Jonas,  now  38,  is  not  the 
least  bit  intimidated  by  his  adver- 
sary. "We'll  be  AT&T's  serious  com- 
petitor in  ten  years,"  he  says.  -F.M. 
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Your  Shield  Against  the  Unexpected. 

•  Royal  Insurance,  9300  Arrowpoint  Boulevard,  Charlotte  NC  28201-1000 


Learningsmith's  Marshall  Smith  has  a  hot  hand 
when  it  comes  to  new  retailing  concepts, 
but  the  hand  grows  cold  when  it 
comes  to  running  a  business. 

Mr.  Smith  builds 
his  dream  store 


By  Dana  Wechsler  Linden 

At  the  crowded  Stamford  Town 
Center  mall  in  Stamford,  Conn,  one 
recent  Saturday  afternoon,  8 -year-old 
Michael  Plagianakos  suddenly  broke 
into  a  run,  whooping  to  his  friend: 
"Learningsmith!  See  this  store?  It's 
the  b-e-s-t!" 


Hearing  this  anecdote,  Learning- 
smith,  Inc.  founder  Marshall  Smith 
smiles  proudly:  "Isn't  that  terrific  that 
the  place  a  little  kid  wants  to  go  is  a 
learning  store?" 

Smith,  a  Boston  entrepreneur  who 
has  created  three  retail  businesses 


during  his  career,  knows  how  to  ere 
ate  excitement  for  consumers.  Thus 
has  his  $16  million  (1993  revenues) 
Learningsmith  grown  from  a  single) 
store  in  October  1991  to  16  stores 
today.  Pathfinder  Research  Group 
surveyed  Learningsmith  customers 
and  found  that  98%  of  the  600  cus- 
tomers surveyed  planned  to  return! 
soon.  "That  score  can't  get  any  high- 
er," says  Pathfinder's  head  man. 

Learningsmith  sells  educational 
products  for  all  ages,  but  its  real 
strength  lies  in  presentation.  The 
stores  are  divided  into  so-called  dis- 
covery areas,  like  "Tower  of  Babel" 
for  those  interested  in  languages. 
There,  dictionaries  sit  alongside  Dr. 
Seuss'  Cat  in  the  Hat  in  French  and 
"global  blocks"  whose  sides  have 
words  starting  with  each  letter  in  dif- 
ferent languages.  The  area  marked 
"Quarks  to  Black  Holes"  has  every- 1 
thing  from  a  make-your-own-volcano 
kit  to  Stephen  Hawking's  A  Brief 
History  of  Time. 
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You  can 't  work  any  harder, 
but  maybe  your  assets  can. 


hard  to  properly  manage  your  assets. 


At  U.S.  Trust,  we've  been  successfully  providing  clients  and 
their  families  with  comprehensive  asset  management  for  over  140 
years.  Our  investment  strategy  combines  a  disciplined  search  for  value 
with  appropriate  asset  diversification  to  limit  risk  and  maximize 
returns.  What's  more,  we  create  highly  individualized  plans  to  help 
each  client  meet  their  specific  financial  objectives. 

If  you're  interested  in  having  your  assets  work  harder,  please 
contact  Richard  E.  Foley,  Senior  Vice  President,  at  1-800-U.S.  TRUST. 
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//  takes  only  seconds 
to  appreciate  the  full 
performance  capabilities 
of  its  295-hp  Norths  tar 
System. 


Imagine  you  just  stepped  on 
the  accelerator  of  an  Eldorado 
Touring  Coupe  with  the 
Northstar  System  by  Cadillac. 
You  feel  the  surge  of  its 


32-valve,  295-horsepower  VS. 
you  reach  60  mph  in  7.5  secoi 
the  Road-Sensing  Suspension 
actually  reading  every  inch  ol) 
the  road. 


ystern:  32-Valve,  295-HI 


Eldorado     Touring  Coure 

Creating  A  Higher  Standard 


The  feedback  from  the  Speed- 
Sensitive  Steering  grows  pro- 
gressively firmer  as  you  quickly 
aass  100  mph.  Of  course,  you 
wouldn't  reallv  do  this  because 


you're  not  a  professional  driver 
on  a  closed  track.  But  if  you 
w  ere,  the  full-range  Traction 
Control  assures  maximum  grip 
as  you  approach  150  mph. 


I  IN   A  MATTER 


OF  SECONDS, 


IX  CREATES 


A  HIGHER 


STANDARD. 


Always  wear  safety  belts,  even  with  ait  bags.  6  IW  GM  Corp.  All  rights  reserved  CADII.I.AI KI.DORADO,,,  NORTHS  TAR,.. 


STARTING  YOUR  OWN  BUSINESS 


Ac  the  front  of  each  store  are  eight 
computer  terminals,  set  up  to  run  the 
latest  software  in  each  of  eight  differ- 
ent subject  areas — math,  science,  etc. 
Farther  back  is  the  play  area  where 
tots  can  test  out  any  of  the  store's 
toys.  On  the  back  wall,  giant  screens 
flash  with  educational  videos. 

Learningsmith  marks  the  62 -year- 
old  Smith's  third  launching  of  a  retail 
concept — and  his  most  successful.  In 
all  three  cases  he  has  shown  a  remark- 
able understanding  of  the  importance 
of  atmosphere  for  selling. 

A  soft-spoken  and  somewhat  cere- 
bral man,  Smith  grew  up  in  the  Bos- 
ton suburbs,  the  son  of  a  small  busi- 
nessman who  remodeled  houses.  Af- 


Learningsmith  President  Christopher  Zook  (left) 
Capitalizing  on  Marshall  Smith's  vision. 


ter  earning  an  M.B.A.  from  Columbia 
University  in  1954,  he  took  a  job  as  a 
securities  analyst  at  Burnham  &  Co. 

In  1961,  after  accumulating 
$30,000  by  trading  calls  on  American 
Motors  stock,  he  started  his  first  busi- 
ness: a  Boston  bookstore  that  sold 
only  paperbacks  and  was  called  Paper- 
back Booksmith. 

At  that  time,  most  booksellers  rel- 
egated paperbacks  to  a  few  shelves  in 
the  back  of  their  stores.  Paperback 
Booksmith  stocked  almost  all  of  the 
3,000  or  so  paperback  titles  then  in 
print.  Smith's  second  Paperback 
Booksmith  store,  in  Harvard  Square, 
became  a  local  institution;  with  its 
slogan  "Dedicated  to  the  fine  art  of 


browsing,"  the  store  was  as  active  at 
night  as  the  area's  bars  or  cafes. 

"My  feeling  was,  if  you  get  people 
into  an  atmosphere  of  books,  you've 
got-  a  sale,"  says  Smith.  Paperback 
Booksmith  eventually  grew  into  a 
chain  of  75  stores,  but  Smith^  who 
owned  2  of  the  stores  and  sold  fran- 
chises for  the  rest,  let  receivables  get 
out  of  hand.  By  1979  he  was  owed 
some  $3  million  by  franchisees  for 
whom  he  acted  as  book  wholesaler, 
and  Paperback  Booksmith  was  forced 
into  bankruptcy. 

Smith  survived  with  his  two  origi- 
nal stores  intact — the  rest  of  the  com- 
pany was  liquidated.  In  1981  Smith 
bought  his  first  videotape  cassette  re- 


corder and  soon  started  Videosmith, 
one  of  the  Boston  area's  first  video- 
tape rental  stores. 

Videosmith  grew  to  1 1  stores  by 
1989.  But  this  time  Smith  decided  to 
sell  out  before  the  business  grew  too 
large  for  him  to  handle. 

Smith  had  already  hatched  the  basic 
idea  for  Learningsmith  when  execu- 
tives from  Boston's  public  television 
station  WGBH  asked  him  for  advice 
about  starting  a  retail  store  to  capital- 
ize on  products  related  to  wgbh's 
educational  shows  like  Nova  and  This 
Old  House.  Why  not  be  partners? 
Smith  asked. 

The  station  put  up  $350,000  for 
one-third  of  the  equity  in  the  pilot 


Learningsmith  store;  with  the  pro- 
ceeds from  the  Videosmith  sale, 
Smith  put  up  most  of  the  rest.  The 
first  store,  which  opened  in  the 
Chestnut  Hill  mall  outside  Boston, 
rang  up  sales  of  over  $2  million  in  its 
first  year. 

With  16  stores,  all  company 
owned,  Learningsmith's  sales  of  $520 
per  square  foot  compare  well  with 
other  highly  successful  specialty 
chains,  like  the  Gap  (at  $545)  and 
Brookstone  ($475).  The  average  mall 
store  brings  in  just  $174  per  square 
foot.  Profits?  Learningsmith  is  pri- 
vately owned;  all  the  company  will  say 
is  that  it  expects  to  turn  profitable  this 
year.  But  the  stores,  which  cost  an 
average  of  $600,000  to  open,  are 
recouping  their  investment  in  just 
over  two  years. 

"He  [Marshall  Smith]  has  consis- 
tently come  up  with  new  retail  catego- 
ries but  has  been  unable  to  capitalize 
on  them,"  says  Learningsmith  Presi- 
dent Christopher  Zook,  a  partner  in 
the  venture  capital  firm  Halpern, 
Denny  &  Zook.  Zook  is  seeing  to  it 
that  this  time  Smith  does  capitalize. 
Zook's  firm  raised  $18  million  for 
Learningsmith's  expansion.  Zook 
agreed  with  Smith  that  he  should  step 
aside  as  chief  executive  in  Zook's 
favor.  Smith  became  chairman  and 
what  Zook  calls  "keeper  of  the  vi- 
sion." Smith  continues  to  own  1 5%  of 
Learningsmith's  equity,  Zook  and 
other  partners  the  rest. 

The  kind  of  thing  Smith  does  best  is 
the  kind  of  thing  that  can  easily  get 
out  of  hand.  That's  where  Zook 
comes  in.  Learningsmith's  vast  prod- 
uct line — some  7,500  different  items, 
compared  with,  say,  1,500  for  the 
Gap — is  both  a  draw  for  customers 
and  a  management  challenge. 

Zook  has  installed  a  sophisticated, 
$300,000  computer  system  that 
tracks  sales  and  inventory  in  every 
store  and  automatically  generates 
purchase  orders  for  the  chain's  nearly 
500  vendors.  He  has  brought  in  a 
management  team  with  extensive  re- 
tailing experience.  Zook's  plans  call 
for  10  new  stores  this  year,  20  more 
next  year. 

How  does  Smith  feel  about  Zook 
running  the  store?  "It's  bittersweet, 
because  it's  my  baby,"  he  concedes. 
"But  I  know  I  wouldn't  be  the  best 
person  to  do  it."  B 


with  his  management  team 
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Every  risk  deserves 
a  second  look. 


Before  you  say  yes  or  no  to  any  risk,  look  it 
carefully  up  and  down. 

Suppose  you're  making  a  cross-border 
acquisition.  Buying  a  piece  of  a  firm  like  yours. 
Strategically,  the  risk  is  positive:  larger  market 
share,  R&D  synergies,  all  that. 

But  financially,  the  acquisition  could  burn 
you.  A  tumble  in  the  stock  market  where  your 
acquisition's  stock  trades  could  turn  your  new  asset 
into  a  stinging  liability. 

That's  a  risk  you  want  to  avoid.  Like  our 


client,  a  European  pharmaceutical  giant  will.  For 
them,  we  have  devised  a  complex  long-range  struc- 
ture which  will  wash  price  risk  right  out  of  the 
Asian  stock  market  involved. 

Our  whole  business  is  built  on  managing 
global  risk  like  this. 

We'll  help  you  take  that  crucial  second  look 
at  risk.  Accept  or  reject  it.  And  profit  either  way. 

D  Bankers  Trust 

LEAD    FROM  STRENGTH 


FOREIGN  EXCHANGE 

MONEY  &  INVESTMENTS 

For  haif  a  century  the  U.S.  dollar  has  been  the 
safe  haven  for  the  world.  But  for  many  foreign 
investors  it's  starting  to  look  dangerous. 


assing  the  buck 


BY  ANDREW  J.  KRIEGER 


Andrew  J.  Krieger  is  managing  director 

of  KB  Currency  Advisors,  Inc., 

a  foreign  currency  investment  management 

and  hedging/overlay  firm 

based  in  Fort  Lee,  N.J. 

He  is  author  of  The  Money  Bazaar. 


The  dollar  should  have  rallied  this 
year.  Instead  it  has  faltered  badly. 
There  is  a  growing  loss  of  confidence 
in  the  dollar  and  dollar  assets. 

The  recent  intervention  efforts  of 
the  G-7  central  banks  seem  to  have 
put  a  temporary  floor  under  the  dol- 
lar's fall  against  the  yen,  but  the  dollar 
has  continued  its  agonizing,  slow- 
motion  descent  against  the  German 
mark  and  other  European  currencies. 
At  DMl.64  to  the  dollar,  the  dollar  is 
now  at  its  low  point  of  the  year  against 
the  German  currency,  despite  central 
bank  intervention. 

The  dollar  falls  steadily  against 
the  DM  even  as  the  Bundesbank 
repeatedly  cuts  German  interest 
rates  and  the  Fed  simultaneously 
pushes  U.S.  rates  higher.  This 
unusual  behavior  is  shocking  to 
currency  analysts. 

What  ails  the  dollar?  Why  are 
people  losing  confidence  in  it?  The 
most  important  point  to  bear  in 
mind  is  that  the  U.S.  runs  a  huge 
current  account  deficit — over  $100 
billion  in  1993.  The  deficit  will  be 
even  larger  this  year.  So  unless  there 
is  a  net  capital  inflow  into  dollar 
assets  in  excess  of  $8.5  billion  everv 


month,  the  dollar  will  depreciate 
under  the  weight  of  the  deficit. 

The  current  account  deficit  can 
be  funded  two  ways:  either  by  for- 
eign private  investors  or  central 
bankers.  But  there  are  important 
constraints  that  limit  both  investors 
and  bankers.  As  to  the  central  bank- 
ers, there  are  limitations  on  the 
level  of  dollar  reserves  that  they  are 
willing  to  hold. 

As  for  private  investors,  they 
must  first  be  persuaded  that  the 
U.S.  is  an  attractive  place  to  invest 
capital.  These  days  the  U.S.  isn't  so 
attractive,  with  both  stock  and  bond 
markets  extremely  volatile.  Returns 
on  most  U.S.  financial  assets  are  low, 
after  adjusting  for  inflation  and  taxes. 
President  Clinton's  appointments  to 
the  Federal  Reserve  Board  have  cost 
the  central  bank  credibility.  Aid  the 
Clinton  Administration's  glaring  po- 
litical problems  have  weakened  the 
government's  ability  to  make  policy. 

Any  one  of  these  factors  could  dis- 
courage foreigners.  Collectively  they 
add  up  to  a  real  turnoff. 

Thus  far,  foreign  investors  have 
shifted  out  of  dollars  and  back  into 
their  domestic  currencies  only  in  a 
very  modest  way,  but  the  danger  is 
that  this  trickle  could  become  a 
flood — and  there  is  nothing  the  cen- 
tral banks  could  do  to  stop  it. 

Let's  say,  for  example,  that  I  am  a 
French  investor  who  has  decided  to 
reallocate  20%  of  my  dollar- based 
portfolio  into  a  cash  position  be- 
cause of  the  volatility  in  the  U.S. 
bond  markets  this  year.  I'm  also 
worried  about  the  recent  surge  in 
commodity  prices. 

The  question  I  am  faced  with  is 
whether  I  want  to  park  my  cash  in 
dollars  and  face  further  currency  risk, 
or  move  the  money  back  home  into 
French  francs.  Overnight  money  in 
the  U.S.   currently  yields  4.125% 


while  overnight  money  in  France 
earns  5.75%.  So  unless  there  are  other 
compelling  advantages  to  holding 
dollars,  the  chances  are  I  will  bring  the 
money  home. 

If  investors  around  the  world  start 
thinking  and  acting  this  way,  the 
dollar  could  be  in  even  worse  trou- 
ble. That's  because  the  potential 
supply  of  dollars  is  far  greater  than 
the  demand.  U.S.  economic  output 
accounts  for  only  about  22%  of  glob- 
al production,  yet  65%  of  the  world's 
currency  reserves  are  held  in  dollars. 
This  is  a  carryover  from  the  domi- 
nant role  in  world  trade  that  the  U.S. 
held  after  World  War  II,  but  the! 
dollar's  role  as  a  reserve  currency  hasj 
not  sufficiently  been  adjusted  to  re- 
flect the  changing  economic  status 
of  Germany  and  lapan.  Put  more 
simply,  too  many  people  hold  tooi 
many  dollars,  given  the  relative  size) 
and  condition  of  the  U.S.  economy 

All  of  this  poses  an  enormous  risk  to 
the  smooth  functioning  of  the  global 
financial  system.  Currently,  foreign- 
ers hold  approximately  $2.5  trillion 
worth  of  U.S.  assets.  Imagine  the 
chaos  that  would  ensue  if  private  in- 
vestors reallocated  10%,  say,  of  their 
dollar  assets  to  alternative  currencies 
and  geographical  groupings.  The 
flood  of  capital  flowing  out  of  dollars 
would  overwhelm  the  G-7  central 
banks'  ability  to  intervene.  No  telling 
how  low  the  dollar  could  go. 

A  financial  disaster  is,  of  course, 
unlikely,  but  the  dollar's  prospects  are 
weak  enough  that  some  insurance  is  a 
good  idea,  especially  if  you're  heavily 
invested  in  stocks.  One  policy  I  would 
consider  is  out-of-the-money  puts  on| 
the  S&P  500.  The  September  440 
contract  on  the  Chicago  Mercantile 
Exchange,  for  example,  is  currently 
selling  at  570. 

Whatever  you  do,  exercise  extreme 
caution  in  holding  dollars.  I 
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by  Milton  Gu 

,°UB       Something       p    r    ,    c    f  " — c    „  "■ 


The  smartest  of  the  three  little  pigs  built  his  house 
of  brick.  Today  he'd  probably  use  steel. 

Thank  you, 
spotted  owls 


By  Nina  Munk 


A  new  Tri  Steel  Structures  house  in  Texas 
With  wood  up,  steel  is  in. 


In  1980,  when  Tri  Steel  Structures 
Inc.  of  Corinth,  Tex.  started  making 
steel  frames  for  home  builders,  it  was  a 
quirky  sideline  to  the  company's  main 
business  of  putting  up  commercial 
buildings.  Demand  was  limited  to 
about  a  dozen  houses  a  year,  built  by 
people  willing  to  pay  more  for  extra 
strength  or  a  look  they  couldn't  get 
using  lumber  for  framing. 

What  a  difference  a  decade  makes. 
Tri  Steel  President  lames  Keffer  says 
he's  now  shipping  between  120  and 
150  ready-made  steel  homes  a 
month— homes,  that  is,  that  are  built 
on  a  steel  frame  rather  than  wood 
studs.  Keffer  expects  to  sell  2,500 
steel  frame  homes  this  year,  four  times 
as  many  as  in  1993. 

Keffer  can  thank  environmentalists. 
Ever  since  1991,  when  a  judge  sus- 
pended most  logging  in  federal  for- 
ests in  the  Pacific  Northwest  to  pro- 
tect the  spotted  owl,  lumber  prices 


have  gone  through  the  roof — from  a 
composite  price  of  $320  per  thousand 
board-feet  for  framing  lumber  in 
March  1992  to  $447  in  March  1994, 
according  to  the  trade  publication 
Random  Lengths.  The  National  Asso- 
ciation of  Home  Builders  figures  in- 
creased lumber  prices  have  added 
$5,000  to  the  cost  of  an  average  new 
home.  And  the  higher  prices  are  buy- 
ing lower-quality  lumber:  Restric- 
tions on  logging  old-growth  forests 
has  meant  that  home  builders  are 
stuck  using  younger  wood  they  say  is 
prone  to  warping,  splitting  and  un- 
even texture. 

The  result  has  been  a  flurry  of 
interest  in  wood  substitutes,  whether 
steel  studs  for  framing,  concrete  for 
walls,  vinyl  for  siding  and  window 
frames,  plastic  for  decks  and  molding 
and  so-called  engineered  wood  for 
roof  and  floor  trusses. 

Honolulu-based  Schuler  Homes  is 


a  $167  million  (sales)  publicly  traded 
builder  that  puts  up  some  1,000 
homes  a  year.  About  two  years  ago 
Schuler  began  substituting  steel  studs 
for  framing  wood  in  a  few  of  its  new 
houses,  and  found  that  walls  went  up 
more  quickly  and  were  easier  to 
drywall  since  the  steel  studs  were 
straighter  and  more  precise  than 
wood.  By  using  metal  studs  with 
wood-paneled  exterior  walls,  Schu- 
ler's  on-site  construction  time,  where 
labor  costs  are  highest,  dropped  45%. 

Schuler's  customers,  too,  liked  the 
the  fact  that  with  steel  studs  there  are 
no  termites,  no  rotting  or  warping, 
and  less  damage  from  hurricanes  or 
fires.  Last  year  Schuler  launched  its 
first  residential  project  framed  entire- 
ly with  steel.  Some  540  units  are 
planned. 

James  Gastineau,  a  builder  based  in 
Dayton,  Ohio,  has  been  substituting 
cement  for  wood.  Some  25  years  ago, 
on  a  trip  to  Toronto,  Gastineau  first 
saw  a  system  in  which  concrete  was 
poured  into  a  set  of  hollow  polysty- 
rene blocks  that  join  together  like 
Lego  pieces  to  form  a  house.  These 
concrete  homes  were  too  expensive  at 
the  time  compared  with  wood 
houses,  but  Gastineau  didn't  forget 
what  he'd  seen.  With  wood  prices 
beginning  to  surge  two  years  ago,  he 
bought  the  patent  and  trademark 
rights  east  of  the  Mississippi  River  for 
a  version  of  the  cement  block  system 
he'd  seen  in  Toronto.  Gastineau  ex- 
pects sales  of  his  I.C.E.  Block  Build- 
ing Systems  to  reach  around  $10  mil- 
lion in  1995. 

But  steel  is  where  most  of  the 
wood -substitutes  action  is.  Last  year, 
out  of  1.3  million  houses  started  in 
the  U.S.,  just  15,000  were  steel- 
framed.  But  that  was  up  from  an 
estimated  500  steel-framed  homes 
built  in  1992,  and  the  base  will  con- 
tinue to  grow  rapidly. 

Gopal  Ahluwalia,  director  of  re- 
search for  the  National  Association  of 
Home  Builders,  estimates  that  wood 
is  on  the  cusp  of  losing  5%  to  15%  of 
the  market  to  other  materials.  The 
Iron  &  Steel  Institute  of  America  goes 
further,  predicting  that  steel  will  grab 
as  much  as  one -quarter  of  the  market 
for  new  homes  by  1997 — up  from 
about  1%  today.  Good  news  for  spot- 
ted owls,  but  where  will  the  termites 
dine?  ■! 
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en  the  competition  is  tou 
par  just  doesn't  cut  it. 


ororolo,  our  competition  is  not  just  worldwide.  It's  world  doss.  That's  why  we  strive  for  excellence  in 
everything  we  do.  In  wireless  communications.  Semiconductor  technologies.  Advanced  electronics.  And  now 
the  Motorola  Western  Open  Golf  Tournament.  It  expresses  our  commitment  to  bring  you  the  best  the  world 
has  to  offer.  With  our  sponsorship  of  the  Western  Open  we  also  help  support  the  Evans  Scholars  Foundation, 
o  non-profit  organization  that  grants  scholarships  to  needy  and  worthy  caddies.  We're  proud  to  sponsor  this 
PGA  Tour  event.  And  proud  to  have  pur  name  associated  with  a  tournament  so  clearly  dedicated  to  excel- 
lence. Watch  the  Motorola  Western  Open  June  30th  and  July  1st  on  USA  Cable  and  July  2nd  and  3rd  on  CDS. 


MOTOROLA 


Quality  Means  The  World  To  £/s.™ 

®  and  Motorola  are  registered  trademarks  of  Motorola.  Inc.  ©1994  Motorola,  Inc. 
Sam  Greenwood/PGATour 


What  will  it  take  to  make  a  Republican  victory  in  1996? 
What's  the  score  among  the  current  Republican  hopefuls? 

id  elephants  versus 
young  elephants 


By  Peggy  Noonan 

Frank  is  a  former  Bush  Administration  official,  serious 
thinker  and  affectionate  friend.  He  is  on  the  scene  in 
Washington,  moving  among  think  tanks  and  symposia. 

Our  telephone  talk  today  is  of  potential  Republican 
candidates.  Frank  knows  all  of  them,  has  seen  them  over 
the  years  up  close. 

Me:  What  the  Republicans  need  in  their  next  candidate 
is  a  fellow  who  can  navigate  between  the  various  demands 
and  desires  of  the  anti-tax,  anti-big  government,  liberal- 
on-social-issues  wing  and  the  anti-tax,  anti-big  govern- 
ment social  conservatives.  A  guy  who  can  steer  among  the 
rocks,  a  great  navigator  who  can  bring  together  the  old 
Reagan  coalition. 

Frank  agrees,  sort  of.  A  government,  especially  a 
federal  government  far  away  in  Washington,  can  only 

Excerpted  from  Life,  Liberty  and  the  Pursuit  of  Happiness, 
by  Peggy  Noonan  (Random  House). 


do  so  much.  Let  the  President  get  the  economy  straight 
and  undertake  the  first  serious  post- Great  Society 
reordering  of  government. 

Well  yes,  I  say,  but.  But  the  welling  social  movements  of 
the  future  are  about  the  sourness  of  our  culture,  the  fraying 
bonds  of  our  society,  the  sense  of  being  bullied  that  people 
have  by  pressure  groups,  by  the  P.C.  movement.  Everyone 
is  worried  about  the  country  we're  bringing  our  kids  up  in. 

Frank:  Well,  the  next  guy  has  to  be  a  new  conservative  in 
that  he  is,  in  a  modern  and  sophisticated  way,  a  man  who 
understands  that  the  federal  government  must  be  changed 
in  some  of  its  essentials,  judged  and  operated  by  new 
criteria.  And  the  moral  and  intellectual  reasoning  behind 
his  actions  must  be  addressed  and  explained — not  his 
emotions  but  his  reasoning,  the  philosophical  underpin- 
nings of  his  positions. 

Me:  This  is  the  thing  that's  so  frustrating.  Everyone 
knows  the  government  spends  too  much.  And  every 
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political  leader  we  have,  both  parties,  they're  all  afraid  of 
naming  the  things  they  would  cut  if  they  cut  the  budget, 
rhey're  afraid  they'll  be  unpopular  if  they're  specific  about 
intitlements,  whatever.  But  people  would  be  just  so 
Sslieved  and  heartened  by  a  politician  who  would  be 
nonest  about  what  he'd  cut  and  why  he'd  cut  it.  I  know 
ie'd  take  some  hits,  but  he  would  gain  respect  as  a  truthful 
md  courageous  person.  It's  just  time.  Am  I  wrong? 

Frank:  No.  If  anyone  asked  my  advice  for  what  to  do  in 
New  Hampshire  I'd  say,  'Go  up  there  and  tell  them  you're 
going  to  eliminate  two  or  three  specific  cabinet  agencies.' 
Id  tell  Kemp,  go  up  there  and  tell  the  truth,  tell  them  hud 
does  little  good.  The  thing  that  hurts  the  Republicans  now 
s  they're  the  only  alternative  to  Clinton  but  you  can't  trust 
:hem  because  they  won't  tell  you  what  they  really  think 
md  what  they'd  like  to  do. 

Me:  Republicans  no  longer  argue  with  the  assumptions 
:>f  the  welfare  state.  Why  don't  we  question  the  very 
issumption  that  built  this  state  once  again? 

Frank:  Because  a  pollster  will  tell  you  not  to. 

We  run  down  the  list. 

Pete  Wilson.  If  he  survives  in  California,  and  I  think  he 
A'ill,  he  will  make  a  run  in  1996,  but — where  is  he  on  taxes? 
Dn  the  social  issues  he  is — what?  A  careful  incrementalist, 
t  prudent  survivor.  But  he 
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made  a  very  good  and  unremarked-upon  speech  at  the 
Republican  convention  in  1992,  showing  up  on  a  live 
feed  from  Sacramento  where  he  was  fighting  with  Willie 
Brown  and  the  Democrats  over  state  spending.  He 
talked  with  clarity  and  intelligence  about  governing  and 
belief.  He  has  grit. 

The  Wilson  question:  Will  he  throw  in  with  the  young, 
or  the  older  members  of  the  party?  And  who  is  he,  really? 

Bill  Weld  of  Massachusetts.  Everyone  says  he's  very 
smart,  the  Republicans  in  New  York  talk  about  him  all  the 
time,  and  he'd  have  an  edge  in  the  1996  New  Hampshire 
primary  because  New  Hampshire  gets  Massachusetts  me- 
dia; they  all  know  him. 

But  to  survive  in  Massachusetts  he  has  been  a  govern- 
ment-cutting, tax-cutting,  social  issues  liberal.  A  modern 
yuppie  Republican.  Frank  knows  him,  I  do  not.  I  ask:  If  a 
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high  school  valedictorian  wanted  to  devote  her  graduation 
speech  to  how  God  has  guided  her  through  her  life,  and 
the  local  school  board  told  her  such  a  speech  was  a 
violation  of  church-state  provisions,  would  Weld  speak 
out  against  the  school  board?  No,  says  Frank,  probably 
not,  the  Harvard  part  of  him  would  come  to  the  fore. 
Would  he  talk  about  what's  coming  out  of  Hollywood  and 
into  our  children's  minds?  No,  says  Frank,  he's  young, 
eastern  and  modern. 

Oh.  Then  who  needs  him? 

Dick  Cheney — an  adult,  calm,  measured,  sophisticated 
in  the  best  sense.  And  his  wife,  Lynne,  is  a  genuine 
intellectual  and  writer  about  social  and  cultural  issues.  The 
delightful  thing  there  is  that  Hillary  Clinton  will  have 
paved  the  way  for  what  would  be,  in  Lynne  Cheney, 
helpful  activism. 

Cheney's  had  many  big  jobs  that  he's  performed  so 
well — Secretary  of  Defense  post-Soviet  Union  and  during 
Iraq,  chief  of  staff  for  Gerry  Ford,  party  leader,  longtime 
congressman.  But,  says  Frank,  he'll  bring  back  the  guys 
who  got  us  in  trouble,  he'll 
hire  Bob  Teeter,  who'll  go  to 
his  polls  and  tell  him  to  go 
moderate-liberal,  forget  that 
young  conservative  stuff,  how 
soon  can  we  raise  taxes? 

Me:  Oh.  No  good. 

Phil  Gramm:  One  of  the 
best  minds  in  the  Senate,  a 
man  of  belief,  with  a  wonder- 
ful Asian -American  wife. 
Started  out  as  a  Democrat, 
went  Republican  out  of  princi- 
ple. A  man  I  know,  an  activist 
who  spends  all  his  time  gather- 
ing information  on  the  Hill, 
shot  me  down  recently  when  I 
expressed  my  enthusiasm  for 
Gramm:  "His  best  friends 
don't  like  him."  He  did  not 
elaborate.  Gramm  has  a  big 

broad  face  and  big  eyeglasses  and  his  Texas  drawl  is  kind 
of — well,  yammery.  Not  soothing  like  John  Connally's. 
People  say  you  have  to  be  good-looking  to  run  for 
President,  but  that's  not  true.  But  I  do  think  it  probably 
hurts  to  be  odd-looking.  And  there  is  perhaps  something 
too  distinctive,  or  odd,  about  Gramm.  He  loves  ideas. 
He's  genuinely  thoughtful.  I  wonder  if  he  likes  people. 

I  throw  in  a  wild  card.  Frank,  I  say,  how  about  a  guy  who 
not  only  talks  the  talk  but  walks  the  walk,  a  man  who  has 
governed  statewide,  successfully,  for  a  good  many  years 
now,  and  who  has  successfully  and  intelligently  and 
idealistically  turned  ideas  like  welfare  reform  into  realities 
like  state  welfare  reform  and  renewal.  He's  down  home, 
smart  as  anything,  highly  sophisticated,  and  with  another 
terrific  wife  who's  a  schoolteacher  and  a  normal  human 
being.  I'm  talking  about — 

Frank:  You're  talking  about  Tommy  Thompson  of 
Wisconsin;  a  journalist  told  the  Hotline  [a  political  news- 
letter] the  other  day  that  he  is  not  making  a  push  to  run  for 
President  in  1996. 
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Bill  Bennett?  A  man  with  a  wonderful  mind,  a  man  who 
is  genuinely  thoughtful  about  the  nation's  problems.  But: 
The  first  office  you  run  for  should  probably  not  be 
President. 

Colin  Powell?  If  he  announces  he  is  a  Republican,  the 
party  will  dance  with  delight.  But  if  he  enters  a  primary,  his 
views  will  come  under  scrutiny,  and  I  suspect  he  is, 
domestically,  an  Old  Republican,  a  low-budget  liberal; 
and  that  won't  work.  However:  If  he  is  a  Republican  and 
he  enters  some  primaries,  he  is  probably  your  next  Vice 
President. 

Bob  Dole.  We're  both  fascinated  by  him.  Frank  says, 
obviously  he  has  to  be  taken  seriously  as  a  real  contender, 
he's  out  there  every  day  on  TV  as  minority  leader,  he's 
having  a  ball.  He  is,  at  the  moment,  the  man  who  speaks 
for  the  party. 

I  saw  him  recently  at  a  small  dinner.  He  was  tall  and  witty 
and  something  I  had  not  expected:  warm,  and  relaxed.  I 
had  met  him  only  once,  years  ago,  in  his  office,  and  he  had 

seemed  intense  and  brittle. 

When  he  lost  to  Bush  in 
1988  it  was  a  blow,  it  was 
painful,  but  when  Bush  lost  in 
1992  and  a  baby  boomer  came 
in  and  ended  forever  the  al- 
most uninterrupted  40-year 
reign  of  the  men  who  wort 
World  War  II — well,  he  knew 
it  was  over.  He'd  have  to  go 
through  the  rest  of  his  life 
bereft  of  an  animating  dream. 

Just  around  Clinton's  inau- 
guration day  Dole  flatlined  and 
his  soul  left  his  body  and  hov 
ered  over  the  operating  table 
and  he  saw  the  light  and  moved 
toward  it  and  then — a  crashing 
noise.  It  was  the  sound  of  Clin 
ton  collapsing  dramatically 
prematurely,  fatally.  And  Bob 
Dole's  soul  was  yanked  back  into  his  bodv. 

Recalled  to  life,  and  feeling  great.  He's  out  there  ever} 
day  as  Mr.  Republican;  he'll  be  72  next  time  but  he's  young 
in  his  head,  vigorous,  and  what  was  Reagan  in  1980,  70 
And  Dole  knows  something  else:  After  four  years  of  the 
reign  of  children,  72  is  gonna  look  pretty  good. 

At  the  dinner  I  asked  Dole  if  he  was  having  the  time  o 
his  life.  He  said,  Yes!  When  he  was  majority  and  minority 
leader  under  Reagan  and  Bush,  his  life  was  waiting  for  the 
White  House  to  call  and  tell  him  what  he  had  to  doi 
whether  he  agreed  or  not.  Now  he  has  autonomy  anfi 
independence  again.  - 

I  asked  him  what  constitutes  the  presidential  tempera 
ment.  He's  seen  the  last  six  Presidents  up  close.  What  die 
they  have  to  have  in  their  temperament,  their  personality 
that  is  necessary,  and  what  is  desirable? 

He  interprets  my  question  to  mean:  Do  you  have  th< 
presidential  temperament?  He  said  he  has  given  a  lot  o 
thought  to  this  question  since  1988  and  the  charges— 
"Stop  lying  about  my  record" — that  he'd  come  across  a 
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dark  and  angry;  He  says  he  learned  you- just  can't  seem  to 
lose  your  temper  in  public,  at  least  over  your  personal 
fortunes.  He  brightens.  "I  saw  Reagan  lose  his  temper 
once,  though,  and  it  was  great."  It  was  during  budget 
negotiations,  and  Reagan  had  been  told"  some  bankers 
were  opposing  him  on  some  issue.  "He  threw  down  his 
glasses  on  the  table  and  snapped,  Tve  had  it  up  to  my 
kcister  with  these  guys.1  "  Dole  laughs.  He  suggests  it's 
fine  to  show  your  temper  now  and  then  over  policy,  where 
it  can  be  not  a  flaw  but  a  tool. 

The  subject  that  is  on  his  mind  and  that  he  introduces  to 
his  end  of  the  table  is  immigration.  He's  newly  back  from 
California  and  everywhere  he  went,  big  groups,  small 
groups,  every  ethnic  group — wherever  he  went  he  was 
asked,  What  are  you  going  to  do  about  immigration?  "It 
isn't  xenophobia,"  he  says,  the  Mexicans  and  other  recent 
immigrants  were  coming  up  to  him  and  asking  about  it; 
they're  taxpayers  and  they're  seeing  California  sink  under 
the  weight  of  illegals  who  come  into  the  state  and  go  on  its 
services — medical  services,  schools,  welfare.  California's 
going  broke. 

And  there  is  Kemp.  I  went 
to  a  dinner  for  Jack  Kemp 
some  time  back,  in  the  home 
of  a  rich  New  York  financier. 
Grilled  vegetables  and  a  big 
white  fish  stuffed  with  spin- 
ach, profferred  on  a  silver 
tray.  lack  speaks.  All  over  the 
place  as  usual.  Taxes — jobs — 
empowerment  —  genocide  — 
Bosnia — capital  gains. 

What  to  make  of  Kemp.  He 
was  a  hero,  a  great  man  of  the 
party  in  the  1970s  and  1980s. 
He  had  the  courage  to  be  un- 
popular with  the  men  who  ran 
the  Reagan  White  House  and 
the  Bush  White  House.  He 
stood  tall  against  taxes  and 
against  communism.  But  in 

the  past  few  years  he  seems  to  have  become — crabby, 
strange.  His  friends  now  complain  that  he  never  listens  to 
people,  he  respects  no  counsel,  if  you  don't  see  it  his  way, 
he  puts  you  down  and  keeps  walking. 

I  spent  two  hours  with  him  on  a  dais  at  a  gathering  just 
after  this  dinner,  and  afterward  I  thought:  He  doesn't 
want  it.  He  doesn't  act  like  he  wants  it.  He  groused  about 
Irving  Kristol,  who  was  once  his  intellectual  inspirer. 
Kristol  respects  what  the  press  calls  the  religious  right,  says 
that  in  their  concerns  you  can  discern  many  of  the 
legitimate  themes  of  the  future.  But  Kemp  talks  as  if  he's 
removed  himself  from  those  old  sympathies.  He  says  it's  all 
economic  issues,  it's  all  capital  gains. 

More  important  than  all  of  this,  Kemp  seems  to  have 
removed  himself  from  the  old  instinctive  conservative 
skepticism  toward  government.  He  is  so  eager  to  use  it  to 
help  people  that  he  acts  as  if  he's  forgotten  that  it  is  not  the 
federal  government  that  is  the  prime  helper  of  the  poor  in 
America,  it  is  freedom.  Freedom  to  build,  freedom  from 
excessive  taxation,  from  regulations  and  lawsuits  that  can 


ruin  your  dry  cleaning  business  because  someone  says  you 
don't  employ  enough  of  this  race  and  that  gender. 
Freedom  to  work  as  a  kid  off  the  books  and  learn  and  get 
good  habits  and  not  have  the  guy  who  runs  the  candy  store 
be  buried  under  tax  and  medical  forms. 

Right  now  this  is  where  Kemp  seems  to  be:  drifting,  and 
damning  the  captains  of  the  other  ships. 

The  Jack  question:  Can  he  snap  out  of  it?  Can  he  re -find 
himself? 

There  are  many  splits  in  the  Republican  party — left, 
right,  social  conservatives  on  one  side,  libertarians  on  the 
other — but  one  has  been  insufficiently  noted,  which  is  odd 
because  it  is  probably  now  the  most  significant.  It  is  the 
split  between  old  and  young  Republicans. 

Old  Republicans  came  to  politics  and  power  during  and 
before  Vietnam  and  Watergate;  they  understood  their  job 
to  be  not  winning  but  limiting  loss.  They  were  overpow- 
ered in  Congress,  the  mood  music  of  the  culture  wa$ 
against  them,  and  their  President  was  Nixon,  who,  domes- 
tically, accepted  the  assumptions  of  the  welfare  state 

which  he  allowed  to  grow  a) 
great  speed.  (The  scope  oi 
government  services  increasec 
at  almost  Johnsonian  rate; 
during  Nixon's  years.) 

Young  Republicans  came  u 
politics  and  power  in  the  age  o: 
Reagan;  they  never  felt  defeat- 
ed, never  thought  limiting  los; 
was  their  job.  They  do  noi 
accept  the  assumptions  of  the 
welfare  state,  they  have  no  spe 
cial  respect  for  the  Washingtor 
establishment,  they  are  no 
cowed  by  the  media.  By  ancj 
large  their  feeling  about  taxes  ii 
possibly  reflected  in  this:  Wher 
they  were  in  college,  and  reac 
Oliver  Wendell  Holmes'  fa 
mous  observation  riiat  taxes  ar« 
the  price  we  pay  for  a  civilizec 
society,  a  lot  of  them  thought:  okay.  But  in  their  lifetime: 
the  taxes  grew  so  much  higher,  and  America  grew  far  les; 
civilized.  They  find  it  hard  to  rationalize  taxes  now. 

Old  Republicans  had  their  good  points:  They  supportec 
civil  rights.  Young  Republicans  have  good  points  tod 
They  do  not  suffer  from  racial  embarrassment,  and  thinl 
race  is  a  stupid  basis  on  which  to  decide  much.  Old 
Republicans  watch  Jay  Leno;  young  Republicans  listen  tc 
Rush.  Old  Republicans  come  from  guilty  Greenwich 
young  Republicans  have  less  gelt  and  so  less  guilt.  Olc 
Republicans  are  liberal  to  moderate;  young  Republican 
are  conservative.  Old  Republicans  are  yesterday;  younjj 
Republicans  are  the  future.  Old  Republicans  are  often,  bu 
not  necessarily,  old;  Dick  Darman,  just  entering  his  50s,  i 
an  old  Republican.  Young  Republicans  are  often,  but  no 
necessarily,  young;  Irving  Kristol,  in  his  70s,  is  a  younj 
Republican. 

If  the  Republicans  pick  a  young  Republican  as  thei 
nominee  for  president  in  1996,  they  will  not  only  win,  bu 
with  meaning.  I 
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oever  said  that  the  climb  to  the  top 
mild  be  long  and  difficult? 


There  are  many  that  labor  long  and  hard  to 
ichieve  an  upward  move  in  business.  And  a  few 
.hat  rise  confidently  to  the  top. 
The  Citation  VII  is  among  the  few. 
It  will  climb  direct  to  43,000  feet,  quickly 
eaving  other  midsize  jets  far  behind. 

It  is  certified  all  the  way  up  to  51,000  feet. 
Dver  a  mile  above  most  others  in  the  category. 

And  it  routinely  cruises  at  up  to  548  mph. 
aster  than  everything  else  in  its  category. 

As  you  relax  in  the  quiet  comfort  of  the 
Citation  YII's  standup  cabin,  you'll  probably 


have  no  sensation  at  all  of  cruising  higher  and 
faster  than  almost  everyone  else  on  the  planet. 

But  when  you  look  out  at  the  open  sky,  you'll 
quickly  confirm  what  you've  known  all  along. 
Only  a  few  make  it  to  the  very  top. 

For  more  information,  call  Gary  W.  Hay, 
Senior  Vice  President  of  Marketing,  at 
1-800-4-CESSNA. 
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Take  a  bare-bones  Caribbean  resort  and  promote  it  as 
"environmentally  correct."  Fun,  but  guests  shouldn't 
try  to  make  toast  on  a  cloudy  day. 

Eco-profitable 


By  Suzanne  Oliver 


au- 


The  conservationist-minded 
thorities  running  the  U.S.  Virgin  Is- 
lands National  Park  on  St.  John  threw 
fits  nearly  20  years  ago  when  they 
heard  that  a  New  York  City  developer 
planned  to  build  a  resort  on  privately 
owned  land  inside  the  park's 
boundaries. 

But  this  was  one  smart  developer. 
Instead  of  defying  the  outcry,  he  went 
with  the  flow.  Correctly 
sensing  that  spin  is  every- 
thing, developer  Stanley 
Selengut  scuttled  his  ambi- 
tious plans  and  put  up  a 
series  of  modest,  wood- 
framed  tent-cottages  rest- 
ing on  simple  platforms 
that  barely  disturbed  the 
steep  hillside  on  which  they 
sat.  Walkways  connecting 
the  tent-cottages  were 
raised  so  plants  could  grow 
underneath.  Cables  and 
water  lines  normally  buried 
in  the  ground  were  instead 
attached  to  the  bottoms  of 
the  walkways.  Soil  erosion, 
which  would  suffocate  the 
nearby  coral  reef,  has  there- 
fore been  minimal.  BHMMH 

Luxurious  Maho  Bay 
Camps  are  not.  Visitors  share  com- 
munal toilets  and  cold-water  showers. 
But  then  the  price  is  pretty  cheap  by 
Caribbean  standards:  just  $90  a  night. 
Besides,  there's  psychic  satisfaction 
for  the  guests:  This  is  "eco-tourism,'1 
getting  back  to  nature  and  not  harm- 
ing the  environment. 

Selengut,  65,  has  been  coining 
money  at  these  low  prices  from  his 
116  tent-cottages,  which  cost  him 
only  $7,500  each  to  build.  There's  a 
waiting  list  during  the  winter,  and  he- 
makes  additional  profits  from  a  res- 
taurant and  from  rentals  of  sailboats, 
windsurfers  and  snorkeling  equip- 


ment. Last  year  Maho  Bay's  net  in- 
come was  close  to  $750,000,  on  $3 
million  in  revenue.  "It's  almost  like 
stealing,"  he  says. 

Thus  emboldened,  Selengut,  who 
was  trained  as  a  civil  engineer,  has 
now  moved  beyond  tents  and  is  flog- 
ging "eco-tourism"  on  a  somewhat 
fancier  scale.  Last  October  he  opened 
Harmony,  a  new  "environmentally 


Eco-resort  builder  Stanley  Selengut 
"It's  almost  like  stealing." 


correct"  resort  that  offers  guests 
more  traditional  amenities — such  as 
in-room  bathrooms  and  showers  with 
hot  water. 

On  the  hill  next  to  Maho  Bay 
Camps,  Harmony's  four  two-story 
villas  are  made  almost  entirely  from 
recycled  products.  Rafters  and  floor 
girders  are  wood  scrap  composites. 
The  bathroom  tiles  are  made  from 
crushed  old  light  bulbs.  The  insula- 
tion foam  is  recycled  milk  jugs.  The 
deck  floor  is  recycled  newspaper; 
doormats  are  made  from  recycled 
automobile  tires.  Even  so,  the  rooms, 
which  are  decorated  with  native  art, 


are  attractive. 

All  this  environmental  correctness 
costs  money.  So  guests  will  pay  $  1 50  a 
night  (winter  peak  rate)  to  feel  like 
part  of  an  ecological  experiment.  Wa- 
ter is  collected  on  roofs  and  stored  in 
cisterns.  Electricity  is  provided  by  so- 
lar power.  And  as  part  of  the  routine, 
guests  monitor  their  electricity  and 
water  use  closely.  On  a  cloudy  day,  for 
instance,  they  must  think  twice  before 
making  toast.  That  may  seem  a  little 
inconvenient,  but  Harmony's  patrons 
evidently  get  into  it.  "It  is  nice  to  feel 
you  are  part  of  the  solution  instead  of 
the  problem,"  says  Anita  Evans,  a 
New  York  musician  who  was  one  of 
the  resort's  first  visitors.  Says  Selen- 
gut: "It's  an  adventure  for  guests  to 
see  how  little  energy  and  water  they 
can  use." 

Next:  personal  computers  in  each 
room  with  software  that  will  help 
guests  convert  current  and 
voltage  to  watts,  give 
weather  reports  and  make 
suggestions  for  conserving 
energy. 

So  far  Selengut  has  spent 
$600,000  on  Harmony's 
construction.  A  pittance 
compared  with  what  it  usu- 
ally costs  to  build  a  luxury 
resort  in  the  Caribbean.  He 
expects  $275,000  in  reve- 
nues and  $75,000  in  oper- 
ating profits  this  year.  That 
money  will  be  used  to  de- 
fray the  $460,000  cost  of 
adding  four  more  villas. 

Serving  as  his  own  press 
agent,  Selengut  sent  out  a 
blizzard    of  promotional 
material  last  fall  to  the  trav- 
el, scientific  and  ecological 
press,  Vice  President  Al  Gore  and 
groups  like  the  Ecotourism  Society. 
Harmony  has  been  booked  solid  ever 
since — without  a  dime  being  spent  on 
advertising. 

Does  Selengut  himself  live  accord- 
ing to  Harmony's  ecological  princi- 
ples? Well,  not  really.  "I  am  65  years 
old,  and  I  am  not  that  malleable,"  he 
says.  But  he  has  traded  in  his  Mer- 
cedes for  a  fuel-stingier  Chrysler  and 
he  tries  to  remember  to  turn  the  lights 
off  when  he  leaves  a  room. 

"A  lot  of  what  we  do  [here]  is 
show  business,"  Selengut  confesses. 
Honest  man.  M 
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Down  here  everything 


That's  how  I  get 
customers. 


service: 
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i  ni^ViVi  j  «  i   Cece  Roycraft  and  her  partner  have  been  operating  Key  West  Pro  Dive  for  over 
MINTAGE  twenty  years.  They  spend  most  of  their  time  thinking  about  the  reliability  of  things 
like  boats,  scuba  tanks  and  regulators.  Or  the  unreliability  of  the  winds,  waters  and  weather. 

Which  leaves  no  time  to  worry  about  their  800  service.  Reliability,  in  this  case,  is  something 
they  want  to  take  for  granted.  And  that's  their  AT&T  Business  Advantage.  Their  800  service  is  more 
like  an  extra  partner,  busy  pulling  in  new  customers  while  they  are  deep  in  their  day-to-day  business. 
AT&T  offers  them  fewer  lost  calls  than  any  other  800  service.  And  FASTAR®  to  get  the  system  back  in 
action  in  minutes  if  a  network  disruption  ever  occurs. 

Call  1800222-0400.  And  let  AT&T  work  for  you. 


"AK£T  works  for  me! 


AT&T 


MARKETING 


For  years,  Dunkin'  Donuts  reigned  as  the  undisputed 
leader  among  coffee  chains.  Then  came  Starbucks. 

Coffee  versus  - 
Gazebo  Blend 


By  Seth  Lubove 


A  Dunkin'  Donuts 
store  in  Manhattan 
No  grande-size 
caffe  mocha  with 
whipped  cream 
here. 


At  the  new  Starbucks  gourmet  cof- 
fee shop  on  New  York  City's  fash- 
ionable Upper  West  Side,  a  raffish, 
pony-tailed  chap  asks  politely  wheth- 
er you  want  your  grande-sizc  caffe 
mocha  with  or  without  whipped 
cream.  A  sign  beside  him  reads 
"Karma  is  a  boomerang." 

There's  a  sign  behind  the  counter 
at  the  Dunkin'  Donuts  outlet  a  few 
blocks  away,  too.  It  reads:  "Manage- 
ment reserves  the  right  to  inspect  all 
packages."  Which  pretty  much  sums 
up  the  differences  between  the  old 
Dunkin'  Donuts  chain,  with  its 
3,000  franchisee!  outlets,  and  the 
fast-growing,  trendy  coffee  bar 
chains  like  Starbucks. 

Since  its  founding  in  Quincy, 
Mass.,  in  1950,  Dunkin'  Donuts  has 
long  been  the  country's  largest  retail- 
er of  doughnuts  and  freshly  brewed 
coffee  (the  chain  actually  sells  more 
coffee  than  doughnuts).  Before  it  was 
taken  over  by  British  distiller  Allied- 
Lyons  Pic.  in  1989,  Dunkin'  Donuts 


produced  15  straight  years  of  in- 
creased earnings  and  revenues. 

But  just  as  the  Brits  were  buying  the 
franchisor,  Seattle -based  Starbucks 
Corp.  was  turning  the  coffee  business 
into  the  cafe  business.  At  Dunkin', 
when  you  want  a  coffee,  you  ask  for  a 
coffee — one  flavor,  regular  or  decaf- 
feinated. At  Starbucks  you  ask  for  one 
of  30  varieties,  including  something 
called  Gazebo  Blend,  which  Star- 
bucks' menu  airily  describes  as  "crisp 
yet  full-bodied,  with  natural  sweet- 
ness and  light  floral  bouquet." 

Starbucks  offers  customers  1 0  cents 
off  a  cup  of  coffee  if  they  bring  their 
own  reusable  mug — a  clever  bit  of 
ecology-consciousness  sell  aimed  at 
today's  trendy  greenies.  At  Dunkin', 
if  you  bring  your  own  mug,  manage- 
ment has  the  right  to  inspect  it. 

The  image  created  by  Starbucks  is 
clearly  the  right  one  for  these  times.  A 
public  company  since  1992,  Star- 
bucks is  up  to  340  stores  now,  all 
company  owned,  and  plans  to  open 


another  300  this  year  and  next.  Earn- 
ings more  than  doubled  in  the  fiscal 
year  ended  last  Oct.  3,  to  $4.1  mil- 
lion, on  sales  of  $164  million,  up  73%. 
An  average  Starbucks  outlet  logs 
around  $800,000  in  sales  per  year. 

Meanwhile,  Dunkin's  systemwide 
sales  were  flat  last  year  at  about  $1.3 
billion.  Robert  Rosenberg,  son  of  the 
chain's  founder  and  now  head  of  Al- 
lied-Lyons' U.S.  retail  operations, 
claims  the  business  is  profitable.  But 
average  sales  at  a  Dunkin'  Donuts 
outlet  are  only  $510,000  a  year. 

Now  Dunkin'  Donuts  wants  to  re- 
cast itself  in  a  more  modern  image. 
The  chain  just  introduced  a  second 
variety  of  coffee — its  first  in  44 
years — a  dark  roast.  Also  coming  are 
several  flavored  coffees,  including  ha- 
zelnut, French  vanilla  and  chocolate 
mint,  as  well  as  iced-coffee  brewing 
machines.  Dunkin'  plans  to  double 
the  number  of  outlets  in  the  next  five 
years,  placing  many  of  them  in  non- 
traditional  locations  like  gas  stations, 
airports,  highway  rest  stops,  even  hos- 
pitals. Expect  to  see  a  big  marketing 
blitz  this  fall.  While  sales  have  stagnat- 
ed, the  chain  has  more  than  doubled 
its  advertising  spending  since  1988, 
to  $60  million. 

But  in  making  over  its  image  the 
better  to  compete  against  Starbucks, 
Dunkin'  Donuts  walks  a  tightrope.  If 
it  gets  too  trendy,  it  will  alienate  the 
middle-of-the-road  customers  who 
spend  over  $1  billion  a  year  at  Dun- 
kin' Donuts  and  want  coffee,  not 
mocha  or  Gazebo  Blend.  To  keep  its 
traditional  customers,  Dunkin'  Do- 
nuts' television  pitchman  is  unglam- 
orous  Fred  the  Baker,  who  looks  as  if 
he's  eaten  a  few  too  many  of  his  own 
jelly  doughnuts.  Says  Jack  Shafer, 
president  of  Dunkin'  Donuts  U.S.A.: 
"We  see  ourselves  as  offering  a  main- 
stream premium  product  available  for 
the  mainstream  of  Anerica." 

Rosenberg  notes  that  in  its  early 
days  Dunkin'  Donuts  was  seen  as  an| 
upmarket  coffee  vendor,  not  unlike 
Starbucks  today.  When  Rosenberg's 
father  opened  the  first  Dunkin'  Do- 
nuts store,  he  sold  a  top-quality  cup  of 
hot  java  for  10  cents,  at  a  time  when 
everyone  else  charged  a  nickel.  Ro- 
senberg would  like  to  win  back  that 
upmarket  image,  but  images,  like  rep- 
utations, are  easier  to  lose  than 
regain.  ■ 
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Introducing  the  12 -year- old  Scotch  with  attitude.  Justerini  &  Brooks  since  1749. 


COMPUTERS/ UUMMUNIUAIIUNS 

It  takes  some  ingenuity,  and  good  timing,  to  profit  from 
a  computer  standard  in  the  public  domain.  FTP  Software 
did  it  with  a  communication  standard. 

Hat's  a  TCP/IP? 


By  David  C.  Churbuck 


You  cant  copyright  the  alphabet. 
The  alphabet  is  public  domain  soft- 
ware, useful  precisely  because  no  one 
owns  it.  But  you  can  copyright  a  fancy 
typeface  and  sell  that. 

Therein  is  the  essence  of  how  a  few 
undergrads  at  the  Massachusetts  In- 
stitute of  Technology  saw  profit  po- 
tential in  a  computer  communica- 
tions standard  in  the  public  domain. 
Eight  years  after  starting  a  company 
to  capitalize  on  the  standard,  they  are 
sitting  on  shares  of  newly  public  FTP 
Software,  Inc.  worth  $135  million. 

The  standard  bears  one  of  the  more 
intimidating  acronyms  in  computing: 
TCP/IP,  for  Transmission  Control 
Protocol/Internet  Protocol.  It  de- 
fines how  different  computers,  run- 
ning incompatible  operating  systems, 
can  connect  and  share  information. 

The  IP  part  of  the  standard  came 
into  being  in  the  late  1960s  on  a 
predecessor  to  the  Internet  used  by 
academics  and  the  military.  IP  allows 
electronic  mail  composed  on,  say,  a 
Digital  Equipment  PDP-11  to  be 
read  by  a  recipient  connected  to  an 
IBM  mainframe.  TCP  handled  the 
transport  of  such  information.  To- 


FTP  Software's 
David  Zirkle 
You  don't  get 
service  with  the 
free  software. 


gether,  the  two  protocols  mediate 
such  network  services  as  E-mail,  the 
transfer  of  files  and  remote  log-on 
capabilities. 

TCP/IP  had  to  be  rewritten  and 
customized  for  each  proprietary  oper- 
ating system.  Its  early  history  saw  it 
applied  only  rarely  outside  its  base  in 
the  military  and  research  communi- 
ties. The  first  version  aimed  at  the 
masses — for  IBM's  PC  operating  sys- 
tem, ms-dos — was  written  at  MIT  in 
the  mid-1980s  as  part  of  an  experi- 
ment to  determine  if  PCs  could  partic- 
ipate in  a  network  dominated  by 
mainframes  and  minicomputers. 

That  version,  known  as  PC/IP,  was 
placed  in  the  public  domain,  but  the 
undergraduates  who  wrote  it  smelled 
profits.  In  1986  they  founded  FTP 
Software,  now  in  North  Andover, 
Mass.,  to  enhance  tcp/ip  for  comput- 
ers running  DOS  and,  later,  Windows. 
ftp's  name  recalls  one  of  the  most 
powerful  commands  at  an  Internet 
surfer's  disposal:  file  transfer  proto- 
col. With  it,  anyone  with  a  gateway  to 
the  Internet  can  access  a  huge  catalog 
of  disparate  computer  files. 

How  can  a  company  make  a  buck 


off  a  standard  in  the  public  domain? 
As  ftp  Chief  Executive  David  Zirkle 
says,  "Could  two  men  with  a  dog  and 
$50  get  into  this  business?  Sure,  but 
the  name  of  the  game  is  service  and 
support." 

ftp's  software  starts  with  the  public 
communications  standard,  but  makes 
it  run  faster  and  crash  less  frequently 
than  the  free  versions  in  the  public 
domain.  But  ftp's  customers,  which 
are  trying  to  wed  their  networks  to 
those  of  their  customers  and  suppli- 
ers, needed  top-notch  service  and 
support.  Since  January  1993  ftp  has 
doubled  the  number  of  its  employees, 
to  400,  putting  most  of  the  new 
people  in  customer  support. 

The  biggest  threat  to  FTP  comes 
from  much  bigger  players  in  the 
networking  software  market,  compa- 
nies like  Novell  and  Microsoft,  which 
have  TCP/IP  capabilities  in  their 
networking  software.  But  Zirkle  says 
customers  connecting,  say,  Microsoft 
and  Novell  programs  want  a  third, 
neutral  company  to  handle  the  inter- 
connections, ftp  therefore  positions 
itself  as  the  Switzerland  of  networks: 
"We  work  with  everyone  from  Micro- 
soft to  Novell  to  IBM.  Customers  like 
that  independence." 

Most  of  the  customers  using  FTP 
software  are  big  corporations.  They 
have  large  networks — as  many  as 
20,000  computers  organized  into 
subgroups  called  local  area  networks 
and  dispersed  across  the  country. 
Some,  including  Home  Depot,  buy 
directly  from  ftp,  paying  about  $90 
per  user.  Others  get  ftp's  products 
thrown  in  when  they  order  network- 
related  software  from  companies  like 
Banyan,  Hewlett-Packard  and  Lotus 
Development  Corp. 

Now  ftp  is  looking  to  broaden  its 
customer  base  by  selling  to  small  cor- 
porate users  running  small  work- 
groups of  about  20  PCs.  Its  OnNet 
series  of  products,  priced  at  $450,  will 
be  sold  directly  and  through  special- 
ized software  distributors.  TCP/IP 
used-  to  be  considered  too  intimidat- 
ing for  mere  workgroup  operators. 
But  Zirkle  says  OnNet  can  be  installed 
in  five  minutes  flat. 

ftp  netted  $4.9  million,  or  17  cents 
a  share,  on  sales  of  $19  million  in  the 
March  quarter.  It  is  indeed  possible  to 
make  money  selling  something  that 
used  to  be  free.  ■ 
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Often  an  entrepreneur  runs  out  of  money  before  his 
idea  is  validated.  Umang  Gupta  beat  the  odds. 

They  should  have 
listened  to  him 


By  Julie  Pitta 

When  AN  upheaval  in  hardware  roils 
the  computer  world,  established 
companies  usually  miss  out  because 
they  can't  bear  to  pull  the  plug  on 
existing  revenues. 

IBM's  fixation  on  mainframes  al- 
lowed Digital  Equipment  to  grab  the 
minicomputer  market,  dec's  love  af- 
fair with  minis  blinded  it  to  the  possi- 
bilities of  the  personal  computer.  For 
employees  at  such  companies  it's  no 
fun  to  be  charged  with  looking  into  a 
competing  technology:  The  deck  is 
stacked  against  it  from  the  start. 

That  was  the  situation  of  Umang 
Gupta,  an  India-born  engineer  with 
an  M.B.A.  from  Kent  State.  Gupta 
had  worked  at  IBM  and  Magnuson 
Computers,  now  defunct,  before  be- 
ing tapped,  in  1981,  to  run  the  PC 
division  of  Oracle,  the  database  soft- 
ware vendor.  The  problem  was  that 
Oracle  looked  on  the  newfangled  PC 
as  a  mere  adjunct  to  its  main  busi- 
ness— selling  a  powerful  database  for 
minicomputers.  Oracle  wasn't  inter- 
ested in  building  applications  from 
scratch,  but  in  shrinking  the  standard 
database  to  PC  size.  "It  was  like  taking 
the  wings  off  a  747  and  trying  to  put 
them  on  a  Learjet,"  Gupta  says. 

In  1984,  at  the  age  of  35,  Gupta 
had  had  enough.  He  left  and  hooked 
up  with  a  former  Oracle  premier  pro- 
grammer, Bruce  Scott.  Together  they 
founded  Gupta  Corp.  (originally 
Gupta  Technologies)  in  Menlo  Park, 
Calif.  Their  insight:  Networks  of  PCs 
vvould  supplant  mainframes  and  mini- 
jomputers.  It  took  a  while,  but  the 
j/iew  has  been  vindicated.  Their  com- 
pany netted  $5.6  million  on  revenue 
of  $56  million  last  year. 

When  Gupta  opened  shop  the  stan- 
dard PC  had  no  more  than  10  mega- 
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bytes  of  storage  on  its  disk  drive,  and 
less  than  1%  of  the  machines  were 
networked.  But  it  didn't  take  a  lot  of 
imagination  to  see  that  networks 
would  blossom  as  computers  got 
smaller,  faster  and  cheaper.  Today's 
typical  new  PC  has  at  least  300  mega- 
bytes of  disk  space,  and  a  network  of 
such  "clients"  can  have  access  to  a 
souped-up  PC  "server"  with  giga- 
bytes of  memory. 

"I  always  knew  the  market  for  our 
products  would  develop,"  Gupta 
says.  "It  was  just  a  matter  of  when." 

The  trouble  with  these  unpredict- 
able "whens"  is  that  you  can  die 
waiting.  Gupta  had  learned  a  valuable 
lesson  from  his  former  boss,  Oracle 
cofounder  Lawrence  Ellison:  "When 
you're  so  far  out  ahead  of  the  curve 
and  you  don't  know  exactly  when  the 
market  will  develop,  you  conserve 
equity  and  wait  it  out,"  as  Gupta 
paraphrases  him. 

To  avoid  burning  up  capital  while 
waiting,  Gupta  almost  did  without  it. 
Like  Oracle,  Gupta  took  no  venture 
capital.  The  company  financed  opera- 
tions by  selling  early  versions  of  its 
technology  to  outfits  like  Lotus  De- 
velopment Corp.  and  Computer  As- 
sociates International. 

Gupta's  patience  is  paying  off.  Mar- 
ket analyst  Donald  DePalma  at  For- 
rester Research  predicts  software  to 
create  client-server  applications  will 
be  a  $1 .2  billion  market  in  two  years. 

Another  early  bet  also  paid  off:  In 
1986  Gupta  hitched  its  database  soft- 
ware to  Microsoft's  Windows.  Five 
years  later  Windows  became  a  hit. 

Gupta's  programs  allow  corpora- 
tions to  create  custom  database  appli- 
cations by  choosing  from  a  library  of 
symbols.  With  a  mouse,  the  user  drags 


and  drops  the  symbols  on  a  screen, 
fashioning  a  sequence  of  commands. 
Standard  databases  like  Oracle's  re- 
quire the  more  time-consuming  pro- 
cess of  writing  lines  of  code. 

Toyota  has  used  Gupta's  tools  to 
track  inventory  at  its  Camry  plant  in 
Georgetown,  Ky.  Parts  inventories 
are  tracked  on  an  IBM  mainframe. 
Clusters  of  PCs  on  the  factor}'  floor  can 
get  at  the  file  and  deduct  parts  that 
have  been  used. 

Gupta's  success  is  attracting  com- 
petition. From  the  high  end,  such 
companies  as  Oracle  and  Sybase  are 
trying  to  compress  their  minicomput- 
er software  into  a  form  PCs  can  handle. 
From  the  other  side,  Borland  and 
Microsoft  have  upgraded  software 
originally  designed  for  stand-alone 
PCs  so  it  will  run  on  networks  of  PCs. 
But  neither  Borland's  dBase  nor  Mi- 
crosoft's Foxbase  programs  are  so- 
phisticated enough  to  let  many  users 
access  a  file  concurrently.  Another 
worthy  rival  is  Powersoft,  a  company 
specializing  in  client- server  software. 

Because  of  higher  marketing  costs, 
Gupta  Corp.'s  net  income  for  the 
March  quarter  was  off  23%  from  a  year 
earlier,  to  $501,000,  on  revenue  of 
$17.2  million.  But  Gupta  is  prepared 
for  setbacks  like  this;  they  are  part  of 
the  deal.  He  has  a  powerful  balance 
sheet— $650,000  in  debt  and  a  hefty 
$42  million  in  cash.  "Success  in  Sili- 
con Valley  comes  to  those  who  last 
the  longest,"  Gupta  says.  MB 


Umang  Gupta 
"Conserve  equity." 
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Everybody 's  looking  for  ideas  that  can  help  their  company.  For  30  years,  we 've  been  helping  companies  from  General  Motors  tc 


28 

A«*  .  del- 

*        "  s  steady  growth  for  t,e  next  decade, 
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Another  idea 

Another  idea  that  the  shareholders  jump  up  and  down  about. 
Xut.  Go  nuts  about_ 
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«^  information  to  discover  new  and  better  ways  to  do  what  they  do.  Callus  at  (800)  566-9337,  ext.  1030. 
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COMPUTER  VENTURES 

COMPUTERS/COMMUNICATIONS 

¥  :  ii  me  a  letter 


COMMENTARY  BY  RICHARD  A.  SHAFFER 


Richard  A.  Shaffer  is  founder  of  Technologic 
Partners,  a  technology  consulting 
company  in  New  York  City,  and  publisher  of 
Technologic  Computer  Letter. 


If  snow,  rain,  heat  and  gloom  of 
night  don't  faze  the  Postal  Service, 
here's  something  that  should  at  least 
give  it  pause:  One  of  the  most  promis- 
ing growth  areas  in  the  desktop  com- 
puter business  is  electronic  mail. 
E-mail  is  going  to  generate  a  lot  of 
software  revenue  very  soon. 

Until  recently,  most  E-mail  has 
been  in- house.  You  use  it  to  send  a 
note  to  a  fellow  employee  who  is  on 
the  same  company  network  as  you. 
Compatibility  problems  do  not  arise. 
You  don't  have  to  establish  a  protocol 
for  connecting  two  modems.  Usually, 
no  telephone  utility  is  involved. 

That's  going  to  change.  The  com- 
puter industry  is  getting  very  good  at 
allowing  machines  of  different  brands 
attached  to  different  networks  to 
communicate.  As  the  communication 
barriers  come  down,  the  E-mail  traffic 
goes  up.  By  1995  the  number  of 
electronic  mailboxes  at  large  compa- 
nies will  approach  20  million,  up  from 
half  that  number  in  1991,  according 
to  a  survey  by  the  Electronic  Messag- 
ing Association. 

For  now,  sending  text  messages 
remains  the  dominant  use.  But  E-mail 
systems  increasingly  are  moving  files 
between  computers,  scheduling, 
routing  documents  and  helping  peo- 
ple collaborate.  (For  a  look  at  one 
company  profiting  from  this  kind  of 
traffic,'  see  the  story  on  page  114.) 
Soon  messaging  will  be  integrated 
with  the  electronic  data  interchange 
systems  that  are  used  to  move  orders 
and  invoices  betw  een  companies. 


As  often  happens  with  fast-rising 
technologies,  the  growth  of  electron- 
ic mail  is  exposing  problems.  One  is 
information  overload.  Some  people 
spend  several  hours  a  week  sorting 
through  the  electronic  equivalent  of 
junk  mail,  an  annoyance  made  possi- 
ble by  the  ease  with  which  electronic 
messages  can  be  duplicated.  Another 
problem  is  that  messages  and  attach- 
ments sent  from  one  mail  system  to 
another  often  lose  something  in 
translation.  Yet  another  is  that  securi- 
ty safeguards  often  aren't  sufficient  to 
protect  messages  from  accidental  loss 
or  from  prying  eyes. 

The  big  software  developers  are 
riding  to  the  rescue.  The  next  version 
of  Microsoft's  Windows  operating 
system,  the  much-anticipated  Chica- 
go, will  contain  a  "universal  client" 
that  can  receive  and  forward  not  just 
text  mail  but  voice  mail,  faxes  and 
video.  Microsoft's  coming  Enterprise 
Messaging  Server,  a  sort  of  E-mail 
post  office,  which  runs  on  Windows 
NT  Advanced  Server,  is  aimed  at  mak- 
ing large  message  networks  easier  to 
build  and  administer. 

If  anything,  Microsoft  is  late  to  the 
messaging  party.  Many  of  the  con- 
cepts that  will  show  up  in  Chicago 
late  this  year  or  early  next  are  already 
embodied  in  Apple  Computer's 
PowerTalk  software.  By  the  end  of 
the  year,  all  of  Apple's  major  Macin- 
tosh applications  should  be  "mail- 
enabled,"  making  it  as  easy  to  E-mail 
a  spreadsheet  or  word-processing 
document  as  to  print  it. 

Vendors  of  network  operating  sys- 
tems are  contributing,  too.  Banyan 
Systems,  which  has  made  advanced 
directory  services  and  other  messag- 
ing infrastructure  a  key  selling  point 
for  its  Vines  networks,  has  added  a 
powerful  technology  with  the  acquisi- 
tion of  Beyond  Inc.  This  firm  is  a 
pioneer  in  intelligent  E-mail.  Its  soft- 
ware includes  so-called  bozo  filters, 
which  erase  junk  mail,  and  other  ways 
to  automate  office  chores  ("make 
sure  the  legal  department  gets  a  copy 
of  all  mail  about  our  leases"). 

Novell,  the  leading  network  soft- 
ware seller,  isn't  missing  the  excite- 


ment. Its  planned  acquisition  of 
WordPerfect  quickly  led  to  an  an- 
nouncement that  the  two  companies 
will  combine  into  one  product  the 
electronic  messaging  features  of 
WordPerfect  Office  with  the  mail- 
transport  mechanism  that  works  with 
Novell's  NetWare.  The  goal  here, 
however,  as  with  the  Apple,  Banyan 
and  Microsoft  efforts,  is  to  achieve  an 
"open"  server.  Ultimately  the  notion 
is  that  any  two  PCs  in  the  world  will 
connect  as  easily  as  telephones. 

Observing  all  this  with  a  skeptical 
eye  is  Lotus  Development  Corp., 
which  sells  two  important  products 
that  relate  to  E-mail.  One  is  cc:Mail, 
the  bestselling  of  the  E-mail  add-ons 
for  users  who  aren't  content  with  the 
E-mail  features  that  come  free  with 
local -area  networking  software.  The 
other  big  item,  with  750,000  users,  is 
the  Notes  workgroup  software.  Notes 
is  a  way  to  coordinate  task  forces,  run 
electronic  meetings  and  distribute 
documents.  Notes  is  a  kind  of  second- 
level  operating  system,  making  use  of 
Windows,  NetWare  and  other  operat- 
ing systems  but  independent  of  the 
messaging  sendees  they  provide. 

Lotus  also  appears  to  be  ahead  of 
the  crowd  in  devising  a  strategy  to 
extend  its  mail  and  workgroup  soft- 
ware to  people  who  are  out  of  the 
building,  connected  by  modem  to 
their  home  offices  and  car  phones. 
But  it  can't  ignore  the  competitive 
threat  from  Chicago.  Microsoft  has  a 
habit  of  swallowing  up  markets  for 
innovative  software.  It  does  that  by 
throwing  into  its  operating  systems, 
for  free,  a  feature  that  is  some  smaller 
firm's  entire  livelihood.  But  Lotus 
and  Novell  aren't  exactly  back-office 
operations,  and  both  have  made  it 
their  business  to  connect  computers 
and  users,  while  Microsoft  has  been 
building  applications. 

Microsoft  doesn't  own  the  E-mail 
world  yet,  not  by  a  long  shot.  There  is 
still  a  lot  of  room  for  creative  minds  at 
Lotus  and  Novell.  So  vital  is  it  to  PC 
users  to  replace  traditional  mail  that 
electronic  messaging  will  re-energize 
the  desktop  and  kick  off  a  new  era  of 
growth  for  software.  HB 
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In  that  case  it  really  makes  sense 
to  entrust  your  telecommunications 
to  Europe's  No.  1 


i 

Deutsche  Telekom  offers  several 
decisive  advantages  for  companies  or 
organizations  seeking  the  most  efficient  way  to  do  business  in  Europe.  We  are  one  of  the 
top  three  global  telecommunications  companies  and  we  are  ideally  located  right  in  the 
heart  of  Europe.  Which  means  that,  through  our  resources  and  geographical  location, 
we  have  particularly  good  contacts  with  your  new  markets  in  the  East  and  provide  the 
link  between  your  European  locations  and  your  headquarters  in  the  USA. 
We  tailor  our  services  exactly  to  your  specific  requirements.  We  can  act  as  a  coordinator 
for  all  parties  involved  in  a  given  project.  And  we  can  offer  you  effective,  customer- 
oriented,  universal  solutions  such  as  one-stop  shopping,  single-end  billing,  individu- 
T !ir2i2Y424  29  oo  ahzed  ordering  and  tracking,  circuit  reservations,  clearing-house  services 
ax  +i  212  424  29  89       much  m0re.  We  help  our  customers  through  the  labyrinth  of  all  the 
If  T3'L2  214  32 14  different  local,  legal,  language  and 
a*  +i  312  214  32  is  adm^^^ive  requirements  throughout 

ian  Francisco,  CA 

ei:  +1  415  955-05  12  HillTOpe. 

"ax:  +1  415  955-05  13  ~ 

So  m  summary,  there  are  many  good 

Ulanta,  GA   J '  J  ° 

el  +!  Z  lilt !!  reasons  why  more  and  more  international  p*^ 

fax:  +1  404  870-91  50  " 

ioblenz  companies  with  a  keen  eye  for  that  vital 

^Management  competitive  edge  are  talking  to  us. 

:ax:  +49  261  3  82  82  Telecommunications  made  in  Germany.   We  tie  markets  together. 
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INSIGHTS 

SCIENCE  &  TECHNOLOGY 

Seeing 

into  the  earth 


COMMENTARY  BY  MICHAEL  GIANTURCO 


Michael  Gianturco  is  president  of 
The  Princeton  Portfolios,  a  New  Jersey  asset 
management  firm  that  specializes  in 
science  and  technology  stocks. 


Technology  stocks  are  off  7.5%  so 
far  this  year.  An  intriguing  exception 
to  the  trend  is  presented  by  firms 
specializing  in  geophysics.  Three 
firms  that  do  seismic  analysis  for  oil 
exploration,  all  based  in  or  near 
Houston,  have  seen  their  stocks 
double  or  better  so  far  this  year: 
Landmark  Graphics  Corp.,  Seitel 
and  Input/Output. 

Seismic  data  gathering  has  been 
evolving  for  decades.  To  get  a  picture 
of  what  lies  beneath  the  surface  of  the 
earth,  the  seismic  crew  sets  off  a  series 
of  dynamite  charges.  The  sound 
waves  reverberate  off  rock  layers  be- 
low, landing  at  listening  posts  strate- 
gically arrayed  on  the  surface.  The 
wave  tracings  can  be  interpreted  to 
yield  a  crude  image  of  the  rocks. 

In  seismology's  earlier  days  the  re- 
ceiving sensors  were  arranged  in  a  line 
and  generated  a  two-dimensional 
view  along  a  vertical  plane  slicing 
through  the  earth.  Nowadays  the  sen- 
sors are  arranged  in  a  two-dimension- 
al grid  on  the  surface,  and  the  rever- 
berations they  pick  up  can  be  digested 
to  yield  a  three-dimensional  image  of 
the  rocks.  It  takes  a  fast  computer  to 
do  all  this  digesting. 

The  aim  is  to  identify  telltale  geo- 
logic formations,  such  as  a  salt  dome 
that  is  likely  to  be  sitting  over  an 
underground  lake  of  oil.  A  compu- 
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ter's  3-D  image  is  displayed  below. 

Three-dimensional  seismic  imag- 
ing does  such  an  effective  job  of  pin- 
pointing hidden  reservoirs  of  oil  and 
gas  that  it  can  boost  the  success  rate 
for  developmental  drilling  from  20% 
to  80%.  Since  each  dry  hole  may  cost 
$750,000,  the  technology  really 
changes  the  economics  of  the  oil  busi- 
ness. "'You  drill  your  dry  holes  on  the 
computer,'''  says  Eugene  Ennis,  who 
left  Landmark  Graphics  (where  he 
had  been  chairman)  to  start  an  oil 
exploration  company  called  3DX 
Technologies. 

The  sellers  of  seismic  technology 
eat  their  own  cooking,  often  taking 
working  interests  in  oil  and  gas  wells 
in  lieu  of  or  in  addition  to  cash  pay- 
ment for  their  sendees.  Seitel,  a  Big 
Board-listed  producer  and  seller  of 
both  two-  and  three-dimensional 
geophysical  data,  has  participated  in 
the  drilling  of  six  wells  in  Texas  and 
Louisiana.  Number  of  dry  holes:  zero. 
On  its  first  two  wells,  drilled  with 
partners  on  the  Texas  Gulf  coast,  3DX 
has  two  hits. 

Three-dimensional  imaging  is  not 
all  that  new,  just  newly  affordable. 
When  it  was  first  practiced,  only  giant 
companies  could  afford  it.  They  used 
multimillion-dollar  supercomputers 
to  untangle  the  blizzard  of  data  that 
arrives  at  the  surface  sensors. 


Doing  the  equivalent  of  a  CAT  scan 
of  the  earth,  geophysicists  can  guess 
where  oil  is  likely  to  lie. 


But  geophysical  data  can  now  be 
analyzed  on  a  relatively  cheap  work- 
station. With  lower  finding  costs  it  is 
feasible  to  go  after  a  reservoir  of  oil  as 
small  as  50  acres  in  extent  and  50  feet 
thick.  A  small  but  worthwhile  reser- 
voir might  contain  200,000  barrels  of 
recoverable  oil. 

The  3-D  imaging  technology  im- 
proves the  odds  most  dramatically  in 
identifying  previously  untapped 
pockets  of  hydrocarbons  in  old,  long- 
exploited  fields.  And  it  shows  where 
to  drill  the  hole.  "We  can't  delineate 
all  of  the  reservoir's  tentacles,"  Ennis 
remarks,  "but  we  can  drill  right  into 
the  sweet  spot.  In  the  past  you  had  to  | 
be  lucky  to  even  touch  the  reservoir." 

Because  it  so  sharply  cuts  finding 
costs,  3-D  seismic  work  makes  it  eco- 
nomical once  again  to  explore  for  oil 
and  gas  onshore  in  the  U.S.,  even 
though  oil  prices  are  at  half  their  I 
1980-81  highs.  More  than  a  hundred  I 
small  U.S.  exploration  and  produc- 
tion companies  have  formed  since 
1992  around  this  powerful  and  newly 
accessible  technology. 

According  to  a  study  produced  last 
year  by  the  Sandia  National  Laborato- 
ry for  the  U.S.  Department  of  Energy, 
three-dimensional  seismic  technol- 
ogy will  reduce  the  worldwide  cost  of 
finding  new  oil  reserves  by  47%. 

Input/Output  sells  geophysical 
data  gathering  equipment  both  do- 
mestically and  overseas.  Seitel  gath- 
ers, maintains  and  sells  data  from  a 
library  of  2-D  and  3-D  seismic  studies 
and,  as  noted,  participates  in  drilling 
ventures.  Landmark  Graphics  is  the 
leader  in  3-D  seismic  software.  Its 
chief  competitor  is  Schlumberger. 

Landmark's  business  is  60%  over- 
seas, with  significant  sales  to  shaky 
national  oil  companies  like  those  of 
Russia  and  China.  But  its  fastest 
growth  is  coming  domestically  from 
small  exploration  firms.  Landmark 
Chairman  Robert  Feebler  cheerfully 
remarks  he  is  looking  forward  to  a 
new  era  of  "the  7,000  sisters."  Sales 
should  top  $105  million  for  the  year 
ending  in  June. 

Landmark  Graphics  has  $74  mil- 
lion in  cash,  up  from  $20  million  a 
year  ago.  It  recently  closed  at  33;  I 
consider  it  a  buy  at  28  or  better.  This 
is  28  times  trailing  earnings  of  about 
87  cents,  excluding  a  one-time  ac- 
quisition charge.  M 
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Without  us,  the  1994  World  Cup 
couldn't  get  results. 


~1  his  year,  the  world's  best  athletes  will  be  converging  in  nine 
.  U.S.  cities  to  compete  for  the  sporting  world's  ultimate 
iphy,  The  World  Cup.  Also  meeting  in  these  same  cities  will  be 
>usands  of  journalists,  writers,  editors  and  columnists  whose 
)  it  is  to  capture  the  event  and  report  its  results  to  the  billions  of 
:cer  fans  around  the  world.  And  who'll  be  there  to  support 
:se  professionals  all  across  the  country?  Canon. 

As  a  communications  support  team  for  the  1994  World 
tp,  our  nationwide  network  of  dedicated  service  and  support 


staff  will  be  on  hand  to  make  sure  our  cameras,  copiers,  fax 
machines  and  calculators  maintain  peak  performance.  Our  team 
will  staff  each  Media  Center,  not  only  to  help  make  millions  of 
copies,  but  to  help  photojournalists  stay  in  perfect  focus  at  our 
Camera  Service  Center.  It's  this  type  of  non-stop  effort  that  will 
help  the  most  technologically  advanced  World  Cup  also  be  the 
most  trouble  free.  And  while  we  can't  predict  who'll  win  or  lose 
the  1994  World  Cup,  we  can  guarantee  that  everyone  will  look 
like  winners. 


^5  Official  Sponsor  of 
^  lVorWCi/pUSA94" 


Canon 


STAYING  HEALTH Y 

EDITED  BY  KATAR2YNA  WANDYC2 

One  in  nine  women  will  get  breast  cancer  in  her  lifetime. 
If  it  happens  to  the  woman  in  your  life,  what  can  you  do? 

What  men  can 


do  to  help 


By  James  M.  Clash 


Henrik  Petersen  and  wife,  Odette 

"You're  not  God,  you're  not  a  doctor 

and  you're  not  the  patient. 

The  best  you  can  do  [to  support  your  wife] 

is  take  an  active  role." 


Henrik  Petersen  remembers  the  call  | 
well.  It  came  late  in  the  afternoon  in 
mid-December  1991.  A  senior  vice 
president  at  American  Express,  he  was  J 
packing  up  his  briefcase  before  doing 
some  last-minute  Christmas  shop- 
ping for  his  five  kids. 

His  wife,  Odette,  was  on  the  line. 
Her  voice  sounded  odd,  as  if  she 
weren't  quite  there.  She  had  just  had  a 
routine  mammogram,  she  explained, 
and  the  radiologist  had  found  some- 
thing, probably  cancer. 

"I  was  scared,"  says  Petersen,  now 
57.  He  only  vaguely  recalls  the  rest  of 
the  conversation — questions,  mum- 
bling, a  click.  Then  it  was  quiet,  and 
he  was  alone  in  his  office.  His  first 
thought:  What  do  /do? 

There's  this  comfort:  78%  of  breast 
cancers  are  now  cured  (defined  as  five 
years  without  recurrence).  But  where 
the  patient  is  treated  makes  a  differ- 
ence: A  recent  study  published  in  the 
Journal  of  the  American  Medical  Asso- 
ciation showed  women  treated  at  large 
community  hospitals  had  significantly 
higher  survival  rates  than  those  treated 
at  small  community  hospitals  and 
health  maintenance  organizations. 

Thus  the  first  step  in  which  a  hus- 
band can  help:  Make  sure  the  breast 
surgeon  you  and  your  wife  choose  is 
affiliated  with  one  of  the  better  hospi- 
tals in  your  area. 

"The  man  should  be  very  involved, 
early  on,  not  just  for  emotional  sup- 
port but  as  a  second  pair  of  ears,"  says 
Dr.  Peter  Pressman,  a  breast  surgeon 
at  New  York's  Beth  Israel  and  Lenox 
Hill  hospitals  and  coauthor  of  Breast 
Cancer:  The  Complete  Guide  ( Bantam 
Books,  $13;  322  pages). 

By  that  Pressman  means  you  can 
help  gather  information.  "Go  back  to 
your  accounting  or  law  firm,  and  find 
out  whose  wives  have  had  breast  can- 
cer. You'll  be  surprised  how  many  you 
find,"  says  Dr.  Pressman.  With 
182,000  new  cases  of  breast  cancer 
projected  this  year,  it's  the  leading 
cancer  in  women. 

After  choosing  a  surgeon,  do  some 
reading.  Free  pamphlets  are  available 
from  the  National  Cancer  Institute 
(800-422-6237),  American  Cancer 
Society  (800-227-2345),  National 
Alliance  of  Breast  Cancer  Organiza- 
tions (212-719-0154)  and  Share 
(212-719-0364).  An  excellent  book 
is  Dr.  Susan  Loves  Breast  Book  (Addi- 
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A    M    E    R    I    C   A'S  UMBRELLA 


E)  1994  The  Travelers  Insurance  Company  and  its  Affiliates,  Hartford,  CT  06183. 


When  you  choose  a  Managed  Care 
and  Employee  Benefits  program  it 
affects  more  than  your  company's 
bottom  line.  It  affects  the  lives  of 
your  employees  and  their  families. 
Which  is  why  The  Travelers  is 
committed  to  providing  both  savings 
and  quality  for  the  people  you  trust 
and  the  people  they  love. 

We  offer  your  employees  the 
caring  and  expertise  of  over  100,000 
health  professionals  in  more  than 
130  major  metropolitan  areas,  as  well 
as  a  nationally  recognized  wellness 
and  counseling  program  that  is  pre- 
venting illness  through  innovation. 

And  our  Managed  Care  System 
can  be  customized  to  provide  your 
company  with  the  flexibility  to  make 
the  most  of  your  benefit  dollars.  In 
fact,  we've  actually  reduced  the  rise 
in  health  care  costs  for  our  customers 
by  over  30%. 


With  one  of  America's  largest  managed  care  networks, 
we  understand  the  importance  of  taking  care  of  one  another. 


But  most  importantly,  under 
America's  umbrella  there  is  a  pro- 
gram that  recognizes  one  truth  for 
employer  and  employee  alike  -  the 
greatest  wealth  of  all  has  little  to  do 
with  money. 
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lumpectomy 


scare 


An  important  study 
published  in  the  1980s 
concluded  that  lumpec1 
tomy  (tumor  removal) 
with  radiation  is  as  effec- 
tive as  mastectomy  (total 
breast  removal)  in  treat- 
ing early  breast  cancer.  The 
study  has  greatly  influ- 
enced modern  breast  can- 
cer treatment.  Now  it 
turns  out  that  the  study 
was  partly  falsified.  The 
study's  coordinator  re- 
cently resigned  from  his 
position.  Women  who 
chose  lumpectomies  are 
panicked. 

The  panic  is  probably 
overblown.  Although  the 
investigation  is  still  under 
way,  a  recent  New  England 
Journal  of  Medicine  arti- 


cle points  out  that  the  falsi- 
fied data  seem  to  have 
come  from  only  one  of  a 
total  of 484  institutions 
used  in  the  study. 

"It  is  extremely  unlike- 
ly, given  the  size  of  the  trials 
and  the  large  number  of 
participating  institutions, 
that  the  essential  conclu- 
sions will  be  altered,11  says 
the  Journal. 

Further,  a  number  of 
other  studies  published  af- 
ter the  controversial  re- 
port confirm  its  conclusion. 
One  of  the  most  recent:  a 
study  from  1984-90  of 
5,892  women  in  Orange 
County,  Calif,  published 
in  the  Apr.  20  Journal  of 
the  American  Medical  Asso- 
ciation. -J.M.C.  MB 


Two 

mammograms: 
normal  breast 
(left),  with 
tumor  (right) 
The  American 
Cancer  Society 
recommends 
that  women 
over  age 
40  get 

mammograms 
every  one  to 
two  years. 


son-Wesley  Publishing  Co.;  $15;  455 
pages).  "'Between  the  two  of  us,  we 
read  the  Love  book  in  a  day  and  a 
half,1'  says  Petersen.  "Once  we'd 
found  doctors  and  done  our  home- 
work, we  were  ready  to  make  deci- 
sions, and  there  were  plenty  of  them.11 
First  decision:  lumpectomy  or  mas- 
tectomy? Tumor  size,  type  and  loca- 
tion are  critical  factors  here.  If  the 
tumor  is  smaller  than  a  few  centimeters 
or  of  an  early,  noninvasive  type  (cancer 
cells  contained  within  the  breast  ducts 
or  lobules),  as  was  Petersen's  wife's,  a 
lumpectomy  is  the  likely  choice.  Such 
cancer,  if  local,  has  a  90%  cure  rate. 
Larger,  more  invasive  tumors  or  small, 
diffused  cancers  close  to  the  chest  wall 
may  require  mastectomy. 


In  the  past  all  breast  cancer  patients 
underwent  mastectomy — total  breast 
removal.  Now  two-thirds  of  Press- 
man's early  breast  cancer  patients 
have  lumpectomies. 

The  doctor  will  make  a  recommen- 
dation about  treatment,  but  the  final 
decision  is  the  patient's.  Recent  con- 
troversy about  survival  rates  of  pa- 
tients who  had  lumpectomies  versus 
those  who  had  mastectomies  only 
adds  anxiety  to  the  decision  (see  box). 

Lumpectomy  is  invariably  followed 
by  local  radiation  therapy  to  the  af- 
fected breast.  This  kills  cancer  cells 
that  surgery  may  have  missed.  Radia- 
tion takes  about  six  weeks — ten  min- 
utes a  day,  five  days  a  week.  It  isn't 
pleasant,  but  it's  necessary. 


If  the  decision  is  mastectomy,  radi- 
ation is  unlikely  to  be  necessary.  The 
surgery  may  involve  breast  recon- 
struction, which  ranges  from  one  fol- 
low-up operation  to  several.  Mastec- 
tomy without  reconstruction  is  the 
simplest,  and  least  costly,  treatment, 
according  to  Dr.  Pressman.  It  ranges 
from  $3,000  to  $8,000,  depending 
on  where  your  wife  has  it  done. 

Lumpectomy,  because  of  radiation 
after  therapy,  costs  more  ($8,000  to 
$13,000).  Mastectomy  with  recon- 
struction is  the  most  expensive 
($6,000  to  $20,000).  It  also  causes 
the  most  pain. 

If  surgery  shows  that  the  lymph 
nodes — nodules  under  the  arms 
where  breast  cancer  usually  spreads 
first — test  positive  for  cancer,  chemo- 
therapy is  necessary.  Chemotherapy 
means  injecting  powerful  drugs  into 
the  body  for  up  to  a  year.  It  kills  any 
cancer  cells  that  may  have  metasta- 
sized to  other  organs,  like  the  liver 
and  lungs.  Chemotherapy  causes 
temporary  side  effects,  such  as  hair 
loss,  nausea  and  fatigue,  but  over  the 
last  decade  has  been  refined  to  mini- 
mize these. 

Doctors  usually  don't  recommend 
chemotherapy  for  very  small,  nonag- 
gressive  cancers  that  haven't  metasta- 
sized to  the  lymph  nodes.  Do  some 
reading  in  order  to  decide  if  you  and 
your  wife  might  want  to  consider 
chemotherapy  anyway — just  to  be 
supersafe. 

If  the  tumor  is  estrogen-receptor- 
positive — in  other  words,  if  it  feeds  on 
estrogen — a  drug  called  tamoxifen 
(brand  name  Nolvadex)  can  be  used. 
This  works  by  tricking  a  tumor  into 
thinking  the  drug  is  estrogen.  Once 
inside,  the  tamoxifen  kills  the  cancer 
cell.  Unlike  chemotherapy,  it  has  few 
short-term  side  effects,  but  it  does 
slightly  increase  the  risk  of  uterine 
cancer.  Many  women  with  small  can- 
cers who  don't  require  the  more  pow- 
erful drugs  after  surgery  take  tamoxi- 
fen as  an  insurance  policy,  often  for 
years.  Make  sure  that  the  doctor  does 
pathology  tests  on  the  cancer  for  sen- 
sitivity to  tamoxifen. 

But  here's  the  best  advice  of  all  for 
men:  If  your  wife  or  partner  finds  a 
lump  in  her  breast,  get  on  the  tele- 
phone and  make  an  appointment 
right  off.  Don't  stall.  Stalling  kills 
people.  ■ 
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AT  TOYOTA,  improving  the  quality  of  life  is  as 


important  to  us  as  improving  the  quality  of  our 


vehicles.  That's  why,  for  the  last  20  years,  we've 


been  supporting  American  community  projects 


that  are  as  diverse  and  exciting  as  the  people 


who  participate  in  them.  This  year  alone,  we're 


investing  more  than  $12  million  in  organizations 


ranging  from  the  National  Science  Teachers 


Association  to  the  United  Negro  College  Fund 


to  educational   PBS  programming,   such  as 
"Where  in  the  World  Is  Carmen  Sandiego?"  To 
us,  a  successful  business  shouldn't  just  try  to  make 
»     (     a  profit,  it  should  try  to  make  a  difference  as  well. 

Investing    in    the    things    we    all    care   about.  TOYOTA 


For  more  information  about  Toyota  in  America  write  Toyota  Motor  Corporate  Services,  9  West  57th  Street,  Suite  4900-C2,  New  York,  NY  10019. 


EDITED  BY  WILLIAM  G.  FLANAGAN 


For  mountaineers  who  have  seen  it  all,  climbing 
in  Antarctica  offers  special  challenges.  The  frigid 
continent  has  lots  to  offer  nonclimbers  as  well. 

Consorting 
with  penguins 


By  James  M.  Clash 


The  MV  Molchanov,  our  home  for  two  weeks  in  the  Antarctic 
Threading  through  icebergs  the  size  of  apartment  buildings. 


My  fingers  were  numb  and  stiff,  in 
the  first  stage  of  frostbite.  I  was  on  a 
steep,  frozen  slope,  1,500  feet  above 
Antarctica's  Weddell  Sea. 

The  water  below,  peppered  with 
icebergs,  was  cold  enough  to  kill  a 
man  in  a  matter  of  minutes — but  the 
fall  would  kill  you  anyway.  While  I'd 
climbed  many  big,  cold  mountains — 
including  Argentina's  23,000-foot 
Aconcagua — I'd  never  had  my  fingers 
turn  wooden  like  this. 

This  wasn't  supposed  to  be  a  dan- 
gerous climb  and  normally  wouldn't 
have  been.  But  whenever  you  chal- 
lenge the  elements,  even  a  small  mis- 
take can  be  fatal.  My  mistake  was 
wearing  pile  gloves  that  had  no  pro- 


tective wind  shell.  Agile  hands  are  to  a 
climber  what  an  air  tank  is  to  a  diver. 

But  above  was  the  summit  of  D'Ur- 
ville  Monument,  a  peak  that  had  nev- 
er been  conquered,  just  90  feet  away. 
Through  the  40mph  gusts  of  wind,  I 
heard  our  guide  screaming  at  me.  He 
saw  I  was  having  trouble  with  my 
hands  and  held  up  a  pair  of  spare 
overmitts.  He  gave  me  a  choice:  de- 
scend or  continue  up  and  gambie  that 
the  mitts  would  protect  my  hands 
enough  to  allow  me  to  reach  the 
summit  without  frostbite. 

Sheepishly,  I  accepted  the  two  red 
Gore-Tex  shells.  This  trip  had  cost 
$10,000—1  couldn't  turn  back  now. 
The  guide  smiled  and  sent  me  up  the 


final  length  of  rope. 

A  few  long  minutes  later,  I  bal 
anced  myself  on  the  summit.  Th< 
wind  was  howling  and  trying  to  blov 
me  off  my  feet,  and  my  hands  had  nc 
feeling,  but  I  was  exhilarated.  I  wa, 
standing  where  no  one  had  ever  stooc 
before,  on  a  continent  I'd  dreamec 
about  since  I  was  a  kid,  with  a  viev 
unmatched  anywhere  in  the  world. 

I  managed  to  shoot  a  few  pictures 
Then  I  scooped  a  hole  in  the  snow  anc 
buried  a  cassette  tape — a  message  fo 
the  next  climbers  who  might  one  da; 
manage  to  make  it  to  this  remote 
breathtakingly  beautiful  spot. 

Until  the  mid-1980s  Antarctic; 
was  inhabited  only  by  hearty  soul 
manning  research  posts  and  bravinj 
temperatures  that  can  descend  to  mi 
nus  128.6  Fahrenheit.  Until  recentl; 
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glasses,  get  to  climb  beautiful  un- 
climbed  peaks  and  come  down,  not  to 
more  rugged  trekking,  but  to  hot 
showers  and  T-bone  steaks." 

Our  ship  sailed  from  Ushuaia,  Ar- 
gentina, a  five-hour  plane  trip  south 
from  Buenos  Aires.  The  vessel  took  us 
across  the  620 -mile  Drake  Passage 
between  Antarctica  and  South 
America. 

This  is  the  world's  most  treacher- 
ous stretch  of  water,  but  we  were 
relatively  lucky.  On  both  48 -hour 
crossings  the  heaviest  seas  we  experi- 
enced were  about  20  feet — easily 


it  wasn't  easy  to  climb  mountains 
here,  either. 

But  in  late  1983  Richard  Bass, 
owner  of  the  Snowbird  (Utah)  Ski  & 
Summer  Resort,  and  the  late  Frank 
Wells,  former  president  of  Walt  Dis- 
ney, pioneered  the  first  commercial 
climb  of  Antarctica's  highest  peak, 
16,067-foot  Mount  Vinson.  They 
made  it.  Since  then,  about  200  suc- 
cessful ascents  have  been  made  on 
Vinson. 

But  you  don't  have  to  be  a  moun- 
taineer to  visit  Antarctica.  Each  year 
about  3,000  other  visitors  come  to 
the  continent's  fringes,  usually  in 
converted  icebreakers.  They  come  to 
see  the  glaciers,  icebergs,  whales, 
seals,  penguins  and  other  wildlife. 
And  to  stand  on  a  frozen  continent 
where,  when  the  wind  dies,  the  silence 


Climbing  Mount  Demaria— if  the  fall  doesn't  kill  you,  the  icy  sea  wil 
Zodiacs  shuttled  us  from  ship  to  shore. 


is  as  intense  as  the  rock-hard  light. 
Most  of  these  cruises  run  between  late 
November  and  March,  the  summer 
season,  when  there  is  plenty  of  day- 
light and  temperatures  rise  to  the  20s 
and  30s  during  the  day. 

Once  off  the  peaks,  our  climbing 
group  relaxed  in  comfort  on  the  236- 
foot  MVMolcbanov.  The  research  ves- 
sel, retrofitted  for  passenger  cruising, 
carries  a  few  nonclimbers  as  well.  For 
mountaineering  enthusiasts  it's  a  civi- 
lized way  to  get  to  where  you're 
going.  Susan  Babcock,  28,  an  opera- 
dons  analyst  at  the  Los  Angeles  Times 
and  a  seasoned  climber,  put  it  this 
way:  "On  a  big  mountain  you  sleep  in 
tents  and  melt  snow  for  water.  Here 


countered  by  antimotion  drugs  like 
Meclizine.  But  another  ship,  traveling 
before  us,  hadn't  been  so  lucky,  hit- 
ting 32-foot  waves.  Most  passengers 
got  seasick;  some  wound  up  bruised. 

The  MV  Molchanov  is  comfortable 
but  no  floating  hotel.  I  shared  a  10- 
by- 15-foot  cabin  with  another  climb- 
er. The  food  was  simple  and  hearty — 
soups,  meat  and  potatoes,  and  berry 
pies.  As  on  most  ships  that  cruise  to 
these  nether  regions,  there  were  lec- 
tures on  Antarctica's  geology  and 
wildlife.  And  there  was  plenty  of  time 
to  watch  the  crew  thread  the  ship 
through  icebergs  the  size  of  apart- 
ment buildings. 

Interested?  You  don't  have  to  be 
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You  want  the  truth?  Here  it  is.  NEC's  new  MultiSpin®  3X  CD-ROM  readers  are  the  best- 
performing  readers  on  the  market. 

We  were  the  first  to  introduce  double  speed.  And  now  we  improved  our  data  transfer  rate 
to  450  Kbytes/sec.  and  made  a  triple-speed  reader.  (Because  that's  what  you  wanted.)  We  also 
cut  our  access  time  to  less  than  200  milliseconds,  added  a  256-Kbyte  continuous-flow  cache, 
and  a  SCSI  2  interface. 

Which  means  you  can  get  your  information  three  times  faster  than  you  can  with  standard 
readers,  see  smoother  animation  and  video. 


Our  new  MultiSpin  CD-ROM  readers  are  not  only  fast  but  interactive,  with  stand-alone  audio 
controls  and  an  LCD  display  on  the  front  panel.  So  you  don't  have  to  rely  on  your  computer  to  tell 
you  what's  going  on  (or  not  going  on)  with  your  reader. 

They're  compatible  with  Macs  and  PCs,  as  well  as  Kodak  Multisession  Photo  CDs.  And,  they 
come  with  the  longest  commitment  in  the  industry- a  2-year  limited  warranty. 

For  more  information,  call  1-800-NEC-INFO.  Or  for  details  via  fax,  call  NEC  FastFacts"  at 
1-800-366-0476,  request  document  #23768.  We'll  answer  all  your  questions  about  CD-ROM.  And 
you'll  actually  get  to  have  an  honest  conversation  for  a  change.  ■ 
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under  30;  average  age  of  our  19 
climbers  was  48.  But  you  had  better 
have  experience  and  be  in  good  shape. 
Bradley  Neiman,  52,  a  real  estate 
broker  in  Denver,  has  been  to  the  top 
of  six  of  the  Seven  Summits  (the 
highest  mountain  on  each  continent). 
Jerome  Corr,  62,  another  real  estate 
man,  skied  across  the  continent  to  and 
from  the  South  Pole  and  wrote  a  book 
about  it.  Susan  Babcock  has  summit- 
ted  Aconcagua  and  Kilimanjaro. 

This  cruise  is  geared  for  climbers, 
but  you  don't  have  to  climb  every  day. 
Climbers  taking  a  day  off,  along  with 
the  five  nonclimbers  on  our  voyage, 
took  to  Zodiac  inflatables  to  zip 
around  inlets  and  bays  to  see  and 
photograph  icebergs,  penguins  and 
whales.  Occasionally,  we  spotted 
leopard  seals,  imposing  creatures 
snoozing  on  small  icebergs  waiting 
for  lunch — penguins. 

But  it's  not  only  climbers  and  pen- 
guins who  can  get  into  trouble  down 
there.  One  Zodiac's  passengers  had  a 
close  call.  While  they  were  taking 
pictures  of  a  cathedral-like  iceberg 
one  day,  the  arch  suddenly  collapsed, 
tossing  one  passenger  into  the  icy  seas 
and  severely  bruising  the  ribs  of  the 
Russian  boat  operator.  Luckily,  no 
one  was  seriously  hurt. 

If  you  would  like  to  climb  on  Ant- 
arctica's peninsula  next  season,  get 
your  bid  in  now.  The  National  Sci- 
ence Foundation,  governing  body  for 
U.S.  activities  on  the  continent,  al- 
lows only  a  limited  number  of  tourists 
to  visit  U.S.  research  stations  in  Ant- 
arctica. Mountain  Travel-Sobek 
(800-227-2384)  fills  quickly,  despite 
the  cost:  $10,000  (including  airfare) 
for  17  days. 

If  you're  not  interested  in  climbing, 
several  tour  operators  offer  cruises  to 
Antarctica  from  late  November 
through  March.  Cost:  $3,900  and 
up,  without  airfare.  Contact:  Quark 
Expeditions,  Darien,  Conn.  (800- 
356-5699);  Mountain  Travel-So- 
bek, El  Cerrito,  Calif.  (800-227- 
2384);  InnerAsia  Expeditions,  San 
Francisco,  Calif.  (800-777-8183); 
Abercrombie  &  Kent,  Oakbrook,  111. 
(708-954-2944). 

Take  good  gloves.  Months  later  my 
fingers  are  still  partially  numb  from 
my  adventure  on  D'Urville  Monu- 
ment. But  the  memories  will  be  warm 
for  a  lifetime.  ^ 
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Junk  mail  you  can  take  to  the  bank. 


The  long  distance  carriers  want  your 
business— badly.  Now  they're  paying  you 
to  make  calls. 

Telephone  tag 


By  Fleming  Meeks 

How  DO  YOU  get  the  best  deal  on 
your  long  distance  phone  bills?  'Tis  a 
puzzlement. 

One  personal  finance  magazine  re- 
cently ran  a  dizzying  six-page  article 
on  the  subject.  I  pored  over  it  but  only 
wound  up  as  confused  as  before. 

And  even  as  that  article  hit  the 
streets,  the  major  carriers  had  a  new 
set  of  promotional  schemes  anyway. 

So  I  decided  to  let  my  fingers  do  the 
walking — and  the  thinking.  I'd  play 
them  off  against  each  other  instead  of 
switching  back  and  forth. 

Round  one:  In  March  AT&T  mailed 
me  a  frequent- flyer  mile  offer — 5 
miles  for  ever}'  dollar  of  long  distance. 
Since  my  long  distance  bill  averages 
$100  a  month,  I  figured  it  was  worth 
considering — 6,000  free  miles  a  year 
on  Delta,  United  or  USAir.  Better 
than  a  sharp  stick  in  the  eye. 

But  first  I  put  in  a  call  to  the  carrier 
I  had  already  signed  on  with,  MCI. 
"What  can  you  do  to  counter  this?" 
I  asked. 

MCI  promptly  offered  to  match  the 
deal — on  American  Airlines  or  North- 
west— and  went  one  better.  MCI  ran 
an  audit  on  my  usage  to  see  how  else 
the  company  could  save  me  money. 


And  it  worked.  My  next  bill  showed  a 
10%  savings. 

Not  only  that.  Soon  afterward 
came  a  thank-you  note  from  MCI,  with 
the  promise  of  30  minutes  of  free  calls 
for  every  $100  I  spent — six  free  hours 
a  year.  Thanks,  indeed. 

Round  two:  AT&T  wasn't  done  yet 
In  mid-May  I  received  a  large  blue 
cardboard  envelope.  It  looked  like 
junk  mail,  but  before  giving  it  a  toss 
looked  inside.  Bingo.  A  real,  live  check 
for  $75  was  enclosed  (see  above).  Frorc 
the  look  of  it,  I'm  not  alone.  The  check 
number  is  10,135,947. 

But  there  was  a  catch,  of  course.  I 
I  endorsed  the  check,  I'd  promptiy  be 
switched  over  to  AT&T.  I  was  sorel) 
tempted.  This  was  cash  money. 

But  I  figured  I'd  give  MCI  anothe 
shot.  Sure  enough,  it  matched  th4 
deal.  Send  us  the  check,  MCI  said,  anc 
we'll  be  more  than  happy  to  knock 
$75  off  your  next  month's  bill.  A  pa 
of  mine  who  uses  Sprint  got  the  same 
offer  from  that  carrier. 

This  is  fun — and  I  hope  it's  a  ten 
round  bout.  I  still  don't  know  whicl' 
carrier  offers  the  best  deal,  but  I  d( 
know  the  value  of  spirited  competi 
tion.  Keep  it  up,  fellas.  ■ 
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When  oil  prices  crashed,  western  art  also  hit  the  skids. 
Now  the  art,  too,  is  making  a  big  comeback. 


Back  in 
the  saddle 


By  Christie  Brown 

Next  time  you're  in  Dallas,  you 
won't  be  able  to  miss  it — an  entire 
cattle  drive  in  bronze.  Seventy  long- 
horns  and  three  cowboys  on  horse- 
back, all  moseying  through  a  4- acre 
park  in  front  of  the  convention  center. 
The  steers  are  over  6  feet  tall,  the 
cowboys  higher  than  an  elephant's 
eye.  Cost:  $4.5  million. 

As  developer  Trammel]  Crow  put 
it,  what  the  Eiffel  Tower  is  to  Paris, 
and  the  Colosseum  to  Rome,  the 
cows  are  to  Dallas. 

Texans  take  their  western  art  seri- 
ously. Take  Kenneth  (Bud)  Adams  Jr. 
He  owns  a  cattle  ranch,  the  Houston 
Oilers  football  team  and  49%  of  Ad- 
ams Resources  &  Energy.  Net  worth: 


around  $260  million.  Adams'  western 
art  collection  could  fill  the  Astro- 
dome. Four  hundred  paintings  and 
sculptures  by  the  likes  of  Frederic 
Remington  (1861-1909),  Charles 
Russell  (1864-1926),  Charles 
Schreyvogel  (1861-1912)  and 
Thomas  Moran  (1837- 1926),  among 
others. 

Adams,  now  71,  was  born  and 
raised  in  Bartlesville,  Okla.,  where  his 
father  rose  to  become  chairman  of 
Phillips  Petroleum.  The  young  Ad- 
ams grew  up  on  cowboy- and -Indian 
tales.  His  mother  was  part  Cherokee, 
and  his  uncle,  Bill  Keeler,  once  head- 
ed the  Cherokee  Nation.  (Keeler  suc- 
cessfully sued  the  U.S.  for  $20  million 


for  stolen  land.) 

Adams  now  surrounds  himself  with 
images  of  the  old  West:  twisting  bron- 
cos, stampedes,  shootouts  and  eye- 
stretching  landscapes.  They  drape  the 
walls  of  his  homes  and  offices  in 
Houston  and  Santa  Fe. 

He  first  became  serious  about  west- 
ern art  in  1975  after  visiting  Bill 
Keeler  in  Tahlequah,  Okla.  He 
stopped  at  a  small  local  museum  and 
got  hooked.  Those  were  the  good  old 
days  for  cowboy  paintings — and  do- 
mestic oil  was  $7.60  a  barrel.  By  then, 
Adams,  who  had  founded  his  own 
energy  company  in  1947,  could  af- 
ford to  indulge. 

He  started  out  buying  contempo- 
rary works.  He  especially  liked  action- 
packed  cowboy  paintings  by  such  art- 
ists as  Olaf  Wieghorst  and  Melvin 
Warren,  and  paid  about  $25,000  each 
for  them. 

By  1981  oil  had  quadrupled  to 
$31 .77,  and  works  by  Wieghorst  and 
Warren  kept  pace.  Adams  paid 
$125,000  for  one  of  Warren's  can 
vases  that  year.  Buying  was  half  the 
fun  at  the  legendary  Western  Heri- 
tage sales.  These  were  annual  black- 
tie  dos  at  Houston's  Shamrock  Hil- 
ton, where  invitees  bid  on  everything 
from  live  quarter  horses  to  Santa  Ger- 
trudis  cattle  to  cowboy  art,  all  auc- 
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Soon,  it  will  be  easier  to  avoid  GM  cars  and  trucks.  That's  the  advantage  of  dayi 
running  lights,  according  to  Joe  Griffin,  lighting  engineer  at  General  Motors  In 


Fisher  Guide  division.  Daytime  running  lights  are  special  headlights  that  corcij 


whenever  you  start  your  engine.  Cars  that  have  them  are  often  easier  to  see, 


ii 


General  Motors 


t  can  help  other  drivers  avoid  collisions.  This  fall,  General  Motors  will  be  the 
t  automaker  to  offer  low  intensity  daytime  running  lights  as  standard  equipment 
thousands  of  its  U.S.  cars  and  trucks.  They  could  make  your  time  on  the  road 
er,  even  if  you  don't  drive  a  GJVI  vehicle. 


AFFAIRS 


Houston  Oilers 
owner  Bud  Adams 
amid  some 
of  his  pieces 
Mom  was  part 
Cherokee, 
dad  chairman 
of  Phillips 
Petroleum. 


tioned  off  tobacco-style,  over  drinks, 
dinner  and  dancing. 

Adams  also  started  collecting  clas- 
sic western  artists.  At  Sotheby's,  in 
1983,  he  paid  $308,000  for  a  Moran 
painting  and  $473,000  for  a  Reming- 
ton painting  entitled  ''Bronco  Bust- 
er"— then  the  record  for  a  Reming- 
ton. Oil  was  at  $26. 

When  crude  headed  south — down 
to  $12.50  in  1986— so  did  western 
art.  Adams  remembers  one  fellow  oil- 
man who  went  bankrupt  in  those 
days,  after  having  spent  $25  million 
on  his  collection.  "I  offered  him  $5.5 
million  but  it  went  for  $7  million," 
Adams  recalls.  But  oil  kept  on  drop- 
ping. And  soon  Adams  found  himself 
out  of  the  art  game  briefly,  as  well.  His 
$65  million  loss  in  a  coal  venture  in 
1981  didn't  help. 

By  1985  even  classic  pieces  by  the 
likes  of  Remington  and  Russell  had 
found  bottom.  Some  contemporary 
works  that  had  once  been  so  hot 
dropped  off  the  table  and  stayed 
there:  At  a  recent  auction,  paintings 
bv  Wieghorst  and  Warren  fetched 
only  $22,000  and  $13,000,  respec- 
tively! But  Remingtons  rebounded  a 
lot  quicker  than  crude.  In  1989  a 
Remington  painting,  "Attack  on  the 
Supply  Wagons,"  brought  $4.7  mil- 
lion at  auction,  and  a  Russell  fetched 


$1.1  million,  records  that  still  stand. 

Born  in  Canton,  N.Y.,  Frederic 
Sackrider  Remington  got  his  big  start 
as  an  illustrator  in  1887,  at  the  age  of 
25.  Working  for  Harper's  Weekly, 
Collier's  Weekly  and  other  magazines, 
he  was  prolific — churning  out  some 
3,500  illustrations  in  all,  most  of  rhem 
in  black  and  white.  But  he  wanted  to 
be  known  as  a  fine  arts  painter,  not  an 


"The  Messenger"  by  Charles  Schreyvogel 
Fetched  a  record  $255,000  last  year. 


illustrator,  and  in  1902  he  stopped 
working  for  magazines  and  even 
burned  a  bunch  of  his  illustrations. 
Today  his  black-and-white  paintings 
sell  for  $15,000  to  $200,000.  His 
color  paintings  sell  for  far  more — 
$500,000  and  up. 

Remington  did  bronzes,  too,  oft 
course,  some  21  in  all  during  his 
lifetime.  The  casts  were  supposed  to 
have  been  destroyed  after  the  death  of 
his  wife,  Eva,  in  1918,  but  reproduc- 
tions and  forgeries  have  been  churned 
out  ever  since.  Even  scholars  have  a 
hard  time  authenticating  originals. 
"There  isn't  a  collection  in  the  coun-i 
try  that  doesn't  have  at  least  one 
forgery,  except  the  Remington  Muse- 
um in  Ogdensburg,  N.Y.,"  says  Chi- 
cago dealer  Rudolph  Wunderlich,  the! 
leading  expert  on  the  subject. 

Adams  owns  four  authentic  Rem- 
ington bronzes.  But  he  has  also  know- 
ingly bought  16  modern  reproduc- 
tions, wary  of  getting  burned  on  late- 
castings.  There's  a  huge  difference  in 
value,  depending  on  the  date  they 
were  made. 

Take  the  famous  "Bronco  Bust- 
er" statue,  of  which  369  models  were 
made  during  Remington's  lifetime. 
According  to  James  Maroney  Jr., 
head  of  Christie's  American  paintings 
department,  serious  collectors  now 
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"These  days  travelers  ask  for  the  world 
Now  they  can  have  The  Best  of  Both  Worlds" 

Recent  exchange  rate  adjustments  make  Britain  even  better  value. 

For  over  a  hundred  years,  The  Savoy  Group  has  provided  a 
home  from  home  for  its  American  guests,  offering  them  the 
highest  standards  of  comfort,  cuisine  and  service.  Now,  at  a  time 
when  many  travelers  are  looking  for  that  little  bit  extra  before 
they  book,  The  Savoy  Group  is  proud  to  reaffirm  its 
commitment  to  its  American  friends  with  a  very  special  program, 
"The  Best  of  Both  Worlds".  You  may  book  any  seven  nights 
(within  a  fourteen  day  period)  at  a  variety  of  The  Group's 
legendary  hotels:  The  Berkeley,  Claridge's,  The  Savoy,  The  Lygon 
Arms  in  the  Cotswolds  and  The  Lancaster  in  Paris.  The  "Best  of  Both  Worlds" 
program  includes: 

•  Accommodation  for  7  nights  including  Continental  breakfast. 

•  Complimentary  chauffeur-driven  transfers  between  London 
and  Heathrow  or  Gatwick;  in  Paris  between  The  Lancaster  and 
Charles  de  Gaulle  or  Orly. 

•  Voucher  booklet  offering  added  value  at  Savoy  Group 
restaurants,  and  privileged  prices  at  well  known  stores  and  for 
additional  limousine  hire. 

•  A  round  of  golf  at  the  famous  Wentworth  Club. 

•  $2400  per  couple  for  7  nights  ($2750  in  high  season). 
The  program  is  valid  until  28th  February  1995  and  all  rates  are 
guaranteed.  For  reservations,  telephone  Toll  Free  (800)  63  SAVOY, 
cIh(F]eadwgHotelsofth(FWorld'  Toll  Free  (800)  223  6800, 
New  York  (212)  838  3110,  facsimile  (212)  758  7367,  or  call 
your  travel  agent. 

We  hope  you  will  agree,  that  with  "The  Best  of  Both  Worlds", 
there  has  never  been  a  better  time  to  visit  England  and  Paris. 

Yours  sincerely, 


G  R  C  Shepard, 
Managing  Director. 


The  Savoy  Group  of  Hotels  and  Restaurants 


THE   BERKELEY   .   CLARIDGE'S   .   THE   SAVOY  .   THE   LYGON   ARMS       THE   LANCASTER  (PARIS) 


Remington's  "Attack  on  the  Supply  Wagons" 
Sold  for  a  record  $4.7  million  in  1989. 


will  pay  over  $500,000  for  one  of  the 
first  ten  casts —  but  as  little  as  $30,000 
for  later  versions.  Maroney's  advice 
for  beginners  interested  in  Reming- 
ton bronzes:  "Get  educated  before 
you  buy." 

Depending  on  business,  Adams 
spends  $1  million  to  $2  million  every 
year  buying  w  estern  art.  Among  con- 
temporary artists  he  now  collects  is 
Howard  Terpning,  67,  known  for  his 
detailed  historical  paintings  of  Indian 
life.  One  of  Terpning's  paintings 
fetched  $275,000  at  auction  last  year. 
Other  notable  contemporary  artists 
include  Kenneth  Riley,  Frank  McCar- 
thy and  Joe  Beeler — all  members  of 
the  Cowboy  Artists  of  America  in 
Kerrvillc,  Tex. 

Most  contemporary  works  arc  sold 
out  West — Altermann  &  Morris  Gal- 
leries in  Houston,  Dallas  and  Santa  Fe 
and  Mays  Gallery  in  Scottsdale,  Ariz, 
are  the  biggest  galleries.  Christie's 
and  Sotheby's  rarely  handle  such 
pieces.  But  when  they  do,  smart  buy- 
ers can  get  bargains.  Last  year  Adams 
paid  $70,000  for  a  Wilson  Hurley 


Adams'  4-foot-high  repro 
of  Remington's  "Bronco  Buster" 
Originals,  costing  up  to  $500,000, 
are  hard  to  authenticate. 


painting  at  Sotheby's.  "It  would  have 
brought  over  $100,000  in  Hons 
ton,"  says  the  Oilers  owner. 

Farlier  this  year  some  of  Adams1 
best  pieces  were  exhibited  at  the  Indi- 
anapolis Museum  of  Art  as  part  of  an 
exhibition  drawn  from  collections  be- 
longing to  alumni  of  Culver  Military 
Academy,  in  Culver,  Ind.,  which  is 
marking  the  100th  anniversary  of  its 
founding.  Adams  attended  the  schooll 
from  1937  to  1940,  before  going  off) 
to  World  War  II.  Other  Culver  alum- 
ni showing  off  their  collections  in- 
cluded Lamar  Hunt,  William  Koch 
and  James  Henderson,  president  of 
Cummins  Engine. 

There  are  a  few  great  public  collec- 
tions of  western  art  around  the  couir- 
try. "Among  them:  the  Gilcrease  Mu- 
seum in  Tulsa,  Okla.;  the  Stark  Muse- 
um of  Art  in  Orange,  Tex.;  and  the 
RW.  Norton  Art  Gallery  in  Shreve- 
port,  La. 

An  excellent  source  on  the  genre  is 
The  West  of  the  Imagination,  by  Wil- 
liam H.  and  William  N.  Goetzmann 
(WW.  Norton,  $34.95).  m 
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If  You  Like  Oversee  Woods, 
You'll  Love  Oversize  Irons. 

If  you  are  now  playing  with  an  oversize  metal  wood,  you  know  why 
Greg  Norman  does.  Fantastic  distance.  Greater  accuracy.  More  confidence. 
Achieve  all  this  and  lower  your  score  even  more  with  full  sets  of  King  Cobra 
oversize  irons  and  metal  woods  designed  for  men, women  and  seniors. 
And  if  you  are  not  playing  with  oversize  clubs  yet,  maybe  it's  time. 

See  your  golf  professional  to  demo  King  Cobra  clubs  today.   .  A 
Or  call  800-BAFFLER.  AW 


Greg  Norman 

1993  British  Open  Champion 
#/  in  Vol  a  I  Driring 
Uses  9°  King  Cobra 
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FACES  BEHIND  THE  FIGURES 

EDITED  BY  JOHN  R.  HAYES 


Rearview  mirror 

John  Menard's  hobby  is 
auto  racing.  He  sponsored 
three  cars  for  Memorial 
Day  weekend's  Indianapo- 
lis 500,  two  of  which 
qualified  for  the  race.  His 
business — Eau  Claire, 
Wis. -based  Menard,  Inc.,  a 
home  improvement  sup- 
ply retailer — hasn't  been 
doing  badly,  either.  Na- 
tional Home  Center  News 
puts  Menard's  1993  sales  at 
$1.7  billion.  That  should 
be  enough  to  qualify  Men- 
ard for  The  Forbes  Four 
Hundred  this  fall  with  a  net 
worth  close  to  $400  mil- 
lion. But  can  he  hold  that 
position? 

For  the  first  time  Men- 
ard is  about  to  compete  in 
the  same  market  as  Home 
Depot,  the  $9  billion  in- 
dustry gorilla.  High-vol- 
ume, low-margin  Home 
Depot  is  opening  the  first 
of  five  huge  Chicago-area 
stores  in  September. 
Menard's  response?  He's 
doubling  his  own  Windy 
City  locations  to  about  35. 
And  Menard  isn't  look- 
ing to  settle  for  some  cozy 
little  niche.  The  biggest 


John  Menard  of  Menard,  Inc. 
The  battle  for  Chicago. 


of  his  new  stores  will  run 
close  to  1 50,000  square 
feet.  That's  about  twice  the 
size  of  a  typical  Menards 
store. 

Menard,  54,  is  hoping 
the  preemptive  strike  will 
build  enough  customer 
loyalty  and  market  share  to 
survive  the  Depot's  entry. 
But  store  loyalty  doesn't 
count  for  much  on  the 
low-priced  retailing  track. 
Menard's  two  cars  placed 
8th  and  20th  at  Indianapo- 
lis. He'll  need  to  do  a  lot 
better  than  that  to  succeed 
in  Chicago. 

-Frank  Wolfe 


Feeding  the  band 

Since  she  married  Paul, 
Linda  McCartney  has  been 
a  photographer,  a  key- 
boardist in  her  husband's 
band,  a  fashion  designer 
and  a  cookbook  author. 
The  cookbook,  Linda 
McCartney's  Home  Cook- 
ing, is  a  by-product  of 
rock  'n'  roll,  the  result  of 
years  of  vegetarian  menu 
planning  first  at  home  and 
then  for  her  husband's 
round-the-world  tours. 
Published  in  1989,  it  sold 
very  well,  more  than 
400,000  copies. 

McCartney's  latest  gig 
is  a  by-product  of  the  cook- 
book. In  1991  she  started 


selling  her  meatless  delica- 
cies through  British  food 
giant  Ross  Young's. 
McCartney's  brand  con- 
trols 20%  of  the  U.K.  ready- 
made  vegetarian  food 
market  today.  Sales  neared 
$30  million  last  year. 

Now  she's  going  inter- 
national. Last  November 
McCartney  cut  an  exclu- 
sive deal  with  Fairmont 
Foods  of  Minnesota  to 
make  and  sell  frozen  en- 
trees in  the  U.S.  McCart- 
ney family  favorites  like  rig- 
atoni  marinara,  Bavarian 
goulash  and  chili  non  carne 
will  be  available  nation- 
wide by  year-end. 

-William  M.  Stern 


Linda  McCartney, 
vegetarian  entrepreneur 
You,  too,  can  eat 
like  a  Beatle. 


Desert  song 

Debbie  Rj-ynolds  is  go- 
ing public.  Two  years  ago 
the  former  film  ingenue 
bought  and  renovated  the 
failed  Las  Vegas  Paddle- 
wheel,  which  reopened  as 
the  200-room  Debbie 


Reynolds  Hotel/Casino  in 
July  1993.  The  draw?  A 
small  casino,  an  impressive 
collection  of  Hollywood 
memorabilia  and,  most  im- 
portant, Reynolds  her- 

Debbie  Reynolds  and  her  casino 
Retirement  was  expensive. 


self.  Six  times  a  week  she 
pulls  in  the  over- 60  nos- 
talgia crowd  with  a  bawdy, 
sequin-filled  song-and- 
dance  review. 

In  March  Reynolds 
took  the  casino  public  by 
merging  with  a  shell  com- 
pany traded  on  the  pink 
sheets.  Chairman  and 
largest  shareholder — 
31% — Reynolds  is  apply- 
ing for  a  Nasdaq  listing. 
Her  plans:  1,200  more 
rooms,  a  bigger  casino  and 
an  expanded  museum  for 
her  memorabilia.  "I'm  the 
first  star  to  own  a  theater 
ever  in  Vegas,"  she  says, 
"and  it's  working." 

Still,  this  all  adds  up  to 
a  dicey  investment.  Reyn- 


olds' location — off  the 
strip  and  across  the  street 
from  a  casino  soon  to  be 
torn  down — is  terrible. 
Merv  Griffin  proved  that 
celebrity  ownership 
doesn't  guarantee  casino 
success.  And  her  financials? 
Promised  for  a  May  re- 
lease, they  are  so  far 
unavailable. 

So  why  take  the  gam- 
ble? "I  found  the  cost  of 
retirement  was  too 
high,"  says  Reynolds,  who 
has  said  her  second  hus- 
band blew  her  film  earnings 
on  other  women  and 
gambling.  Investors  might 
find  the  cost  of "her  new 
career  even  higher. 

-Marla  Matzer  W 
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"Confidence  and  trust 
are  not  things  you  get 
from  a  brochure." 


Charles  N.  Coppi 
Sr.  VP- Engineering 

&  Technology 
Gulfstream  Aerospace 


Charles  Coppi  is  a  part  of  that  record.  More 
than  35  years  ago,  he  was  on  the  concept  team 
that  created  the  Gulfstream  I — the  first  aircraft 
specifically  designed  for  business  use. 

"If  you  told  me  back  then  we'd  be  designing  some- 
thing like  the  Gulfstream  V,  I  wouldn't  have  believed 
you.  New  York  to  Tokyo  at  Mach  .80?  It  was  just  a 
dream.  But  in  1995,  when  the  Gulfstream  V  flies,  it 
will  be  a  reality." 

The  introduction  of  the  Gulfstream  V  will  mark 
the  fifth  time  Charlie  has  guided  the  launch  of  a  new  standard 
in  business  aircraft.  And  while  it  will  offer  the  ultimate  in 
state-of-the-art  technology,  it  is  built  around  a  proven  concept. 

"Some  of  these  new  planes  seem  pre-occupied  with  bells  and 
whistles  at  the  expense  of  function.  Simplicity  is  a  virtue. 
It  pays  dividends  in  reliability,  safety,  extra  pilot  margins 
and  performance."  ^^^^ 

Charlie  just  shrugs  when  someone  suggests  he's  ^^^^flj 

an  aviation  legend.  "I'm  hardly  the  legend.  Gulfstream 
Gulfstreams  are  the  legend."  Aerospace 


Contact:  Robert  Cooper,  Executive  VP 
(912)  965-5555  Fax  (912)  965-3084 


Setting  the  Standards 
Others  Follow. 


AFTERMATH 


Is  Bill  Clinton  a  one-termer? 


Peggy  Noonan's  uThey  voted  for 
change.  He  gives  them  pork''' '(Apr .  25) 
drew  unusually  heavy  reader  response, 
not  all  of  it  positive.  Below,  a  small 
sampling.  And  on  page  104,  Noonan 
looks  at  the  Republican  Party's  hopes 
for  1996. 

Sir:  I  voted  for  the  two  prior  Presi- 
dents, Reagan  and  Bush,  and  look 
what  happened.  The  country  went  $3 
trillion  in  debt.  I  voted  for  Clinton 
and  think  he's  going  in  the  right 
direction.  I  couldn't  care  less  about 
Whitewater  or  his  sexual  interests  or 
what  his  wife  did  in  1979. 
-David  D.  Wallerstein 
New  York,  NT. 

Sir:  I  have  been  concerned  with  the 
moral  direction  of  the  Clinton  Ad- 
ministration, and  Peggy  Noonan's 
excellent  article  clarified  an  uneasiness 
I  have  felt  about  our  President  and  his 
policies. 

-Allen  Clasen 
Skokie,  III. 

Sir:    Reagan   says   that  liberalism 
doesn't  work?  I  would  tell  him  con- 
servatism doesn't  have  any  realistic 
solutions. 
-Ted  Branstrom 
Lincoln,  Nehr. 


Sir:  The  gray-haired  man  on  the  cov- 
er [is]  poised  to  backhand  [Noon- 
an's] one-term  prognosis. 
-Neal  Willis 
Naples,  Via. 

Sir:  I  gather  from  the  article  that  her 
real  problems  with  the  world  are  that 
1 )  condoms  are  available  in  high 
schools  and  2)  people  use  the  word 
f —  too  often.  Let's  stick  to  business, 
shall  we? 

-Mark  J.  Freeman 
Tlmusand  Oaks,  Calif. 

Sir:  Clinton  said  he  would  try  to 
address  the  country's  problems — I 
never  heard  the  same  from  Bush. 
-S.M.  Gilbert 
Denver,  Colo. 

Sir:  It's  depressing  when  my  favorite 
magazine  and  favorite  speechwriter 
turn  out  to  be  phonies. 
-Richard  M.  Jaefe 
Rcdondo  Beach,  Calif. 

Sir:  We  have  traveled  the  recent  road 
from  the  "Great  Communicator"  to 
today's  "Great  Manipulator." 
-Alan  Henry 
St.  Petersburg,  Fla. 

Sir:  I  offer  you  this  wager:  When  Bill 
Clinton  gets  reelected,  you  will  re- 
publish this  cover  page  and  refer  to 
him  as  President  Clinton.  For  my 
part,  I  will  continue  with  my  subscrip- 
tion to  Forbes  at  least  through  inau- 
guration, 2001. 
-Philip  Ratnoff 
North  Hollywood,  Calif. 

Sir:  To  paraphrase  CP.  Snow:  We 
smile  at  morality  and  are  astonished  to 
discover  corruption  triumphing. 
-Larry  W.  White 
Hobbs,  NM. 

Sir:  Peggy  Noonan,  the  sage  of  the 
1990s — where  was  she  when  Bush 
needed  her?  I'd  like  to  cancel  my 
subscription,  but  I'd  miss  Thomas 
Sowell. 

-Carol  T.  Oudegeest 
Sunnyvale,  Calif. 


Sir:  Clinton  will  be  limited  to  one 
term  if  the  Republicans  nominate 
Peggy  Noonan  in  1996. 
-Ralph  E.  Becker 
Darien,  Conn. 

Sir:  Run  for  President,  Peggy! 
-Pamela  Sarett 
Viola,  Idaho 

Sir:  I  don't  know  if  Peggy  Noonan  is 
correct  when  she  says  it  is  Clinton's 
destiny  to  be  a  one-term  President, 
but  I  don't  think  it  is  the  worst  fate 
that  could  befall  him.  A  good  Presi- 
dent can  accomplish  a  lot  in  one  term. 
Lincoln  served  barely  more  than  a 
term.  On  the  other  hand,  Richard 
Nixon  and  Ronald  Reagan  would 
have  enhanced  their  reputations  had  i 
they  had  the  good  sense  to  call  it  quits  [ 
after  one  term. 
-Stephen  F.  Rees 
Abington,  Pa. 

Sir:  In  1992  I  was  one  of  those  who 
voted  for  "change,"  and  after  this 
year's  tax  bill  that  is  exactly  what  I 
have  been  left  with  .  .  .  ($)  change! 
-Lyle  Farmer 
San  Diego,  Calif. 

Sir:  My  only  concern  is  that  the  Re-i 
publicans  will  nominate  someone  like 
Ronald  Reagan  or  George  Bush.  If! 
that  happens,  I'll  have  to  vote  for  Bill 
Clinton  again  as  the  lesser  of  the  two 
(or  is  it  three?)  evils. 
-Spencer  Crump 
Corona  del  Mar,  Calif. 

Sir:  Maybe  this  nation  has  lost  its 
sense  of  fair  play,  but  I  feel  that 
President  Clinton  deserves  to  be  giv- 
en a  chance  during  his  term  in  office 
and  judged  later. 

-  C.T.  Humeniuk 
Layton,  Utah 

Sir:  I'm  on  my  way  to  the  bookstore! 
to  buy  Life,  Liberty  and  the  Pursuit  oj\ 
Happiness. 

-  Charles  F.  Faddis 
Pensacola,  Fla. 

It's  in  the  bookstores  now.-ED. 
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MONEY  GUIDE 

There  are  the  right  things  to  learn  from  the  stock  market 
and  the  wrong  things.  We  hope  that  this  guide  will  help 

you  distinguish  the  two. 


Once 
and 

future 

returns 


By  William  Baldwin 

The  philosopher  George  Santayana 
said  that  those  who  forget  the  past  are 
condemned  to  repeat  it.  If  he  had 
been  writing  about  investments  he 
might  have  said:  Those  who  misinter- 
pret the  past  are  condemned  to  get 
whipsawed.  They  are  forever  chasing 
after  yesterday's  winner,  buying  at  the 
top  and  selling,  in  disgust,  at  the 
bottom. 

These  are  the  people  who  bought 
growth  stocks  in  1972  because 
growth  had  been  so  good,  then  sold 
them  at  a  loss  a  few  years  later.  Or  they 
bought  gold  in  the  early  1980s  be- 
cause it  had  been  a  stellar  investment 


in  the  1970s,  and  missed  the  great 
bull  market  in  stocks  and  bonds. 

Does  a  lot  of  this  fit  you?  Have  you 
made  at  least  some  of  these  mistakes 
or  similar  ones?  Don't  be  embar- 
rassed. We  all  have. 

It  is  hard  to  keep  a  clear  head  and 
avoid  being  stampeded  to  get  on 
board  whatever  train  happens  to  be 
moving  at  the  minute.  A  bond  fund 
boasts  that  its  total  return  over  the 
past  five  years  has  averaged  12%.  Who 
could  easily  resist  that  when  money 
market  investments  are  returning  a 
measly  4%? 

Well,  you  should  resist.  You  should 


know  that  the  more  the  fund  earned 
in  the  past,  the  more  interest  rates 
must  have  fallen,  and  the  more  they 
fell,  the  less  you  can  earn  starting  now. 

Consider  the  simplest  possible  ex- 
ample, a  mutual  fund  that  owns  noth- 
ing but  zero  coupon  Treasury'  bonds 
that  will  mature  in  ten  years.  It  buys 
each  $1,000  bond  for  $487  today. 
Five  years  hence,  with  interest  rates 
falling  sharply  to  4%  (this  is  imagi- 
nary), the  zeros  are  worth  $820.  The 
fund  will  be  a  hero  in  performance 
charts,  with  a  compound  annual  re- 
turn of  11%.  What  kind  of  prediction 
of  future  returns  is  that?  Worse  than 
useless.  In  this  case,  the  return  for  the 
remaining  five  years  of  the  fund  is  not 
even  subject  to  debate.  It  is  destined 
to  be  4%.  Common  sense  says:  Don't 
buy  a  fund  just  because  it  did  extreme- 
ly well  in  a  recent  period. 

Think  about  that  when  you  con- 
template the  fabulous  return  that 
stocks  have  enjoyed  recently,  and 
what  it  might  mean  for  the  future. 
Let's  consider  this  scenario.  Suppose 
that,  with  no  change  in  corporate 
earnings,  book  values  or  balance 
sheets,  the  Dow  were  now  at  7400 
instead  of  3700.  All  those  mutual 
fund  advertisements  talking  about 
terrific  records  would  be  even  more 
dramatic.  Everyone  would  want  to 
own  stocks. 

Hold  it.  Is  a  Dow  of  7400  a  better 
buy,  other  things  being  equal,  than  a 
Dow  of  3700?  Is  Philip  Morris,  with 
the  same  earnings  and  dividends,  a 
better  buy  at  100  than  at  50?  Of 
course  not.  But  people  who  misread 
the  past  would  be  more  eager  to  buy 
when  the  stocks  were  high  than  when 
they  were  low.  Why?  Because  the 
recent  record  would  have  told  them 
that  stocks  return  20%  or  25%. 

People  who  buy  on  trend  rather 
than  on  fundamental  value  are  also 
more  likely  to  panic  after  the  inevita- 
ble correction.  They  would  be  more 
eager  to  sell  at  the  bottom. 

The  moral  of  this  mental  exercise: 
Look  at  the  past  but  don't  project  it 
into  the  future.  Understand  what 
might  make  history  repeat  and  what 
might  make  it  go  the  other  way.  Look 
at  those  fundamentals.  Look  at  value. 
Can  there  be  any  doubt  that  Philip 
Morris  is  a  better  buy  at  50  than  at 
100 — even  though  at  100  it  would 
show  better  performance? 
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Let's  apply  this  logic  to  the  com- 
modities market.  What  do  you  expect 
for  a  future  return  on  commodities?  If 
the  past  decade  is  your  guide,  it  looks 
like  a  sure  moneyloser.  But  if  you  look 
at  the  current  balance  of  economic 
forces,  you  will  probably  come  to  the 
contrary  conclusion.  The  following 
story  makes  the  case. 

What  do  you  expect  from  your 
stock  portfolio?  If  you  are  swayed  by 
what  has  happened  the  past  12  years, 
you  expect  12%  a  year  in  total  annual 
return,  net  of  inflation.  If  you  look  at  a 
longer  history — the  past  68  years,  dis- 
played in  the  chart  starting  on  page 


now  here  for  the  past  quarter  century. 
But  over  the  longer  pull,  1925-94, 
they  have  been  growing  at  a  real  rate 
of  1.3%  a  year.  So  put  that  down  for 
your  dividend  growth  rate:  1.3%  per 
annum. 

With  these  assumptions  you  can 
forecast  the  market's  real  return.  It 
has  to  be  the  sum  of  these  two  num- 
bers, 2.9%  plus  1.3%.  You're  looking 
at  a  4.2%  real  return.  That's  not  the 
sort  of  return  to  make  you  jump  off  a 
ledge,  but  it  is  nothing  like  the  recent 
past  and  not  even  close  to  what  stocks 
have  delivered  over  most  of  this  cen- 
tury. So,  tempting  as  the  market  may 


146 — you  expect  a  7%  real  return. 

Which  is  it?  Right  now  we'd  bet  on 
the  latter,  or  worse. 

Here's  an  important  fundamental 
for  any  stock:  dividends.  Stocks  on 
average  now  yield  less  than  2.9%. 
They  are  trading  at  a  lofty  35  times 
their  annual  cash  payouts,  a  ratio  rare- 
ly seen  on  Wall  Street. 

Let's  be  optimistic  and  assume  that 
this  lofty  price/dividend  ratio  doesn't 
budge  between  now  and  when  you 
cash  in  your  stock  portfolio  for  retire- 
ment. Let's  be  optimistic,  too,  about 
how  fast  dividends  grow.  Net  of  infla- 
tion, dividends  have  gone  precisely 


look  today,  now's  not  a  time  for 
betting  the  farm. 

Anything  is  possible.  Perhaps  divi- 
dends will  go  on  a  tear,  screeching 
upward  at  2%  or  3%  a  year  beyond  the 
inflation  rate.  That  would  give  you  a 
5%  or  6%  return.  Perhaps  the  crazy 
bull  market  of  the  past  12  years  will 
get  even  crazier,  with  stocks  climbing 
to  45  or  55  times  dividends.  Perhaps. 

We're  not  saying  sell  everything 
you've  got.  We're  saying  be  modest  in 
your  expectations  for  a  while.  For 
people  who  are  sanguine  about  the 
Fed's  ability  to  control  inflation, 
bonds    look    extremely  attractive. 


Long  Treasurys  yield  7.5%.  Subtract, 
say,  a  3.5%  inflation  rate  (up  from  the 
recent  2.6%  rate),  and  you  are  left 
with  a  4%  real  return.  That  is  competi- 
tive with  stocks  under  moderately  op- 
timistic assumptions  about  stocks. 

And  if  you  are  not  sanguine  about 
inflation?  Consider  a  mix  of  stocks, 
bonds  and  hard  assets.  The  following 
story  makes  the  case  for  using  com- 
modities as  a  small,  defensive  addition 
to  your  financial  portfolio.  They  en- 
able you  to  buy  long-term  bonds 
without  exposing  yourself  to  the  kind 
of  devastating  losses  suffered  by 
bondholders  in  the  1970s. 

If  you  are  fortunate  with  your  tim- 
ing decisions  or  smart  about  picking 
individual  securities,  you  may  even 
beat  the  market.  But  it  is  not  necessary 
to  beat  the  market  to  be  a  contented 
investor,  and  it  is  not  the  philosophy 
of  this  Money  Guide  that  everyone 
should  try. 

Even  if  you  can't  beat  the  market, 
you  can  prosper.  You  can  beat  the 
high  cost  of  commissions:  The  article 
on  page  242  talks  about  getting  load 
funds  without  a  load.  You  can  beat  the 
tax  collector  by  being  reluctant  to 
realize  capital  gains:  Read  the  profile 
of  buy-and-hold  investor  Philip  Car- 
ret  on  page  172.  You  can  beat  the 
actuary  by  reading  the  piece  on  lump- 
sum distributions  on  page  220.  And 
we  advise  you  to  beat  off  paperwork 
burdens  by  getting  a  consolidated 
account  for  your  funds,  as  outlined  on 
page  234. 

No  investor  is  prescient  enough  to 
predict  market  turns  consistently. 
People  like  Warren  Buffett  and  Peter 
Lynch  are  among  the  first  to  admit 
they  can't.  What  they  can  smell  out  is 
value.  No  one  can  call  the  turns  accu- 
rately and  not  many  people  have  the 
Lynch  or  Buffett  nose  for  value.  But 
the  intelligent  buyer  can  protect  him- 
self from  getting  whipsawed  by  eva- 
nescent trends.  He  can  arrange  his 
affairs  so  as  to  maximize  his  chance  of 
participating  in  the  long-term  growth 
of  the  economy  and  minimize  his 
losses  to  inflation  and  the  tax  collec- 
tor. Helped  by  those  precautions,  by 
regular  savings  and  by  the  mighty 
power  of  compound  interest,  any  sen- 
sible investor  can  make  his  money 
grow  in  real  terms.  The  purpose  of  the 
Money  Guide,  our  seventh,  is  to  help 
you  do  that.  Bi 
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Twice  in  this  century  a  prolonged  upward  thrust  of 
commodity  prices  has  accompanied  a  depression  in 
stocks  and  bonds.  We  could  be  on  the  cusp  of  another 
such  episode.  The  smart  investor  will  be  prepared. 

The  case  for 
hard  assets 


By  Robert  Lenzner 

A  bull  market  in  commodities  got 
under  way  in  the  middle  of  last  year, 
taking  analysts,  investors  and  the  Fed- 
eral Reserve  by  surprise.  So  far  this 
year,  aluminum  has  shot  up  21%  in 
price  and  coffee  67%.  Oil  hit  bottom 
in  February  and  has  since  climbed 
29%,  to  $18  a  barrel.  Copper,  rubber, 
nickel  and  cotton  are  all  up  this  year, 
by  anywhere  from  10%  to  28%. 

Almost  as  fast  as  commodity  prices 
have  climbed,  bond  prices  have  fallen. 
The  30-year  Treasury  bond  has  lost 
18%  of  its  value  since  October.  People 
lending  money  for  long  periods  are 
frightened.  Could  we  be  about  to 
witness  a  repeat  of  the  1970s,  when 
inflation  exploded  and  bonds  were 
killed  and  stocks  badly  wounded? 

There  are  lots  of  arguments  for 
believing  diat  inflation  is  well  under 
control  right  now,  but  smart  investors 
aren't  waiting  to  find  out.  They  are 
hedging  their  portfolios  of  financial 
assets  by  buying  hard  assets — com- 
modities, land,  buildings  and  miner- 
als. Some  famous  investors  who  made 
huge  fortunes  from  financial  assets — 
people  like  George  Soros  and  Leon 
Black — are  diversifying  into  real  es- 
tate. Timberland  has  also  attracted 
some  interest  from  such  buyers  as  GTE 
Corp.'s  pension  fund.  Incredible  as  it 
may  sound,  there  is  a  shortage  of 
sheep  in  New  Zealand.  At  any  rate, 
wealthy  Asians  are  buying  up  New 
Zealand  sheep  ranches  as  a  way  to 
capitalize  on  the  rising  price  of  wool. 

Stocks  haven't  been  seriously  dam- 
aged by  the  commodity  buying  fren- 


zy— not  yet,  at  any  rate — but  they  are 
petering  out.  Depending  on  which 
index  you  look  at,  they  are  flat  to 
slightly  off  so  far  this  year.  Market 
leadership  has  shifted  from  financial 
assets  to  hard  ones.  Hard  assets  are 
where  the  action  has  been  this  year. 

This  shift  was  perhaps  inevitable. 
The  bull  market  in  stocks  and  bonds 
and  the  bear  market  in  raw  materials 
had  gone  on  for  too  long.  For  the 

Stocks,  bonds,  things 

Real  total  return  on  one  dollar  invested  12/31/25  (log  scale) 


Stocks 


Bonds 


Commodities 


decade  ending  last  December,  stocks 
returned  a  compound  annual  14.9%, 
long  Treasurys  14.7%.  The  Commod- 
ity Research  Bureau  index  of  futures 
prices  fell  at  a  2%  annual  rate.  Agricul- 
tural commodities  are  at  their  lowest 
levels  in  real  terms  in  this  century.  Oil 
is  cheaper  in  real  terms  than  it  has 
been  since  the  early  1970s. 

Those  trends  couldn't  have  contin- 
ued much  longer.  A  number  of  com- 
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possible  to  predict,  and  rising  pros- 
perity in  populous  countries  is 
there  to  see.  China  is  a  net  importer 
of  oil,  and  Indonesia  will  become 
one  by  the  end  of  the  decade. 

By  the  end  of  1995,  India,  the 
world's  largest  producer  of  tea  and 
one  of  the  top  sugar  providers,  will 
become  a  net  importer  of  both 
products,  says  Emin  Eyi,  a  natural 
resources  analyst  at  Baring  Securi- 
ties in  London.  The  firm  predicts 
that  by  the  year  2025  the  develop- 
ing world  will  be  spending  2.5 
times  as  much  on  natural  resources 
as  it  now  does. 

As  life  expectancies  and  capital- 
ism grow  in  developing  nations, 
there  will  be  more  demand  for  cars, 
bikes,  household  utensils,  housing 
and  other  consumer  durables  that 
burn  up  hard  assets  in  their  cre- 
ation. All  this  will  create  horren- 
dous environmental  problems  and 
almost  insatiable  demand  for  raw 
materials. 

True,  there  are  few  overt  signs  of 
inflation  on  the  U.S.  horizon.  But 
the  era  of  deflationary  forces  has  run 
its  course.  Today  about  90%  of  the 
globe's  central  banks  are  loosening 
monetary  policy  to  stimulate  eco- 
nomic activity.  Some  of  this  money 
flows  into  hard  assets  needed  by 
expanding  economies.  Some  of  it 
flows,  directly  or  indirectly,  into  the 
hands  of  investors  who  will  either 
speculate  on  a  rise  in  commodities 
or  at  least  hedge  their  existing  port- 
folios against  that  possibility. 

Yes,  we  have  learned  that  raw 
material  supplies  have  a  way  of 
catching  up  with  demand — 
through  new  production,  through 
substitutions  and  through  conser- 
vation. But  these  things  take  time. 
It  takes  six  years  of  cultivation  to 
establish  a  mature  tea  or  coffee 
plantation.  It  takes  at  least  seven 
years  to  get  full  production  out  of  a 
new  copper  mine  and  smelter. 

It  is  conceivable  that  copper  will 
be  displaced  from  its  remaining 
markets,  as  it  was  from  telecom- 
munications lines  by  fiber;  or  that  a 
fusion  breakthrough  will  make  oil 
much  less  valuable;  or  that  plant 
genetics  will  make  fertilizers  irrele- 
vant. But  it  is  not  likely  that 
changes  like  these  will  cut  across  all 
commoditv    markets.    Thus  is 


spelled  out  the  macroeconomic  ar- 
gument for  higher  commodity 
prices — and,  in  all  likelihood,  low- 
er prices  for  financial  assets. 

It  is  not  foreordained  that  high- 
er prices  for  raw  materials  will  cause 
paper  assets  to  erode,  but  the  expe- 
rience of  the  1970s  makes  that  a 
very  likely  outcome.  Rising  prices 
are  not  good  for  bonds  because 
they  decrease  the  real  value  of  the 
income  stream.  If  prices  rise  as  fast 
as  they  did  in  the  1970s,  stocks  get 
hurt,  too,  because  high  inflation 
erodes  profitability. 

Stocks  carry  some  inflation  pro- 
tection, representing,  as  they  do, 
ownership  in  real  assets  like  ma- 
chinery, warehouses  and  inven- 
tories. But  equities  as  a  form  of 
inflation  insurance  work  only 
when  stocks  are  cheap.  And  stocks 
are  not  cheap  today.  They  trade  at 
abnormally  high  multiples  of  their 
earnings,  dividends  and  book  val- 
ues. At  2.5  times  book  today,  the 
average  stock  has  a  long  way  to  fall 
before  it  becomes  a  substitute  for 
directly  owned  hard  assets. 

The  commodity  price  surge  is 
not  yet  visible  in  the  Consumer 
Price  Index,  which  is  up  only  2.6% 
over  the  past  year.  Inflation  rates 
that  are  low,  at  least  by  historical 
standards,  are  still  the  rule  in  Japan, 

Commodity  prices 
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the  U.K.,  France  and  Germany.  But 
by  the  time  inflation  is  visible  in 
government  statistics,  it  will  proba- 
bly be  too  late  for  investors  to  de- 
fend themselves  against  it. 

However,  there  are  enough  early 
signs  of  faster-rising  prices  that  in- 
vestors would  be  wise  to  be  pre- 
pared. In  the  U.S.  a  leading  index  of 
inflation  has  been  increasing  for  sev- 
en straight  months,  according  to  the 
Center  for  International  Business 
Cycle  Research  at  Columbia  Uni- 
versity. Leading  indicators  like  in- 
dustrial materials,  import  prices,  the 
percentage  of  people  employed,  and 
the  number  of  businesses  expecting 
higher  prices  suggest  that  inflation  is 
headed  toward  3.5%.  It  may  take  a 
year  for  the  inflation  rate  to  get 
there,  but  when  it  does  it  could 
more  easily  go  to  4.5%  than  drop 
back  to  2.6%. 

What  can  investors  do  to  protect 
themselves?  One  defense  is  to  own 
some  commodities — not  a  lot,  per- 
haps only  10%  of  a  portfolio.  Over 
the  short  run  (up  to  five  or  ten 
years),  such  a  move  could  increase 
the  return  on  the  portfolio,  if  the 
commodity  bull  market  keeps  going 
on.  But  the  point  is  not  so  much  to 
make  a  killing  as  to  buy  some  inex- 
pensive insurance.  A  diversified 
stake  in  commodities  reduces  the 


volatility  in  a  purely  financial  portfo- 
lio without  unduly  lowering  its  re- 
turn, says  Kenneth  Froot,  a  Harvard 
Business  School  professor  who 
helped  Goldman,  Sachs  in  designing 
a  commodity  index  now  traded  on 
the  Chicago  Mercantile  Exchange. 

Note  that  we  say:  Own  commod- 
ities. We  .do  not  recommend  that 
individual  investors  trade  them,  the 
way  Hillary  Clinton  did  15  years  ago. 
That  kind  of  speculation  leaves  al- 
most all  investors  poorer  and  their 
brokers  richer.  Commodity  brokers 
permit  investors  to  speculate  with  5% 
down,  while  stockbrokers  insist  you 
put  down  50%.  A  5%  down  payment 
can  easily  be  wiped  out  in  a  day. 

Buying  and  holding  is  something 
else  again.  You  go  long  a  commodity 
future — for  example,  for  160,000 
board  feet  of  lumber — and  hold  the 
position  indefinitely.  This  does  not 
mean  taking  delivery  of  the  wood  on 
your  front  lawn.  You  would  roll  the 
contract  over  as  often  as  necessary, 
which  would  be  one  to  four  times  a 
year.  If  you  make  a  profit  on  the 
futures  contract,  it  will  offset  at  least 
some  of  what  you  could  lose  on  your 
stock  and  bond  portfolio. 

The  lumber  contract,  which 
trades  on  the  Chicago  Mercantile 
Exchange,  represents  $63,000 
worth  of  wood.  If  you  deposit 
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$63,000  in  Treasury  bills  with  the 
commodity  broker  and  go  long  one 
lumber  future,  then  there  is  no  risk 
of  a  margin  call.  The  worst  that  can 
happen  is  that  lumber  becomes 
worthless  and  you  lose  the  $63,000. 
That's  the  same  risk  you  have  when 
you  buy  a  stock. 

The  nice  thing  is  this:  Hedging 
against  inflation  with  commodity 
futures  need  not  involve  short  sales 
or  the  risk  of  margin  calls. 

Individual  commodity  prices  are 
volatile.  James  Bianco,  research  di- 
rector at  Arbor  Trading  Group,  a 
Barrington,  111.  brokerage  firm, 
points  out  that  the  lumber  future 
dropped  from  $4.66  a  board  foot  on 
Feb.  17  to  $3.16  ten  weeks  later,  a 
decline  of  32%.  But  a  stock  can  do 
that  in  a  single  day. 

If  you  were  a  building  contractor, 
you  might  hedge  with  a  lumber 
contract.  If  you  are  an  investor  wor- 
ried about  inflation,  you  don't  want 
a  single  commodity,  you  want  a 
portfolio  of  commodities. 

Goldman,  Sachs  sponsors  an  in- 
dex that  is  a  ready-made  basket  of 
commodities.  Reflecting  the  impact 
each  commodity  has  on  the  global 
economy,  the  index  currently  has  a 
48%  weighting  in  energy  (crude  oil, 
natural  gas,  heating  oil  and  gaso- 
line), 23%  in  livestock  (cattle  and 
hogs),  21%  in  agriculture  (grains, 
coffee,  sugar  and  cocoa)  and  8%  in 
metals.  Note  that,  while  gold  looms 
large  in  investors'  eyes  as  an  inflation 
hedge,  it  is  not  an  important  raw 
material  in  the  world  economy. 
Thus,  precious  metals  make  up  only 
2%  of  the  Goldman  Sachs  Commod- 
ity Index.  The  index  trades  on  the 
Chicago  Mercantile  Exchange,  in  a 
contract  representing  $43,000  of 
commodities. 

This  kind  of  inflation  policy  will 
not  by  itself  make  you  rich.  The  red 
line  on  the  chart  on  the  foldout 
shows  how  the  Goldman,  Sachs  in- 
dex would  have  performed  since 
1925  had  it  been  around.  (It  was 

Taken  one  at  a  time,  commodities  are 
as  volatile  as  stocks.  In  a  portfolio- 
such  as  the  hypothetical  Goldman 
Sachs  Commodity  Index  starting  on 
page  146 — commodities  serve 
as  an  inflation  antidote. 


A  commodity  stock  roundup 


Stock 

Country 

Business 

 Stock  price  ($US)- 

 1994  esl 

Yield 

Market 

recent 

 12  month  

EPS 

P/E 

cap 

high 

low 

ratio 

($mil) 

Alcan 

Canada 

aluminum 

$22.50 

$25.00 

$18.50 

$0.25 

NM 

1.3% 

$5,041 

Alcoa 

US 

aluminum 

70.00 

80.50 

65.00 

2.00 

35.0 

2.3 

6,173 

Western  Mining* 

Australia 

aluminum,  nickel,  gold 

23.48 

23.84 

12.64 

0.56 

41.9 

1.4 

5,718 

Noranda 

Canada 

base  metals 

19.54 

20.30 

15.29 

1.00 

19.5 

5.1 

4,062 

Golden  Hope  Plantations 

Malaysia 

coffee,  cocoa 

1.55 

U.f  D 

0.04 

38.8 

2.6 

1,539 

Phelps  Dodge 

US 

copper 

57.75 

59.50 

39.75 

2.70 

21.4 

2.8 

4,074 

RTZ* 

UK 

copper,  aluminum,  coal 

51.75 

53.64 

38.00 

2.40 

21.6 

0.6 

13,933 

Georgia-Pacific 

US 

forestry 

64.13 

76.88 

56.75 

2.00 

32.1 

2.5 

5,790 

James  River 

US 

forestry 

16.13 

23.38 

15.88 

0.60 

26.9 

0.0 

1,316 

Sappi 

South  Africa 

forestry 

12.63 

13.63 

5.81 

0.63 

20.0 

2.4 

1,882 

American  Barrick 

Canada 

gold 

23.75 

on  ic 
30.73 

on  oo 

95.0 

25.0 

1.7 

6.937 

Placer  Dome 

Canada 

gold 

23.39 

28.04 

16.89 

0.45 

52.0 

1.3 

5,569 

Iscor 

South  Africa 

iron  ore,  steel 

0.92 

1.03 

0.33 

0.08 

11.1 

3.0 

1,718 

BHP 

Australia 

metals,  minerals,  oil 

13.49 

13.95 

9.25 

0.85 

15.9 

3.1 

22,339 

Inco 

Canada 

nickel 

26.20 

28.34 

17.69 

0.35 

74.9 

2.3 

3,048 

Ampolex* 

Australia 

oil 

3.21 

4.44 

2.73 

0.19 

16.9 

2.2 

904 

British  Petroleum* 

UK 

oil 

71.30 

73.60 

51.40 

2.64 

27.0 

2.2 

32,432 

Elf  Aquitaine 

France 

oil 

74.13 

79.07 

63.83 

4.15 

17.9 

3.0 

18,681 

Petrobras 

Brazil 

oil 

0.10 

0.16 

0.03 

0.01 

18.2 

0.6 

11,012 

Phillips  Petroleum 

US 

oil 

33.00 

36.88 

26.50 

1.60 

20.6 

3.4 

8,629 

Rustenburg  Platinum* 

South  Africa 

platinum 

22.42 

26.58 

18.38 

0.72 

31.1 

1.1 

2.810 

Coeur  d'Alene 

US 

silver,  gold 

18.50 

23.75 

15.75 

0.35 

52.9 

0.9 

284 

Tate  &  Lyle* 

UK 

sugar 

26.20 

27.80 

21.68 

2.24 

11.7 

2.1 

2.344 

*Quotations  are  for  U.S. -traded  American  Depositary  Receipts.  NM:  Not  meaningful. 
Source:  Baring  Securities. 


litiated  in  1991 .)  The  line  shows  the 
Limulative  real  return  on  a  hypotheti- 
il  portfolio  consisting  of  Treasury 
ills  plus  a  long  position  in  the  com- 
lodity  contract. 

Putting  all  your  portfolio  into  a 
Dmmodity  index  doesn't  make 
mse.  Had  you  done  so  68  years  ago, 
our  average  annual  real  return  would 
ave  been  3.5%.  That  beats  bonds  but 

scarcely  half  the  return  that  pure 
ock  investors  enjoyed. 

As  a  stabilizer,  however,  the  com- 
lodity  position  makes  a  lot  of  sense, 
[ote  that  much  of  commodities'  real 
:turn  was  concentrated  in  two 
ursts,  right  after  World  War  II  and 
uring  the  1970s.  Someone  with  20% 
f  his  wealth  in  commodities 
iroughout  the  1925-94  period 
ould  have  been  better  able  to  with- 
and  the  turmoil  in  a  fully  invested 
Drtfolio  of  stocks  and  bonds.  He 
ould  have  been  less  likely  to  bail  out 
f  stocks  in  1974  or  bonds  in  1981,  as 
>  many  panicked  investors  did. 

Is  20%  too  bold?  Goldman  has 
commended  to  its  clients  a  5%  to 
3%  allocation  to  commodities. 


Investing  for  its  own  account, 
Goldman,  Sachs  has  bought  a  stack  of 
aluminum  ingots  stored  in  a  ware- 
house in  Rotterdam.  The  firm's  cli- 
ents, however,  buy  futures  on  com- 
modity exchanges. 

Owning  commodities  isn't  the  only 
way  to  hedge  against  inflation.  Pen- 
sion funds  can  invest  in  hard  assets 
directly.  Many  own  commercial  real 
estate,  some  own  timberland.  Signifi- 
cantly, Union  Bank  of  Switzerland 
recently  agreed  to  buy  a  New  Hamp- 
shire firm  that  manages  forests  for 
pension  clients. 

What  about  individual  investors 
managing  their  own  retirement 
funds?  If  you  own  your  home,  you  may 
have  enough  real  estate  exposure;  an- 
other possibility  is  owning  a  small 
office  or  apartment  building,  as  the 
following  story  outlines.  A  position  in 
the  commodity  index  may  also  be 
appropriate.  Using  Goldman's  recom- 
mended dosage,  one  index  contract 
would  be  a  suitable  inflation  antidote 
to  a  portfolio  containing  $400,000  to 
$800,000  of  financial  assets. 

There's  another  option  that's  espe- 


This  cosmopolitan  collection  of  com- 
modity producers  includes  unfamiliar 
names,  but  some,  like  RTZ,  are  avail- 
able in  the  U.S.  as  depositary  receipts. 

daily  useful  to  small  investors  and  to 
those  too  busy  to  worry  about  futures: 
Instead  of  buying  commodity  futures, 
buy  shares  in  a  commodity  producer. 
Abby  J.  Cohen,  an  investment  strate- 
gist at  Goldman,  recommends  buying 
both  commodities  and  shares  in  com- 
modity producers,  as  a  call  on  global 
economic  growth.  "The  easy  way  to 
get  exposure  to  a  particular  commod- 
ity is  through  equities,"  she  says.  That 
won't  protect  you  against  a  stock 
market  crash,  nor  assure  you  a  return 
equal  to  the  commodity  itself.  In  the 
1970s,  Exxon  shares,  for  example, 
were  up  62%,  including  dividends, 
when  crude  oil  shot  up  tenfold. 

But  at  least  a  diversified  portfolio  of 
commodity  producers  will  earn  real 
money  and  pay  real  dividends.  Emin 
Eyi,  the  Baring  Securities  analyst,  rec- 
ommends the  stocks  in  the  table 
above.  H 
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As  the  overieveraging  of  real  estate  in  the  1980s 
continues  to  unwind,  there  are  lots  of  attractive 
properties  out  there  for  small  investors 
with  a  taste  for  haggling. 

Sam  Murphy 
buys  a  building 


By  Phyllis  Berman  and  Lisa  Sanders 

Real  estate  is  back  in  style.  In  the 
past  several  years  billions  of  dollars  in 
smart  money  has  been  spent  to  ac- 
quire portfolios  of  mortgages  on  dis- 
tressed office  buildings,  condo  proj- 
ects, golf  courses,  time  shares  and  the 
like.  The  list  of  big  spenders  is  long 
and  impressive:  George  Soros,  Eli 
Broad,  Leon  Black,  Odyssey  Partners1 


Jack  Nash  and  Leon  Lev)',  GE  Capital, 
the  Morgan  Stanley  Real  Estate  Fund 
L.P.  and  Goldman's  Whitehall  Street 
Real  Estate  Limited  Partnerships. 

And  then  there's  Sam  Murphy.  A 
76-year-old  retired  lawyer  in  St.  Lou- 
is, Murphy  started  buying  small  com- 
mercial properties  35  years  ago  and 
kept  buying  right  through  the  recent 


real  estate  recession — in  effect  usin 
the  lower  prices  to  average  down  th 
cost  of  his  1980s  purchases.  His  pop 
folio  now  includes  12  office  wan 
houses  and  a  couple  of  pieces  of  lan 
He  owns  some  projects  outright,  othj 
ers  with  partners. 

Murphy  isn't  trying  to  outsmart  th 
pros  or  call  every  turn  in  the  marked 
His  basic  investment  philosophy:  "l 
figure  property  isn't  going  to  get  an 
cheaper  to  build.  Ultimately,  once  th 
excess  is  soaked  up,  there  will  b 
appreciation." 

How  can  a  relative  small  fry  likj 
Murphy  function  in  the  shadow  of  thj 
George  Soroses  and  Goldman 
Sachses?  Simple.  Murphv  looks  fq 
specific  properties  on  or  near  hii 
home  turf.  He  figures  his  local  cod 
tacts  and  knowledge  of  the  territor 
give  him  a  better  handle  on  a  buildl 
ing's  value  and  protect  him  agains 
overpaying.  Unlike  big  investor: 
Murphy  isn't  interested  in  portfolio 
of  loans  from  the  Resolution  Trus) 
Corp.  "I  gave  up  on  the  rtc,"  say 
Murphy.  "It  was  a  zoo.  There  is  verj 


Sam  Murphy  in  front  of  his  most  recent  project 

"I  figure  property  isn't  going  to  get  any  cheaper  to  build." 
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Where  Is  America's  safest 
insurance  company  located? 

NOT  NEW  YORK. 
NOT  CHICAGO. 
NOT  PHILADELPHIA. 
NOT  LOS  ANGELES. 
NOT  EVEN  HARTFORD. 

It's  in  Columbus,  Georgia. 

Again. 

For  the  second  year,  Financial  World 
has  found  America's  safest  insurance 
company  in  Columbus,  Georgia. 

Insuring  Over 38 Million 
People  Worldwide 


Financial  World  is  the  nation's  oldest  business  magazine,  with  a  biweekly 
circulation  of  over  500,000.  ©1993  AFLAC  Incorporated.  All  rights  reserved. 
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little  good  stuff  put  on  the  market  by 
the  RTC  here  in  St.  Louis." 

Murphy's  most  recent  investment 
h  a  32,000-square-foot  office  and 
chouse  in  Olivette,  Mo.,  about  10 
miles  west  of  St.  Louis.  It  was  put  up 
by  a  local  developer  in  the  late  1980s, 
near  the  peak  of  the  last  real  estate 
cycle.  When  the  building  couldn't 
support  the  mortgage,  the  lender,  St. 
Louis'  Boatmen's  Bank,  foreclosed. 

Murphy  heard  about  the  property 
last  year  from  a  local  real  estate  bro- 
ker. The  unpaid  mortgage  on  the 
building  was  about  $1.5  million;  the 
developer  wanted  $1.8  million.  But 
Murphy  knew  the  bank  was  willing  to 
take  a  loss  and  would  settle  for  around 
$1.1  million.  He  offered  the  bank 
$1,157,000,  including  various  clos- 
ing fees — not  a  bad  discount  from  the 
owner's  asking  price.  The  price 
amounted  to  less  than  ten  times  oper- 
ating income  from  the  almost  fully 
rented  property. 

Murphy  put  up  $231,579  in  cash 
and  slapped  a  new  mortgage,  supplied 
by  Boatmen's,  on  the  building  for 
$926,316. 

Although  the  building  couldn't 
service  the  original  mortgage,  it  can 
easily  handle  the  new  mortgage.  It 
now  throws  off  $220,000  a  year  in 
gross  rents,  a  sum  reduced  to 
$145,000  by  property  taxes,  insur- 
ance and  maintenance.  Out  of  that 
remaining  $145,000,  Murphy  covers 
the  debt  service  of  $99,878  and  is  left 
with  around  $45,000,  or  around 
$24,000  aftertax,  for  a  12%  aftertax 
return  on  his  equity. 

Reflected  in  that  return  is  an  ele- 
ment of  risk  stemming  from  the  way 


Sam  Murphy 
isn't  alone  in  think- 
ing real  estate  is 
a  good  buy:  Thom- 
as J.  Barrack  Jr.'s 
Colony  Capital  has 
bought  Hawaii's 
Hilton  Waikoloa 
Village;  Leon 
Black  has  acquired 
blocking  posi- 
tions on  two  Man- 
hattan office 
buildings  and  a  ma- 
jority interest  in 
245  Park  Avenue. 


Murphy  financed  the  building.  The 
mortgage  is  at  8.75%  for  1 5  years,  but 
the  bank  has  the  option  of  calling  the 
loan  after  three  years.  So  Murphy 
could  find  himself  scrambling  to  refi- 
nance the  property  at  much  higher 
rates.  Murphy  could  protect  himself 
by  buying  interest  rate  futures.  But  he 
doubts  he'll  go  that  far.  "Maybe  I 
should  find  out  more  about  them," 
he  chuckles. 

On  the  other  hand,  Murphy,  too, 
can  call  his  loan  at  any  time:  If  interest 
rates  drop  he  can  refinance  with  very 
little  penalty.  (For  more  on  these  so- 
called  embedded  options,  see  story, 
page  158.) 

One  expense  Murphy  doesn't  mind 
paying  is  a  management  fee  for  build- 
ings with  more  than  four  tenants.  "It 
isn't  easy  to  run  these  buildings,  so  I 
hire  local  people  to  do  it  for  me,"  he 
says.  "You  pay  them  4%  to  5%  of  your 
gross  rents,  but  it's  worth  it." 

How  does  one  find  decent  little 
properties  in  one's  backyard?  One 
way  is  to  check  out  the  commercial 
real  estate  ads  in  the  Thursday  and 
Friday  regional  editions  of  the  Wall 
Street  Journal  for  announcements  of 
upcoming  Resolution  Trust  Corp. 
sales:  This  year  the  RTC  will  put  on  the 
block  at  least  $7  billion  worth  of  loans 
specifically  designed  to  appeal  to  rela- 
tively small  investors.  Remember, 
however,  that  you'll  have  to  do  your 
own  due  diligence.  Restructuring  and 
foreclosure  proceedings  can  generate 
big  headaches  and  large  legal  bills. 

But  be  careful  with  the  RTC.  Includ- 
ed in  the  RTC  offerings  are  some  toxic 
properties.  Literally.  The  RTC  has 
around  $1.5  billion  worth  of  proper- 


ties with  significant  environmental 
problems.  The  problems  are  disclosed 
by  the  RTC,  and  these  properties  will 
sell  for  fat  discounts.  But  unless  you 
want  to  spend  years  dealing  with  the 
local  Environmental  Protection 
Agency  police,  steer  clear. 

The  RTC  also  has  about  $2.4 
billion  worth  of  "special  resource" 
properties,  including  wetlands,  fori 
sale;  development  on  these  is  pro- 
hibited. Unless  you  plan  to  donate 
the  property  to  a  nature  group,  look 
elsewhere. 

Another  path  to  opportunities:  Call 
your  local  banks'  workout  depart- 
ments and  ask  if  they  have  problem 
borrowers  with  properties  for  sale. 

Finally,  there  are  the  property  auc- 
tions held  around  the  country  byj 
liquidators  like  Baltimore-based  Mi- 
chael Fox  Auctioneers,  Inc.  and 
tracked  in  the  Newark,  N.J. -based 
newsletter  Liquidation  Alert.  The 
auctioneers  hammer  down  every- 
thing from  two-story  office  buildings 
in  Louisiana  to  luxury  high-rise  resi- 
dential condominiums  in  Chevy 
Chase,  Md.  The  thing  to  remember 
here  is  that  auction  houses  take  as 
much  as  8%  of  the  proceeds — 5%  plusi 
a  fee  from  the  seller  and  3%  from  the; 
buyer — meaning  that  many  sellersi 
turn  to  auctions  only  as  a  last  resort. 
Buy  carefully. 

If  you  think  real  estate  investing  is  a| 
way  to  turn  a  quick  buck,  you're 
probably  ill-suited  to  the  activity] 
even  at  today's  attractive  prices  and 
interest  rates.  "Buying  real  estate  to- 
day is  a  long-term  proposition," 
warns  Sam  Murphy.  "It  might  be 
years  before  you  can  resell."  HI 
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The  Carls  Loaded. 
It  s  The  Lease  That's 
Stripped  Down. 


mom  touch 

LEASE 


In  an  ordinary  car  a 
monthly  payment  like  the 
one  shown  in  the  box  below 
would  seem  to  indicate  a  less  than  well- 
equipped  model.  But  Camry  LE  is  anything  but 
an  ordinary  car.  For  starters,  it's  a  Toyota.  That 
means  you  get  the  kind  of  unwavering 
dedication  to  quality  on  which  Toyota  has 
built  its  legendary  reputation  for  reliability. 
The  kind  of  quality  that  has 
made  Camry  one  of  the  best- 
selling  cars  in  America. 

It  even 


Dual  A  ir  Bags 


Camry  LE  36-Mo.  Lease 


$249/ 


Deluxe  Radio/Cassette 


means  you 
get  standard 
features  like  driver-  and  pas- 
senger-side air  bagst  automatic  transmission, 
power  windows  and  door  locks,  cruise  control, 


Down  Payment  $1,500 

Refundable  Security  Deposit  $275 

First  Month's  Payment  $249 

Due  At  Lease  Signing  $2,024 


air  conditioning,  digital  quartz  clock,  Deluxe 
Electronically -Tuned  Radio  (ETR)/Cassette 
and,  just  to  make  sure 
you're  completely 
comfortable  with  this 
lease,  a  6-way  adjustable 
driver's  seat. 

One  of  the  best  features 
of  Camry's  Toyota  Touch  Lease  is  the  $1,500 
down  payment.  And  monthly 
payments  are  only  $249  for 
thirty-six  months. 

It  seems  that  less 
can,  in  fact,  be  more. 
Call  1-800- 
GO-  TOYOTA  for  more  leasing 
information,  a  product  brochure  and  location 
of  your  nearest  dealer. 


Mo: 


Air  Conditioning 


®  TOYOTA  Camry 

"7  love  what  you  do  for  me" 


'  Camry  LE  4-cyl.  Closed-end  lease  $17,127  capitalized  cost  based  on  $1,500  down  and  dealer  participation  May  vary  by  dealer  MSRP  $19,943  including  freight  Monthly  payments  total  $8,964  Lease-end  purchase  option 
1-11,168  Your  payments  may  vary  depending  on  final  price  Taxes,  license,  title,  insurance,  regionally  required  equipment  and  dealer  charges  extra.  Lessee  pays  maintenance,  excess  wear  &  tear  and  $0 10/mi  over  15,000/yr. 
Disposition  fee,  not  to  exceed  $150,  may  be  due  at  lease  end  To  qualified  lessees  through  Toyota  Motor  Credit  Corporation  Similar  lease  in  AL,  FL,  GA,  NC  &  SC  through  World  Omni  Financial  Corporation.  Payments 
higher  in  AR,  CT,  LA,  MA,  MO,  MS,  OK,  Rl,  TX,  VA  &  WV.  Retail  delivery  by  7/5/94  See  your  participating  dealer  for  details  Shown  with  alloy  wheels  and  other  optional  equipment  at  additional  cost 
'Always  use  your  seatbelts  Driver-  and  passenger- side  air  bags  are  a  Supplemental  Restraint  System  (SRS)  Buckle  Up1  Do  it  for  those  who  love  you.  ©1994  Toyota  Motor  Sales,  U.S.A..  Inc 


Anybody  iSeen  Gomer  Around  Here? 


Scott  Robertson  told  his  friends  lie  was  moving  to  Birmingham .  And  they  told  him  he  d  lost 
his  marbles.  Because  to  them,  Alabama  meant  Gomer  Pyle  or  the  Beverly  Hillbillies  —  not  the  kind 
of  place  a  corporate  man  would  leave  Wash  ington,  D.C.  lor  to  further  his  career.  But  to  Scott, 


Alab  ama  meant  a  great  opportunity.   So  he  figured  he  would  at  least  give  it  a  year.   That  was  in  1 


979- 


As  I  ve  traveled,  I  ve  learned  everybody  has  an  Alabama  story.  Not  about  racism,  pollution, 
or  the  Gomer  way  ol  doing  things.  But  about  friendly  people,  gorgeous  countryside,  and  phenomenal 
cultural  experiences.  And  if  they  d  actually  lived  here,  the  story  is  usually  about  how  much  they  loved 
it  and  want  to  move  bac  k.   My  story  s  about  how  I  had  to  drag  my  wife  here  kicking  and  screaming. 


Yet  now  I  could  never  get  her  to  move  north  of  downtown  Birmingham. 

Scott  believes  the  only  problem  Alabama  has  is  persuading  prospects 
to  come  here.  But  once  here,  they  become  hooked  and  never  want  to  leave. 


Alabama  has  one  of  the 
highest  concentrations 
of  registered  engineers 
in  the  nation. 


Maybe  that  s  because,  according  to  Scott,  Alabama  is  an  island  in  the  sea  o  f  chaos."  BE&K, 
where  Scott  is  Vice  President  of  Communications,  has  certainly  prospered,  having  been  ranked  as  one 
of  the  top  25  engineering  firms  and  one  of  the  100  best  companies  to  work  for  m  the  entire  country. 
While  in  the  Alabama  business  market,  BE&K  is  recognized  for  having  achieved  a  strong  presence 
around  the  world.  And  we  think  that  s  about  as  far  from  jMlayberry  as  you  can  get. 


ALABAMA 


o  o  d     people     accomplish     great  things 


For  more  information,  contact  the  Economic  Development  Partnership  of  Alabama: 
2  North  Jackson  Street,  Montgomery,  Alabama  36104;  800-276-3372 
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Ever  had  a  nice  high-yield  bond  called  away  from  you? 
Here's  how  you  can  turn  that  same  feature  to  your 
advantage  in  these  volatile  markets. 

A  bond  market 
primer 


By  David  P.  Goldman 

Prepayment  rates.  Embedded  op- 
dons.  Extension  risk. 

Even  if  yon  don't  know  what  those 
things  are,  if  you  have  been  a  fixed- 
income  investor  over  the  past  several 
years,  you  probably  felt  their  effects. 
They  all  relate  to  one  ugly  feature  of 
many  debt  securities:  callability. 

Callability  is  the  right  of  a  bond 
issuer  to  call  in,  or  redeem,  the  bond 
early.  It  makes  the  bond  a  bad  bet  for 
buyers,  at  least  during  times  of  high 
volatility  in  die  bond  market.  And 
volatility  is  what  we  have  had,  first 
with  interest  rates  falling  during  the 
early  1990s  and  then  with  rates  spik- 
ing upward  this  spring. 

When  rates  dropped  precipitously 
in  the  early  1990s,  lots  of  people  had 
their  better-grade,  high-yield  junk 
bonds  called  away  from  them.  They 
discovered  that  callability  creates  a 
kind  of  heads-you-lose,  tails-you-lose 
situation  for  investors:  When  interest 
rates  go  up,  the  bonds  are  worth  less; 
when  interest  rates  go  down,  the 
bonds  get  called  and  you  have  to 
reinvest  at  lower  rates. 

But  you  can  turn  callability  to  your 
advantage  in  volatile  markets  like  the 
ones  we're  having  now.  What  was 
yesterday's  bad  bet  for  a  bondholder 
becomes  today's  good  bet.  Shaken 
investors  have  dumped  callable 
bonds.  These  bonds  have  gotten 
cheap.  They  now  offer  yields  that 
more  than  compensate  for  call  risk. 

I  believe  that  the  bond  market  is 
moving  toward  less  volatility.  If  you 
agree,  then  you  will  find  good  buys  in 

David  P.  Goldman  is  a  managing  director  in 
Bear,  Stearns  &  Co.'s  Financial  Analytics  & 
Structured  Transactions  group. 


the  sectors  of  the  bond  market  where 
callability  is  a  prominent  feature  (see 
table  on  left,  p.  160).  Buyers  of  these 
bonds  don't  have  to  see  a  fall  in 
interest  rates  to  do  well;  they  can  look 
forward  to  modest  capital  gains  if 
rates  merely  stabilize. 

If  you  don't  agree — if  you  think  the 
Federal  Reserve  is  going  to  give  us  a 
very  bumpy  ride  for  the  next  year — 
then  you  should  stay  away  from  call- 
able bonds.  You  should  buy  noncalla- 
ble  bonds  (table  on  right).  Buy  short- 
term  bonds  if  you  think  the  bumpy 
ride  will  end  with  higher  rates,  long- 
term  ones  if  you  think  the  ride  will  end 
with  lower  rates. 

Whatever  your  outlook  for  interest 
rates,  don't  buy  a  bond  without 
knowing  its  call  risks  and  making  the 
decision  that  you  are  being  adequate- 
ly compensated  for  accepting  them. 

First,  let's  put  a  price  on  callability. 
Take  two  Ford  Motor  Co.  bonds  with 
the  same  87/8%  coupon,  both  matur- 
ing in  2022,  one  that  can  be  called  at 
Ford's  option,  the  other  that  cannot 
be  called.  If  interest  rates  go  much 


lower,  Ford  will  exercise  its  option  to 
redeem  the  former  bond  early  (any 
time  on  or  after  Nov.  15,  2002).  If 
interest  rates  rise,  however,  Ford  will 
leave  the  bond  outstanding.  The  non- 
callable  bond  will  remain  outstanding 
for  28  years  in  any  event. 

Not  surprisingly,  the  market  treats 
these  bonds  differently.  The  noncall- 
able  Ford  of 2022  trades  at  105.50,  to 
yield  8.36%  to  maturity.  The  callable 
version  trades  2  points  lower,  to  yield 
8.56%,  or  20  basis  points  more. 

Now  consider  one  more  debt  in- 
strument, the  one  you  issued  when 
you  took  out  a  home  mortgage.  If 
yours  is  a  standard  mortgage,  you 
have  the  right  to  pay  it  off  gradually 
over  30  years  at  a  fixed  interest  rate. 
But  you  can,  at  your  option,  call  the 
mortgage  in;  that  is,  force  the  bank  to 
take  back  your  money.  You  do  that  by 
refinancing. 

What  is  that  call  option  worth  to 
you?  A  lot,  I  hope,  because  you  paid 
dearly  for  it.  The  bank  is  charging  you 
something  like  100  basis  points  more 
interest  than  it  would  have  charged  on 
a  30-year  mortgage  over  whose  matu- 
rity you  have  no  control. 

Your  call  option  is  not  overtly 
priced,  and  it  cannot  be  readily  de- 
tached from  the  mortgage.  Hence  the 
term  "embedded  options."  If  you  are 
a  bond  investor,  it's  something  you 
should  learn  about. 

Now  let's  return  to  the  point  of 
view  of  the  lender.  You're  an  investor 
with  some  money  to  rent  out.  You 
want  a  fairly  conservative  investment. 
I  think  you  should  buy  into  a  pool  of 
home  mortgages.  Why?  Because  the 
embedded  options  are  overpriced.  To 
put  it  another  way:  As  lender,  you  will 
be  generously  compensated  for  sell- 
ing call  options  to  the  anonymous 
homeowners  in  the  pool. 

A  Government  National  Mortgage 
Association  or  Federal  National 
Mortgage  Association  30-year  mort- 
gage passthrough  with  an  8.5%  cou- 
pon has  no  default  risk.  This  pool  has  a 
projected  average  life  of  about  7  years. 
The  life  is  less  than  30  years  because 
homeowners  are  redeeming  principal 
every  month  and  because  they  gener- 
ally pay  off  their  mortgages  when  they 
move.  The  life  is  projected,  not 
known  exactly,  because  homeowners 
respond  to  movements  in  the  bond 
market.  If  rates  rise  sharply,  prepay- 
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Innovation  is  /a  little  crazyX 


In  1973,  we  built  the  world  s  largest  po^wer  source. 
20  years  later,  we  built  the  smallest. 


f-w  -  ■ 

Time  was  when  power  was  big. 
In  fact,  it  didn't  get  any  bigger 
than  the  geothermal  power  plant  turbine 
we  built  two  decades  ago. 

But  time  and  power  don't  stand  still. 


Toshiba 's  geothermal  steam  turbine 
hail  the  largest  capacity  m  the  world, 
with  an  output  of  110MW. 


Today  we  live  in  a  world  of  portable  phones,  fax  machines  and  computers. 
And  to  that  end,  we  present  the  Toshiba  Portege"  T3400  Series. 
It  packs  your  entire  office  into  a  computer  that's  less  than  half  the 
size  of  your  briefcase,  and  that  weighs  4/2  pounds. 
Our  new  Portege  is  the  first  sub-notebook  computer  to  use  the  ultra- 
bright  color  TFT/LCD  active  matrix  display.  The  first  with  a  rechargeable 
Lithium-Ion  battery  that  lasts  for  up  to  six  hours.  It  has  the  innovative 
AccuPoinf  integrated  pointing  device,  and  the  power  of  an 
Intel486"  SX  microprocessor. 

With  an  optional  modem,  it  can  do  almost  anything  A 
your  desktop  computer  does.  On  a  plane.  On  a  boat. 
In  a  cabin  on  a  mountain. 


he  Portege  TUOOCTis 
Toshiba  s  smallest,  lightest 
olor  notebook  computer. 


It's  quite  possibly  the  biggest  thing  we've  built  yet. 


In  Touch  with  Tomorrow 

TOSHIBA 
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What's  an  embedded  option? 


Issuer 

Rating1 

Coupon 

Maturity 

Price 

Yield 

Spread2 

Issuer 

Rating1 

Coupon 

Maturity 

Price 

Yield 

Spread 

Callable 

Noncallable 

Fannie  Mae 

AAA 

8.14% 

5/04 

101.19 

7.96% 

89 

Freddie  Mac 

AAA 

7.59% 

5/04 

101.22 

7.41% 

32 

Ford  Motor 

A/A2 

8.88 

11/22 

103.33 

8.56 

106 

Ford  Motor 

A/A2 

8.88 

1/22 

105.50 

8.36 

86 

Ginnie  Mae 

AAA 

8.50 

5/24 

102.16 

8.14 

130 

Pacific  Bell 

AA-/Aa3 

7.13 

3/26 

86.40 

8.09 

59 

Pacific  Bell 

AA-/Aa3 

E.88 

8/23 

85.76 

8.16 

65 

US  Treasury 

AAA 

5.50 

4/00 

94.03 

6.74 

0 

WMX  Tech 

AA/A1 

8.75 

5/18 

102.01 

8.50 

105 

WMX  Technology  AA-/A1 

7.65 

3/11 

95.72 

8.12 

62 

'The  first  rating  is  Standard  &  Poor's,  followed  by  Moody's,  when  available.    2Spread  over  comparable  U.S.  Treasury,  measured  in  basis  points.  Each  basis  point 

equals  one-hundredth  of  a  percentage  point.    Source:  Bear,  Stearns. 


A  callable  bond  has  a  call  option  embedded  in  it:  The  borrower  has  the  option  to  buy  back  the  bond  at  a  set  price 
by  redeeming  it  prematurely.  Noncallable  bonds  are  better  for  the  bondholder.  That's  why  noncallables 
offer  more  meager  yield  spreads  over  Treasurys. 


ments  will  slow  sharply,  extending  the 
mortgage  pool's  effective  maturity 
and  therefore  its  interest  rate  sensitiv- 
ity. This  is  what  the  bond  traders 
mean  by  extension  risk. 

As  of  May  26,  8Vfe%  Ginnie  Maes 
yielded  130  basis  points  more  than  a 
noncallable  Treasury  bond  due  in  sev- 
en years.  That  premium  includes  a 
handsome  payment  for  the  embed- 
ded option.  (Another  part  of  the  pre- 
mium compensates  the  investor  for 
the  fact  that  state  income  tax  is  levied 
on  the  interest  from  a  mortgage  secu- 
rity but  not  on  Treasury  coupons.) 

You  can  buy  Ginnie  Maes  through 
a  broker.  Or  you  can  buy  a  good  fund 
(Forbes,  Feb.  14),  but  in  this  case  you 
will  have  to  give  up  some  yield  to 
compensate  the  fund  manager. 

In  a  stabilizing  market,  Ginnie 
Maes  will  outperform  Treasurys  as 
volatility  declines.  Why?  Think  of  it 
this  way.  The  person  who  buys  a 
callable  security  is  in  the  same  position 
as  someone  who  buys  a  noncallable 
bond  and  also  goes  short  one  bond 
call.  The  less  valuable  the  option  por- 
tion of  the  security,  the  more  the 
security  is  worth.  Options  are  always 
worth  more  in  a  volatile  market,  be- 
cause big  price  moves  are  more  likely 
to  leave  the  option  holder  in  a  profit- 
able position.  Conversely,  options  are 
worth  less — and  callable  securities 
worth  more — in  a  sleepy  market. 

Most  individual  investors,  and  even 
some  professionals,  have  underesti- 
mated the  extent  to  which  volatility 
influences  bond  prices.  They  have 
gotten  a  good  education  recently.  In 
the  early  1990s  rates  fell  and  good 
bonds  got  called  away.  Then,  in  five 
months  of  a  wrenching  bear  market 


that  began  late  last  year,  callable  cor- 
porates  and  mortgage-backed  bonds 
got  hammered. 

Until  recently,  the  market  sold  off 
every  time  the  Fed  raised  the  cost  of 
overnight  money,  fearing  a  repetition 
of  the  summer  of  1989,  when  three- 
month  deposit  rates  rose  to  9%.  As  I 
warned  would  happen  in  this  column 
on  Apr.  25,  the  30-year  Treasury  yield 
shot  past  its  then  recent  high  of  7.4% 
to  7.65%  on  May  9.  The  Fed's  daw- 
dling makes  investors  fixate  on  the 
worst-case  scenarios,  driving  up  long 
rates  and,  to  a  surprising  degree,  in- 
termediate ones,  too.  As  of  May  9  you 
would  have  paid  an  astonishing  6.35% 
to  lock  in  a  three-month  interest  rate 
for  year-end  on  the  Eurodollar  fu- 
tures market. 

When  the  Fed  raised  the  overnight 
rate  and  its  discount  by  half  a  percent- 
age point  on  May  17,  though,  inves- 
tors decided  it  was  serious  about  con- 
taining inflation.  By  May  19  the  cost 
of  future  money  at  year-end  had  fallen 
to  5.8%.  With  inflation  unlikely  to  rise 
much  above  3%,  short-term  rates  of 
over  6%  at  year-end  make  no  sense. 

Whether  or  not  the  bear  market  in 
bonds  is  over,  we  probably  have  seen 
the  worst  of  it. 

If  you  agree  with  me  that  we're  in 
for  a  period  of  declining  volatility, 
consider  buying  callable  corporates  as 
well  as  mortgage  securities.  After 
months  of  high  volatility,  some  of 
these  corporates  are  now  bargains. 
Unless  you  are  convinced  rates  will 
fall,  avoid  low-coupon  bonds  trading 
at  deep  discounts  to  par.  These  stand 
little  chance  of  being  called  away — in 
option  traders'  terms,  the  embedded 
calls  are  way  out  of  the  money — so  the 


volatility  play  doesn't  work. 

But  some  uncallable  bonds  do  rej 
spond  to  changes  in  market  volatility. 
Utilities,  for  example,  are  so  sensitive 
to  interest  rates  that  uncertainty! 
about  future  interest  rates  reduces  the 
price  of  their  outstanding  bonds.  As 
markets  stabilize,  many  utility  bonds 
will  look  like  a  bargain.  Look  fori 
utility  bonds  rated  BBB  or  above 
(some  of  which  also  are  callable)  for  a 
combination  of  higher  yields  and  po- 
tential capital  appreciation  due  to  tail- 
ing volatility.  Caveat:  Corporate 
bond  quotes  vary  among  dealers,  and 
investors  should  comparison  shop. 

What  about  municipal  bonds? 
They  are  often  callable,  and  thus 
should  benefit  from  declining  volatili- 
ty. But  this  sector  has  already  climbed 
in  price  versus  Treasurys  during  the 
past  several  months,  probably  in  be- 
lated response  to  Clinton's  tax  hikes. 
That  limits  future  gains.  If  you  want  a 
capital  gains  kicker  in  your  bonds, 
you're  better  off  right  now  in  taxable 
bonds  than  in  munis. 

Another  attractive  sector,  for  invesS 
tors  who  want  short,  effective  maturi- 
ties, is  adjustable-rate  mortgages.  Be 
cause  they  normally  include  an  inter- 
est rate  cap — a  ceiling  on  the  interest 
rate  paid  by  the  homeowner — arms 
underpcrform  in  volatile  markets, 
when  investors  fear  that  rates  will  rise 
above  the  cap  rate.  Conversely,  they 
should  do  well  as  volatility  declines. 

If  all  this  seems  somewhat  abstract.  I 
the  consequences  to  your  pocketbook  I 
are  not.  If  you  are  going  to  invest  id  I 
fixed-income  securities,  you  had  bet- 1 
ter  know  what  the  term  embeddec  I 
options  means  and  what  its  implica  I 
tions  are  in  any  given  situation.     ■  I 
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A  Ryder  Full  Service  Lease 
will  prevent  you  from 
driving  into  the  traps. 

Owning  your  own  trucks  is  no  day  at  the  club. 
But  with  a  Ryder  Full  Service  Lease,  you  can  improve 
customer  service  and  reduce  costs.  You'll  get  cus- 
tomized trucks  and  extra  or  loaner  vehicles  if  you 
need  them.  Plus  a  preventive  maintenance  plan  and 
a  competitively  priced,  comprehensive  fuel  program. 

To  learn  how  transportation  can  improve  your 
business,  call  1-800-RYDER-OK,  ext.  103,  for  a  free 
brochure  and  a  "Lease  Versus  Own  Analysis."  And  take 
a  lesson  or  two  from  the  pros.      RYDER  ■■ 

©1993  Ryder  Truck  Rental,  Inc  A  Ryder  System  Co  Ryder  is  an  equal  opportunity  employer 


COMPUTERIZED  INVESTING 

MONEY  GUIDE 

You  don't  need  a  Ph.D.  in  computer  sciences 

or  a  bundle  of  money  to  computerize  your  investment 

activities.  Here's  how  to  get  started. 

Cyber-investing: 
Try  it 


By  Michael  Gianturco 

If  you  own  a  computer  but  have 
never  given  investment  software  a 
whirl,  there  is  no  longer  any  excuse. 
You  can  now  get  free  of  charge  or  at 
nominal  cost  trial  versions  of  many 
programs  to  select  investments,  man- 
age your  money  and  place  your  trades. 
So  what  are  you  waiting  for? 

Computer  Associates  Internation- 
al, for  example,  is  offering  Kiplinger's 
CA-Simply  Money  program  for  a  $7 
copying  and  shipping  cost.  Discount 
broker  Charles  Schwab  will  let  you 
have  its  StreetSmart  stock  selection 
and  trading  program  free  if  you  add 
$15,000  to  your  account.  My  last 
copy  of  Scientific  American  arrived 
with  a  free  diskette  (with  ten  free 


Let  your  PC  do  the  thinking 


hours)  from  America  Online,  one  of 
many  services  that  offer  stock  and 
mutual  fund  quotes. 

To  understand  why  it  helps  to  use  a 
computer,  just  pick  up  your  most 
recent  monthly  statement  from  your 
broker  and  ask  the  classic  question, 
How'm  I  doin'?  If  you  can  answer  the 
question  instantly,  without  a  pencil 
and  without  reference  to  other 
monthly  statements,  then  congratula- 
tions. You  have  a  special  gift.  You 
don't  need  a  computer.  For  the  rest  of 
us  it  is  easier  and  quicker  to  pop  up  an 
exact  answer  on  a  screen. 

Or  try  this:  Make  a  list  of  stocks 
selling  for  less  than  1 50%  of  book  value 
by  pawing  through  the  pages  of  the 


printed  Value  Line  in  a  nearby  public 
library.  Where  would  you  find  the  time? 

Computerized  investing  will  not 
make  you  rich,  any  more  than  a  word 
processor  will  make  you  into  a  novel- II 
ist.  It  will  simply  make  your  life  easier.  I 
It  will  help  you  know  where  you  are  at  I 
any  given  moment. 

Most  investment  software  helps  I 
you  do  one  of  these  three  things: 
tracking  (reviewing  a  portfolio  and  its 
gains  and  losses),  trading  (placing 
orders  with  discount  brokers)  or 
screening  (selecting  investments).  In 
this  article  I  will  describe  a  few  of  my 
favorite  programs  in  each  category. 
But  remember  that  any  review  like 
this  can  only  scratch  the  surface  of" 
what  is  available.  There  are  well  over 
550  investment  software  packages  for 
sale.  If  you  want  to  delve  deeper,  get 
the  587-page  Individual  Investor's^ 
Guide  to  Computerized  Investing, \ 
from  the  American  Association  of  In- 
dividual Investors  (for  $25,  or  free 
with  a  $60  subscription  to  ami's 
newsletter  Computerized  Investing).] 
The  aaii  is  one  of  the  resources  refer- 
enced in  the  table. 

I  assume  that  your  computer  is| 
equipped  with  the  Windows  operat- 
ing system  and  at  least  4  megabytes  or 
memory.  If  it  isn't,  consider  upgrad- 
ing now.  Windows  is  capable  of  run- 
ning older  programs  written  for  DOS,! 
and  it  is  mandatory  for  running  the 
newest  programs.  Prices  shown  are 
list  prices  or,  where  readily  available,  a 
lower  "street"  price.  (Mac  lovers  will 
find  that  a  good  many  of  the  programs! 
are  unavailable  to  them.) 

Tracking.  Quicken,  Intuit's  $40l| 
program  for  managing  your  finances,! 
has  a  feature  to  keep  tabs  on  a  portfo-  l 
lio.  But  you  may  find  yourself  typingl 
in  quotes  by  hand.  To  avoid  this  fate,! 
get  the  Quicken  Companion  ($25),! 
which  retrieves  market  price  quotes! 
via  modem  and  feeds  them  into! 
Quicken's  portfolio  files.  To  get  stockl 
quotes  over  the  phone,  join  a  service! 
like  America  Online  or  CompuServe. 
The  latter  charges  $9  a  month,  plus 
$4.80  an  hour  for  connect  time.  Cur- 
rent quotes  (delayed  15  minutes)  are 
included.  Another  option  is  down- 
loading from  Quicken  at  $1  per  min- 
ute via  a  (900)  number. 

Your  tracking  software  will  typical- 
ly keep  18  or  more  items  of  data  on 
each  stock:  purchase  price,  number  ot 
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Company 

Price 

Product 

Description 

Telephone1 

AAII 

$25 

Computerized  Investing 

directory,  587  pages 

280-0170 

America  Online 

10/mo2 

America  Online 

on-line  services 

827-6364 

Computer  Associates 

7 

Kiplinger's  CA-Simply  Money 

portfolio  manager  module 

373-3666 

CompuServe 

9/mo2 

CompuServe 

on-line  services 

848-8199 

Equis  International 

5  demo 

MetaStock 

charting 

882-3040 

E-Trade  Securities 

25/trade 

E-Trade 

on-line  brokerage 

786-2573 

GE  Information  Services 

9/mo 

GEnie 

on-line  services 

638-9636 

MarketBase 

593 

MarketBase 

fundamental  database 

735-0700 

Prodigy  Services 

15/mo 

Prodigy  Strategic  Investor 

on-line  services 

776-3449 

Techserve 

129 

Captool 

portfolio  manager 

826-8082 

Telescan 

132 

Telescan  Analyzer 

databases,  charting 

324-8246 

Value  Line  Publishing 

593 

Value  Screen  III 

fundamental  database 

654-0508 

'The  area  code  for  AAII  is  312;  all  others  are  800.  2Base  price,  introductory  package. 

This  is  just  a  sampler  of  what  is  available  on  line, 

by  mail  or  in  a  software  store  to  help  investors  automate 

the  clerical  work  in  stock  selection  and  portfolio  tracking. 
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hares,  initial  and  current  dollar  val- 
tes,  commission  paid,  unrealized  gain 
)r  loss  and  so  on.  You  select  which 
:olumns  you  want  to  appear  on  the 
creen  or  in  a  printout. 

If  you  are  already  handy  with  a 
preadsheet  program  (such  as  1-2-3, 
^uattro  Pro  or  Excel),  you  will  prob- 
ibly  find  it  more  powerful  and  flexible 
n  some  ways  than  a  mass-market 
>ortfolio  program.  On-line  stock 
mote  services  can  be  set  up  to  feed 
hrectly  into  your  spreadsheet.  The 
lumbers  can  be  readily  output  to  a 
u*aph.  Ranking  your  stocks  by  criteria 
ike  percentage  gains  is  easy;  printing, 
it  least  from  the  Windows  versions,  a 
>reeze.  Of  the  three  spreadsheets  the 
>50  Quattro  is  cheapest.  Main  draw- 
>acks  to  spreadsheets:  Without  pro- 
gramming (a  chore)  they  cannot 
eadily  separate  realized  and  unreal- 
zed  capital  gains,  and,  unlike  most  of 
he  dedicated  portfolio  programs,  will 
leither  feed  directly  into  tax  prepara- 
ion  software  nor  print  out  tax  forms 
ike  Schedule  Ds. 

If  you  need  a  more  powerful  port- 
olio  manager,  consider  Captool  from 
rechserve  ($129  and  up).  Here  are 
ust  two  of  the  benefits  to  trading  up 
o  Captool:  It  can  track  global  portfo- 
ios  that  mix  currencies,  and,  if  you 
lappen  to  trade  at  Charles  Schwab, 
)perate  on  transaction  data  retrieved 
wer  the  phone  wire. 

Trading.  On-line  order  placing  has 
)een  available  through  discount  bro- 
kerages for  about  a  decade.  Slow  to 
:atch  on,  it's  a  little  like  automatic 
eller  machines  in  the  early  days.  Fi- 
ielity's  brokerage  arm,  one  of  the 
argest  discounters,  does  25%  of  its 
etail  business  in  automated  transac- 
ions.  About  three-quarters  of  that  is 
rom  touch-tone  phones  and  one- 
marter  from  personal  computers. 

Are  there  risks?  Could  you  let  your 
inger  linger  on  a  0  key  too  long  and 
nadvertently  make  a  tender  offer  for 
Vlicrosoft?  Nothing  in  this  world  is 
iskless,  but  fears  of  clerical  catastro- 
>hes  are  probably  overblown. 

Use  judgment.  For  a  simple  limit 
irder,  be  your  own  broker.  For  com- 
plex orders  involving  multiple  posi- 
ions,  pick  up  the  phone  and  talk  to  a 
uiman  being. 

Fidelity  sends  your  PC  order  direct- 
y  to  a  trading  floor,  without  human 
ntervention.  But  there  are  plenty  of 


review  steps  and  idiot-proofing 
mechanisms  written  into  Fidelity's  or- 
dering software,  which  is  called  Fidel- 
ity On-line  Xpress.  Schwab's  Street- 
Smart  feeds  your  orders  into  the  sys- 
tem automatically,  but  a  human  spot- 
checks  some  along  the  way. 

Both  Fidelity  and  Schwab  offer  1 0% 
discounts  on  their  already  low  com- 
missions for  PC  trades.  Quick  &  Reilly 
doesn't,  but  its  commissions  start  out 
a  bit  lower  than  those  of  the  other  two 
big  discounters.  Schwab  and  Quick  & 
Reilly,  as  well  as  other  discounters,  are 
available  on-line  through  Compu- 
Serve, Prodigy,  America  Online  or 


little  older  but  provides  access  to  a 
wider  range  of  on-line  support  ser- 
vices because  it  includes  Telescan. 

You'll  have  the  best  choice  of  bro- 
kers and  software  to  get  at  them  if 
your  computer  is  equipped  with  Win- 
dows. But  often  you  can  get  in  with 
standard  communication  programs 
from  any  kind  of  computer. 

Screening.  Analysis  is  the  real  point 
of  computerized  investing.  Comput- 
ers help  you  sift  through  thousands  of 
stocks  to  find  the  few  that  meet  some 
set  of  criteria,  such  as  a  high  sales 
growth  rate  or  a  low  price /book  ratio . 
And  if  you  are  one  of  those  investors 
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Position  View  -  Joint  Account 


Symbol 


Date 


BNES 


BZQ/ZRQ3 


DBU 


DBULC 


ESHFX 


J  CM 


08/1 2/92 


Quantity 


Total 
Amount 


Cuirertt 
Price 


Unrealized 
GVL  Amount 


10717/91 
07/24/92 
07/18793 
12/21/92 
11/18/92 


500  0000 
50.0000 

400.0000 
15.0000 
1.000  0000 


21,545.00 
10.500.00 
5.267.24 
1.53E.00 
19.670.00 


200.0000  12.80000 


46.7500 
260.0000 
11.5000 
0.7500 
21.3200 
43  0000 


1.830.00 
2.500.00 
-667.24 
-411.00 
1.650.00 
4.200  00 


HB0TX 


NTGU 


Cash 


Total 


Graph  -  Joint  Account 


Asset  Allocation 


Stock 


Mutual  Fund 


Bond  Zero  Coupon  Option 


Schwab's  StreetSmart  software 
Discounts  for  the  trade. 


GEnie,  but  you  pay  extra  for  the 
automation:  your  usual  on-line  fees 
on  top  of  your  commission. 

If  you  don't  mind  trusting  your 
fortune  to  a  less  familiar  name,  con- 
sider deep  discounter  E-Trade  Securi- 
ties. This  two-year-old  brokerage  is 
run  by  a  Palo  Alto,  Calif,  computer 
service  firm  that  has,  at  one  time  or 
another,  provided  the  back-office 
computers  for  the  on-line  transac- 
tions of  several  discount  houses.  For  a 
typical  on-line  trade,  E-Trade  charges 
a  rock- bottom  flat  rate  of  $25. 

The  newest,  brightest  and  jazziest 
brokerage  software  at  the  moment  is 
Schwab's  StreetSmart.  Fidelity's  is  a 


who  put  stock  in  technical  analysis,  it 
will  save  you  hours  of  tedious  work. 

The  simplest  and  cheapest  way  to 
get  an  overview  of  the  kinds  of  data- 
bases available  is  to  order  Telescan's 
Analyzer  ($13).  This  Sear's  catalog  of 
computerized  investing  includes 
charting,  fundamental  databases, 
newswires,  earnings  estimates,  news- 
letters, historical  and  current  quotes, 
plots  of  intraday  trading  activity  and 
much  more.  The  $13  barely  covers 
the  cost  of  getting  the  sampler  to  you. 
Telescan  makes  its  money  from  the 
on-line  data  it  provides. 

You  can  get  unlimited  nonprime 
access  to  Telescan  for  $45  a  month  or 


:orbes  ■  june  20,  1994 


163 


A  Sure  Sign  You've  Picked 
The  Right  Airline  To  Africa. 


The  best  way  to  Southern  Africa 
starts  and  finishes  with  SAA, 
the  only  nonstop  service  in  the 
business. 

Our  flights  get  the  green  light  six* 
times  a  week  from  JFK  to  Johan- 
nesburg, Miami  to  Cape  Town. 
And  although  they're  the  world's 
longest  air  routes,  SAA's  60  years 
of  experience  and  our  luxurious 
747-400  s  transform  them  into 


one  of  your  most  pleasurable 
travel  experiences. 

No  wonder  two  of  the  world's 
leading  business  magazines  voted 
us  Best  Airline  To  Africa. 

But  don't  take  their  word  for  it. 
See  your  travel  agent  or  call  us 
at  1-800-722-9675  and  find 
out  why  SAA  is  the  only  way  to 
go  to  Southern  Africa. 

After  all,  what's  stopping  you? 


5  nonstop 


SOUTH  AFRICAN  AIRWAYS 


1-800-888-9896 
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P.O.  Box  10048 

Des  Moines,  IA  50340-0048 


NEW  SUBSCRIPTION 
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In  Canada,  1  year  $98  Can. 
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pay  by  the  minute  (41  cents  or  94 
cents,  depending  on  the  time  of  day). 
Many  Telescan  offerings  (such  as 
S&P's  MarketScope)  cost  extra. 

Depending  on  what  you  are  going| 
to  do  with  the  data,  Telescan  may  be 
your  cheapest  way  to  collect  a  price 
history  for  a  stock.  If  you  want  to  plot 
the  closing  price  for  Intel  over  the  past 
four  years  (roughly  1,000  trading 
days),  Telescan  will  transmit  the  chart 
to  your  computer  screen  instantly.  If) 
you  study  and  analyze  it  for  ten  min- 
utes, using  Telescan's  on-line  studies) 
and  analytical  tools  for  this  purpose, 
you  might  spend  $4.10  to  arrive  at  a 
decision  about  this  stock. 

An  alternative  is  to  fetch  1 ,000 
historical  quotes  from,  say,  Compu- 
Serve, and  feed  these  numbers  into  an 
off-line  charting  program  like  Meta- 
Stock.  For  this  program  the  quotes 
will  cost  a  penny  apiece,  or  $  1 0  for  the 
four-year  history.  But  once  you  have 
paid  for  the  data,  you  own  it.  You  can 
study  it  at  your  leisure  anytime  at  no 
additional  charge.  To  keep  up  with 
Intel  forever  after,  you  need  only 
spend  a  penny  on-line  per  day. 

Everyone  needs  quotes,  not  just 
chartists.  As  a  fundamental  investor, 
for  example,  you  might  want  to  calcu- 
late the  correlation  between  Intel's 
and  AMD's  daily  percentage  price 
moves  over  the  past  year.  Then  you 
need  to  fetch  the  504  numbers  and 
feed  them  into  a  statistical  routine  in 
your  spreadsheet.  The  504  historical] 
quotes  are  available  to  you  from  many 
different  sources.  The  prices  are  all 
over  the  map,  and  the  quality  isi 
mixed.  Do  not  assume  that  simply 
because  a  computer  is  involved,  youl 
will  necessarily  receive  accurate  data. 

To  keep  from  becoming  anyone's! 
captive  customer,  look  into  the 
DownLoader,  a  communication  pro- 
gram from  MetaStock  that  provides! 
switchable  access  to  five  quote  suppli- 
ers: Dow  Jones,  CompuServe,  Dial/ 
Data,  Marketscan  Plus,  and  DBC  Sig- 
nal. Many  people  rely  on  two  pro- 
grams: Telescan  for  stock  hunting, 
and  an  off-line  program  to  keep  tabs, 
on  stocks  they're  already  following. 

Fans  of  charting  sometimes  screen 
for  stock  buys  by  comparing  price 
patterns.  Telescan  excels  at  this.  Sup- 
pose you  wanted  to  scan  through 
charts  of  the  1,200  largest-capitaliza- 
tion Big  Board  stocks  looking  for,  say,, 
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Where  will  all  the 
smart  roads  and  smart  cars 
get  their  intelligence? 


By  the  early  21st  century,  your 
car  will  be  equipped  with  an 
electronic  map  that  will  navigate 
you  through  traffic.  A  computerized 
voice  will  direct  you  as  you 
drive.  Electronic  road  signs  will 
warn  you  of  traffic  congestion  and 
suggest  alternate  routes.  Traffic 
signals  will  automatically  adjust 
to  the  ebb  and  flow  of  cars. 

This  is  no  passing  fancy.  The 
technology  is  already  here.  And 
much  of  it  is  coming  from  com- 
panies located  in  Fairfax  County. 


The  network  of  satellites,  sensors, 
onboard  computers  and  guidance 
systems  that  will  make  intelligent 
highways  and  vehicles  work 
are  by-products  of  technologies 
that  these  companies  developed  for 
the  national  defense. 

Further,  the  policies  that  will 
be  used  to  deploy  this  technology 
are  being  developed  at  Fairfax 
County's  George  Mason  University. 

Smart  ideas  like  smart  cars 
and  smart  roads  are  why  smart 
companies  move  to  Fairfax  Comity. 


If  you  want  to  compete  in 
the  21st  century,  it's  the  best  route 
you  can  take. 


Please  send  me  more  information  on  the  business 
advantages  of  Fairfax  County. 

Same  


Title 


Company 
Iddress  


City, 
Zip_ 


State_ 


Phone 


Fairfax  County  Economic  Dei  -elopimnt  4ulhorily 
8)00  Boone  Boulevard  Suite  4)0,  I  ienna,  I  irginia  221X2 
Telephone  703-790-0600,  Far  70)-89)-1269  pgio 
I  I 


Fairfax  County,  Virginia.  The  21st  Century  Is  Here. 


COMPUTERS  &  INVESTING 

MONEY  GUIDE 

those  stocks  showing  a  strong  price 
upturn  within  the  past  30  days  on 
extraordinary  volume.  You  could  run 
this  study  using  Telescan's  computers 
and  data  in  Houston  and  download  to 
your  own  computer  nothing  but  the 
result.  The  whole  thing  would  proba- 
bly take  five  minutes  on-line  and  cost 
you  about  two  bucks.  If  you  tackled 
the  same  project  by  downloading 
36,000  quotes  into  your  spreadsheet, 
we're  talking  $360.  So  in  some  appli- 
cations, it  makes  excellent  sense  to  do 
your  work  on-line,  even  though  the 


meter  is  ticking. 

Another  approach  is  to  screen  for 
stocks  and  funds  off-line.  The  data- 
bases have  gotten  almost  to  be  com- 
modities and  are  extremely  cheap,  at 
least  if  you  don't  mind  data  that  is  a 
month  or  two  old  and  is  abridged 
from  the  professional  versions.  Stan- 
dard &  Poor's  Compustat,  for  exam- 
ple, covers  more  than  15,000  compa- 
nies in  meticulous  detail  for  institu- 
tional investors  and  offers  annual 
subscriber  packages  ranging  upward 
from  $20,000  a  year.  But  if  you  are 


screening  on  fundamentals  like  low 
price/book  ratios  and  high  revenue 
growth,  you  may  be  well  served  with  a 
$99-a-year  ($150  for  nonmembers) 
database  of  7,900  stocks  on  diskette 
from  the  American  Association  of  In- 
dividual Investors.  Value  Line  and 
MarketBase  sell  introductory  pack- 
ages for  less  than  $100. 

Try  computerized  investing.  No 
guarantee  you  will  like  what  happens 
to  your  stocks,  but  when  you  master 
it,  you  will  know  that  the  computer 
age  hasn't  left  you  behind.  M 


Tour  personalized 
investment  letter 

The  problem  with  com- 
puterized investment  infor- 
mation is  that  there  is  too 
much  of  it. 

Solutions  are  at  hand, 
in  the  form  of  information 
filters.  They  allow 
through  only  information 
that  relates  to  the  ticker 
symbols  or  broad  invest- 
ment topics  you  have 
identified  in  advance. 

One  of  the  best,  and 
most  economical  ($10  to 
$25  a  month),  offerings 
comes  from  Reuters,  the  gi- 
ant news  and  financial 
quote  company.  A  sub- 
scription to  Reuters 
Money  Network  permits 
you  to  download  as  many 
as  1 1 ,400  current  stock  and 
bond  quotes  and  1 ,000 
news  articles  per  month. 
You  also  get  access  to  var- 
ious research  and  rating  da- 
tabases, including  the 
Morningstar  fund  ratings, 
and  to  historical  prices 
and  charts.  You  select  your 
topics  of  interest  and  oth- 
er wants  off-line.  Then,  us- 
ing what  is  usually  a  local 
CompuServe  phone  num- 
ber, your  computer  dials 
in  and  fetches  reports  at  a 
speed  of  up  to  9,600  bits 
per  second.  A  minute  or 
two  later,  the  phone  is 
back  on  the  hook  and  you 


scroll  through  a  personal- 
ized investment  letter  at 
your  leisure. 

Money  Network  dif- 
fers from  the  mass-market 
on-line  services  (like 
Prodigy  or  CompuServe) 
in  its  narrow  financial  fo- 
cus and  its  off-line  manage- 
ment. There  are  no  hour- 
ly connection  charges  or 
per-item  database  fees. 
You  don't  have  to  navigate 
through  the  system  look- 
ing for  news  and  prices  re- 
lating to  your  portfolio. 

This  service  was  creat- 
ed 18  months  ago  by  Reali- 
ty Technologies,  a  King 
of  Prussia,  Pa.  company 
that  also  sells  a  personal 
financial  planning  product 
called  WealthBuilder. 
Reuters  bought  79%  of  Re- 
ality in  January,  renamed 
the  service  and  broadened 
its  scope. 

The  system  is  accessi- 
ble from  a  personal  com- 
puter running  DOS  or 
Windows.  You  can  run  it 
straight  out  of  the  box  or 
combine  it  with  a  financial 
management  program, 
such  as  Intuit's  Quicken  for 
Windows  or  Reality's 
WealthBuilder.  If  you  are 
using  one  of  those  two, 
you  have  already  entered 
the  ticker  symbols  for 
your  stocks  and  funds  and 
don't  have  to  repeat  the 
exercise. 

The  bare -bones  Mon- 


ey Network  service,  $10 
a  month,  offers  stock 
quotes,  Morningstar  fund 
ratings,  selected  news 
stories  including  news  from 
cnbc,  and  access  to  an 
on-line  broker.  An  $18 
version  offers  those  things 
plus  access  to  Standard 
&  Poor's  stock  and  bond 
database.  You  can  fetch 
financial  information  on 
over  18,500  investments 
almost  without  limit.  You 


not  the  text  of  the  Wall 
Street  Journal,  unless  it  ap- 
peared on  the  wires).  So  if 
you  fetch  reports  every  eve- 
ning, you'll  get  earnings 
announcements  the  day 
they  occur.  Beats  pawing 
through  pages  of  earnings 
reports  in  the  next  morn- 
ing's newspaper,  not  know- 
ing if  one  of  your  hold- 
ings is  listed. 

Douglas  Alexander, 
cofounder  of  Reality  and 
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□  CBS  51^3 


In  a  press  release,  the      . i  ••  ,•  said 
latetfnce  protocols  to  assure  all  eel 
products.  Including  telephone*,  video  ph. 
inter-operate  on  tiher  and  coaxial  cafcie 
existing  television  piojrasning. 


Rdtocolo  said  It  will  focus  on  the  eelephonv  aspects  through  Its  cahlecceak 
technology  that  will  deliver  Interactive  services  over  the  ezisclng 
fibecAroax  inf rastructute. 

The  ccaacanv  said  Beviett-Pacrard  will  use  the  protocols  in  designing 
sec-top  bones,  capable  of  providing  m  oay  Interactive  services  in  tie 
hose. 


rread  mete*!*  !r*  article- 


ReUterS  Money  Network 

A  clipping  service  for  the  individual  investor. 


get  up  to  ten  one-year  stock 
charts  per  month. 

With  either  level  of  ser- 
vice, you  can  order,  for  $7  a 
month,  a  personal  news 
clipping  service.  Included: 
the  Reuters  and  Dow 
Jones  business  wires  (but 


editor  in  chief  of  the 
Money  Network,  claims 
30,000  users,  including 
ones  who  employ  the  news 
clipping  service  to  keep 
tabs  on  their  companies' 
competition. 

-David  C.  Churbuck  h. 
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Jo  form  of  business  communication  commands  the  attention  of  a  letter  on  Crane.  It  does  more  than  convey  your  message.  It  imparts  a  sense 
[importance  that  the  words  alone  cannot.  Since  1801,  we've  made  Crane  papers  only  from  100%  cotton.  Hence,  their  uniquely  crisp 
and  and  flawless  finish.  After  all,  when  the  message  really  matters,  so  does  what  you  send  it  on.  Crane  business  papers  are  available  at 
tlect  distributors,  engravers  and  printers.  For  information,  please  contact  Mr.  James  Alexander,Crane      Co.,  Inc.,  Dalton,  MA  01226. 
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bumruicniccu  mucoiinu 

■  .Ull'll'f  MUM 

When  Forbes  screened  for  stocks  with  sharply 
improving  earnings,  we  came  up  with  lists  that  handily 
beat  t  ie  market.  Here's  how  to  construct  similar  lists. 

Buying 
for 
a  turn 

By  Gilbert  Steedley 

In  Forbes  (Sept.  14,  1992)  we  pub- 
lished a  list  of  19  stocks  that  we 
predicted  were  turning  a  corner.  The 
list  was  created  by  screening  a  data- 
base, the  Institutional  Brokers  Esti- 
mate System,  for  large  corporations 
that  lost  money  in  fiscal  1991  but 
were  expected  to  earn  at  least  a  dollar 
per  share  in  fiscal  1993.  We  lucked 
out.  The  19  show  stock  price  gains 


Look  for  an  earnings  double 


Company/business 

Recent 

1993 

 1994— 

Market 

Number 

Analyst 

price 

EPS 

estimated 

value 

of  analysts 

agreement 

EPS 

P/E 

($mil) 

American  General/insurance 

261/2 

$1.15 

$2.93 

9.0 

$5,595 

29 

low 

Armstrong  World  Inds/home  furnishings 

50% 

1.32 

3.86 

13.1 

1.963 

11 

average 

Atlantic  Richfield/integrated  petroleum 

1021A 

1.66 

5.04 

20.3 

16,495 

37 

high 

Diamond  Shamrock/petroleum  refining  &  marketing 

24 

1.04 

2.17 

11.1 

701 

13 

average 

El  du  Pont  de  Nemours/chemicals 

61  % 

0.84 

3.44 

17.9 

41,825 

29 

average 

Fleming  Cos/food  wholesaling 

24 

1.02 

2.46 

10.0 

924 

8 

average 

FMC/machinery,  chemicals 

48 

1.11 

4.23 

11.5 

1,773 

10 

average 

Eli  Lilly/drugs 

55% 

1.67 

4.57 

12.2 

16,138 

42 

low 

McGraw-Hill/publishing 

66% 

0.23 

4.04 

16.4 

3,280 

16 

low 

Michigan  National/banking 

76 

1.56 

5.77 

13.2 

1,125 

15 

average 

Northrop/aerospace  &  defense 

32V4 

1.99 

4.17 

8.5 

1,763 

9 

average 

Pfizer/drugs 

63% 

2.05 

4.18 

15.2 

20,298 

41 

very  low 

Stratus  Computer/fault-tolerant  computer  systems 

30 

0.70 

2.61 

11.5 

706 

16 

low 

Wamer-Lambert/drugs,toiletries 

69% 

2.11 

5.16 

13.5 

9,582 

37 

very  low 

Sources:  Value  Line;  IBES,  Inc.  via  OneSource  Information  Services;  Orion  via  Telemet  America. 


The  experts  are  prt    ting  that  these  companies  will  double  their  earnings 
per  share  this  year.  Pay  attention  to  the  level  of  analyst  agreement. 
Pfizer's  "very  low,"  for  example,  indicates  that  the  41  estimates 
on  this  firm  are  widely  scattered  about  the  $4.18  average. 
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"SINCE  TODAY'S 
BUSINESS  BUZZWORD 
IS  'GLOBAL,' 
IT'S  A  GOOD  THING 
WE  ALREADY  ARE." 


With  over  250  hotels  in  27  different  countries,  you  can 
count  on  Marriott  to  serve  all  your  business  needs  all  over  the  world. 
Call  your  travel  agent  or  1-800-228-9290. 

^\amott 

HOTELS  RESORTS  •  SUITES 


WE  MAKE  IT  HAPPEN  FOR  YOU. 


Argentina,  Aruba  (1995),  Australia,  Austria,  Barbados,  Bermuda,  Canada,  Egypt,  Germany,  Greece, 
Hong  Kong,  Hungary,  Indonesia  (1997),  Japan,  Jordan,  Malaysia  (1996),  Mexico,  The  Netherlands, 
Pakistan,  Poland,  Puerto  Rico  (late  1994),  Saudi  Arabia,  Sri  Lanka,  Thailand, 
United  Arab  Emirates,  United  Kingdom,  United  States  of  America. 

©1994  Marriott  International.  Inc. 


averaging  69%.  Signet  Banking 
Corp.,  which  gained  12%,  came  in  at 
the  bottom,  slightly  ahead  of  the  S&P 
500,  which  was  up  9.5%.  Chrysler  and 
First  Interstate,  two  of  the  stocks,  are 
up  more  than  100%. 

A  second  computer-screen  list  pub- 
lished along  with  the  list  of  rebound 
candidates  did  nearly  as  well.  The  70 
stocks  on  the  second  list  consisted  of 
corporations  expected  to  at  least  dou- 
ble their  profits  between  1991  and 
1993.  The  stocks  in  the  second  group 
rose  42%  on  average.  EMC  Corp.,  Pro- 
mus  and  Lowe's  tripled  or  better,  but 
this  list  also  had  a  few  losers,  including 
Electrocom,  down  72%;  Novell,  26%; 
and  Amdahl,  47%. 

If  you  want  to  create  a  list  of  re- 
bound bets,  start  with  a  database  of 
Wall  Street  estimates.  We  took  the 
IBES  numbers  off  a  compact  disk  pub- 
lished by  OneSource  Information 


Services,  a  former  Lotus  Develop- 
ment Corp.  division  that  sells  business 
and  financial  data.  OneSource  CD 
subscriptions  start  at  $7,000  a  year, 
depending  on  which  databases  are 
included  (choices  include  ibes,  Value 
Line  and  Compustat). 

But  you  don't  have  to  buy  this 
professional  package  to  do  computer- 
ized investing.  You  can  use  your  mo- 
dem to  connect  to  an  outfit  such  as 
Telescan  and  screen  earnings  fore- 
casts carried  by  Zack's  Estimate  Ser- 
vice. For  $1  per  search  and  41  cents 
per  minute  (and  an  initial  $295  fee), 
you  can  screen  on  earnings  estimates 
and  over  200  other  technical  and 
fundamental  stock  indicators. 

With  the  economic  recovery  get- 
ting a  bit  long  in  the  tooth,  it  is 
possible  that  the  next  round  of  prom- 
ised rebounds  will  be  disappointing. 
But  even  in  a  bear  market  it's  usually 


better  to  be  in  stocks  with  improving 
earnings.  If  you  want  to  give  this  kind 
of  investing  a  whirl,  check  out  the 
tables,  a  slight  variation  on  what  wd 
did  in  1992.  This  time  around  we're 
looking  for  more  immediate  finanJ 
cial  results.  These  are  companies 
that  are  expected  to  do  well  in  the] 
current  year  in  comparison  with  the 
last  fiscal  year. 

Xerox,  for  example,  lost  money  in 
1993  but  is  selling  for  a  fairly  rcasonf 
able  16  times  estimated  earnings  foi 
this  year.  Atlantic  Richfield  earnecj 
only  $1.66  a  share  in  fiscal  1993,  bu\ 
the  37  analysts  who  follow  this  inte-i 
grated  oil  firm  think  it  will  earn  $5,041 
in  1994.  Says  John  Hilton,  an  analyst 
at  New  York- based  Argus  Research 
"Arco  is  a  price  leader,  is  very  effijj 
cient,  has  a  great  yield  and  is  in  a 
position  to  capitalize  on  California's 
recover)'." 


Prosperity  is  around  the  corner 


Company/business 

Recent 

1993 

 1994— 

Market 

Number 

Analyst 

price 

EPS 

estimated 

value 

of  analysts 

agreement 

EPS 

P/E 

($mil) 

HF  Ahmanson/savings  &  loan 

18% 

$-1.51 

$2.07 

8.9 

$2,118 

16 

average 

AST  Research/computers 

16% 

-1.61 

1.68 

10.0 

536 

26 

average 

Beckman  Instruments/laboratory  equipment 

24 

-1.21 

2.03 

11.8 

686 

13 

low 

Bethlehem  Steel/integrated  steel 

18V8 

-3.37 

1.51 

12.0 

2,051 

21 

high 

CBI/steel  plates  &  tanks 

29% 

-1.07 

1.47 

20.2 

1,163 

15 

average 

Centerior  Energy/electric  utility 

10% 

-6.51 

1.51 

7.1 

1,660 

22 

average 

Cincinnati  Milacron/machine  tools 

201/2 

-1.41 

1.27 

16.1 

683 

13 

average 

Conner  Peripherals/makes  disk  drives 

14% 

-9.03 

1.60 

9.1 

701 

12 

high 

Eastern  Enterprises/coal 

23% 

-1.43 

1.98 

11.9 

600 

6 

average 

Illinois  Power/electric  &  gas  utility 

201/2 

-1.08 

1.98 

10.4 

1,655 

25 

average 

Inland  Steel/integrated  steel 

30V2 

-1.96 

1.70 

17.9 

1,330 

19 

high 

IBM/computers 

63V8 

-14.22 

2.24 

28.2 

30,222 

31 

high 

Mallinckrodt  Group/health  care  prods 

29V4 

-1.34 

2.07 

14.1 

2,583 

17 

low 

MGM  Grand/hotel  &  casino 

24% 

-2.45 

1.46 

16.9 

1,141 

7 

average 

Navistar  Intl/trucks 

\VA 

-8.31 

1.18 

14.6 

1,491 

13 

average 

Scott  Paper/paper  products 

47Vs 

-3.91 

2.37 

19.9 

2,933 

22 

average 

Southern  New  Eng  Telecom/telecommunications 

31Vs 

-0.84 

2.56 

12.1 

1,947 

7 

average 

Storage  Technology/data  storage  equipment 

32 

-2.98 

1.91 

16.8 

1,096 

12 

high 

Tandem  Computers/computers 

11% 

-4.55 

1.03 

10.8 

1,468 

14 

high 

Tektronix/precision  instruments 

29% 

-1.54 

1.94 

15.1 

932 

12 

average 

3Com/computer  networking  equipment 

54 

-1.39 

3.24 

16.7 

1,490 

25 

very  low 

USX-US  Steel  Group/integrated  steel 

33% 

-2.96 

2.44 

13.7 

2,479 

22 

high 

Xerox/document  processing  equipment 

103Vz 

-1.84 

6.34 

16.3  . 

9,917 

13 

average 

Sources:  Value  Line;  IBES,  Inc.  via  OneSource  Information  Services;  Orion  via  Telemet  America. 


If  Wall  Street  analysts  are  correct,  these  23  corporations 
will  return  to  profitability  this  year.  All  lost  at  least 
a  dollar  a  share  in  fiscal  1993  and  are  expected  to 
earn  at  least  a  dollar  a  share  in  fiscal  1994. 
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International 


revenues  already 

Every  Year, 

represent  18% 

The  World 

of  our  total. 


Our  goal  is  to 


New  Ways 


A  Shanghai  plant 

is  under  construction  that  will 
make  Diebold  one  of  only  two 
major  ATM  makers  in  China. 

All  major  countries  in  Europe 
have  now  been  introduced 
to  America's  leading  auto- 
mated teller  machines,  our 
InterBold®  i  Series™. 

Worldwide,  we're  growing 
our  self-service  and  security 
businesses  by  cultivating  new 
markets  here  and  abroad  and 
arranging  new  international 
alliances. 

With  the  moves  we're  making, 
35%  of  Diebold  revenues  could 
sail  in  from  overseas  by  the 
end  of  1996. 

For  more  information,  write 
Diebold,  Incorporated,  Investor 
Relations,  Dept.  1-79,  P.O.  Box 
8230,  Canton,  Ohio  44711-8230. 


*es  to  .«re 

i  DIEBOLD  ' 


EQUITIES 

Money  guide 

Investing  genius  consists  of  one  part  patience 
and  one  part  compound  interest,  says  Philip  Carret. 
He  ought  to  know— he's  been  investing 
successfully  for  more  than  70  years. 

Buy  'em  cheap 
and  hold  'em 

By  Jason  Zweig 


Money  manager  Philip  Carret 

"Turnover  usually  indicates  a  failure  of  judgment." 


How  DO  YOU  MANAGE  $500  million 
in  private  accounts  at  a  time  when 
the  bond  market  is  in  upheaval  and 
half  the  investment  experts  tell  you 
that  a  stock  market  correction  ij 
overdue?  If  you  are  Philip  Carret 
you  saunter  into  your  midtowr 
Manhattan  office  at  9  a.m.  Yoi 
depart  for  a  leisurely  lunch  at  the 
Marco  Polo  Club  in  the  nearby 
Waldorf-Astoria  Hotel  at  12:15,  re- 
turn at  1:15  and  quit  for  the  day  al 
4:30  p.m. 

This  looks  like  lazy  investing,  but  ir 
fact  it's  smart  investing.  It's  smarj 
because  it's  patient.  Carret  doesn' 
spend  his  day  trading  like  a  frenetic 
hedge  fund  operator.  He  doesn't  tr^ 
to  time  the  market,  either.  He  buy* 
and  holds. 

At  97,  Phil  Carret  has  well  learnec 
an  essential  truth  about  markets 
Traders  rarely  die  rich,  patient  invesj 
tors  often  do. 

"I've  been  involved  in  the  markei 
too  long  to  get  excited,"  he  says 
talking  about  the  aftermath  of  Alar 
Greenspan's  interest  rate  boosts. 

Since  1919,  through  thick  anc 
thin,  four  U.S.  wars,  roaring  inflation 
and  deadening  recessions,  Philip  Carj 
ret  (rhymes  with  hurray)  has  been 
investing  with  success  in  stocks  anc 
bonds.  Longevity  pays  in  investing.  Ii 
means  that  your  successful  stock  pick: 
compound,  uninhibited  by  capita 
gain  taxes. 

"There's  no  point  in  taking  profit! 
and  paying  taxes,"  Carret  explains 
"Turnover  usually  indicates  a  failure 
of  judgment.  It's  extremely  difficul' 
to  figure  out  when  to  sell  anything.  Sc 
I'd  rather  have  the  stock  taken  awaj 
from  me  in  a  merger  or  a  buyout.  It': 
much  easier." 

With  a  buy-and-hold  portfolio  and 
a  fatalistic  shrug  on  the  matter  o 
where  the  market  is  headed,  an  invest 
tor  can  work  a  short  day.  "Don'1 
worry  too  much,"  advises  Carret.  "I 
you  buy  them  cheap  enough,  the\ 
watch  themselves." 

After  studying  chemistry  at  Har 
vard,  flying  a  Sopwith  Camel  in  Work 
War  I,  and  quitting  Harvard  Busines: 
School,  Carret  became  a  bond  sales 
man.  From  1922  to  1926  he  was 
writer  for  Barron's.  By  1927  he  wa| 
chief  economist  at  Blyth,  Witter  & 
Co.  (an  ancestor  of  today'-' 
PaineWebber)  and  ran  the  firm': 
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American,  British  &  Continental 
Dorp,  closed-end  fund. 

Striking  out  on  his  own,  Carret 
ounded  the  open-end  Pioneer  Fund 
|  1928  and  steered  it  steadily 
hrough  the  Depression,  World  War 
I,  the  bear  market  of  the  1970s,  all 
he  way  up  to  1983,  when  he  resigned 
s  portfolio  manager.  But  he  still 
nanages  money  for  private  clients. 

"I  have  a  very  simple  strategy,"  says 
Garret.  "I  buy  good  companies  at 
ttractive  prices.  Then  I  sit  on  them," 
le  adds,  bearing  down  in  his  seat  for 
mphasis.  If  that  sounds  a  bit  like 
Varren  Buffett,  it's  no  coincidence. 
Tie  two  men  are  mutual  admirers  and 
Sends.  In  1946  Carret  bought  Greif 
Jros.  Cooperage  Co.  on  the  recom- 
nendation  of  Warren  Buffett's  father, 
vho  then  ran  a  small  brokerage  firm 
a  Omaha. 

The  Greif  position  is  classic  Car- 
et— not  a  pure  value  stock  (bought 
or  its  liquidation  value)  nor  pure 
;rowth  (the  next  Wal-Mart),  but 
omething  in  between.  It  is  simply  a 
teady  grower  with  steady  manage  - 
nent  bought  at  a  reasonable  price, 
ndeed,  the  same  man  who  was  run- 
dng  Greif  when  Carret  bought  the 
hares  is  running  it  today. 

Over  the  years  that  little  maker  of 
wooden  barrels  diversified  into  card- 
ioard  boxes,  multiwall  bags  and  fiber 
[rums.  The  stock  split  many  times. 
Lach  share  that  Carret  bought  at 
round  $15  is  now  equal  to  40  shares 
if  Greif  Bros.  Co.,  worth  $1,505. 

Carret  doesn't  hold  all  his  stocks  for 
:8  years,  but  he  really  does  hate  to 
ell.  By  buying  into  Blue  Chip  Stamp 
"o.  in  1968  he  ended  up  with  shares 
>f  Berkshire  Hathaway  at  a  cost  of 
:35  (recent  price:  16,300).  He 
•ought  Neutrogena  Corp.  at  around 
,  split-adjusted,  in  1977  (recent 
>rice:  18%);  Arden  Group,  which  op- 
rates  supermarkets  and  distributes 
ax  machines,  in  1961  at  10  (recent 
>rice:  40);  Calcasieu  Real  Estate  & 
)il  Co.,  a  Louisiana- based  property 
•utfit,  in  1964  at  52  cents  (recent 
rice:  lVfe). 

Considering  where  the  market  has 
[one  in  the  meantime,  the  Louisiana 
>il  company  is  not  a  winner.  Still, 
Parret  sees  no  point  in  unloading  it. 
It  its  current  price  it's  not  overvalued, 
aid  if  he  sold,  even  though  he'd  be 
lerely  breaking  even  after  inflation, 


he'd  have  to  pay  35  cents  a  share  in 
capital  gain  taxes. 

Like  Buffett,  Carret  is  no  fan  of 
dividends  (you  have  to  pay  tax  on 
them)  but  he  prefers  companies  that 
could  pay  dividends  if  they  wanted 
to.  They  may  invest  their  cash  flow 
to  expand  their  business  or  use  it  to 
buy  in  shares.  Carret  likes  low  debt, 
steady  earnings  growth  and  a  current 
ratio — current  assets  divided  by  cur- 
rent liabilities — of  at  least  2-to-l. 
And  he  loves  to  buy  what  analysts 
have  taken  off  their  buy  lists.  "I 
don't  give  a  damn  what  they  say," 
says  Carret.  "They're  frequently 
wrong." 

Consider    Integon    Corp.,  the 


the  panic  over  rising  interest  rates. 
Carret  likes  retail-minded  Norwest 
Corp.,  the  nation's  fourteenth-largest 
bank  (Forbes,  Apr.  25)  and  tiny 
Pawling,  N.Y. -based  Progressive 
Bank  (assets,  $639  million),  which  he 
considers  an  attractive  takeover 
candidate. 

Carret  is  working  on  his  fourth 
book,  appropriately  titled  The  Patient 
Investor.  In  a  conversation  he  boils  his 
75  years  of  experience  in  the  market 
down  to  a  handful  of  rules: 

"Don't  speculate.  Buy  for  the 
long  pull. 

"Never  borrow.  I  had  a  margin  call 
in  1924,  and  I  swore  I  never  would 
buy  on  margin  again.  That's  one  of 


Keepers 


Company 

Recent 

1993 

Market 

Price/ 

Price/ 

price 

revenue 

value 

earnings 

book 

($mil) 

($mil) 

Consumers  Water 

16% 

$89 

$136 

11.2 

1.4 

Hawaiian  Electric 

32 

1,142 

886 

13.2 

1.4 

Integon 

18% 

268 

292 

8.2 

2.1 

IBM 

631/8 

62,716 

36,700 

NM 

2.0 

MBIA 

55% 

429 

2,315 

9.3 

1.5 

Magma  Power 

31 

167 

744 

13.3 

2.1 

Neutrogena 

18% 

282 

482 

19.3 

3.8 

Progressive  Bank 

19 

50 

56 

7.6 

0.9 

NM:  Not  meaningful. 

Source:  Market  Guide  database  via  OneSource  Information  Services. 


Philip  Carret  likes  these  stocks 
and  thinks  they  are  all  excellent 
long-term  holdings. 


North  Carolina-based  insurer  of 
high-risk  drivers.  "The  market  says 
I'm  wrong,"  says  Carret,  "but  I  can't 
see  where  I'm  wrong."  At  a  recent 
18%,  or  seven  times  last  year's  earn- 
ings, the  stock  has  lost  nearly  half  its 
value  since  last  year.  "It's  very  profit- 
able," he  says.  "You  can  charge  an 
arm  and  a  leg  to  insure  bad  drivers." 

Carret  thinks  another  insurer,  MBIA 
Inc.,  is  also  cheap  at  55%,  or  nine 
times  earnings,  after  falling  32%  since 
last  fall.  MBIA  guarantees  the  timely 
payment  of  principal  and  interest  on 
municipal  bonds.  "They've  only  paid 
one  claim  in  20  years,"  says  Carret. 
"It's  a  foolproof  business." 

Lately  Carret  has  been  buying  such 
banged-up  blue  chips  as  IBM,  Ameri- 
can Express  and  Merck.  And  he  thinks 
regional  banks  have  gotten  cheap  in 


the  main  reasons  I  got  through  the 
1930s." 

Don't  press  him  as  to  where  he 
thinks  the  market  is  headed  next. 
"The  market  always  surprises  me,"  he 
laughs,  adding:  "Always  stay  fully 
invested. 

"Keep  your  portfolio  well  diversi- 
fied. I  used  to  have  400  to  500  differ- 
ent securities  in  the  Pioneer  Fund." 

Carret  is  not  a  big  buyer  of  bonds, 
but  there's  one  favorite  he's  had  in 
his .  portfolio  for  a  while.  It's  the 
Canadian  Pacific  Railroad  noncalla- 
ble  perpetual  4%  issue  issued  in 
1889.  At  a  recent  46  on  the  New 
York  Stock  Exchange,  the  bond 
yields  8.6%.  It  may  be  the  only 
security  he's  owned  that  is  both 
older  than  he  is  and  certain  to 
outlive  him.  WB 


orbes  ■  June  20,  1994 


173 


EQUITIES 

MONEY  GUIDE 


Reversing  a  long-running  trend,  new  issues  have 
been  beating  the  market  lately.  If  you  want  to  play 
this  market,  here  are  some  tips. 

Picking  the  best 
new  issues 


By  James  R.  Norman  with  Scott  DeCarlo 


New  issues  beat  the  market 


Year 

Number 

of 
issues 

actual 

— Performance*— 
rel  to 
S&P  5001 

rel  to 
Nasdaq1 

1984 

161 

130% 

99 

102 

1985 

187 

109 

101 

104 

1986 

455 

85 

107 

108 

1987 

336 

59 

112 

102 

1988 

121 

192 

177 

159 

1989 

115 

95 

144 

121 

1990 

111 

44 

110 

86 

1991 

265 

45 

123 

100 

1992 

426 

35 

124 

111 

1993 

553 

14 

113 

111 

1994* 

166 

3 

106 

109 

Average 

60 

117 

109 

"Through  Apr.  29.   'Relative  performance  is  based  on  the  ending  value  of  $100  invested 
in  each  stock  divided  by  $1  invested  in  the  index. 
Sources:  Securities  Data  Co.;  Wtlshire  Associates:  Forbes. 


But  only  if  you 
are  lucky  enough 
to  buy  at  the 
stated  offering 
price.  That's 
hard  to  do.  Much  of 
the  gain  is  gob- 
bled up  on  the  first 
day  by  lucky  in- 
stitutional buyers. 


Forten  years  this  magazine  has  beei 
statistically  analyzing  the  per/for 
mance  of  newly  public  companies 
For  almost  all  of  that  time  new  issue) 
fared  badly.  They  have  finally  turne< 
the  corner.  Our  review  of  2,896  ne\i 
issues  over  the  past  decade  shows  thai 
you  could  have  beaten  the  market  ii 
new  issues — but  only  if  you  appliet 
certain  criteria.*  The  table  (top  left 
summarizes  the  results. 

We  remind  you:  This  is  a  dice' 
market.  It  is  difficult  for  most  individ 
ual  investors  to  get  more  than  a  tokei 
amount  of  hot  new  equities  at  issui 
price.  Most  often  they  have  to  stand  ii 
line  and  pay  a  premium  in  the  after 
market.  Moreover,  the  average  per 
formance  numbers  we  publish  in  ou| 
tables  are  heavily  skewed  by  a  handfu 
of  standout  performers  like  Americai 
Power  Conversion  (up  8,800%)  an< 
Microsoft  Corp.  (up  3,860%). 

Stories  like  American  Power,  how 
ever,  are  fairly  rare.  The  majority  o 
new  issues  do  considerably  wors< 
than  the  market,  and  1  in  25  ends  up ; 
total  loss.  So  if  you  want  a  high  proba 
bility  of  beating  the  market  you  neec 
to  buy  a  cross  section  of  what  ii 
offered,  not  just  one  or  two  shots. 

Here's  another  caution.  Our  data 
base  tracks  prices  only,  not  dividends 
The  average  yield  on  the  s&P  500  i: 
about  3%,  versus  only  0.3%  on  thi 
new  issues  we  studied. 

But  never  mind.  This  is  an  exciting 
game  and  you  want  in  on  it.  You  wan1 
to  get  the  next  Microsoft. 


Ten  years  of  deals:  Who's  the  biggest . . .  and  who's  best,  lately 


Underwriter 

dumber 

— %  of  issues  that — 

Cumulative  performance 

Total 

Underwriter 

Number 

Gain 

of 

went 

beat  the 

actual 

rel  to 

offer  value 

of 

since 

issues 

up 

market 

S&P  500 

($mil) 

issues 

Dec  1991 

Goldman  Sachs 

131 

66% 

53% 

107% 

145 

$17,842 

Alex  Brown  &  Sons 

61 

46% 

Merrill  Lynch 

164 

60 

46 

72 

123 

13,149 

Merrill  Lynch 

76 

45 

Morgan  Stanley 

112 

64 

53 

101 

147 

8,920 

William  Blair 

27 

34 

Salomon  Brothers 

59 

54 

42 

36 

107 

6,838 

Bear  Stearns 

29 

28 

CS  First  Boston1 

82 

61 

49 

54 

120 

6,209 

CS  First  Boston 

41 

26 

Lehman  Brothers 

63 

67 

57 

42 

125 

5,200 

Montgomery  Securities 

57 

20 

Donaldson  Lufkin  &  Jenrette 

76 

53 

45 

20 

99 

5,024 

Morgan  Stanley 

65 

17 

Alex  Brown  &  Sons 

166 

59 

50 

97 

146 

4,549 

Donaldson  Lufkin  8t  Jenrette 

44 

17 

Smith  Barney  Shearson2 

89 

62 

49 

32 

110 

4,330 

Hambrecht  &  Quist 

32 

17 

Shearson  Lehman  Brothers3 

52 

54 

46 

73 

110 

3,473 

Lehman  Brothers 

58 

11 

'Formerly  First  Boston,  formerly  Smith  Barney,  Harris  Upham  &  Co.  3Merged  into  Smith  Barney,  Harris  Upham  &  Co. 

Source:  CommScan. 

Sources:  Securities  Data  Co.;  Wilshire  Associates:  Forbes. 

Big  may  not  always  be  best,  but  it's  generally  safer  than  buying  new  issues  from  very  small  brokers. 
Since  1991  (right)  Alex.  Brown's  deals  have  done  best,  while  Goldman,  Sachs'  have  faded. 
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HOW  THE  FIRST 
NATIONAL  BANK 
OF  CHICAGO  GOT  A 
HIGH  RETURN 

FROM  INVESTING 

WITH  OLSTEN. 


With  an  average  of  225  assignment 
employees  each  week,  The  First 
National  Bank  of  Chicago  turned  to 
Olsten  Staffing  Services  to  provide 
and  manage  their  supplemental 
staff.  Our  on-site  management 
coordinates  First  Chicago  Bank's 
supplemental  staffing  in  office 
automation,  secretarial,  account- 
ing, and  a  wide  variety  of  other 
responsibilities.  And  we  can  give 
your  company  the  same  kind  of 
return  on  your  investment.  To  find 
out  more  about  Olsten's  customized 
services,  call  1-800-225-8367  or  contact 
Allen  Gershlak,  Senior  Vice  President 
Partnership  Programs,  One  Merrick 
Avenue,  Westbury,  NY  1  1590. 


\  Olsten 

1 1  Staffing  Services 


The  Working  Solution* 


1.  ANALYSIS  -  First  Chicago  Bank's 
temporary  staffing  needs  were  on  the 
rise  -  but  they  had  limited  resources  to 
coordinate  and  manage  their 
assignment  employees. 


v. 


2.  INVESTMENT-  First  Chicago  Bank 
turned  to  Olsten  and  their  unique  Partnership 
Program™  services.  Olsten  provided  an  on-site 
manager  to  coordinate  assignment  employees 
from  Olsten  and  three  other  staffing  services. 
Olsten  management  then  customized  all  /^Z^" 

% 


reporting  and  consolidated  all  billing 
and  invoices. 


3.  RETURN  -  First  Chicago  Bank's  strategic 
staffing  is  now  expertly  managed  in  a 
cost-efficient  way.  The  bank's  Manager  of 
Employment  and  Temporary  Services  says, 
"Olsten  is  a  great  partner,  and  they've  done 
a  terrific  job  in  handling  this  responsibility. 


VERYONE  IN  YOUR  CASTLE. 


that  can  help  you  live  a  better  life.  Employee  benefit  plans  that  can  even  benefit  the 
employer.  Mutual  funds  carefully  managed  to  help  meet  your  investment  objectives.  And 
annuities  to  help  your  golden  years  shine  brighter.  Solid  answers  for  everyone  in  your  castle. 
From  Fortis.  A  name  you  can  trust  around  the  world. ..and  right  in  your  own  backyard. 


(forth 


SOLID  ANSWERS  FOR  A  CHANGING  WORLD* 


For  more  information,  call  your  independent  agent, 
broker  or  financial  consultant,  or  call 1-800-377-7282 . 
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If  only  l'f£  bought .. . 


rA'ntnsiw/h i  ion ticc 

IX'lfljJdll/'     J  Jlf  o33 

Price 

Offer 

Dffpr 

-ladlil 

unucrwruer 

offer' 

recent2 

value 

date 

actual 

rel  to 

($mil) 

S&P  5003 

American  Power  Conversion/backup  batteries 

$0.25 

$22.25 

$6 

7/29/88 

8,800% 

5,369 

Josephthal 

Microsoft/computer  software 

1.17 

46.25 

59 

3/14/86 

3,860 

2.077 

Goldman  Sachs 

King  World  Productions/TV  syndication 

1.11 

37.38 

13 

12/7/84 

3,264 

1,211 

PaineWebber 

Oracle  Systems/computer  software 

0.94 

29.88' 

32 

3/14/86 

3,085 

1,671 

Alex  Brown  &  Sons 

Conseco/health  &  life  insurance 

1.75 

55.25 

7 

11/15/85 

3,057 

1,387 

Laidlaw  Adams  &  Peck 

Cisco  Systems/computer  equipment 

1.13 

30.31 

50 

2/16/90 

2,595 

1,988 

Morgan  Stanley 

Buffets/restaurants 

1.09 

23.75 

6 

10/30/85 

2,085 

921 

Piper  Jaffray 

Medco  Containment  Svcs4/prescription  services 

2.24 

48.86s 

20 

4/18/84 

2,081 

745 

Drexel  Burnham  Lambert6 

Fastenal/specialty  retailing 

1.50 

32.00 

9 

8/21/87 

2,033 

1,589 

Robert  W  Baird 

Harley-Davidson/motorcycles  &  RV  vehicles 

2.75 

48.63 

22 

7/11/86 

1,668 

950 

Dean  Witter  Reynolds 

'Per  common  share  adjusted  for  splits.  2Asof  Apr.  29.  3Ending  value  of  $100  invested  in  the  stock  divided  by  $1  invested  in  the  S&P  500.  "Acquired  by  Merck 
on  Nov.  19,  1993.    Acquisition  price  per  share.    5Bankrupt.   Sources:  Securities  Data  Co.;  Wilshire  Associates;  Forbes. 


The  market-beating  return  of  new  issues  over  the  past  decade  hinges 
on  a  handful  of  issues  with  spectacular  gains.  Here  are  the  best  of  them. 


The  main  problem  is  that  brokers 
parcel  out  hot  deals  mainly  to  institu- 
tional clients,  forcing  the  little  guy  to 
buy  in  the  aftermarket.  That  takes 
away  some,  perhaps  all,  of  the  appar- 
ent advantage  new  stocks  have  over 
old  ones.  CommScan  Inc.,  a  New 
York  firm  that  follows  this  business, 
calculates  that  the  average  new  issue 
last  year  climbed  11%  on  the  first  day 
of  trading. 

But,  for  the  institutional  buyers  and 
the  well-connected  individuals  whose 
brokers  owe  them  big  favors,  shares 
can  be  had  at  the  offering  price.  And 
that  price  represents  a  bargain — 10% 


to  15%  below  the  price  of  comparable 
public  companies.  In  a  bum  market, 
the  discount  can  stretch  to  more  than 
20%.  That's  how  it  is  that,  in  nine  of 
the  past  ten  years,  new  issues  bought 
at  the  offering  price  have  outper- 
formed the  market  as  a  whole.  Even 
allowing  for  reinvested  dividends, 
they  outperformed  in  five  of  the  last 
ten  years. 

Here  are  some  rules  that  will  help 
make  you  a  successful  investor  in  new 
issues: 

■  Don't  buy  just  one  or  two  issues. 
Spread  the  money  you  want  to  play 
with  over  a  dozen  or  more. 


■  Buy  when  the  market  is  relatively 
quiet.  The  best  recent  year  for  buyers 
of  initial  public  offerings,  1988,  was 
also  one  without  a  lot  of  underwriting 
activity.  This  year  followed  the  crash, 
and  few  investors  were  willing  to  spec- 
ulate. So  the  underwriters  were  picky 
with  companies  that  wanted  to  go 
public,  and  they  priced  them  right  to 
move  the  merchandise.  They  sent 
only  the  best  prospects  to  market,  and 
at  prices  that  were  attractive  to  the 
investor. 

Prior  to  the  1987  crash,  when  the 
market  was  boiling  over,  the  mer- 
chandise was  much  more  richly  priced 


Why,  oh  why,  did  I  buy . . . 


Company/business 

-Price  

Offer 

Offer 

Underwriter 

offer1 

recent2 

value 

date 

($mil) 

Worlds  Of  WonderVtoys 

$18.00 

$0.00 

$108 

6/20/86 

Smith  Barney  Shearson" 

Highland  Superstores3/consumer  electronics  stores 

18.50 

0.03 

104 

5/10/85 

Goldman  Sachs 

Goldome/savings  &  loan 

7.00 

0.00 

98 

8/11/87 

Merrill  Lynch 

Heritage  Bancorp/bank 

9.17 

0.00 

58 

10/3/86 

PaineWebber 

AmeriFirst  Bank5/bank 

8.00 

0.00 

57 

11/7/86 

PaineWebber 

Gitano  Group/apparel 

20.50 

0.02 

51 

9/30/88 

Goldman  Sachs 

In-Store  Advertising3/electromc  advertising  signs 

22.88 

0.25s 

46 

7/19/90 

Alex  Brown  &  Sons 

Seamen's/savings  &  loan 

9.00 

0.05 

45 

8/15/86 

Bear  Stearns 

One  Bancorp3/bank 

6.50 

0.05 

39 

S/8/84 

Merrill  Lynch 

Merrimack  Bancorp/savings  &  loan 

9.50 

0.00 

38 

5/16/86 

Merrill  Lynch 

1Per  common  share  adjusted  for  splits.  2  As  of  Apr.  29.  bankrupt.  "Formerly  Smith  Barney,  Harris  Upham  &  Co.  5Placed  in  conservatorship  by  RTC. 
6Most  recent  quote  available.   Sources:  Securities  Data  Co.;  Wilshire  Associates;  Forbes. 


Many  new  issues  start  off  with  a  bang,  thanks  to  broker  support  and  limits  on  insider  selling. 
But  over  the  last  ten  years,  one  in  25  has  tanked.  Here  are  the  biggest  of  the  bombs. 
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THE VANGUARD 
RETIREMENT  PLANNER 

Make  Sure  Your  Retirement  Plan 
Is  Ready  When  You  Are. 


Your  retirement  security  now  depends  more 
on  your  personal  savings  and  less  on  pension 
and  Social  Security  benefits.  To  help 
you  keep  your  retirement  plan  on  course,  we 
are  offering  The  Vanguard  Retirement  Planner, 
Version  2.0,  a  software  package  that  shows  you 
how  to  maximize  your  personal  savings. 

Start  With  Specific,  Personal  Answers 
To  These  Key  Questions . . . 

•  How  much  will  I  need  to  save  for  a  comfortable, 
secure  retirement? 

•  How  should  I  allocate  my  savings  among  stocks, 
bonds  and  cash  reserves  to  achieve  my  retire- 
ment goals? 

Then  Put  The  Planner  Through 
Its  Revealing  And  Rewarding  Paces. 

With  a  few  keystrokes,  you  can . . . 

•  Set  specific  retirement  income  goals. 

•  Calculate  your  current  retirement  outlook. 

•  Adjust  variables,  such  as  savings  contributions, 
investment  returns,  and  age  at  retirement. 

•  Allocate  your  retirement  assets  among  stocks, 
bonds  and  cash  equivalents. 

•  Discover  how  your  model  portfolios  would  have 
done  during  virtually  any  time  frame  since  1926. 


Savings  Planner 

projects  the 
retirement  bene- 
fits you  are  likely  to 
receive  from  pen- 
sions, Social  Secu- 
rity, and  your  own 
savings.  If  the  pro- 
jection fails  to  match  your  goals,  the  Planner 
calculates  your  shortfall  and  helps  you  explore 
workable  solutions. 


Portfolio  Planner, 

a  new  addition  to 
The  Vanguard 
Retirement  Plan- 
ner, considers  your 
investment  time 
horizon,  tolerance 
for  risk,  and  finan- 
cial situation  to  suggest  a  mix  of  stocks,  bonds, 
and  cash  reserves  to  help  you  achieve  your 
retirement  income  goals.  Adjust  it  as  you  see  fit 
or  experiment  with  mixes  of  your  own. 


The  Vanguard  Retirement  Planner  is  only  $15.00, 
plus  $2.50  per  order  for  shipping  and  handling. 

Call  toll-free,  1-800-937-8368 

24  hours  a  day,  VISA  or  MasterCard  only 

The  Vanguard  Retirement  Planner,  Version  2.0,  is  available  on  3V2"  or  5W  A 
high  density  disk.  It  can  be  installed  on  an  IBM-compatible  PC  with  ^ 
a  VGA,  XGA,  or  Super  VGA  monitor;  1  megabyte  of  free  memory;  at  least 
512  kilobytes  of  RAM;  and  DOS  version  3.0  or  higher.  Use  keyboard  or  mouse. 
Can  be  used  with  most  graphic  printers.  Not  for  use  with  Apple  computers 
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than  in  1988.  Other  things  being 
equal,  you  are  better  off  doing  your 
buying  of  new  issues  in  years  when  the 
volume  is  on  the  low  side  and  buyers 
are  hard  to  find. 

How  is  1994  shaping  up?  Pretty 
well.  The  average  new  issue  coming 
out  this  year  gained  3%  from  its 
ottering  price  through  the  end  of 
April,  which  puts  it  six  points  ahead 
of  the  S&P.  This  could  be  because 
the  spring  correction  spooked  buy- 
ers and  forced  underwriters  to  leave 
a  little  more  money  on  the  table  for 
the  investor.  Says  David  DiPietro,  a 
capital  markets  principal  at  Alex. 
Brown  &  Co.:  "It's  getting  to  be  a 
buyer's  market." 


The  stock  went  from  15  at  original 
issue  to  48V4  and  now  is  back  to 
12V2.  Book  value  is  79  cents  a  share; 
there  are  no  earnings. 

But  you  don't  have  to  buy  this  kind 
of  stock.  Recently  the  market  has  seen 
a  flood  of  equity  offerings  by  big, 
established  companies  going  public 
again  after  leveraged  buyouts  or 
after  being  privatized  by  foreign 
governments.  Valuations  are  much 
less  iffy  on  an  auto  seat  manufactur- 
er like  Lear  Seating  (up  25%  since 
April)  or  a  women's  clothier  like 
Norton  McNaughton  (up  39%  since 
February)  than  on  a  startup  biotech 
company  still  years  away  from 
meaningful  revenues. 


Fat-cat  commissions  can  mean  doggy  stocks 

Company/business 

Underwriter 

Offer 

% 

date 

change* 

Odd's-N-End's/specialty  retailing 

Craig-Hallum 

1/21/92 

-93% 

Managed  Health  Benefits/health  care  services 

AS  Goldmen 

8/11/92 

-86 

Datawatch/computer  software 

Schneider  Securities 

5/28/92 

-76 

Paracelsian/pharmaceuticals 

Hampshire  Securities 

2/11/92 

-76 

Pacesetter  Ostrich  Farm/ostrich  breeding 

Greenway  Capital 

12/15/92 

-73 

Eltrax  Systems/computer  systems 

RJ  Steichen 

12/8/92 

-68 

Saliva  Diagnostic  Systems/saliva  testing  devices 

Whale  Securities 

3/3/93 

-67 

Celox/biotech 

Mathews  Holmquist 

3/9/92 

-64 

'Change  in  stock  price  from  offering  price  to  May  20.  Source:  CommScan, 

A  sample  of  recent  offerings  with 
underwriting  spreads  of  10%  or  more. 


Even  the  smaller  high-tech  offer- 
ings have  gotten  better,  concludes 
Linda  Killian,  an  analyst  with  Renais- 
sance Capital,  a  Greenwich,  Conn, 
research  boutique  specializing  in  new 
issues.  There  has  been  a  buildup  of 
promising,  well-run  technology  com- 
panies over  the  past  decade  funded  by 
venture  capitalists,  and  the  venture 
capitalists  are  now  in  the  process  of 
cashing  out.  The  result,  says  Killian: 
"These  companies  have  been  coming 
to  market  in  a  more  developed  stage 
than  in  prior  cycles." 

How  do  you  know  when  an  issue 
is  priced  fairly  or  whether  the  un- 
derwriter is  taking  advantage  of 
mass  madness  for  new  issues?  For 
startup  companies  that  are  more 
promise  and  patents  than  profits, 
pricing  is  a  black  art.  How  else  to 
explain  the  $50  million  raised  by 
electronic  gamer  3DO  a  year  ago? 


When  an  established  company  goes 
public,  you  can  compare  it  with  com- 
petitors that  are  already  public.  How 
do  its  price/earnings  and  price/book 
ratios  stack  up?  Pay  particular  atten- 
tion to  operating  income  (profits  be- 
fore depreciation,  interest  and  taxes), 
which  shows  how  well  the  business  is 
doing  and  is  not,  like  net  income, 
distorted  by  debt  repayments. 

Here  are  some  more  rules  of  the 
game: 

■  Buy  into  medium-size  offerings. 
CommScan's  analysis  of  the  perfor- 
mance of  initial  offerings  shows  the 
best  deals,  by  far,  raised  $35  million  to 
about  $55  million. 

■  Look  for  deals  that  have  had  their 
prices  revised  upward  during  regis- 
tration. That's  a  sure  sign  of  institu- 
tional interest.  CommScan  figures 
show  that  the  79  deals  revised  up- 
ward in  1993  finished  the  year  up 


44%,  twice  the  gain  of  deals  that 
weren't  revised  up. 

■  Avoid  any  deal  with  an  excessive 
spread  between  what  the  buyers  pay 
and  what  the  company  gets.  This 
spread  is  printed  on  the  cover  of  the 
prospectus.  If  the  underwriter's  cut  is 
more  than  the  standard  7%,  it  may 
well  mean  either  the  seller  is  desperate 
or  the  product  is  junk.  Out  of  one 
sample  of  high-spread  deals  screened 
by  CommScan  since  1991,  every  sin- 
gle one  was  down  40%  or  more  from 
the  offering  price  (see  table,  left). 

■  Look  for  deals  from  the  better  un- 
derwriters. The  lower-left  table  on 
page  174  reviews  performance  over 
the  past  decade.  The  table  to  its  right 
looks  only  at  performance  since  199 1 , 
when  the  market  really  boomed.  Alex. 
Brown  shines.  Note  that  Goldman,! 
Sachs  &  Co.  is  losing  ground  in  these 
rankings.  That  could  be  because  it 
tends  to  do  very  large  deals:  Less  risk 
and  less  reward. 

■  Read  the  prospectus.  Will  the  mon- 
ey being  raised  from  the  new  issue  be 
used  to  fund  growth?  Or  will  it  go  into 
the  pockets  of  selling  shareholders? 
We'd  lean  toward  the  former.  Anoth-: 
er  question:  If  the  cash  to  be  raised  is! 
for  developing  new  products,  is  it 
enough  to  do  the  job?  If  the  money) 
runs  out  before  the  product  is  ready 
for  market,  existing  shareholders 
could  face  painful  dilution. 

Check  the  warrants  and  options 
granted  to  the  insiders:  Does  the  pric- 
ing give  them  a  profit  even  if  the  stock 
falls?  They  may  also  profit  from  sweet- 
heart leases  and  other  deals  you  will) 
find  in  the  prospectus  under  "certain 
transactions."  If  the  selling  share-i 
holder  continues  to  own  the  ware- 
houses, make  sure  he  isn't  profiting  by 
charging  excessive  rent. 

Think  of  it  this  way:  Playing  this 
market  is  like  buying  brand-new 
products,  untested  in  use  and  of  un- 
certain value.  You  can  get  a  heck  of  a 
bargain — if  you  shop  carefully.  H 


*We  analyzed  all  issues  that  went  public  over 
the  last  124  months  with  the  exception  of 
foreign  stocks,  blind  pools,  real  estate 
investment  trusts,  limited  partnerships,  closed- 
end  funds,  penny  stocks  and  issues  (like 
Novell)  that  were  spun  off  to  existing 
shareholders  prior  to  a  public  offering.  Data 
for  this  report  came  from  Wilshire  Associates, 
Securities  Data  Co.  and  our  own  files. 
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>ome  experts  say  you  should  buy  shares  in  companies 
vith  excellent  managements.  But  there's  money 
o  be  made  in  badly  run  companies,  too. 

Clunker 
investing 

iy  Marcia  Berss 


Buying  from  the  bottom  of  the  heap 


Company 

Recent 

1993 

1994 

EPS 

price 

EPS 

estimated 

5-year 

EPS 

P/E 

growth  rat 

Amoco 

577/s 

$3.66 

$3.43 

16.9 

1.5% 

Borden 

13% 

-4.08 

0.81 

16.5 

-3.5 

First  Mississippi 

15% 

-1.17 

0.82 

19.2 

-0.5 

Sears  Roebuck 

50% 

6.22 

3.79 

13.4 

-6.5 

US  Shoe 

19% 

-0.35 

1.11 

17.5 

-10.5 

Westinghouse  Electric 

12% 

-0.91 

0.65 

19.6 

-15.0 

Sources:  Value  Line;  IBES,  Inc.  via  OneSource  Information  Services;  Orion  via  Telemet  America. 


f  you  want  to 
tet  on  a  management 
.hakeup  or  company 
ireakup,  these 
mderperformers  are 
nteresting  prospects. 


Surveys  tell  us  Home  Depot  is  one 
of  the  most  admired  companies  in 
America.  Under  Chairman  Bernard 
Marcus,  earnings  per  share  have  been 
growing  at  a  compound  annual  37% 
over  the  past  decade.  This  guy  really 
knows  how  to  run  a  retail  store. 

Contrast  Sears,  Roebuck,  whose 
earnings  per  share  growth  rate  is  1%. 
Presiding  over  this  dog  is  Edward 
Brennan,  on  nobody's  list  of  the  most 
admired  chief  executives. 

Which  stock  is  the  better  buy? 

If  you  answer  Home  Depot,  you 
are  a  herd  follower.  The  stock  is  a 
favorite,  going  for  7  times  book  value 
and  41  times  earnings. 

If  you  are  Robert  Monks,  a  former 
Labor  Department  official  turned 
money  manager,  you  prefer  owning 
shares  of  Sears.  They  are  cheap  at  2 
times  book  and  10  times  earnings. 
Monks'  theory:  Neither  good  man- 
agement nor  bad  management  lasts 
forever.  Someday  Bernard  Marcus 
will  leave  Home  Depot  or  lose  his 
touch.  And  someday  Sears  will  wake 
up.  Maybe  someday  soon. 

Last  year  heads  rolled  in  corporate 
America  as  the  directors  rediscovered 
their  power  and  fired  the  bosses  at 
IBM,  American  Express  and  Eastman 
Kodak,  among  others.  The  time  to 
buy  these  stocks  wasn't  as  their  repu- 
tations soared  but  when  they  were  at 
the  nadir.  American  Express  traded  as 
low  as  20  in  the  months  before  lames 
Robinson's  exit;  the  stock  is  now  up 
50%,  versus  18%  for  the  market. 

Once  upon  a  time  the  only  way  for 
shareholders  to  escape  a  second-rate 
chairman  was  to  sell  the  stock  to  a 
hostile  acquirer  who  would  install 
new  management.  Today's  business 
climate  is  less  conducive  to  takeovers 
but  more  supportive  of  directors  who 
want  to  buck  management.  Money 
manager  Guy  Wyser-Pratte,  who  used 
to  make  his  living  from  takeover  arbi- 
trages, thinks  we're  entering  a  golden 
age  of  shareholder  rights:  "The  good 
old  boy  network  is  breaking  apart." 

Robert  Monks  figures  he  can  do  his 
bit  to  hurry  along  its  demise.  Monks, 
60,  sold  his  Boston  Co.,  a  bank  for 
upper-crust  retail  customers,  to 
American  Express  in  1981 .  He  ran  the 
Labor  Department  division  oversee- 
ing pension  funds,  then  spent  five 
years  running  a  shareholder  rights 
organization.  Since  1992  he  has  been 


•orbes  ■  June  20,  1994 


181 


EUUMILJ 

MONEY  GUIDE 


back  in  money  management,  with 
$15  million  (mostly  his  own)  to  in- 
vest. He  buys  companies  with  weak 
managers,  hoping  they  will  get 
dumped. 

So  far  Monks'  holdings  have  in- 
cluded American  Express,  Eastman 
Kodak,  Sears  and  Westinghouse  Elec- 
tric and,  he  says,  are  well  ahead  of  the 
market.  He  claims  that  his  annualized 
returns  are  better  than  double  the 
s&P  500  for  his  first  21  months  in 
business. 

Clunker  investing  starts  with  bad 
performance.  Monks  was  attracted  to 
Westinghouse  because  he  knew  there 
was  something  wrong  with  a  compa- 
ny that  kept  taking  special  writeoffs. 
He  also  likes  what  he  calls  "promiscu- 
ous conglomerates."  Says  he:  "Ex- 
cept for  General  Electric  today,  Lit- 
ton Industries  in  its  prime,  and  ITT 
under  Harold  Geneen,  over  the  last 
30  years  conglomeration  [has  proved 
to  be]  extremely  difficult.'"  Kodak's 
move  into  chemicals — now  being  un- 
done— helped  put  that  company  on 
Monks'  buy  list. 

But  bad  performance  isn't  enough. 
There  has  to  be  an  exit  door.  Monks 
shied  away  from  Figgie  International, 
despite  its  dreadful  results,  because 
Chief  Executive  Henry  Figgie  Jr.  con- 
trols 13%  of  the  votes  and  employees 
another  18%.  In  a  surprise,  Figgie 
recently  announced  his  retirement. 
The  stock  jumped  10%  on  the  news. 

Insider  stock  holdings  also  limit  the 
appeal  of  Champion  International,  a 
perennial  clunker  in  forest  products, 
but  a  large  stake  held  by  Warren 
Buffett's  Berkshire  Hathaway  may 
stand  in  the  way  of  management  re- 
form. Buffett,  whose  stake  consists  of 
a  privately  issued  preferred  paying  a 
tax-favored  9%  dividend,  can  afford  to 
be  patient  with  management. 

Excessive  executive  compensation 
is  often  a  plus.  Has  management  re- 
ceived salary  increases  as  the  stock  has 
sunk?  That  contributed  to  the  demise 
of  Anthony  D'Amato  at  Borden,  a 
Monks  holding.  Monks  thinks  the 
stock,  recently  at  13,  could  climb  to 
20  if  the  new  broom  sweeps  clean. 

We  don't  recommend  running 
around  buying  Lousy  companies  indis- 
criminately. But  if  they  are  cheap 
enough  and  if  you  can  see  a  shakeup 
happening,  a  clunker  can  be  a  better 
buy  than  a  champion.  WM 


Here's  a  potential  way  to  beat  the  market: 
Find  good  stocks  that  don't  have  swarms  of 
analysts  following  them.  Here  are  some  candidates. 

Healthy  neglect 


By  Mark  Hulbert 


THERE'S  SAFETY  IN  NUMBERS.  That's 

true  for  animals  in  a  herd  and  it's  true 
for  investors.  If  you  buy  a  widely 
followed  stock  like  Chrysler  or  IBM, 
you  are  buying  a  stock  that  has  been 
analyzed  by  scores  of  smart,  well-paid 
analysts.  This  is  not  to  say  that  you  are 
destined  to  make  money  on  the  stock, 
only  that  the  price  reflects  the  consen- 
sus of  a  lot  of  experts  who  follow  the 
company  closely.  But  your  chance  of 
finding  big  bargains  among  such 
stocks  is  small.  The  market  is  efficient 
at  pricing  such  stocks. 

If  you  want  a  shot  at  beating  the 
market,  you're  better  off  with  stocks 
that  aren't  widely  followed.  If  you  do 
your  homework,  you  might  uncover  a 
gem  that  has  been  overlooked  or  is 
unmistakably  underpriced.  Indeed,  it's 

Matk  Hulbert  is  editor  of  the  Alexandria,  Va.- 
based  Hulbert  Financial  Digest,  which  monitors 
the  performance  of  investment  advisory  letters. 
His  newest  book  is  The  Hulbert  Guide  to  Financial 
Newsletters  (Dearborn  Financial  Publishing). 


possible  to  quantify  this  phd 
nomenon.  Companies  tha 
are  neglected  by  Wall  Streej 
do  better  over  time  thai 
widely  followed  companies 
In  1982  finance  profes 
sors  Avner  Arbel  of  Cornel 
University  and  Paul  Stre 
bel,  then  of  SUNY  Bingham 
ton,  published  a  study  doc 
umenting  what  has  been 
christened  the  neglectec 
firm  effect.  Neglected,  fol 
them,  meant  that  the  stocl 
had  few  analysts  tracking  i 
and/or  few  institution; 
owning  it.  From  1972  tc 
1976  neglected  stock 
within  the  s&P  500  outper 
formed  Wall  Street's  favor 
ite  stocks  by  1 1  percentag< 
points  per  year. 
In  the  Arbel  analysis,  neglect  is 
comparative  concept.  Institutions 
ownership  and  analyst  coverage  an 
compared  with  what  one  would  ex 
pect,  given  the  company's  size  (a 
measured  by  market  capitalization). 

Thus,  on  the  basis  of  how  mall 
analysts  provide  earnings  estimates 
Loews  Corp.  (market  cap,  $5.6  bil 
lion)  and  Computer  Associates  Inter 
national  (market  cap,  $6. 1  billion)  ar< 
neglected.  Just  5  analysts  follow 
Loews  Corp.;  16  follow  Compute 
Associates.  The  average  number  o 
analysts  following  stocks  of  simila 
size  is  24.  In  contrast  Novell  (marks 
cap,  $5.5  billion),  with  37  analysts,  i 
not  neglected.  According  to  the  Ar 
bel/Strebel  definition,  which  takei 
both  analyst  coverage  and  institution 
al  ownership  into  account,  up  to  hal 
of  the  s&P  500  stocks  are  neglected. 

Here's  one  reason  the  neglectec 
half  should  do  better  than  the  wideh 
followed  half: 

A  brokerage  hires  analysts  for  twe 
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Does  Your  Full-  Commission  Broker 
Offer  Investment  Software  Like  This? 


Char!"* 


Schwab  Does,  And  It's  Free. 


Most  full- commission  brokers  don't  offer  invest- 
lent  software  to  individual  clients.  But  at  Schwab, 
/e  treat  our  investors  differently.  And 
roviding  you  with  your  own  invest- 
lent  software  is  just  one  more  reason  to 
'ade  up  to  Schwab. 

Get  StreetSmart™ 
Investment  Software — Free. 

For  a  limited  time,  Schwab  is  offenng  you  power- 
il  investment  tools,  free.  Just  move  $15,000  into  a 
chwab  account  between  May  2  and  August  31,  1994, 
nd  get  StreetSmart™  investment  software  or  three 
Company  Research  Reports — free  of  charge. 

With  Schwabs  widely  acclaimed  StreetSmart,  you 
an  research  investments,  place  orders  and  monitor  your 
ccount  right  from  your  personal  computer — anytime 
ay  or  night.  Plus,  with  StreetSmart,  you'll  save  an  extra 
0%  on  commissions* 

Or,  select  from  over  5,000  Company  Research 
deports,  prepared  by  independent  Wall  Street  analysts, 


which  cover  financial  histories,  earnings  forecasts, 
buy/sell  rankings  and  more. 


Make  More  of  Your  Money 
Work  for  You. 


Every  dollar  you  pay  your  broker 
comes  right  out  of  your  investment.  To 
make  more  of  your  investment  dollar 
work  for  you,  trade  up  to  Schwab  where  you  can  save 
up  to  76%**  on  stock  commissions. 

Trade  Up  to  Schwab  Today. 

Remember,  this  offer  expires  on  August  31,  1994, 
so  act  now.  To  open  up  or  transfer  additional  funds  to  a 
Schwab  account,  just  stop  by  one  of  our  200  offices  or 
call  us  today  at: 

1-800-4-SCHWAB  ext.  48A. 

Charles  Schwab 

Helping  Investors  Help  Themselves® 


'ffer  available  for  individual  investors  only.  Limit  one  per  customer.  *StreetSmart's  10%  discount  is  based  on  Schwab's  current  commission  schedule  and  may  be 
;ed  with  other  offers  at  Schwabs  discretion.  **Based  on  a  2/94  survey  conducted  by  Schwab,  available  upon  request.  $39  minimum  commission.  Full-commission 
rokers  may  provide  different  services,  including  personalized  secunties  recommendations.  Commission  rates  surveyed  are  for  stocks  and  may  vary  for  other 
toduas.  ©1994  Charles  Schwab  &  Co.,  Inc.  Member  S1PC/NYSE.  All  nghts  reserved.  (5/94) 
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in  Wall  Street's  shadows 

Company/business 

Big,  underfoilowed  companies 


-Stock  price- 


recent 


-52  week  

high  low 


Number 
of 

analysts 


P/E 


NM:  Not  meaningful. 

Sources:  Market  Guide  and  IBES,  Inc.  via  OneSource  Information  Services;  Orion  via  Telemet  America;  Hulbert  Financial  Digest. 


Yield 


Market 
value 
($mil) 


AMP/electrical  equipment 

65% 

671/4 

57 

20 

22.7 

2.6% 

$6,897 

Automatic  Data  Processing/computer  svcs 

51  Vt- 

56% 

46% 

21 

22.4 

1.0 

7,270 

Computer  Associates  Intl/computer  software 

371/e 

44% 

261/2 

16 

18.7 

0.4 

6,101 

Corning/specialty  glass  prods;  medical  testing  svcs 

33V4 

35% 

24 

14 

NM 

2.0 

6,671 

Dun  &  Bradstreet/financial  &  business  svcs 

57 

681/2 

55% 

21 

23.1 

4.6 

9,706 

Genentech/pharmaceuticals 

48Ve 

51% 

39Vo 

20 

67.8 

0.0 

5,504 

ITT/auto  parts;  hotels;  business  svcs 

84% 

95% 

74% 

9 

NM 

2.3 

9,917 

Loews/insurance;  tobacco 

901/. 

102% 

86% 

5 

23 

1.1 

5,552 

Minnesota  Mining  &  Mfg/adhesives,  coatings,  magnetic  media 

51V4 

581/2 

46% 

19 

17.8 

3.4 

22,011 

Nucor/steel 

63% 

66 

391/2 

18 

40.5 

0.3 

5,543 

Pitney  Bowes/office  equipment 

381/4 

46% 

361/4 

13 

16.8 

2.7 

6,050 

Raytheon/aerospace  &  electronics 

63 

687/8 

54% 

18 

15.8 

2.2 

8,510 

William  Wrigley  Jr/chewing  gum 

51  Vs 

53% 

31% 

14 

28.6 

0.9 

5,951 

Small,  unfollowed  companies 

Astronics/packaging;  electronics 

2% 

31/4 

2% 

0 

9.1 

0.0 

10 

Coastal  Caribbean  Oils  &  Minerals/oil  &  minerals  explor 

M 

Vh 

V* 

0 

NM 

0 

187 

Duramed  Pharmaceuticals/pharmaceuticals 

VA 

9 

2 

0 

NM 

0.0 

47 

Fresh  Juice/beverages 

2% 

4% 

2 

0 

12.5 

0.0 

10 

Hadson  Corp/energy  &  energy  svcs 

21/2 

3% 

21/4 

0 

NM 

0.0 

57 

Integral  Systems/computer  svcs 

14% 

16 

91/4 

0 

NM 

0.0 

14 

Taseko  Mines  Ltd/gold  &  copper  explor  &  develop 

13% 

15% 

m 

0 

NM 

0 

113 

Transtechnology/aerospace;  industrial  products 

12% 

177/8 

91/8 

0 

9.8 

1.9 

66 

Zero/cabinets  for  computers  &  electronic  equipment 

121/8 

16% 

121/8 

0 

15.0 

3.3 

195 

All  these  stocks  are  recommended  by  at  least  one  top-performing  investment  letter. 

The  big  companies  at  the  top  have  fewer  analysts  following  them  than  is  normal  for  companies  of  their  size. 

The  little  companies  appear  to  have  no  professional  fans  at  all. 


main  reasons:  to  make  investors  want 
to  buy  securities  from  the  firm  and  to 
make  companies  want  to  issue  their 
securities  through  the  firm.  That's 
why  most  analysts  are  never  bearish. 
When  a  casino  analyst  at  Janney 
Montgomery  Scott  in  Philadelphia 
expressed  skepticism  about  the  pros- 
pects for  Donald  Trump's  new  Atlan- 
tic City  gambling  hall  in  1990,  he  was 
fired  on  the  spot.  Donaldson,  Lufkin 
&  Jenrette,  which  used  to  include  a 
few  token  "'sells"  in  its  monthly  re- 
search compendium,  no  longer  does. 

With  a  lot  of  analysts  follow  ing  a 
stock,  then,  there's  a  lot  of  pushing  to 
buy  the  stock,  and  it  may  be  less  of  a 
bargain  than  its  wallflower  peers. 

Like  any  other  investment  criterion, 
neglect  is  not  enough  to  make  a  buy  by 


itself.  You  have  to  do  your  homework. 
We've  done  some  preliminary  home- 
work for  you.  The  13  large  company 
stocks  in  the  table  here  have  passed  two 
initial  screens:  First,  they  are  all  being 
recommended  by  at  least  one  invest- 
ment letter  that,  according  to  the 
Hulbert  Financial  Dijjest,  beat  the 
market  over  the  past  five  years.  Sec- 
ond, they  do  not  have  a  large  retinue  of 
analysts  following  them.  (We  didn't 
look  at  institutional  ownership. ) 

Will  these  stocks  beat  the  market 
over  the  next  few  years?  We  can't 
guarantee  it,  but  past  experience  says 
they  have  a  better  chance  than  those 
with  a  large  following. 

So  much  for  underfoilowed  stocks. 
What  about  stocks  that  have  virtually 
no  coverage  at  all?  These  tend  to  be 


the  smallest  companies.  Here,  the 
neglected  stock  effect  gets  muddied 
by  another  phenomenon,  which  is 
whether  small  companies  in  genera 
happen  to  be  in  favor  on  Wall  Street, 

Small  stocks  have  lagged  the  big 
ones  the  past  five  years.  But  they  hav« 
been  catching  up  in  the  last  two  yearsi 
If  you  believe,  along  with  many  ex 
perts,  that  they  will  yet  reassert  thei: 
traditionally  superior  performance 
small  stocks  are  the  place  to  be.  Th« 
nine  small  stocks  in  the  table  are  alscj 
recommended  by  at  least  one  market 
beating  newsletter  and  have  no  ana' 
lyst  coverage. 

Thus  there  are  two  ways  to  exploi 
the  neglected  stock  effect:  by  buying 
big,  underfoilowed  stocks  or  by  buy 
ing  small,  unfollowed  stocks.  ■ 
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Can  a  mail  system  let  you  and  ing  in.  And  send  faxes  right  from 

everyone  else  in  your  office  do  your  word  processor.  Whether 

more?  Can  it  save  you  time,  money  you're  in  Microsoft  Word,  Microsoft 

and  headaches?  Can  it  keep  you  Excel,  Lotus  1-2-3'  or  WordPerfect." 


With  Schedule*  you'll  spend  less  time  rounding  people  up  for  meetings,  because  Schedule*  lets 
you  see  when  the  people  you  need  are  free.  So  you  can  pick  a  time  that's  convenient  for  everyone. 


learning  to  send  and  receive  mail  \ 
easy.  And  if  you're  going  to  be  awJ 
Mail's  Out  of  Office  feature  will 
automatically  forward  a  message 
to  everyone  who  tries  to  get  in  cq 

tact  wit 
you  whilj 
you're  out. 
You  can  sa\il 
even  more  time  I 
by  adding  other  features  the 
are  just  as  easy  to  use  as  Mail.  Likl 
Schedule*,  the  best-selling  sched-l 
uler  for  Windows.  It  helps  you 
manage  your  calendar  and  remind 
you  of  meetings  and  deadlines.  I 


YOU  DECIDE. 


connected  whether  you're  down 
the  hall,  ot  down  under  on  an 
important  business  trip? 

Microsoft*  Mail  can. 
No  wonder  it's  the  best- 
selling  LAN-based  mail 
product  in  the  world. 

But  first  things  first.  How  will 
Microsoft  Mail  work  with  what  you 
already  have?  Perfectly.  Whether 
you're  in  MS-DOS*  the  Windows'" 
operating  system,  on  a  Mac,"  or  OS/2". 
And  you  can  send  mail  without 
exiting  the  application  you're  work- 


With  Mail  Remote,  you  don't  need  to  be 
in  your  office  to  keep  in  touch.  And  with 
wireless  service  you  don't  even  need  to  be 
near  a  phone.  You  can  log  in  anywhere. 

\  r 

How  can  Microsoft  Mail  save 
you  time?  Mail  has  smart,  sensible 
symbols  and  online  help  that  make 


It  even  shows  you  when  everyon) 
else  is  free.  So  you  can 
schedule  meetings  witl 
out  a  lot  of  legwork. 
Want  to  cut  down 
on  paperwork?  Use 
Microsoft  electronic  forms, 
to  speed  expense  reports,  vacatio 
requests  and  any  other  routine 
forms  through  your  office  at  the 
speed  of  light.  And  you  can  tracl 
them  easily.  So  you  won't  have 
to  worry  that  an  important  reques 
has  disappeared  into  a  black  hoi 


©  1994  Microsoft  Corporation.  All  rights  reserved.  Offer  good  only  in  the  50  United  States.  In  the  50  United  States,  call  (800)  426-9400.  For  more  information  only:  In  Canada,  call  (800)  563-9048;  outside  the  United  States  and  Canada,  call  yout) 
local  Microsoft  subsidiary  or  (206)  916-866).  Microsoft  and  MS-DOS  are  registered  trademarks  and  Windows  is  a  trademark  of  Microsoft  Corporation.  Lotus  and  1-2-3  arc  registered  trademarks  of  Lotus  Development  Corporation.  WordPerm 
is  a  registered  trademark  of  WordPerfect  Corporation,  Mac  is  a  registered  trademark  of  Apple  Computer,  Inc.  OS/2  is  a  registered  trademark  of  International  Business  Machines  Corporation. 


With  electronic  forms,  you  never 
have  to  worry  that  important  paperwork 

is  stuck  in  traffic.  You'll  be  able  to 
track  expense  reports,  vacation  requests 
and  other  important  forms  as  they 
speed  safely  through  your  company. 

r 

inally,  with  Mail  Remote  you  can 
/oid  disastets  by  staying  connected 
4iile  you're  on  the  road,  because 
lail  Remote  lets  you  work  just  like 


you  do  in  your  office.  It  can  even 
save  you  money.  Just  read  the 
important  messages,  then  let  Mail 
Remote  respond  automatically 
when  rates  are  lowest. 

No  other  mail  system  is  easier 
to  use.  Or  gives  you  so  many  dif- 
ferent ways  to  stay  in  control  of  your 
work. To  prove  it,  we'll  send  you  a 
free  demo  disk.  Once  you've  seen 
everything  you  can  do,  deciding 
on  a  mail  system  will  be  easy.  Just 
call  (800)  871-3271,  Dept.  EFP. 


Mail  -  [Initial  reactions  (o  consupier  tests) 


file   Edit   yicw   M»»   Window  Help 


1  u  a 

^1 

1  £5& 

G3 

1  R«p|y 

OeWe 

1  Previous 

Fi«k  MCMANIS 

0«tK    Tuesday.  Man*  01, 19944:22PM 

T<r.        BALL.  Kim 

Cc: 

Sufctect:  initial  raacbons  to  consumer  tests 


Here  are  some  excerpts  from 
last  week's  ssssions 
Overall,  they  went  very  well 
This  one  guy  summed  up 
the  overall  reaction 
best  Thought  you'd  want 
to  hear  it  yourself 


121  messages:  2?  unread 


516PM 


Microsoft  Mail  gives 
you  an  infinite  number 

of  ways  to  be  more 
persuasive.  Send  words, 

graphs,  pictures  and 
sound  as  mail  messages. 
There's  almost  no  limit 
to  what  you  can  send. 


Schedule+'s  alarm  clock  reminds  you  of  meetings,  deadlines,  anything.  So  you'll  stay  organized 
and  save  time.  Without  it,  we  might  have  forgotten  this  caption  entirely. 


Microsoft  Mail  is  the  best-selling 
LAN-based  mail  product  in  the  world. 
Add  Schedule*  for  a  personal  time- 
management  and  group  scheduling 
system.  And  electronic  forms  to  speed 
paperwork  through  your  office.  Take 
them  all  on  the  road  with  Mail  Remote. 

Together  they'll  make  your  whole 
organization  more  productive  than  you 
ever  could  have  imagined. 
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A  lot  of  foreign  investors  took  a  hosing  in  China  recently. 
Here's  how  some  smart  investors  are  now  playing 
that  teeming  country's  prospects. 

China  card 


By  Richard  Phalon 

Few  Westerners  play  the  Asian  mar- 
kets as  cannily  as  Mark  Mobius,  58, 
the  Hong  Kong- based  manager  who 
runs  the  $280  million  China  World 
Fund  and  more  than  $4.5  billion  in 
other  emerging  markets  money  for 
the  Franklin/Templeton  Group. 

Barnstorming  the  assembly  lines 
and  computerized  spray-paint  shops 
cropping  up  in  neocapitalist  enclaves 
like  Xiamen,  Mobius  is  bullish  as  ever 
on  China — but  only  for  the  long 
term.  For  the  last  several  months  he 
has  been  easing  out  of  the  boiler  shop 
markets  of  Shanghai  and  Shenzhen. 
He  has  cut  back  his  holdings  of  "B" 
shares  (a  class  of  stock  open  only  to 
foreigners)  to  about  14%  of  assets  and 
is  at  well  above  17%  in  cash.  "Very 


high  for  a  country  fund,"  concedes 
Mobius. 

But  while  the  experienced  Mobius 
holds  steady  on  issues  like  China  First 
Pencil  Co.  and  Shanghai  Forever  Bi- 
cycle, other  foreigners  are  rushing  in. 
Some  of  them  are  paying  rich  premi- 
ums (see  table,  p.  190)  for  a  closed-end 
ticket  into  markets  Mobius  now  views 
with  jaundice. 

Be  sure  of  this,  however:  Mobius  is 
not  bearish  on  China.  Only  he  is 
approaching  it  now  in  a  slightly  differ- 
ent way:  through  Hong  Kong.  He 
thinks  companies  headquartered 
there  are  currently  the  best  way  to 
participate  in  the  growth  of  this  vast 
country. 

In  practice  this  means  fewer  volatile 


small-company  issues  like  First  Penci 
(it  dropped  24%  recently  in  a  singli 
day  of  trading)  to  more  big  Honj 
Kong  conglomerates  with  deep  rooti 
in  China.  Among  them:  Hutchison 
Whampoa,  a  container  port  operator) 
and  Hopewell  Holdings,  a  land  anc 
construction  company. 

The  pure-play  mainland  stock 
have  this  disadvantage:  Manager! 
who  have  won  their  stripes  in  a  state  I 
controlled  economy  often  can't  hacl 
it  in  a  more  competitive  environment 
The  Hong  Kong  outfits,  in  contrast 
at  least  have  been  tested  in  a  capitalisi 
economy. 

Mobius  likes,  for  example,  Shen 
zhen-tradedTsann  Kuen  (China)  En 
terprise,  a  Xiamen-based  electric  ap' 


Chinese  "A"  share 
punters 

Two  years  ago 
they  rioted 
in  the  streets 
of  Shenzhen 
for  share 
applications. 
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Microsoft  Schedule  +  takes  the  whether  they're  in  another  meeting  yourself.  Let  Schedule  +  graphically 

?sswork  out  of  scheduling  meet-  or  a  noon  aerobics  class.  overlay  a  virtually  unlimited  number 

;s.  It  lets  you  know  whether  the          So  it's  easy  to  schedule  meeting  of  schedules  and  you  can  see  when 

aple  you  need  are  available  or  times  that  are  convenient  for  every-  everyone's  available  to  get  together. 


t.  Without  necessarily  telling  you     one.  Without  inconveniencing 


When  it  comes  to  your  own 


with  schedule  +,  computers 
;an  tell  you  where  people  are, 
instead  of  where  they're  not. 


s. 


( 


calendar,  Schedule  +  works  just  like 
your  DayRunner.  But  it  does  things 
no  ordinary  datebook  ever  could. 
Like  flashing  alarms  to  help  you 
remember  meetings  and  deadlines. 

For  more  information,  or  a  free 
demo  disk,  there's  one  last  thing  you 
need  to  write  on  a  yellow  note:  Call 
(800)  871-3271.  Ask  for  Dept.  EFP. 

'      A  program  designed  to  save  you  time 
shouldn't  take  hours  to  figure  out.  You'll  be 
using  Schedule*  in  minutes.  Because  it 
works  perfectly  with  Microsoft  Mail. 
Which  is  just  one  reason  Schedule+  is  the 
top-selling  scheduler  for  Windows? 


Mtacsdft. 


Microsoft 


@  1994  Microsoft  Corporation.  All  rights  reserved.  Offer  good  only  in  the 
SO  United  States.  In  the  SO  United  States,  call  (800)  426-9400.  For  information 
only:  In  Canada  call  (800)  563-9048;  outside  the  United  States  and  Canada, 
call  your  local  Microsoft  subsidiary  or  (206)  936-8661.  Microsoft  is  a  regis- 
tered trademark  and  Windows  is  a  trademark  of  Microsoft  Corporation. 
DayRunner  is  a  registered  trademark  of  DayRunner  Corporation- 
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pliance  producer  going  great  guns  in 
export  markets.  It  is  majority-owned 
and  run  by  Taiwanese. 

Douglas  hu,  who  runs  the  $188 
million  (year-end  1993)  Jardine 
Fleming  China  Region  Fund,  also 
favors  the  Hong  Kong  option  and 
offshore  Chinese  managers:  "Essen- 
tially we're  doing  what  was  done  in 
the  Australian  gold  rush.  We're  not 
buying  the  gold  mines.  We're  buying 
the  bars  and  the  whorehouses." 

The  volatility  in  Shanghai  and 
Shenzhen  is  a  classic  demonstration  of 
what  happens  to  primitive  markets 
when  big  money  explodes  into  limited 
supply.  The  two  markets  have  been 
open  to  foreigners  for  only  two  years. 
In  anticipation  of  the  opening,  more 
than  30  publicly  owned  China-related 
funds  in  New  York,  London  and  Hong 
Kong  raised  better  than  $1.5  billion 
for  a  foray  into  the  "B "share  markets, 
whose  total  capitalization  even  now 
stands  at  no  more  than  $2  billion. 

There  were  only  so  many  places  the 
money  could  go.  With  the  Chinese 
government  in  effect  running  a  tight- 
ly controlled  new  offerings  mill,  for- 
eigners have  been  permitted  to  be- 
come minority  "B"  shareholders  in 
only  some  46  of  the  total  230  issues 
(140  Shanghai,  90  Shenzhen)  listed 
on  the  exchanges. 

U.S.  investors  did  not  quite  riot  in 
the  streets  for  share  applications,  as 
Chinese  "A"  share  punters  did  in 
Shenzhen  two  years  ago,  but  the  effect 
was  the  same.  In  the  giddy  month  of 
August  alone,  Shenzhen  shares  were 
up  17%.  Hong  Kong  caught  China 
fever,  too.  It  was  up  116%  last  year. 

The  surge  did  nice  things  for  shares 
of  closed-end  China  funds.  Mark  Mo- 
bius'  Templeton  China  World  didn't 
get  into  the  game  until  last  Septem- 
ber, but  by  year-end  had  shot  to  $20 
from  its  offer  price  of  $15.  Douglas 
Eu's  China  Region  Fund  scooted 
from  just  under  $14  to  $26. 

The  inevitable  correction  is  still  go- 
ing on.  Chinese  investors,  who  had 
few  other  outlets  for  one  of  the 
world's  highest  savings  rates,  are 
hurting  worse.  A  shares  on  average  are 
down  about  30%  so  far  this  year;  "B" 
shares  are  off  around  40%;  and  Hong 
Kong  is  down  about  20%. 

Precipitating  factors:  25%  inflation 
that  doesn't  seem  to  be  responding  to 
the  central  bank's  brakes  and  anxiety 


Four  ways  to  buy  into  mainland  China 


Fund 

NAV  total  return 

Premium  to 

Annual 

Year  to 

1993 

NAV* 

expenses 

date 

annual 

per  $100 

China  Fund 

-28.1% 

48.6% 

14.8% 

$2.67 

Greater  China  Fund 

-28.8 

82.1 

6.8 

2.22 

Jardine  Fleming  China 

28.0 

65.0 

13.1 

2.17 

Templeton  China  World 

-23.2 

NA 

11.7 

NA 

'Excess  of  market  price  over  net  asset  value,  as  of  May  23. 

NA:  Not  available. 

These  closed- 
end  China  funds 
trade  on  the 
New  York 
Stock  Exchange. 


Company 


recent 


-Price 


Brilliance  China  Automotive  13 

China  Tire  16Vi 

EK  Chor  China  Motorcycle  IVk 

Shanghai  Petrochemical  ADS  25% 


All  these  NYSE 

Price  change 

Latest 

companies  except 

1  year 

Year 

12-mo 

the  oil  company 

ago 

to  date 

EPS 

are  Hong  Kong- 

18% 

-33.8% 

$1.03 

domiciled  hold- 

18 

-39.3 

2.05 

ing  firms  with 

24Vs 

-35.9 

0.89 

major  stakes 

201/2 

-39.3 

2.60 

in  mainland 

operations. 

Hong  Kong-ex- 

Company 

 Price- 

Latest  fiscal 

change  compa- 

recent 

1  year 

EPS 

nies — asterisks 

ago 

show  mainland 

Hutchison  Whampoa 

$4.21 

$2.83 

$0.22 

firms  majority- 

Hopewell  Holdings 

0.87 

0.67 

0.06 

owned  by  the  Peo- 

Maanshan Iron  &  Steel* 

0.32 

0.47 

0.04 

ple's  Republic; 

Shanghai  Petrochemical 

0.25 

0.21 

0.02 

the  rest  are  Hong 

Tsingtao  Brewery* 

0.88 

0.47 

0.03 

Kong  domiciled. 

Wharf  Holdings 

4.11 

2.72 

0.16 

Company 


Price      Discount  to  Market  value  Latest  fiscal 


"B"  shares 

"A"  shares 

($mil) 

EPS 

Diesel  Machine 

$0.94 

-10% 

$94 

$0.05 

Tyre  &  Rubber 

0.58 

^1 

128 

0.04 

Yaohua  Pilkington 

1.04 

-10 

171 

0.07 

China  Bicycles 

0.82 

-12 

158 

0.08 

Konka 

1.01 

-29 

79 

0.11 

Vanke 

1.11 

-9 

50 

0.10 

Prices  as  of  May  23.  Sources:  Morgan  Stanley  International; 

Templeton  International. 

over  the  political  impact  of  the  diver- 
gence between  prosperous  coastal  en- 
terprise zones  and  the  impoverished 
remainder  of  the  country. 

But  there  are  other  reasons  to  be 
skeptical  about  China.  The  dubious 
quality  of  many  earnings  reports  is 
one.  "You  see  some  currency  gains, 
but  nothing  like  the  solid  long-term 
profits  we  were  looking  for,"  says  Eu. 
Accounting  and  disclosure  rules  are 
primitive.  Like  Russia,  China  still 


In  Shanghai  and 
Shenzhen  only  lo- 
cals can  buy  "A" 
shares;  foreigners, 
"B"  shares.  Both 
have  equal  rights 
to  assets  and 
dividends.  "B" 
shares  sell  at  a 
discount. 


lacks  the  capitalist  infrastructure — 
banking,  for  example — that  is  taker 
for  granted  in  the  West. 

Another  danger  is  that  some  of  the 
capital  extracted  from  "B"  share  buy- 
ers, ostensibly  to  build  factories,  ha^ 
been  siphoned  off  into  quickie  real 
estate  and  stock  market  plays. 

For  the  last  word  we  turn  to  Mark 
Mobius  again:  "We  learned  a  lot,  took 
some  profits,  and  now  we're  playing 
our  cards  a  different  way."  I 
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Does  it  feel  like  things  get  out 
;>f  hand  when  you  leave  town? 
Microsoft  Mail  Remote  keeps  you 
n  control.  Because  it  puts  all  the 
:>ower  of  electronic  mail  right  on 
/our  laptop.  So  whether  you're  in 


MS-DOS*  you  can  work  just  like 
you  do  when  you're  in  the  office. 

You  can  log  in  anytime.  Any- 
where. Whether  you're  wireless  or 
connected  by  phone  line.  And  you 
can  send  pictures,  faxes  and  graphs. 


or  the  6:14  A.M.  train  into  the  city* 

Though  Mail  Remote  can't 
save  you  from  having  to  eat  airline 
food,  it  can  save  you  from  unnec- 
essary telephone  charges.  Because 
only  Microsoft  Mail  Remote 


:he  Windows™  operating  system  or      From  a  runway  at  JFK,  a  Motel  6,       lets  you  preview  message  headers. 

A  LOT  CAN  HAPPEN  WHILE 
YOU'RE  OUT  OF  THE  OFFICE. 


Read  only  essential  messages.  And 
if  you  like,  download  them  automati- 
cally when  phone  rates  are  lower. 
You  can't  be  in  your  office  all  of  the 
time.  Don't  worry.  Just  call  (800) 
871-3271,  Dept.  EFP  for  more  infor- 
mation or  to  receive  a  free  demo 
disk.  Microsoft  Mail  Remote  is  the 
next  best  thing  to  being  there.  Some 
days,  it's  better  than  being  there. 

With  Microsoft  Mail  Remote,  the  best- 
selling  remote  program  for  Windows,  you'll 
always  be  in  touch  and  working  just  like 
you  do  in  the  office.  And  with  RAM 
wireless  service  and  Intel's  wireless  modem, 
you  don't  even  need  to  be  near  a  phone. 


■ 


Microsoft 


^nJJW  r..r  information  onh  In  <  anada,  call  (800)  563-9048;  outsfdc  the  United  Slates  and  Canada,  call  your  local  Microsoft  subsidiarj  or  (206)  936  8661  Microsoft  ind  MS  Di  >S  an  registered  trademarks 

c#Ta        \|„  u  uoft  Corporation.  RAM  Mobile  Data  is  a  business  venture  between  RAM  broadcasting  and  fVllSnuili   I  Ik  iiml  In^o  is  a  registered  trademark  of  Intel*  orporation.  Motel  h  is  .i  trademark  of  the  Motel  6  <  orporation 


TERNATIuNAL  INVESTING 


MONEY  GUIDE 


Investing  in  Europe  is  even  more  complicated  than 
investing  at  home.  Would  you  know  how  to  distinguish 
between  bearer  shares  and  participating  certificates? 

Privileged  classes 


By  Neil  Weinberg 

Cellulose  Attisholz  announced  in 
November  1992  that  it  would  simpli- 
fy its  capital  structure.  As  part  of  the 
move,  the  Swiss  paper  and  pulp  firm 
allowed  holders  of  its  participating 
certificates  to  swap  1-for-l  into  its 
registered  shares.  The  certificate 
holders  reaped  an  immediate  18% 
windfall,  for  the  registered  shares  had 
commanded  that  much  of  a  premium 
over  the  certificates. 

Welcome  to  the  sometimes  confus- 
ing world  of  European  stocks.  Attis- 
holz is  one  of  hundreds  of  European 
firms  that  have  issued  different  classes 
of  shares.  In  some  cases  picking  the 
right  share  type  is  as  important  as 
picking  the  right  stock.  Shares  with 
unfavorable  features — such  as  re- 
duced voting  rights — sometimes 
trade  for  as  little  as  half  the  price  of  the 
favored  shares.  If  you  guess  right  in 
buying  one  of  the  discounted  shares, 


Buying  the  off  brands 


you  could  get  an  enhanced  return  in  a 
merger  or  recapitalization.  Guess 
wrong,  though,  and  the  discount 
might  widen. 

Names,  voting  rights  and  dividends 
vary  by  company  and  country.  In 
Sweden  many  "A"  shares  have  ten 
times  the  voting  power  of  "B" 
shares.  In  Italy  firms  issue  ordinary 
shares,  preferred  shares  with  votes 
only  in  extraordinary  meetings  and 
nonvoting  savings  shares. 


Discount  on 


In  Switzerland  some  firms  retain 
registered  shares,  bearer  shares  and 
nonvoting  participating  certificates. 

Why  all  the  variations?  For  the  same 
reason  that  U.S.  companies  like 
Washington  Post  Co.  have  multiple 
share  classes:  "They  were  designed  so 
owners  could  maintain  control  with- 
out putting  up  all  the  money,"  says 
Peter  Mansson  of  abb  Aros  Fond- 
kommission  in  Stockholm.  Generally, 
Americans — perhaps  because  of  their 
democratic  heritage — frown  on  such 
practices,  sticking  to  the  one-share,, 
one-vote  principle. 

Sometimes  the  founding  family 
loses  interest  in  control  or  is  diluted  to 
a  minority  position  in  the  voting 
shares  anyway.  Then  the  company 
may  unclutter  its  balance  sheet  by 
equalizing  the  shares.  Nestle  did  that 
in  May  1993,  Ciba-Geigy  just  six 
months  ago.  Rumors  that  the  Swiss- 
based  affiliate  of  tiremaker  Pirelli  will 
simplify  its  share  structure  have  nar- 
rowed its  participating  certificates' 
discount  from  50%  of  the  bearer  share 
price  in  late  1992  to  just  9%  now. 

"You  can  get  some  bargains  buying! 
discounted  classes  if  you  don't  care 
about  voting,"  says  lohn  Spears,  a 
partner  at  Tweedy  Browne  Co. J 
which  runs  a  value-oriented  interna- 
tional fund  heavily  invested  in  Eu- 
rope. "The  danger  is  in  being  treated| 
like  a  second-class  citizen  in  the  eventj 
of  a  takeover." 

But  bad  things  can  happen  to  mi-! 
nority  holders  even  when  they  own 
the  voting  shares.  When  Swiss  coffee 
and  confectionery  giant  lacobs  Su- 
chard  was  sold  to  Philip  Morris  ini 
1990,  controlling  shareholder  Klaus 
lacobs  received  3,600  Swiss  francs 
per  registered  share  for  his  majority 
stake.  But  the  poor  minority  share- 
holders got  less  than  1,800  Swiss 
francs  per  share. 

This  is  why  the  market  often  puts  ai 
big  discount  on  the  lesser  shares:' 
They  are  in  some  danger  of  getting 
shafted.  Liquidity  also  plays  a  role.  If 
one  class  of  shares  is  more  liquid  than 
another,  it  may  attract  more  institu- 
tional buying  and  thus  command  a 
premium.  Typically  the  liquid  shares 
are  the  ones  with  the  superior  voting 
rights. 

On  the  other  hand,  lack  of  liquidity 
can  create  bargains.  You  can  buy 
Roche  Holding  nonvoting  savings 


Company 

Country 

Price  of 

inferior 

 Estirr 

ated  

common 

shares1 

EPS 

P/E2 

Banco  di  Napoli 

Italy 

$1.39 

-24% 

$0.13 

10.7 

Fiat 

Italy 

4.53 

-40 

0.09 

50.9 

Merloni 

Italy 

3.95 

-52 

0.23 

17.4 

Rheinmetall 

Germany 

220.07 

-303 

-8.29 

NM 

Rinascente 

Italy 

6.88 

^133 

0.27 

25.8 

Roche  Holding 

Switzerland 

8,613.37 

-48 

242.59 

26.2 

SIG5 

Switzerland 

2,016.27 

-51" 

165.26 

12.2 

SIP6 

Italy 

2.86 

-17 

0.09 

33.1 

STEP 

Italy 

3.79 

-14 

0.17 

22.9 

Volkswagen 

Germany 

318.32 

-213 

2.60 

122.4 

All  prices  and  earnings  expressed  in  U.S.  dollars.  'Savings  shares,  except  where  noted.  2Based  on  price  of  common 
shares,  except  Roche,  which  is  based  on  savings  share  price.  Preference  shares.  'Registered  shares.  5Schweizer- 
ische  Industrie-Gesellschaft  Holding.  6Societa  Italiana  per  I'esercizio  delle  Telecomunicazioni.  'Societa  Finanziaria 
Telefonica.  NM:  Not  meaningful.  Sources:  Bloomberg  Financial  Markets;  IBES,  Inc. 


You  can  often  get  nonvoting  "savings"  and  "preference"  shares  in  Europe  at  a 
discount  to  common  shares.  The  discounted  shares  could  end  up  with  the  better 
return  if  the  yield  is  high  or  if  the  discount  narrows  before  you  sell. 
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The  growth  and  preservation  of  wealth  has  never  been  a  more  global  issue — 
or  a  more  private  one.  At  Credit  Suisse  USA,  it  is  our  long-held  belief  that  banking 
privately  must  provide  more  than  enhanced  banking  services.  Prudent  wealth  management 
requires  selecting  a  partner  whose  global  perspective  and  personal  commitment  give  you  the 
privacy  and  peace  of  mind  that  you  deserve  while  leaving  you  in  control  of  your  investments. 


If  you  desire  a  superior  level  of  service  that  covers  your  needs  as  a  high  net  worth  investor, 
please  call  Frank  Meister,  Group  Executive,  Private  Banking  at  (212)  238-5100. 


Credit  Suisse  Private  Banking 


Atlanta  •  Chicago  •  Houston  •  Los  Angeles  •  Miami  •  New  York  •  San  Francisco 


#1  Performing  Fund  Since 
the  Market  Low  of  1987 

— per  Mutual  Fund  Forecaster* 

The  Kaufmann  Fund 

A  Small  Company  Growth  Fund 


Five  Yr.  Compounded  Annual  Return** 

25%  i  


20% 


15% 


10% 


5% 


0% 


S&P  500 

12.1% 


KAUFX 
FUND 

21.9% 


More  than  twice  the  average  total 
annual  return  of  all  funds.** 

Morningstar  5  Star  (*****)  Rating 

(as  of  3/3 1/94) 


The  Kaufmann  Fund  is  an 
aggressive  growth  fund  dedicated 
to  the  objective  of  capital  appre- 
ciation through  investment  in  small 
growth  companies.  The  Fund 
invests  primarily  in  companies 
beyond  the  venture  stage  that  are 
profitable  and  have  substantial 
growth  prospects. 


Lawrence  Auriana  and  Hans  Utsch, 
Portfolio  co-managers. 


For  information  call: 


1  -800-346-5263 


Period  of  12/4/87-3/31/94. 

*Five  year  period  ending  3/31/94,  per  Lipper  Analytical  Services. 

Since  February  1986,  the  date  the  Fund  became  fully  operational  after  reorganization,  the 
Fund's  total  return  was  224.9%.  The  Fund's  compounded  annualized  return  to  March 
31,  1994  for  the  one  year,  and  2/86-3/94  periods  are  16.1%,  15.7%  respectively. 
Total  returns  for  periods  ending  March  31,  1994  are  historical  and  include  change  in 
share  price,  reinvestment  of  dividends  and  capital  gains.  There  is  a  0.2%  redemption  fee 
and  a  12b-1  fee  in  excess  of  0.25%.  The  S&P  is  an  unmanaged  index  consisting  of  the 
common  stock  ot  500  publicly  traded  U.S.  companies.  For  more  information  including 
charges  and  expenses,  please  read  the  prospectus  carefully  before  you  invest.  The 
pedormance  cited  represents  past  performance  which  is  not  indicative  of  future  results; 
investment  performance  fluctuates;  fund  shares  when  redeemed  may  be  worth  more  or 
less  than  original  cost. 

THE  KAUFMANN  FUND,  INC. 
17  Battery  Place,  New  York,  NY  10004  •  Fax  (212)  344-6227 


shares  at  a  48%  discount  since  there 
isn't  much  demand  for  them.  Trouble 
is,  you  may  do  no  better  on  selling 
them.  The  discounted  shares  make 
the  most  sense  for  an  investor  who  is 
going  to  stick  around  for  a  long  time 
collecting  an  enhanced  dividend. 

Italian  retailer  Rinascente  prefer- 
ence shares  yield  3.7%,  to  1 .7%  for  the 
common.  At  Stet-Societa  Finanziaria 
Telefonica,  the  mostly  government- 
owned  phone  company  in  Italy,  the 
"savings'"  shares — that  is,  nonvoting 
ones — have  been  trading  at  a  14% 
discount  to  the  ordinary  shares,  de- 
spite higher  dividends. 

With  most  European  bourses  up  J 
strongly  over  the  past  year,  discounts 
are  getting  more  attractive.  At  Ger- 
man automaker  Volkswagen,  non- 
voting preferreds  are  trading  at  a  2 1% 
discount,  up  from  a  historical  average 
of  13%.  Ordinary  shares  of  Rinascente 
rose  11%  in  the  two  weeks  through 
Mar.  23,  while  the  price  of  its  savings 
shares  barely  budged.  That  widened 
their  discount  to  43%. 

Merloni  Elettrodomestici,  Italy's 
leading  appliance  maker,  presents  an 
intriguing  speculation.  Nonconvert- 
ible  savings  shares  trade  infrequently 
and  are  quoted  at  a  52%  discount  to 
the  common.  The  discount  may  nar- 
row when  a  coming  bond  conversion, 
evenly  split  between  the  two  classes, 
increases  the  float  on  the  savings 
shares  this  summer. 

Other  Italian  firms  offer  a  double 
speculation,  on  privatization  and 
share-class  streamlining.  Banco  di 
Napoli  still  has  the  government  as 
majority  holder,  one  reason  its  com- 
mon shares  trade  at  a  mere  48%  of 
book  value.  The  savings  shares  trade 
at  only  35%  of  book.  If  holders  are 
lucky,  the  bank  will  be  sold  off  by  the 
new  business-oriented  government 
and  both  shares  will  climb  to  near 
book  value.  That's  what  happened 
when  Credito  Italiano  was  recently 
privatized.  Of  course,  there's  little  to 
assure  holders  of  Italian  savings  shares 
that,  they  will  get  equal  treatment. 
Savings  shares  are  often  explicitly  de- 
scribed as  "nonconvertible"  into  or- 
dinary shares. 

If  you  get  interested  in  investing 
abroad,  learn  about  these  differences. 
The  knowledge  may  put  money  in 
your  pocket — or  keep  your  pockets 
from  getting  picked.  M 
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EXPERTS _ 

WHEN  IT  COMES  TO  NO-LOAD  OVERSEAS  INVESTING,  NOBODY  OFFERS  MORE 
THAN  T.  ROWE  PRICE.  Overseas  investing  can  increase  returns  while  diversifying  port- 
folios. T.  Rowe  Price,  a  pioneer  in  foreign  investing,  helps  you  take  advantage  of  these 
benefits.  We  offer  nine  no-load  interna- 


tional funds,  including  the  International 
Stock  Fund — one  of  the  oldest  and 
largest  international  funds  available. 

Experience  and  expertise.  More 
than  a  decade  ago,  we  teamed  with 
Britain's  century-old  Robert  Fleming 
Holdings,  Ltd.,  to  form  Rowe  Price- 
Fleming,  adviser  to  our  international 
funds.  As  America's  largest  manager 
of  no-load  international  mutual  fund 
assets,  with  access  to  on-site  research 
analysts  worldwide,  Rowe  Price-Fleming 
has  the  extensive  resources  needed  to 
find  investments  with  strong  long- 
term  potential. 

Call  for  a  free  report.  Our  interna- 
tional investing  reports  discuss  factors 
you  should  consider  when  investing 
overseas,  including  currency  fluctu- 
ations, the  volatility  of  emerging 
markets,  and  limited  geographic  focus. 
Along  with  the  prospectus,  these  reports 
can  help  you  choose  the  fund(s)  best 
suited  to  meet  your  investment  goals. 
$2,500  minimum  per  fund  ($1,000  for 
IRAs).  100%  no  load. 


NINE  NO-LOAD  OPPORTUNITIES 

Objective: 

Fund: 

Investment  Focus: 

Growth- 

International 
Stock 

Large  companies 
outside  the  U.S. 

European 
Stock 

European  companies 

Japan 

Japanese  companies 

Aggressive 
Growth 

International 
Discovery 

Small,  fast-growing 
foreign  companies  in 
developed  and  select 
emerging  markets 

New  Asia 

Companies  in  Asia  and 
the  Pacific  Basin, 
outside  Japan 

Latin  America 

Companies  in  Central 
and  South  America 

Income 

Short-Term 

Global 

Income 

High-quality  short- 
term  bonds  and  money 
market  instruments, 
both  foreign  and  U.S. 

Global 

Government 

Bond 

High-quality  foreign 
and  U.S.  Government 
bonds 

Aggressive 
Income 

International 
Bond 

High-quality  foreign 
corporate  and 
government  bonds 

Call  24  hours  for  a  free  report 
about  international  investing 

1-800-541-6215 


Invest  With  Confidence 

TRoweRiee 


cm 


IKMB022846 


nvestmenl  return  and  principal  value  will  vary  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  purchase.  There  is  no  guarantee  that  the  Funds  will  achieve  their 
ibjectives.  Request  a  prospectus  with  more  complete  information,  including  management  fees  and  other  charges  and  expenses.  Read  it  carefully  before  you  invest  or  send  money. 
[  Rowe  Price  Investment  Services,  Inc.,  Distributor. 


OUR  INSURANCE  AND  FINANCIAL  SKILLS  SET  A  CAR  RENTAL  FIRM  ON 
A  FASTER  ROUTE.  While  helping  a  multinational  car  rental  firm  manage  its  complex  U.S.  insurance  needs,  the  AIG 
Companies  were  asked  to  develop  a  cost-effective  plan  far  coverage  throughout  Europe.  Our  captive  management  experts  showed  the 
company  a  new  direction  They  established  a  self-insured  retention  program  and  a  chims-management  system  for  the  firm,  while  our 


ortfolio  specialists  in  London  implemented  a  funds-management  plan  for  the  multimillion-dollar  captive.  Excess  coverage  was 
ritten  by  an  A1G  company  in  Europe.  The  result  was  a  comprehensive  risk  management  program  created  without  sacrificing  either 
fectiveness  or  continuity.  And  another  demonstration  of  how  the  AIG  Companies  provide  the  definitive  response  to  risk. 

•iRI  WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES. 

American  International  Group,  Inc.,  Dept.  A,  70  Pine  Street,  New  York,  NY  10270. 
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A  granddaddy  of  country  funds,  Mexico  Fund, 

having  survived  rough  times,  stands  out  as 

a  conservative  way  to  participate  in  its  nation's  growth. 

Best  of  times, 
worst  of  times 

By  Christopher  Palmeri 


Mexico  Fund  manager  Jose  Luis  Gomez  Pimienta 
What  goes  up  must  slow  down. 


Jose  Luis  G6mez  Pimienta  is  not  big 
on  overstatements.  "We  expected 
volatility  this  year,"  says  the  manager 
of  the  closed-end  Mexico  Fund. 
"What  happened  exceeded  our  most 
pessimistic  projections." 

Gomez  didn't  expect  a  minor  up- 
rising in  Chiapas  to  turn  into  an  inter- 
national media  event,  nor  did  he  ex- 
pect to  see  his  country's  probable  next 
president  assassinated,  with  attendant 
turmoil  and  declines  in  the  markets. 
Yet,  seated  in  his  oak-paneled  offices 
in  Mexico  City's  fashionable  Polanco 
neighborhood,  the  courtly  Gomez 
Pimienta  hardly  seems  ruffled. 

The  Mexico  Fund's  last  year  is 
I  nothing  compared  with  its  scary  first 
f  years.  Gomez  Pimienta,  then  an  in- 
|  vestment  banker  at  Mexico's  Ban- 
|  comer,  launched  the  fund — only  the 
second  single-country  fund  to  regis- 
ter in  the  U.S. — in  June  1981.  His 
timing  was  a  little  off.  Within  15 
months  the  Mexican  debt  crisis  hit,  a 
blatantly  corrupt  president  national- 
ized the  banks,  and  the  peso  lost  85% 
of  its  value.  The  fund's  assets  implod- 
ed from  $112  million  to  $17  million. 

Bloodied  but  unbowed,  Gomez  Pi- 
mienta raised  another  $28  million 
through  a  rights  offering. 

But  things  didn't  get  better.  Living 
standards  declined,  corruption  got 
worse  and  pundits  worried  about 
Mexico's  social  stability.  The  Mexico 
Fund,  which  came  out  at  $12  a  share, 
languished  for  years  at  $3  or  less  on 
the  New  York  Stock  Exchange,  a  veri- 
table orphan.  But  under  Miguel  de  la 
Madrid,  who  assumed  the  presidency 
in  late  1982,  the  country  was  begin- 
ning a  slow  recovery,  culminating  in 
the  free-market  reforms  and  the  Nafta 
treaty  championed  by  his  successor, 
Carlos  Salinas  de  Gortari. 

Gomez  Pimienta  made  it  through 
the  hard  times  and  was  ready  when 
the  bolsa  took  off.  In  the  five  years 
ended  in  December,  the  Mexico 
Fund  averaged  a  49%  compound  an- 
nual return — a  bit  behind  the  overall 
Mexican  market  but  by  far  the  best 
performance  of  any  U.S.  fund,  either 
open-  or  closed-end. 

Along  the  way  Gomez  Pimienta 
managed  to  avoid  at  least  some  of  the 
volatility  that  infects  a  developing 
country's  markets.  As  of  year-end 
1993  the  Mexico  Fund  was  the  only 
fund  among  the  nearly  2,000  Forbes 
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These  12  stocks, 

The  durable  dozen  top  holdings  in  the 


Company/business 

ADR 

 Earnings  per  ADR  

Sales 

Mexico  Fund, 

price 

1993 

1994E1 

($mil) 

should  be  able  to 

Apasco^building  materials 

$1.70 

$2.05 

JbU4 

weather  storms 

Bufptp/pnpinpprinp  and  rnn^tri irtinn 

35.13 

1.59 

2.04 

480 

that  lie  ahead. 

Cifra/retail 

2.67 

n  no 

0.08 

n  1  ft 

0.10 

4,352 

Note:  Earnings 

Comercial  Mexicana/retail 

17.90 

n  in 
U./U 

n  on 
0.90 

2,190 

estimates  could 

Kimberly-Clark  de  Mexico/consumer  products 

20.30 

n  01 
U.ol 

n  qq 
U.99 

985 

swing  widely 

Jugos  del  Valle2/fruit  juices 

4.86 

0.23 

NA 

135 

depending  on 

Grupo  Bancomer/f  inancial  services 

OU.oU 

9  an 

£.01) 

•)  An 

o .  b  u  y 

the  direction 

Grupo  Banacci2/fmancial  services 

7.74 

0.54 

0.66 

2.845 

the  peso  and 

Televisa/media  and  entertainment 

53.48 

1.60 

1.92 

1,829 

interest  rates 

Telmex/telecornmunications 

60.80 

5.20 

6.00 

7,523 

take  in  this 

Tribasa/construction 

27.68 

1.92 

2.16 

707 

election  year. 

Gemex/beverages 

28.84 

1.18 

1.38 

461 

'Average  of  estimates  from  three  brokerage  houses. 

2Not  available  as  an  ADR. 

NA:  Not  available. 

Sources:  S.G.  Warburg:  Companies  Information. 


follows  that  earned  an  A+  grade  in 
both  up  and  down  markets. 

Over  the  past  five  years  Gomez 
Pimienta1s  biggest  scores  were  Cifra 
S.A.,  the  giant  retailer,  whose  stock 
returned  an  eye-popping  97%  com- 
pounded annually;  Telefonos  de 
Mexico,  which  went  up  at  a  93% 
compound  annual  rate;  and  Apasco 
S.A.,  a  cement  and  construction  ma- 
terials producer,  which  delivered  a 
73%  compound  annual  return. 

The  next  five  years  in  Mexico  will 
be  very  different  from  the  last  five. 
"It's  not  enough  to  pick  the  winning 
industries,"  says  Gomez  Pimienta. 
"Competition  means  there  will  be 
losers  even  in  winning  industries.'" 

Take  the  big  retailers.  Gomez  Pi- 
mienta has  sold  off  Gigante,  a  grocer}' 
chain  that  has  had  trouble  swallowing 
a  major  acquisition,  and  Salinas  y 
Rocha,  a  department  store  facing  in- 
creasing competition  for  wealthier 
shoppers. 

He  does  like  supermarket  chains 
Cifra  and  Controladora  Comercial 
Mexicana — two  of  the  fund's  top 
holdings — which  are  investing  in  in- 
ventory controls  and  personnel  train- 
ing. Cifra  has  reduced  its  operating 
expenses  from  23%  to  16%  of  sales 
over  the  last  three  years,  just  a  hair 
behind  Wal-Mart.  Expanding  rapidly, 
both  companies  have  entered  joint 
ventures  to  open  warehouse  stores 
with  U.S.  retailers,  Cifra  with  Wal- 
Mart  and  Comercial  Mexicana  with 
Price/Costco. 

Gomez  Pimienta  is  buying  Bufete 
Industrial,  a  construction  firm  ( 1993 


revenues,  S480  million)  that  is  22% 
owned  by  Dallas- based  Dresser  In- 
dustries. Bufete  dominates  energy 
construction  in  Mexico  and  should 
benefit  from  large  projected  increases 
in  oil  refining  and  power-plant  devel- 
opment. Bufete  is  diversifying  into 
building  factories,  and  a  megahotel 
and  resort  in  Uruguay's  trendy  Punta 
del  Este.  It  is  also  part  of  a  group  of 
companies  modernizing  Mexico 
City's  notorious  water  system. 

As  the  Nafta  treaty  knocks  down 
trade  barriers,  Gomez  Pimienta  ex- 
pects that  consumer  products  will 
turn  cutthroat-competitive.  But  he 
believes  Kimberly-Clark  de  Mexico 
will  be  a  survivor.  The  $985  million, 
43%-owned  subsidiary  of  Dallas' 
Kimberly-Clark  has  been  investing 
heavily  in  new  plants  and  technology, 
evolving  from  a  commodity  paper 
supplier  to  a  major  force  in  things  like 
toilet  paper,  diapers  and  feminine  hy- 
giene products.  In  the  school  note- 
book market,  for  example,  the  num- 
ber of  competitors  has  jumped  from  5 
to  19  in  the  last  three  years.  But 
Kimberly-Clark  has  maintained  its 
lead  through  product  innovation  and 
aggressive  marketing. 

Gomez  Pimienta  is  also  buying  Ju- 
gos de  Valle,  a  juicemaker  whose  Valle 
brand  is  ubiquitous  in  Mexico  City. 
While  Coca-Cola,  Pepsi  and  others 
wage  bloody  cola  wars,  consumption 
of  branded  juice  products  in  Mexico  is 
growing  fast  but  is  still  far  below  U.S. 
levels. 

The  financial  sendees  industry  has  a 
lot  of  gringo  firms  drooling.  Mexican 


banks  earn  returns  sometimes  double 
their  U.S.  counterparts' — which 
would  be  great  if  they  lasted.  Already 
some  28  foreign  banks  have  requested 
permission  to  open  subsidiaries  in 
Mexico.  "Margins  will  have  to  come 
down,"  warns  Gomez  Pimienta.  So 
he  is  sticking  mainly  to  two  of  the  top 
names  in  Mexican  finance:  Bancomer, 
the  biggest  consumer  bank,  and 
Grupo  Banacci,  the  largest  commer- 
cial and  investment  bank.  Both  firms 
are  cutting  overhead  while  investing 
to  improve  customer  service,  and  he 
thinks  their  strong  market  positions 
will  continue  to  make  them  natural 
partners  for  foreign  giants  looking  for 
a  Mexican  beachhead.  Bancomer,  for 
example,  just  created  a  factoring  ven- 
ture with  NationsBank. 

For  most  of  its  history,  the  Mexico 
Fund  has  traded  at  a  sharp  discount  to 
the  value  of  the  stocks  in  its  portfolio; 
in  early  1986  you  could  buy  it  for 
about  60  cents  on  the  dollar.  But  it  hit 
a  substantial  premium  in  1990  and 
again  in  1992.  Today,  trading  around 
29,  the  fund  is  at  a  6%  discount  to  net 
asset  value — not  a  screaming  bargain 
but  certainly  a  solid  long-term  value. 

Note:  This  fund's  net  assets  consist 
almost  entirely  of  unrealized  gains 
($26  a  share).  That's  a  potential  nui- 
sance to  a  taxable  investor.  If  Gomez 
Pimienta  unloads  a  fair  number  of 
those  old  positions,  he  could  create  a 
taxable  capital  gain  for  shareholders, 
even  latecomers  who  have  in  fact 
made  no  money.  Which  makes  it  an 
excellent  choice  for  your  IRA,  where 
taxes  get  deferred.  H 
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Are  you  pessimistic  about  the  dollar?  Need  to  protect 
your  assets  from  creditors?  If  you  answer  yes  to  either 
question,  Swiss  annuities  may  be  your  cup  of  tea. 

Safe  haven 


By  Carolyn  T.  Geer 

Want  to  bet  against  the  dollar  with  a 
conservative  investment  that  gives  you 
tax  deferral  at  die  same  time?  Try  Swiss 
annuities.  These  are  Swiss-franc-de- 
nominated fixed-rate  annuities  issued 
by  Swiss  insurance  companies. 

They're  little  known  on  this  side  of 
the  Atlantic  because  there  are  no 
salespeople  hawking  them.  Can't  be. 
The  Swiss  insurance  companies  sell- 
ing these  products  have  deliberately 
chosen  to  keep  a  low  profile  and 
aren't  registering  them  with  state 
insurance  departments.  But  the  law 
doesn't  say  Americans  can't  buy 
such  policies.  If  a  U.S.  citizen  takes 
the  initiative  and  buys  from  a  Swiss - 
based  broker,  no  law  is  broken. 

"The  analogy  is  to  a  no-load  fund 
back  in  the  Fifties  when  everybody 
else  was  charging  8%,"  says  Adam 
Starchild,  a  tax-haven  consultant  and 
author  of  three  books  on  Swiss  invest- 
ing. "Brokers  didn't  even  tell  people 
there  was  such  an  animal  as  a  no-load 
fund,  so  most  people  didn't  know 
they  existed." 

Swiss  annuities,  underwritten  by 
subsidiaries  of  blue-chip  firms  like 
Swiss  Re  Group  and  Swiss  Life,  func- 
tion like  their  U.S.  counterparts. 
Most  tax  experts  agree  that  as  long  as 
the  investment  meets  the  require- 
ments of  an  annuity  for  U.S.  tax  pur- 
poses— such  as  having  an  optional 
payout  based  on  actuarial  tables — the 
annuity  is  a  valid  tax-deferral  scheme 
useful  for  retirement  savings.  Among 
the  restrictions:  You  can't  withdraw 
money  before  age  S9V2  without  in- 
curring a  tax  penalty,  and  you  can't 
borrow  against  it  without  triggering 
tax  on  your  accumulated  gains. 

How  do  Swiss  annuities  differ  from 
the  domestic  variety?  Mostly  in  the 
bet  against  the  dollar.  In  that  regard 
they  are  akin  to  Swiss-franc-denomi- 
nated bonds.  You  pay  for  the  annuity 


with  a  dollar  check,  which  is  convert- 
ed into  francs  at  the  current  exchange 
rate.  When  you  cash  in,  say,  20  years 
hence,  you  get  a  payout  in  francs  that 
you  convert  back  into  dollars.  If  the 
dollar  has  deteriorated  against  the 
franc  in  the  meantime,  you  get  a 
double  return:  from  interest  paid  by 
the  Swiss  insurer  and  from  apprecia- 
tion of  the  franc  against  the  dollar. 

The  Swiss  franc  yield  is  nothing  to 
get  excited  about.  There's  a  guaran- 
teed interest  rate  of  3.25%,  set  by 
Swiss  law,  and  nonguaranteed  divi- 
dends, which  today  average  1.5%. 
The  total  return  of  Swiss  annuities  in 
recent  years  has  approximated  that  of 
intermediate-  to  long-term  Swiss 
government  bonds. 

Without  the  currency  play  you  will 
do  better  in  long-term  municipal 
bonds — much  better,  in  fact,  because 
the  muni  interest  is  tax-exempt,  while 
the  annuity  gains  are  merely  tax- 
deferred. 

Mark  Skousen,  iconoclastic  econo- 
mist and  author  of  Scrooge  Investing, 
looked  at  the  performance  of  Swiss 
annuities  over  the  25-year  period 
ending  in  1993.  Total  return,  includ- 
ing currency  gain:  9%  a  year  com- 
pounded. "Not  bad  for  a  conservative 


investment,"  says  Skousen. 

It  sure  isn't,  but  there's  no  guaran 
tee  that  the  Swiss  franc  will  appreciati 
against  the  dollar.  In  the  past  year  th 
franc  hasn't  gone  anywhere.  Bot| 
Swiss  and  U.S.  inflation  rates  havi 
been  between  2%  and  3%  recently 
But  so  long  as  the  Swiss  remain  Swis 
and  American  politicians  keep  thei 
passion  for  spending  money,  it's 
pretty  good  bet  that  the  franc  wil 
outperform  the  dollar  over  any  lonj 
period. 

When  you  purchase  a  Swiss  con 
tract,  you  choose  a  date  when  you 
expect  to  start  receiving  annuity  pay 
ments,  but  later  you  may  move  th< 
date  up  or  back,  or  simply  redeen 
your  contract.  Unlike  most  U.S.  an 
nuities,  the  Swiss  variety  has  a  minima 
back-end  load:  If  you  surrender  you; 
contract  within  the  first  year,  you'l 
pay  a  handling  fee  of  about  $350  anc 
forgo  interest.  After  that  you  can  es 
cape  without  penalty. 

To  buy  you  could  call  a  Swis; 
insurance  company  directly,  bu 
you're  likely  to  get  referred  to 
Swiss  broker  who  knows  English  anc 
has  sold  to  Americans,  jml  Swiss  In 
vestment  Counsellors  (telephone  41 
1-363-2510)  and  bh  Consulting  (41 
1-980-4254),  both  in  the  Zuricr 
area,  are  big  in  this  business. 

Most  policies  require  a  minimun 
investment  of  $10,000,  on  which 
you'll  owe  a  1%  federal  (U.S.)  excise 
tax.  The  Swiss  brokers  claim  thei) 
product  is  exempt  from  state  premi- 
um taxes.  You'll  pay  up  to  2%  above 
wholesale  rates  to  convert  your  dol- 
lars. Unlike  a  Swiss  bank  account 
these  annuities  don't  require  a  confes- 
sion on  your  1040,  says  Arthur  An- 
dersen insurance  expert  David  Bohl. 

Part  of  the  pitch  for  Swiss  annu- 
ities is  that  Swiss  law  protects  them 
from  your  creditors  if  you  (revoca^ 
bly)  name  your  spouse  or  child  as 
beneficiary.  It's  an  open  question 
whether  that  will  save  you  if  you  live 
in  one  of  the  states  (a  majority)  that 
don't  permit  such  maneuvers  with 
U.S.  annuities. 

Put  all  your  money  in  Swiss  annu- 
ities? We  wouldn't  advise  it.  But  it's  a 
nice  way  to  get  the  tax  advantages  ofi 
annuities  combined  with  possible 
protection  from  creditors  and  a  long- 
range  insurance  policy  against  insane 
U.S.  economic  policies.  Wt 
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Imagine  an  international  airline  that  gave  your 
money  back  if  it  didn't  arrive  on  time. 

Now  imagine  if  that  airline  only  took  packages. 


o  hundreds  of  cities  around  t  h 


IPS  INTRODUCES  77 
eliver  your  package 

r  free.  Kind  of  makes  you  wish  we  also  took  people,  does 
i  t  ;nk,  call  I  -800-  PICK-UPS.  The  package  delivery  company  more  companies  count  on. 


^INDOWLESS  DESIGN  saves 
nergy.  However,  LET'S  CONSIDER 

RE  GULAR  6s  Thorough 

INSPECTIONS 

cor  STRUCTURAL  FATIGUE. 


.CH    building  may 
inique  in  its  own  right,  yet  there 
certain  critical  elements  that  every 
y  great  one  possesses. 

Comfortable  temperature  and 
nidity  levels.  Soft,  balanced  lighting, 
ely  maintained  appearance.  And,  of 
rse,  superior  structural  integrity. 

At  Johnson  Controls,  our  mission  is 
reate  this  ideal  building  environment. 

Outsourcing  is  a  prime  way  to 
ke  this  happen.  It's  a  tool  whereby 
contract  with  an  outside  company 


to  perform  typically  in-house  services 
that  are  often  quite  distinct  from  your 
core  business.  Outsourcing  helps  lower 
operating  costs  while  allowing  you  to 
tap  into  a  resource  of  specialized  skills. 

With  over  40  years  experience 
in  integrated  facility  management,  we 
have  the  skills  to  manage  an  entire 
building.  Everything  from  the  physical 
plant  to  landscaping. 

We  can  offer  services  like  vibra- 
tion analysis  and  infrared  imaging 
inspection.  Services  that  can  predict 


structural  problems  before  they  occur. 
And  allow  you  to  schedule  maintenance 
so  your  building  works  right  all  the  time. 

As  the  experienced  leader,  we 
realize  that  any  building,  given  proper 
attention,  can  become  a  more  productive 
environment.  There's  no  reason  why  your 
building  can't  achieve  similar  status. 

With  help  from  Johnson  Controls. 
People  committed  to  improving  life  in 
the  great  indoors. 

JfgHNSON 
CONTROLS 
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Myth:  European  firms  have  hidden  reserves  and  under- 
state income.  Reality:  Sometimes  they  overstate  income. 

Buyer  beware 


By  Roula  Khalaf 

For  A  long  time  U.S.  investors  were 
fed  the  line  that  European  stocks  are 
cheap  because  European  companies 
understate  their  earnings.  They  had 
hidden  reserves  or  unconsolidated 
subsidiaries  or  overstated  deprecia- 
tion schedules.  So  what  if  the  price 
looked  a  little  high  in  relation  to 
earnings;  you  were  getting  a  treasure 
trove  in  a  brown  paper  bag. 

Then  came  the  Daimler-Benz 
shock.  As  the  first  German  company 
to  apply  for  a  listing  on  the  New  York 
Stock  Exchange,  Daimler  had  to  re- 
calculate its  1993  earnings  according 
to  U.S.  accounting  standards.  But 
instead  of  looking  better,  Daimler's 
meager  $375  million  income  turned 
into  a  staggering  $1.1  billion  loss. 

"It's  a  myth  that  European  compa- 
nies understate  earnings,"  says  Chris- 
topher Nobes,  an  accounting  profes- 
sor at  Reading  University.  "It  de- 
pends what  country  you're  in,  what 
industry  and  what  year  you're  in." 

Yes,  there  are  hidden  reserves  in 
Switzerland,  Germany  and  Sweden. 
But  that  doesn't  mean  that  there  is 
more  to  these  companies  than  meets 
the  eye.  Loosey-goosey  reserves  cut 
both  ways.  They  could  mean  that  a 
company's  book  value  is  understated. 
But  they  also  could  mean  that  the 
company's  earnings  are  overstated. 
Reserves  tucked  away  in  earlier  years 


Lost  in  translation 

Company  Country  Business 


could  have  been  used  to  paper  over 
last  year's  losses. 

What's  all  this  talk  about  harmoniz- 
ing accounting  rules  across  Europe? 
So  far,  mostly  talk.  A  study  by  the 
U.K.  arm  of  Deloitte  &  Touche 
adapted  one  multinational's  accounts 
to  seven  different  European  coun- 
tries' domestic  accounting  standards. 


Net  profit  for  the  company  ranged 
from  the  equivalent  of  $  1 53  million  in 
Spain  to  $225  million  in  the  U.K. 

More  than  200  European  compa- 
nies trade  in  the  U.S.  as  sponsored 
depositary  receipts.  The  exchange- 
listed  firms  offer  a  reconciliation  of 
their  books  to  U.S.  accounting  princi- 
ples. But  about  two-thirds  of  the 
companies  trade  here  over-the- 
counter  and  thus  need  only  present 
their  books  figured  home-style. 

What  explains  such  wide  fluctua- 


Recent   P/E  

price      reported  adjusted 


to  GAAP 

16.5 

18.4 

16.2 

21. 02 

14.8 

16.4 

12.8 

11.6 

21.8 

11.6 

tions  in  earnings?  Loose  rules  on  com 
tingency  provisions,  for  one  thing.! 
German  companies  smooth  their  in- 
come by  squirreling  away  profits  in 
good  years  and  releasing  hidden  re^ 
serves  in  bad  years. 

Daimler  had  a  horrendous  1993 
So  it  simply  released  $1.6  billion  in 
contingency  reserves  back  into  inj 
come.  This  fictitious  income  would 
never  pass  muster  in  the  U.S. 

Tax  laws  play  a  role,  too.  In  much  of 
Europe  (other  than  the  U.K.  and  thd 
Netherlands),  the  accounts  that  cor] 
porations  prepare  for  shareholders 
must  closely  follow  those  prepared  foil 
the  tax  collector.  So  the  company  is 
motivated  to  overstate  its  deductions 
and  understate  its  income.  Result! 
Companies  depreciate  their  assets  as 
fast  as  they  can.  That  depresses  earn-j 
ings  in  an  asset's  early  years  and  in^ 
flates  them  in  later  years. 

The  nuclear  plants  owned  by  Veba, 
the  German  utility,  are  still  young. 
And  they  are,  for  the  most  part,  writ-j 
ten  off  within  seven  years,  compared 
with  at  least  four  times  that  in  the  U.Sf 
So  Veba's  earnings  are  lower  than 
they  would  be  under  U.S.  rules. 

Veba  is  set  to  lift  the  veil  sometime 
this  year  in  applying  for  a  listing  on  a 
U.S.  exchange.  Analyst  Patrick 
Shields  at  NatWest  Securities  in  Lon- 
don predicts  that  Veba's  earnings 
could  almost  double  when  restated- 
from  a  projected  $19  a  share  this  yea( 
by  German  standards  to  $30  by  U.S 
standards.  Recent  price:  S326. 

U.S.  investors  hold  roughly  15%  oi 
Nestle's  shares  but,  after  toying  with 
the  idea  of  a  U.S.  listing  for  years- 
Nestle  now  says  it  is  not  willing  tc 
redo  its  financials.  Had  it  done  so 
estimates  analyst  James  Stettler  aj 
Enskilda  Securities  in  London,  its 
earnings  would  look  around  1 0%  low- 
er. Two  big  things  would  change 
under  U.S.  accounting.  The  deprecia- 
tion charge  would  fall,  because  here  il 
is  based  on  the  historical  cost  of  an 
asset,  while  for  Nestle  it  is  based  orj 
the.  higher  replacement  cost.  But  i 
different  adjustment  would  send 
earnings  down:  goodwill  amortiza- 
tion. On  its  home  turf,  Nestle  writes 
off  goodwill  (essentially,  the  value  oi 
food  brands)  in  the  year  it  makes  ar 
acquisition;  here,  it  would  be  forcec 
to  turn  the  goodwill  charge-off  intc 
an  annual  hit  to  earnings,  spread  ovel 


BTR                      UK          const,  elec,  indus  &  transport  equip  $6.02 

Cadbury  Schweppes      UK          beverages  &  candies  7.52 

Nestle                    Switzerland  food  &  household  products  803.82 

Union  Bk  of  Switzerland  Switzerland  bank  831.45 

Veba                      Germany     energy,  power  generation,  chemicals  326.07 

'Analysts'  estimates.  2Actual. 

European  earnings  don't  always  improve  when  converted 

to  the  GAAP  (Generally  Accepted  Accounting  Principles)  of  the  U.S. 
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«]994  Four  Soon.  Hottb  LtJ. 


Tke  biggest  news 


in  Singapore 
hotels  is  actually 
rather  small 
mtimate. 


an 


Introducing  Four  Seasons  Hotel  Singapore. 

Witk  just  257  rooms,  we're  kardly  Singapore's  largest  kotel.  But  tke  very  fact  tkat  we're 
small  allows  us  to  attend  to  even  tke  tiniest  details.  Our  concierges  can  fulfill  requests  24  kours 
a  day — from  a  skirt  pressed  witkin  an  kour,  to  a  low-ckolesterol  meal  in  your  room  at  midnigkt. 
Our  Business  Center  is  at  your  service  365  days,  as  is  our  private  Residents  Lounge,  wkere  you 
may  catck  up  on  tke  news  or  collect  your  tkougkts  for  tke  kusiness  day  akead. 
For  truly  kig  news,  tkere's  a  3,000-square-meter  kealtk  cluk,  witk  Singapore's     ^  ^ 
only  air-conditioned  tennis  courts.  Call  your  travel  counsellor  or 

c    0  111111  Four  Seasons  Hotel 

rour  oeasons  reservations  omce  ror  more  details  about  the  hotel  q# 

witk  a  vast  multitude  of  virtues.  Not  tke  least  of  wkick  is  smallness.     a  four  Seasons  •  regent  Hotel 


190  ORCHARD  BOULEVARD,  SINGAPORE  1024  SINGAPORE.  TEL:  (65)  734-1110;  FAX:  (65)  733-0682.  OPENS  JULY  1994. 


Think 

Fixed  Income. 

Think 

Quality. 

Think 

Twentieth 
Century. 


Moody's  lO  rating 

CATEGORIES 


If  you  think  all  fixed  income  funds  are  the  same,  think  again. 
Think  quality,  think  Twentieth  Century.  Twentieth  Century  offers 
a  family  of  12  no-load,  fixed  income  funds  for  investors  who  want 
a  lower- risk  investment  that  seeks  to  deliver  competitive  returns. 

Our  fixed  income  funds  contain  only  securities  that  are  in  the 
highest  four  rating  categories  of  Moody's  Investors  Service,  Inc. 

or  what  are  commonly  known  as 
investment-grade  securities.  One  of 
our  goals  is  to  provide  you  with  the 
return  of  your  money  as  well  as 
the  return  on  your  money.  Unlike 
many  other  funds,  our  fixed  income 
funds  do  not  invest  in  lower-rated 
"junk"  bonds. 

Three  new  funds  have  just  been 
added  to  our  fixed  income  family. 
So  now  you  have  more  choices  —  a  range  of  maturities,  as  well  as 
taxable  and  non-taxable  investment  options.  Call  today  for  a  free 
Fixed  Income  Information  Kit.  This  kit  includes  a  prospectus  with 
more  complete  information,  including  charges,  expenses  and 
minimums.  Please  read  the  prospectus  carefully 
before  investing. 

Call  today,  toll-free: 

1-800-345-2021 

P.O.  Box  419200,  Kansas  City,  MO  64141-6200 


AAA 
AA 
A 

Twentieth  Century 

Fixed  Income 
Investment-Grade. 

BBB 

BB 

B 

CCC 
CC 
C 

Below 
Investment-Grade  or 
Non  Investment-Grade. 

D 
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Investments  That  Work" 


40  years.  Nestle,  an  acquisitive  com- 
pany, has  written  off  nearly  $13  bil- 
lion of  goodwill  since  1985. 

Arguably,  the  Swiss  treatment  oft 
goodwill  gives  investors  a  better  sense 
of  current  profitability.  Indeed,  ana- 
lysts tracking  U.S.  firms  often  add 
back  goodwill  charges  in  arriving  at  ai 
free  cash  flow  figure  for  a  company. 

But  the  treatment  of  goodwill  inj 
the  U.K.  is  decidedly  too  lenient, 
combining,  in  a  way,  the  worst  of  the 
U.S.  and  the  European  accounting! 
systems.  In  the  U.K.  the  acquirer  can 
leave  goodwill  on  the  balance  sheet  as 
brand  names,  trademarks  and  the  like, 
while  not  amortizing  it  at  all.  Says 
Columbia  University  accounting  pro- 
fessor Trevor  Harris:  "U.K.  account 
ing  has  traditionally  been  the  most 
easily  manipulated  of  all." 

So  be  careful  before  pouncing  on  a 
British  food  company  that  seems  to  be 
trading  at  a  low  multiple  of  earnings 
and  book  value.  Grand  Metropoli- 
tan's 1993  net  income  under  U.K., 
accounting,  $920  million,  is  44% 
higher  than  a  U.S.  auditor  would 
allow.  At  home  it  is  spared,  among 
other  things,  a  $215  million  charge 
for  amortizing  goodwill  (Smirnoff, 
Pillsbury,  Burger  King,  etc.). 

It  gets  worse.  Another  U.K.  ac-^ 
counting  rule  allows  a  company  ac- 
quiring another  to  write  off  the  costs 
of  staff  layoffs  and  plant  closings  im- 
mediately against  net  assets,  again 
bypassing  any  hit  to  the  income  state- 
ment. To  pull  off  this  trick,  the  ac- 
quirer need  only  prove  that  the  ac- 
quired business  needed  restructuring 
before  the  buyout.  The  U.K.  authori- 
ties are  now  reviewing  this  rule. 

Another  reason  many  companies  in 
Europe  can  show  better  earnings  has 
to  do  with  the  treatment  of  deferred 
taxes.  U.S.  rules  demand  a  set-aside 
for  future  income  taxes  on  today's 
activities.  In  the  U.K.,  the  Nether- 
lands and  Italy,  a  company  can  gener- 
ally avoid  the  charge  if  it  is  fairly 
confident  that  the  tax  won't  be  paid 
within  three  years.  Partly  for  this  rea- 
son, Fiat  was  able  to  report  earnings  in 
1992  47%  higher  than  it  could  have 
reported  under  U.S.  standards. 

Moral:  Don't  be  too  quick  to  call  a 
European  stock  a  bargain  just  because 
its  P/E  is  lower  than  that  of  a  U.S. 
counterpart.  First  compare  it  with 
other  stocks  in  its  homeland.  Hi 
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Twentieth  Century  for  your  fixed  income  needs. 


Now  over 
65,000 callers have 
discovered  a  new 
investment  option- 
absolutely  Free! 

A  Free  videotape,  options  guide 
and  options  disclosure  document. 
65,000  calls  have  come  in  from 
individual  investors  and  financial 
professionals  for  these  insights  into 
the  Options  Tool. 

Thousands  are  now  learning  about 
all  the  various  options  that  only  options 
can  give  them -from  hammering  down 
investment  security  to  prying  up 
new  profits.  After  looking  at  these 
materials,  many  have  used  options 
for  the  first  time.  And  among  those 

who  were  already  using  options, 

a  number  are  now  putting  them 

to  work  for  their  portfolios  even  more! 

Although  options  involve  risk  and  are 

not  suitable  for  everyone,  if  you  want 

to  discover  the  options  of  stock 

options-and  for  Free-call  now! 


For  your  Free  videotape 
"The  Options  Tool-  Understanding 
Stock  Options,"  options  guide  and 
options  disclosure  document  call 

1-800-952 -TOOL 

or  write,  The  Options  Clearing  Corporation 
440  South  LaSalle  Street,  Chicago,  IL  60605 

The 

Options  Industry 
Council 

American  Stock  Exchange 
Chicago  Board  Options  Exchange 
New  York  Stock  Exchange 
Pacific  Stock  Exchange 
Philadelphia  Stock  Exchange 
The  Options  Clearing  Corporation 


TECHNOLOGY  THAT 
WORKS  FOR  LIFE 


[CHNOUOGY 
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SOMETH  I  I^IG 


Through  commitment, 
innovation  and  an  emphasis 
on  total  quality, 
Samsung  has  become  one 
of  the  world's  fastest 
growing  technology  resources. 
Samsung  is  not  only  on 
the  forefront  of  electronics, 
but  has  received  world- 
wide recognition  for  advances 
in  engineering  as  well. 
Below  are  just  a  few  examples 
of  how  Samsung  quality 
and  technology  are  working 
for  everyone. 

For  more,  write  P.O.  Box  260, 
Ridgefield  Park,  NJ  07660. 
Fax  201-229-6058. 


r  o  ivi/xki 


ELECTRONICS 

199-gram  cellular  phone 

High-definition  TV 

64M  DRAM  semiconductors 

Notebook  PC 

Home  service  robot 

ENGINEERING 

Offshore  oil  and  gas  platform 
Aerospace 

Dozers,  excavators  and  loaders 
Chemicals 

Double-hull  oil  tankers 
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MONEY  GUIDE 

 ■  ■   

So  you  are  thinking  of  going  into  business 
for  yourself  and  working  out  of  your  home. 
It's  not  as  simple  as  it  sounds. 

The  joys 

and  hazards 

of  self-employment 


By  Janet  Novack 

So  you  want  to  convert  your  spare 
room  to  an  office  and  join  the  ranks  of 
the  nation's  3  million  self-employed 
professionals  and  managers?  No  more 
office  politics.  Life  will  be  simpler 
now.  You'll  deduct  everything. 

Well,  not  exactly.  Congress  has  or- 
dained that  we  become  a  nation  of 
bookkeepers,  and  it  places  an  especial- 
ly heavy  burden  on  small  business 
people. 

First,  taxes.  "The  biggest  shock  for 
the  self-employed  is  taxes,"  says  Wil- 
liam Dunn,  a  CPA  with  Coopers  8c 
Lybrand.  "You're  hit  with  both  the 
employer's  and  employee's 
side   of  Social  Security/ 
Medicare  tax.  That's  15.3% 
on  the  first  $60,600  of  net 
business  income,  and  with 
federal  and  state  income 
tax,  close  to  a  50%  rate." 
That's  half  your  income 
gone  and  Congress  hasn't 
finished  with  you  yet. 

In  addition,  some  deduc- 
tions have  been  limited. 
Only  50%  of  business  meals 
and  entertainment  costs 
can  be  deducted,  down 
from  80%  in  1993.  A  1993 
Supreme  Court  decision 
held  that  a  home  office  isn't 
deductible  if  our  income- 
producing  work  is  done 
mostly  on  clients'  premises. 

All  too  often,  keeping 
records  and  figuring  how  to 
take  your  newly  acquired 


deductions  is  a  job  all  its  own.  Take 
your  car:  Deciding  how  to  treat  costs 
for  tax  purposes  is  a  real  mind- bender 
(see p.  214).  Ditto  for  figuring  wheth- 
er to  write  off  a  portion  of  your  home. 
Because  you  can't  roll  over  gains  from 
that  part  of  your  home  used  as  an 
office,  it's  a  bad  idea  to  claim  a  home 
office  if  you  plan  to  move  soon. 

There  is  some  good  news  in  self- 
employment  taxation.  Many  job 
costs,  such  as  professional  dues  and 
convention  fees,  are  only  partly  de- 
ductible to  employees.  That's  because 
they  go  into  a  "miscellaneous"  cate- 


gory' that  can  be  claimed  only  to  the 
extent  it  exceeds  2%  of  gross  income] 
Once  you  have  self-employment  m\ 
come,  however,  many  of  those  same 
deductions  can  go  onto  your  Sched- 
ule C  (Profit  or  Loss  from  Business), 
where  there  is  no  2%  floor. 

Also:  Last  year  Congress  raised  the 
amount  of  office  equipment  you  can 
expense  (as  opposed  to  depreciate) 
from  $10,000  to  $17,500  annually. 

Here  are  some  tips  for  people  going 
out  on  their  own. 

Keep  things  simple.  "People  rushjl 
to  incorporate.  But  in  most  cases  you 
can  operate  as  a  sole  propri- 
etorship filing  a  Schedule 
C,"  says  David  Marcus,  a] 
CPA  in  New  York's  Paneth^ 
Haber  8c  Zimmerman.  Us- 
ing a  corporation,  he  notes, 
adds  $500  to  $2,500  a  year 
in  accountants'  fees,  not  to 
mention  state  charter  fees 
and/or  minimum  corpo- 
rate taxes  ($374  a  year  ini 
New  York). 

Of  course  there  are  bene- 
fits to  incorporation.  Form- 
ing a  Subchapter  C  corpo- 
ration enables  you  to  de- 
duct in  full  your  health 
insurance  premiums.  Sole 
proprietors  and  Subchapter 
S  corporation  owners  have 
been  getting  only  a  25% 
deduction  for  premiums. 

Don't  neglect  retirement 
planning.  Patrick  Mullin,  a 
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Be  your 
own  boss 
checklist 


While  still  an  employee: 

■  Sign  up  to  continue 
your  employer's  health  in- 
surance, then  investigate 
cheaper  alternatives. 

■  Get  a  home -equity  line 
of  credit. 

■  Replace  employer-pro- 
vided term  life  insurance. 

■  Add  individual  disabil- 
ity insurance. 

■  Decide  whether  to  have 
401  (k)  rolled  into  an  IRA. 

■  Review  noncompete 
agreements.  Make  sure  that 
you  can  legally  work  for 
the  clients  you're  count- 
ing on. 

Before  opening  your 
home  office: 

■  Add  riders  to  home- 
owner's insurance  to  cover 
business  property  and 
property  owner's  liability 
for  business- related 
accidents. 

■  Consider  whether  you 
need  other  kinds  of  busi- 
ness liability  insurance. 

■  Check  local  zoning 
restrictions  on  home 
businesses. 

■  Register  for  local  busi- 
ness licenses  and  taxes. 

■  Open  a  separate  check- 
ing account.  Get  software 


to  track  business 
expenses. 

■  Decide  whether,  and 
how,  to  depreciate  your 
home  office,  equipment 
and  car. 

■  Start  saving  receipts  for 
items  that  may  now  be  de- 
ductible: professional 
dues,  publications,  enter- 
tainment and  home  utili- 
ties and  repairs. 

■  Get  irs  Publications 
334  (small  business),  463 
( travel  and  entertain- 
ment), 535  (business  ex- 
penses), 560  (Keoghs 
and  iras),  587  (home 
offices)  and  917  (car 
expenses). 

When  the  money  starts 
coming  in: 

■  Make  estimated  quar- 
terly tax  payments;  don't 
forget  the  15.3%  Social 
Security/Medicare  tax  on 
the  self-employed. 

■  Ask  a  mutual  fund  op- 
erator to  send  Keogh  and 
SEP-IRA  forms. 

■  Make  sure  any  subcon- 
tractors won't  be  consid- 
ered employees  by  the 
IRS.  Penalties  for  misclassi- 
fying  an  emplovee  are 
stiff.  -J.N.  K 


WA  in  Deloitte  &  Touche's  Cleveland 
office,  has  one  executive  client  who's 
leaving  his  company  at  60  with  a 
$500,000-a-year  consulting  deal,  in- 
;ome  from  directorships  and  plans  for 
other  w  ork.  Because  of  his  age  and 
income,  a  defined  benefit  pension 
plan  (which  will  cost  $5,000  in  fees  to 
>et  up,  and  $2,000  per  year  to  main- 
tain) will  allow  him  to  defer  taxes  on 
:lose  to  $200,000  a  year,  says  Mullin. 

But  even  if  you  aren't  in  this  league, 
there  are  breaks  to  be  had.  A  defined- 
:ontribution  Keogh  plan  can  enable 
pu  to  shelter  20%  of  net  income,  up 
to  a  maximum  contribution  of 
530,000  a  year.  Mutual  fund  compa- 
nies such  as  Fidelity  and  Vanguard  set 
jp  standard  versions  of  Keogh  plans 
for  as  little  as  $10  a  year  a  plan. 

Or  consider  using  a  "simplified  em- 
ployee pension,"  or  SEP-IRA.  Here  you 
:an  shelter  13.04%  of  earnings  up  to  a 
maximum  contribution  of  $22,500. 
ifou  can  skip  contributions  any  year 
/oil  like.  One  disadvantage:  In  con- 
trast to  a  Keogh,  a  SEP-IRA  can't  ex- 
:lude  part-time  employees. 

Both  Keogh  and  sep-ira  tax  shel- 
tering is  permitted  on  moonlighting 
income.  That  is,  even  if  you  have  a 
tension  plan  and  a  maxed-out  401(k) 
it  a  salaried  job,  you  can  still  defer 
taxes  on  a  percentage  of  the  net  in- 
:ome  from  a  sideline. 

After  taxes,  the  biggest  issue  for  the 
self-employed  is  health  insurance.  A 
federal  law  allows  departing  employ- 
ees to  stay  in  the  company  health  plan, 
it  their  own  expense,  for  18  months. 
This  sounds  like  a  great  deal,  but  it 
may  not  be.  In  many  states  the  young 
and/or  healthy  can  find  lower  rates 
individually.  And  if  you  don't  run  to 
the  doctor  for  every  little  ache,  you 
may  do  better  buying  a  policy  with  a 
higher  deductible. 

Roy  Wilkinson,  a  Baltimore-area 
consultant,  maintains  a  database  of 
350  health  insurance  companies  and 
550  health  maintenance  organiza- 
tions, many  of  which  cover  the  self- 
employed.  He  tells  of  one  departing 
manager  of  a  large  midwestern  com- 
pany who  found  a  plan  that  doubled 
his  maximum  co-payment  for  doctor 
bills  (from  $1,000  to  $2,000),  while 
cutting  in  half  the  monthly  premiums 
of  $689  he  was  paying  for  his  ex- 
employer's  plan.  (Wilkinson  charges 
$270  to  research  a  health  plan  and  can 


be  reached  at  800-296-3030.) 

If  possible,  don't  quit  your  job 
unless  your  spouse  is  employed  and 
has  a  good  health  plan. 

A  common  mistake  made  by  the 
newly  self-employed  is  neglecting  dis- 
ability insurance.  New  York  fee-only 
insurance  consultant  Glenn  Daily  rec- 
ommends buying  an  individual  non- 
cancelable  disability  policy  before 
quitting  your  job. 

Why?  If  you're  on  your  own,  Paul 
Revere  Insurance  Group,  the  largest 
writer  of  such  policies,  will  want  to  see 
a  year  of  self-employment  income  be- 
fore covering  you.  Even  then  it  will 
charge  rates  up  to  75%  higher  than  if 
you'd  stayed  with  your  firm.  But 
while  you're  still  employed,  it  will  sell 
you  a  small  plan  with  an  option  allow- 
ing you  to  buy  more  coverage  later, 


after  you've  left  your  job,  at  the 
cheaper  rate. 

Next,  think  about  your  401  (k)  be- 
fore leaving.  Do  you  leave  the  account 
with  your  former  employer  or  have  it 
rolled  into  an  IRA?  Leaving  it  behind 
may  be  an  attractive  option  if  it's  well 
managed;  if  you  have  financial  prob- 
lems, it's  better  protected  from  credi- 
tors than  an  IRA  is.  But  if  your  employ- 
er restricts  pre-retirement  access  to 
401(k)  money,  opt  for  the  rollover. 
Be  sure  to  do  the  rollover  in  a  "trustee 
to  trustee  transfer";  if  you  touch  the 
money,  20%  is  withheld  by  the  irs. 

Oh,  yes.  Check  local  zoning  laws 
and  make  peace  with  your  neighbors 
before  setting  up  shop  at  home.  Many 
areas  restrict  home  businesses,  but 
enforcement  is  lax  unless  neighbors 
complain.  ■  I 
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Dividend  reinvestment  plans  offer  a  painless  way 
to  build  up  a  stock  position— if  you  don't  mind 
the  prospect  of  a  lot  of  bookkeeping. 

Paperwork 
nightmare 


By  Richard  Phalon 

A  sixtyish  conservative  investor  we'll 
call  Al  had  for  a  quarter-century 
looked  with  fondness  on  a  clutch  of 
dividend  reinvestment  plan  holdings. 
He  had  signed  up  for  these  plans  that 
use  your  quarterly  dividends  to  buy 
more  shares,  usually  without  a  bio 
kerage  commission  and  sometimes 
even  at  a  discount.  A  painless,  passive 
way  to  build  capital.  He 
owned  AT&T,  Exxon,  IBM, 
and  the  New  York  Times 
Co.  All  but  IBM  showed 
nice  appreciation. 

Al  got  quite  a  shock  this 
year  at  tax  filing  time. 

His  troubles  began  when 
he  sold  600  shares  out  of  his 
New  York  Times  Co.  plan 
last  year  to  cover  an  unex- 
pectedly large  tax  liability. 
In  the  process  he  created  a 
new  tax  problem. 

To  calculate  his  gain  he- 
would  have  to  resurrect  the 
cost  basis  on  more  than  a 
hundred  transactions, 
many  of  them  invoking 
fractions  of  shares  calculated  to  three 
decimal  places.  And  he  would  have  to 
unwind  the  maddening  complica- 
tions of  two  stock  splits. 

Al's  first  mistake:  not  saving  25 
years  of  quarterly  statements  in  one 
place.  Second  mistake:  not  selling  out 
his  entire  Times  Co.  holding,  which 
would  have  mitigated,  albeit  not  en- 
tirely eliminated,  his  accounting 
headaches. 

A  search  through  the  jumble  of 
books,  galoshes  and  the  odd  hockey 
stick  in  Al's  attic  uncovers  statements 
on  dividend  reinvestment  plans  going 
back  only  seven  years. 


That  won't  be  enough  to  ward  off  a 
potential  Internal  Revenue  Sen  ice- 
challenge.  If  you  don't  keep  proper 
records,  the  IRS  assumes  the  worst.  If 
you  sell  securities  or  other  assets  and 
have  no  purchase  records,  the  govern- 
ment is  entitled  to  assume  that  you 
got  them  for  nothing,  and  the  entire 
proceeds  therefore  constitute  a  capital 


gain.  In  this  case  Al  had  documenta- 
tion for  only  a  small  part  of  his  tax 
cost  basis. 

Al  calls  Times  Co.  and  is  given  the 
number  of  the  transfer  agent,  First 
Chicago  Trust  Co.  of  New  York.  First 
Chicago's  man  tells  Al  he'll  be  glad  to 
send  duplicate  statements,  but  only 
going  back  to  1987. 

Al  is  gloomily  contemplating  other 
ways  of  reconstructing  his  cost.  All 
involve  working  backward  through 
two  decades  of  Standard  &  Poor's 
dividend  records.  He  is  preparing  for 
a  penitential  trip  to  the  library. 

Relief  finally  comes  in  the  form  of  a 


call  from  Daniel  McGlynn,  the  Time 
Co.'s  director  of  corporate  informa- 
tion. Apologizing  for  the  confusion 
he  says  l  u  st  Chicago  is  on  the  job;  i| 
turns  out  the  assistant  treasurer  is  ] 
golf  partner  of  one  of  Al's  co-workersi 
First  Chicago  volunteers  to  foragj 
through  microfiches  for  the  missing 
years.  Al  tells  his  accountant  to  file  foj 
an  extension  on  the  1040. 

What,  Al  wonders,  will  happen  if  he 
has  to  sell  shares  acquired  through 
other  dividend  reinvestment  plans! 
He  makes  inquiries.  A  transfer  agenl| 
for  AT&  l  cheerily  tells  Al  he  can  get  I 
reconstruction  going  back  to  1973  M 
"three  or  four  days."  But  higher-upjl 
there  tell  Al  his  statements  can  bejl 
replicated  only  to  1984. 

A  stock  transfer  clerk  for  Exxon  say! 
he  can  produce  records  going  bacl* 
only  to  1979.  But  company  official! 
say  they  can  dig  through  microfiche 
to  1972,  when  the  plan  originated! 
IBM  says  it  can  take  him  back  to  the 
beginning,  but  Al  is  still  waiting  for  J 
printout. 

Al  comes  away  from  thi^ 
tour  with  a  few  words  oj 
advice. 

First,  keep  a  cost- basis 
file  in  your  drawer.  Record^ 
of  your  house  purchase; 
should  be  in  there,  with 
acquisition  price  and  re- 
ceipts for  capital  improve] 
ments.  Your  securities 
should  be  in  there  as  well 
with  original  purchase  tick] 
et  and  documentation  o] 
reinvested  dividends. 

Second,  when  you  sell) 
sell    the   entire  position 
Then  you  can  get  away  with 
having  just  two  entries  on 
your  tax  return.  One  will  be  for  2 
short-term  capital  gain  or  loss,  cover] 
ing  the  last  three  or  four  reinvested 
quarterly  dividends.  The  other  will  bfl 
a  long-term  gain  or  loss,  in  which  the 
cost  is  the  sum  of  your  original  pur- 
chase price  and  all  but  the  most  recent 
dividends. 

Third,  if  you  can,  leave  all  this  stufl 
in  your  estate.  Under  present  tax  law 
the  cost  basis  will  be  stepped  up  tcj 
market  value  at  your  death.  But,  ol 
course,  we  can't  guarantee  that  a  revel 
nue-greedy  Congress  won't  change 
the  law  and  come  after  capital  gains 
at  death.  I 
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Guaranteed  to  make  a  deep  impression 


Omega  Seamaster  120  m. 

Men's  automatic  chronometer 
and  ladies'  watch  in  18K  gold. 

Screw-down  crown,  water-resistant  to  120  m/400  ft. 
Swiss  made  since  1848. 


n 

OMEGA 

rhe  sign  of  excellence 

©1994  Omega.' a  division  ol  IftWif  (US)  Inc. 


TOURNEAU 


New  York  Madison  Avenue-52nd  and  59th  Streets, 
34th  Street-7th  Avenue 
Florida   Palm  Beach-Worth  Avenue,  Bal  Harbour-Bal  Harbour  Shops 
California  Costa  Mesa-South  Coast  Plaza 
1-800-348-3332 


TAXES 

MONEY  GUIDE 

Do  you  use  a  car  in  your  job?  It's  tough  to  get  the  best 
deductions  without  being  driven  crazy  by  the  IRS'  rules. 

Tax  mileage 


By  Janet  Novack 

In  the  early  1980s,  before  Congress 
declared  war  on  luxury  cars,  Red 
Bank,  N.J.  cpa  Douglas  Stives  used  to 
tell  clients:  "Go  buy  the  most  expen- 
sive car  you've  ever  fantasized  about 
and  Uncle  Sam  will  subsidize  it."  His 
advice  today?  Don't  count  on  any 
subsidies. 

Under  the  latest  tax  laws 
it  takes  21  years  to  fully 
depreciate  a  $40,000  car, 
up  from  3  years  in  1983. 
Making  matters  worse, 
Congress  has  built  a  tax 
maze  that  even  salesmen 
driving  subcompacts  must 
navigate. 

You  may  be  able  to  avoid 
the  worst  of  the  mind- 
numbing  rules,  however,  if 
you  opt  for  the  29-cent  so- 
lution. It  allows  many  tax- 
payers to  bypass  part  of  the 
tax  maze  simply  by  deduct- 
ing 29  cents  (in  1994)  for  each  busi- 
ness mile  driven.  Great  for  people 
who  drive  economy  cars;  not  so  good 
for  people  who  drive  luxury  cars. 

Nevertheless,  some  accountants 
advise  even  Mercedes  owners  to  use 
the  flat  deduction.  "I  tell  clients,  'By 
the  time  you  pay  me  to  add  up  all 
these  receipts,  you're  better  off  taking 
the  standard  mileage  deduction,'  " 
says  Atlanta  CPA  Carol  Hammond. 

Here's  another  tip:  If  you  are  an 
employee  who  doesn't  get  a  car  use 
allowance,  get  your  company  to  reim- 
burse you  29  cents  per  mile  for  busi- 
ness instead  of  giving  you  a  raise.  So 
long  as  you  fully  account  to  your  boss 
for  the  business  trips,  the  29-cent 
reimbursement  becomes  tax-free  in- 
come. It  doesn't  go  on  your  W-2  and 
your  employer  owes  no  payroll  taxes 
on  the  amount. 

The  reimbursement  route  is  far  bet- 
ter than  a  system  in  which  you  get  a 
flat  monthly  car  allowance.  A  flat  al- 
lowance counts  as  W-2  wage  income. 


You  can  claim  your  actual  business 
expenses  against  it  only  as  a  "'miscella- 
neous deduction."  Since  miscella- 
neous deductions  are  disallowed  until 
they  exceed  2%  of  adjusted  gross  in- 
come, the  car  expense  deductions 
mav  turn  out  to  be  unusable. 


Whether  you  buy  a  car,  lease  one, 
or  get  one  from  your  employer,  one 
rule  stands:  Only  business,  not  per- 
sonal use,  is  deductible.  Commuting 
to  your  office  is  personal  use,  so  keep 
logs  to  convince  the  Internal  Revenue 
Service  that  your  car  really  was,  say, 
used  80%  for  business.  For  mixed  use, 


a  common  situation,  you  prorate. 

A  corollary  is  that  if  your  emplovql 
gives  you  the  car,  the  value  of  yoiil 
personal  use  of  it  must  show  up  o 
your  W-2  form  as  income.  And  if  th 
car  was  defined  as  a  "luxury  car^ 
when  you  got  it  (worth  more  thai 
$14,200  in  1993),  the  firm  must  rd 
port  the  real  value  of  your  persond 
use  of  the  car  as  income,  not  just  21 
cents  per  mile.  That  real  value  is  likel 
to  come  out  as  a  very  high  number! 
perhaps  50  cents  or  $1  a  mile. 

There  are  two  useful  exceptions  tj 
this  rule.  One  is  that  if  you  use 
company  car  only  for  business  an« 
commuting,  own  less  than  1%  of  th] 
firm,  aren't  a  director  or  elected  offil 
cer   and   earn   less  thai 
$100,000  a  year,  the  comj 
pany  can  simply  add  $3  pel 
workday  to  your  W-2  ti 
cover  the  commute.  Doe 
anyone  still  doubt  that  ta} 
laws  are  made  to  benefit 
lawyers  and  accountants? 

Limitation:  There  mus 
be  some  good  business  rea 
son  for  you  to  have  the  ca| 
at  home — for  example,  yoil 
often  have  to  drive  directly 
from  your  home  to  a  busii 
ness  meeting. 

The  other  exception  i| 
that  if  there's  a  threat  oj 
death  or  kidnapping  stemming  fron) 
your  job,  some  car  perks  aren't  taxed 
So,  for  example,  if  the  chauffeur  ot 
your  Mercedes  is  trained  in  defensive 
driving,  you  pay  taxes  only  on  the 
value  of  the  car  and  not  the  driver. 

If  you  do  track  actual  car  costs) 
here's  what's  deductible,  on  a  prorat 


Partners  take 
the  bus 


YOU'VE  figured  your 
car's  tax  status.  Now  you 
want  to  park  it  at  the  of- 
fice. Oops. 

As  of  1993,  Congress 
deemed  that  any  employer- 
provided  commuter 
parking  worth  more  than 
$155  a  month  would  be 
taxable  income.  (The  num- 
ber will  be  inflation-ad- 
justed for  1994  and  later 
years.) 

This  is  probably  the 
onlv  time  lawmakers  have 


ever  passed  a  law  hitting 
themselves  harder  than 
most  ordinary  folks. 
Overlooked,  however,  is  an 
especially  punitive  provi- 
sion: All  parking  provided 
to  partners  and  owners  of 
Subchapter  S  corporations 
is  fully  taxable,  whether 
it's  worth  more  than  $  1 55  i 
month  or  not. 

One  break:  If  your  pri- 
mary office  is  at  home,  ther 
parking  at  clients'  offices 
is  still  deductible. -I.N.  ■ 
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ay  with  ITT  Sheraton  hotels  on 
isiness,  and  you'll  find  everything  you 
ed.  We  have  desks  with  phones, 
orning  newspaper  delivery,  eoffee 
akers  and  exclusive  Cluh  Level 

STAY  AT  SOME  OF  THE 
WORLD'S  BEST  HOTELS 
AND  GET  A  CHANCE 

TO  STAY  AT  THE 
fORLD'S  BEST  RESORTS 


tors*.  Then  there's  our  world  class 
sorts,  where  you  can  vacation,  play 
If,  or  simply  relax.  And  when  you  join 
T  Sheraton  Club  International,  you'll 
rn  ClublVIiles  toward  free  travel  and 
tel  stays  in  any  of  our  participating 
0  hotels  worldwide.  We're  also  proud 
offer  AT&T  USADirect11  In-room 
ng  Distance  Service  at  most  locations. 
11  your  travel  professional  or  ^ 
T  Sheraton  at  800-325-3535.  «wj 


.if 

$ 


ITT 


Sheraton 


HOTELS 

OUR  WORLD  REVOLVES  AROOND  YOU 


I  a  few  of  ihe  ITT  Sheraton  properties  around  tlie  world:  South  America:  Sheraton  Buenos  Aires  Hotel  &  Towers.  Sheraton  San  Cristobal  Hotel  &  Tower-.  Sheraton  Rio  Hotel  and 
ers  Mexico  &  Caribbean:  Sheraton  Maria  Isahel  Hotel  &  Towers.  Sheraton  Port  l)e  Plaisance  Resort  &  Casino  Canada:  Sheraton  Centre  Toronto  Hotel  &  Towers.  I,e  Centre  Sheraton 
el  &  Towers  Europe:  Sheraton  Park  Tower  Hotel.  l>ondnn.  Sheraton  linissels  Hotel  i\  Towers  Asia:  Sheraton  Hong  Kong  Hotel  e»  Towers.  Royal  Orchid  Hotel  &  Towers.  Bangkok, 
ralon  Grande  Tokyo  Ba\  Hotel  &  Towers,  Sheraton  Fiji  Resort  "Available  at  most  ITT  Sheraton  hotels  in  mapr  U.S.  cities.  ©  1994  ITT  Sheraton  Corporation.  S 


//  you're  looking  to  bring  a  municipal  bond  to  market,  there's  no  longer  a  simple  course  to  follow.  As  the  indm 
evolves  and  needs  change,  finding  new  solutions  and  responding  quickly  are  the  keys  to  serving  clients  better. 

At  AMBAC,  our  business  is  organized  to  do  just  that.  We  have  a  dedicated  group  of  people  who  carefully  monitor  n 
bond  structures  as  they  evolve,  preparing  standards  of  insurability  at  an  early  stage,  so  we  can  respond  promptly. 

When  it  comes  to  new  structures  and  innovative  issues,  our  proactive  approach  gives  us  the  flexibility  and  knowlei 


POINTED, 

[HAT  FLEW, 

)RT  FUNDED, 

V  BOND  INSURED 

LE  WHO  NEVER  STOP 

G  FOR  NEWAPPRQOffX 

uired  to  provide  a  quick  and  informed  response.  And  our  triple- A  ratings  mean  investors  can  feel  confident  when  they  purchase 
\/  security  guaranteed  by  AMBAC.  In  the  future,  we'll  continue  to  lead  the  market  in  finding  creative  solutions  to  the 
illenge  of  issuing  municipal  bonds.  If  you're  looking  for  new  approaches,  let  AMBAC  show  you     mm  ^mm%  mm  gmk 
way.  Call  Tom  Dorsey,  Senior  We  Pres,de,u,  ft*  Finance  U^nto*  AMBIlU 
YOU    HAVE    OUR    WORD    ON  IT 

One  State  Street  Plaza,  New  York,  New  York  10004;  (212)  668-0340 


Still  Paying  Your  Broker 
$100  A  Year  For  An  Asset 
Management  Account? 

Switch  To  The  No-Fee  Fidelity  Ultra  Service  Account 


Compare  the  Fidelity  Ultra  Service  Account 
With  Other  Leading  Asset  Management  Accounts 

Annual 
Fee 

Consoli- 
dated 
Statement 

Worldwide 
ATM 

Access 

No  Trans-  Discount 
action  Fee  Commis- 

Mutual  sions 

Funds 

Checking 

Brokers 
Available 
Weekends 
&  Evenings 

Minimum 
Invest- 
ment 

Fidelity  Ultra  Service  $0 

Yes 

Yes 

Yes 

Yes1 

Yes 

Yes 

$10,000 

Merrill  CMA®  $100 

Yes 

Yes 

No 

No 

Yes 

No 

$20,000 

Smith  Barney  FMA  $100 

Yes 

Yes 

No 

No 

Yes 

No 

$10,000 

Prudential  Command  $100 
Account 

Yes 

Yes 

No 

No 

Yes 

No 

$10,000 

Dean  Witter  AAA  $80 

Yes 

Yes 

No 

No 

Yes 

No 

$10,000 

Today,  many  brokers  are  charging  you  more  than  ever  for  an  asset  management  account.  But  you're  already 
paying  higher  commissions;  why  should  you  pay  so  much  in  extra  fees,  too? 

Now,  you  don't  have  to.  The  Fidelity  Ultra  Service  Account  gives  you  all  the  tools  for  efficient  financial 
management  -  a  wide  range  of  investment  choices,  a  single  consolidated  statement,  checkwriting  and  much  more 
-  but  without  an  annual  fee.  So  you  never  pay  for  services  you  don't  want  or  need.  And  it  only  makes  sense  that 
an  account  designed  to  help  you  stay  on  top  of  your  finances  should  have  complete,  24-hour  account  service. 

Call  Today.  Find  out  why  so  many  investors  are  switching  to  the  Fidelity  Ultra  Service  Account.  Call  our 
financial  representatives  anytime  for  a  free  fact  kit  to  learn  how  Ultra  Service  can  save  you  money  and  help  you 
manage  your  portfolio  the  way  you  want. 

For  Personal  Service,  Visit  a  Fidelity  Investor  Center  or  Call  24  Hours 

1-800-544-6262 


Fidelity  investments 


'Commissions  are  discounted  up  to  76%  compared  to  those  of  full  cost  brokers.  Based  on  April  1994  commission  survey.  Minimum  commission  $38.  Fidelity 
Ultra  Service  is  a  service  of  Fidelity  Brokerage  Services,  Inc.,  161  Devonshire  Street,  Boston,  MA  02  111)  Member  NYSE,  SIPC. 


ed  basis:  almost  all  operating  costs, 
including  gas,  insurance,  repairs,  car 
washes  and  even  auto  club  member- 
ship. You  can  also  depreciate  the  car's 
purchase  price,  supposedly  over  five 
years.  However,  in  a  further  attack  on 
what  it  calls  luxury  cars,  Congress  has 
imposed  annual  dollar  limitations  on 
depreciation  deductions,  starting  out 
at  $2,860  the  first  year  in  1993. 
Hence,  the  21 -year  car  writeoff. 

For  those  who  buy  a  new  luxury  car 
every  two  or  three  years,  this  isn't  as 
bad  as  it  sounds,  because  unused  de- 
preciation deductions  can  be  claimed 
in  a  lump  sum  when  you  sell  the  old 
car.  Say  you  buy  a  1994  Cadillac 
Seville  sls  for  $40,500  (including 
sales  and  luxury  taxes)  and  use  it  100% 
for  business.  After  two  years  you  sell  it 
for  $21,500.  On  your  1996  return 
you  can  take  a  loss  of  $  1 1 ,340  against 
your  income — the  difference  between 
the  true  depreciation  and  the  $7,660 
in  depreciation  you  were  able  to  claim 
for  1994  and  1995. 

But  be  careful  with  luxury  cars.  The 
real  tax  trap  comes  with  trade-ins. 
Then  you  don't  get  to  deduct  the 
disallowed  depreciation  on  the  old 
car;  it  is  simply  folded  into  the  basis  of 
the  new  car.  "Trade-ins  are  the  kiss  of 
death,"  warns  Stives. 

So  here's  our  advice  to  people  who 
drive  good  cars  for  business  purposes. 
Claim  the  standard  deduction;  sell  the 
car  in  a  separate  transaction  when  you 
want  to  trade  it  in;  at  that  time  claim 
the  excess  depreciation,  which  could 
easily  come  to  tens  of  thousands  of 
dollars. 

What  about  leasing  a  car?  You  may 
be  tempted  by  the  come-on  lease  rates 
now  being  offered  on  luxury  cars.  But 
the  taxes  get  more  tangled.  You  must 
track  actual  expenses  to  get  a  deduc- 
tion. Harvey  Berger,  a  CPA  with  Grant 
Thornton,  warns:  "No  matter  what  the 
salesman  says,  leasing  a  car  never  turns 
something  that  isn't  deductible,  like 
commuting,  into  something  that  is." 

So  this  is  what  we  pay  Congress  to 
do  to  us. 

If  you  want  even  more  complexity, 
see  IRS  publications  917  (car  ex- 
penses) and  544  (sales  of  assets). 
Commerce  Clearing  House  has  a  use- 
ful guide,  Cars  Cars  Cars:  Deduc- 
tions, Fringe  Benefits  and  Recordkeep- 
ing ($6.50;   64   pages;  800-248- 
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EXPLORE 
OPPORTUNITIES 
ABROAD. 


With  Janus  Overseas 
Fund.  If  you're 
looking  for  an 
investment  that 
can  really  take 
you  places, 
discover  the 
new  interna- 
tional fund  from 
Janus  -  Janus 
Overseas  Fund. 

Janus  Overseas 
Fund  helps  you  chart  a 
course  to  a  more  diversified 
portfolio.  By  investing  in  for- 
eign markets,  it  allows  you  to 
take  advantage  of  a  world  of 
opportunities  not  available  in 
the  United  States.  The  fund's 
focus  is  on  companies,  not 
countries,  with  solid  future 
growth  potential. 

Best  of  all,  you  don't  need 
a  world  of  money  to  invest  in 
Janus  Overseas  Fund.  You  can 


open  an  account  with 
Janus  for  as  little 
as  $50  a  month 
through  the 
Janus  No 
Minimum 
Initial 

j^F  g  Investment 

Program.®* 
So  if  you  want 
to  embark  on  a  new 
investment  course, 
explore  Janus  Overseas 
Fund.  Call  or  send  in  the  coupon 
today  for  a  free  prospectus  con- 
taining more  complete  informa- 
tion, including  special  risks 
associated  with  foreign  invest- 
ing such  as  currency  fluctua- 
tions and  political  uncertainty. 
Please  read  the  prospectus 
carefully  before  you  invest  or 
send  money. 

BECAUSE  IT'S  NOT  HOW  MUCH 
YOU  INVEST.  IT'S  HOW  SMART. 


JANUS  OVERSEAS  FUND 

P.O.  Box  173375,  Denver,  CO  80217-3375 

1-800-525-8983  Ext.  447 

*Under  the  Janus  No  Minimum  Initial  Investment  Program,  you  authorize 
Janus  to  debit  your  bank  account  $50  or  more  per  month  to  purchase  shares  in 
a  Janus  Fund.  A  plan  of  regular  investing  does  not  assure  a  profit  or  protect 
against  depreciation  in  a  declining  market. 


Funds  distributed  by  Janus  Distributors.  Inc.  Member  NASD. 


I 

Jai 


YES  ■ '  wou'd  I'ke  to  know  more  about 
Janus  Overseas  Fund! 

Name  


Address. 


City/State/Zip. 


Send  to: 
Janus  Funds 
P.O.  Box  173375 
Denver,  CO 
80217-3375 
1-800-525-8983 
Ext.  447 


Janus  Funds  are  no-load  mutual  funds. 
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RETIREMENT  &  ESTATE  PLANNING 

MONEY  GUIDE 


Which  is  best:  an  annuity,  a  lump  sum  of  cash 

or  an  IRA  rollover?  These  are  extremely  important  choices. 

Here  are  some  rules  of  thumb. 


Retirement 
guidebook 


By  Carolyn  T.  Geer 


YOU'VE  SPENT  years  building  up 
$500,000  in  your  employer-spon- 
sored retirement  plan.  Now  you're  65 
and  about  to  retire.  You  are  faeed  with 
some  tough  decisions. 

You  could  take  a  taxable  lump  sum 
ot  $500,000. 

You  could  take  the  same  $500,000 
but  roll  it  into  a  tax-deferred  IRA. 

You  could  take  a  lifetime  annuity  of 
$3,643  a  month.  Which  deal  is  best? 

It  depends.  It  depends  on  your 
health,  your  tolerance  for  risk,  your 
tax  bracket  and  your  desire  to  leave 
money  to  heirs.  "This  may  be  the 
most  enormous  amount  of  money 
you're  going  to  be  dealing  with  in 
your  lifetime,  and  you  can't  afford  to 
make  a  mistake  with  it,"  says  lane 


King,  a  fee-only  financial  planner  in 
Wellesley,  Mass.  "There  are  enor- 
mous tax  implications  and  there's  no 
going  back." 

So  plan  carefully.  There  is  no  simple 
formula  that  will  be  guaranteed  to 
give  you  the  optimum  choice.  But  we 
can  give  you  some  guidelines  that  will 
point  you  in  the  right  direction. 

To  make  the  decision  a  little  sim- 
pler, divide  it  into  two  parts.  The  first 
choice  is  an  actuarial  one:  You  are 
choosing  between  a  lump  sum  and  a 
monthly  payment  for  life.  If  you  go 
for  the  lump  sum,  there  is  a  second 
choice  to  be  made:  between  immedi- 
ate taxation  at  favorable  rates  or  de- 
ferred taxation  at  full  rates. 

Before  going  into  the  intricacies  of 


your  particular  situation,  start  off  with 
these  prejudices:  You  are  usually  bet-j 
ter  off  with  a  lump  sum  than  an 
annuity,  and  you  are  usually  better  off 
deferring  taxes  as  long  as  possible. 

Why  is  the  lump  likely  to  be  a  better 
deal  than  a  monthly  payment?  The 
monthly  payment  guarantees  a  cer- 
tain income  stream  for  life.  To  meet 
that  guarantee,  the  insurer  underwrit- 
ing the  annuity  must  invest  conserva- 
tively— largely  in  intermediate-term 
bonds — and  assume  the  worst  about 
how  long  you  will  live.  For  the  insur- 
er, a  bad  outcome  is  that  you  are 
particularly  healthy  and  live  a  long 
time.  The  result  is  that  annuities  tend 
to  be  priced  on  the  assumption  that 
the  investment  return  won't  be  much 
better  than  5%  or  6%  and  that  the 
customers  are  all  Methuselahs. 

Since  this  is  a  lousy  return  and 
because,  let's  face  it,  you  are  probably 
not  immortal,  you  will  almost  certain- 
ly do  better  by  taking  your  money  in  a 
lump  sum  and  investing  it  in  a  bal- 
anced portfolio  of  stocks  and  bonds. 
You  give  up  a  guarantee  but  in  ex- 
change get  the  expectation  of  a  much 
better  return. 

Yet  there  are  some  people  whol 
might  be  better  off  with  die  annuity.! 
Knowing  there  will  always  be  a  fixed 
monthly  payout  may  give  you  peace 
of  mind.  With  this  option  you  are 
freed  of  investment  management  has- 
sles and  the  worry  that  you  might 
outlive  your  capital  or  lose  it.  But  you 
will  pay  a  high  price  for  this  peace  of 
mind.  You  lose  flexibility,  since  you 
are  locked  into  a  predetermined  pay- 
ment schedule  with  no  access  to  capi- 
tal. You  lose  the  chance  to  pass  assets 
to  your  heirs,  since  the  typical  annuity 
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months, 


Why  a  genius? 
Well,  when  you 
choose  a  DECpc'MXL 
Server  you  give  every- 
one's productivity  a  radi 
cal  boost. 


releases  of  the  Pentium 
chip.  Even  over  to  RISC 
and  our  mind-bending 
Alpha  AXP"  processor. 
5  Volts,  3.3  Volts  —  it 
doesn't  matter.  This 
machine  runs  them  all. 

Of  course,  some 
things  even  a  god  can't 
predict. 


ey  11  call  you  a  genius 


By  combining  an  inte- 
grated Fast/Wide  SCSI  2 
(fastest  link  to  storage 
peripherals)  with  a  PCI 
local  bus  (3  times  faster 
than  EISA),  the  XL 
Server  pumps  data 
through  super  fast.  Files, 
applications,  and  graphics 
snap  onto  the  screen. 

Opt  for  a  Pentium  " 
processor  model  and 


everything  becomes  an 
ultra-productive  blur  — 
especially  in  midrange 
file/print  and  workgroup 
applications. 
But  a  god? 
oure.  After  all,  you 
are  predicting  the  future. 
And  providing  for  it. 

With  XL  Servers, 
there's  plenty  of  room  to 
grow.  7  slots  and  9  bays. 
And  no  screws.  Just  slide 
our  easy-access  side  panel 
out  of  the  way  to 


But  don't  worry.  With 
our  3-year  on-site  limited 
warranty,  we  come  to  you 
if  there's  a  problem.  That 
means  quick  turnaround 
and  less  downtime. 

People  will  probably 
be  impressed  with  your 
choice  of  an  XL  Server  in 
a  lot  less  than  six  months. 

And  in  a  year,  they  'll 
be  downright  grateful. 

Call  1-800-700-5904. 

Please  reference  BEC  when  you  call. 
8:30  a.m.  to  8:00  p.m.  Mon-Fri  ET. 
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Nextyear,  a  god 


get  to  all  of  your  disks  and 
I/O  cards. 

And  if  you  want  to 
upgrade  processors,  that's 
simple,  too. 

Pop  in  one  of  our 
daughtercards  and  go  as 
far  as  you  want  to  go. 
Through  future 
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Beyond  the  box. 


©  DIGITAL  EQUIPMENT  CORPORATION  199-4.  The  DIGITAL  logo  and  DECpc  and  Alpha  AXP  are  trademarks, 
and  Beyond  The  Box  is  a  service  mark  of  Digital  Equipment  Corporation.  Pentium  is  a  trademark  of  Intel  Corporation. 


SPECIAL  ADVERTISING  SUPPLEMENT 


Roosei'elt  Dam  supplies  Greater  Phoenix  with  abundant  water  resources. 


GREATER  PHOENIX:  POSITIONED  FOR  BUSINESS  GROWTH 


The  economic  engine  of  Greater  Phoenix  is  turning 
stronger  than  ever... Population  tripling  in  the  past  two 
decades,  creating  a  spirited  urban  area  of  2.2  million 
people.  Job  creation  leading  the  nation  for  27  of  the  last  30 
years.  Businesses  expanding  into  the  region  at  a  record  pace. 

Fueling  this  growth  is  Greater  Phoenix's  dynamic 
corporate  sector.  Companies  like  Motorola,  which  set  up  shop 
with  five  employees  in  a  small  lab  barely  four  decades  ago,  is 
Arizona's  largest  private  employer  (with  a  staff  of  20,000-plus) 
and  the  headquarters  of  its  important  Semiconductor  Products 
Sector. 

And  Intel,  which  opened  its  first  Greater  Phoenix  operation 
less  than  15  years  ago,  today  employs  more  than  4,300.  This 
spring,  Intel  began  construction  of  the  largest  new  manufac- 
turing plant  in  North  America— a  mammoth,  $1.3  billion  facility 

to  produce  microprocessors. 
Bottom  line:  2,000  new  jobs 
for  Greater  Phoenix. 

The  Motorola  and  Intel 
stories  are  far  from  isolated. 
High-tech  fields — scientific 
instrumentation,  aerospace, 
electronic  components, 
telecommunications  and 
P  SKaflEfe- ^  computers — account  for 
"m  ",()"'"  of  the  manufacturing 

jobs  in  Phoenix  (vs.  16% 
nationally).  These  industries 
find  a  high-caliber  work 
force  in  Greater  Phoenix 
because  of  the  constant  influx  of  well-educated  young  people. 
Employment  in  Arizona  grew  47%  during  the  last  decade — 
third-fasti  st  in  the  nation. 

These  skilled  workers  are  drawn  to  Greater  Phoenix  by 
quality  employers,  an  extraordinarily  diverse  economy,  low 
living  costs  and  high  livabiiity. 


Phoenix  Sky  Harbor  International  Airport 
is  the  nation's  twelfth-busiest  airport. 


Downtown  Phoenix  skuline. 


MOVING  TO  BUSINESS  PROMINENCE 

Supporting  Greater  Phoenix's  rise  to  prominence  as  a 
business  center  is  a  highly  advanced  fiber  optics  network,  a 
new  and  expanding  network  of  freeways,  an  efficient  mail 
system,  and  a  new  $400  million  airport  terminal.  The  terminal 
is  the  gateway  to  the  nation's  twelfth-busiest  airport,  served 
by  more  than  15  major  airlines  and  50  air  cargo  firms,  making 
Greater  Phoenix  one 
of  America's  most 
accessible  regions. 

Combine  these 
factors  with  Arizona's 
favorable  operating 
costs,  abundance  of 
developable  land, 
and  pro-business 
environment,  and  it's 
easy  to  understand 
why  Greater  Phoenix  has  become  one  of  the  nation's  prime 
business  locations  and  home  to  leading  corporations  like  Phelps 
Dodge,  Dial,  Circle  K,  Karsten/Ping,  McDonnell  Douglas 
Helicopter,  and  American  Express  Travel  Related  Services. 

PLENTIFUL  RESOURCES  SUPPORT  GROWTH 

The  unique  assets  of  Greater  Phoenix  assure  the  region's 
continued  growth  for  the  foreseeable  future.  Renewable  sources 
replenish  the  Valley's  major  water  supplies,  assuring  vast 
groundwater  reserves  for  many  generations  to  come.  Water 
sources  include  the  bountiful  Colorado  River,  groundwater 
aquifers  and  six  Salt  River  Project  reservoirs  fed  by  a  watershed 
that  is  larger  than  Massachusetts  and  Rhode  Island  combined. 

Whether  it's  water  or  wafers  for  making  computer  chips, 
Greater  Phoenix  offers  businesses  the  tools  they  need  to 
thrive  and  prosper.  To  find  out  if  your  business  belongs  in 
Greater  Phoenix,  call  the  Greater  Phoenix  Economic  Council 
at  1-800-421-GPEC  (1-800-4214732). 


Greater  Phoenix, 
growing  in  the  right  direction. 


Growth  and  Greater  Phoenix — they're  synonymous. 
The  U.S.  Commerce  Department  predicts  Greater  Phoenix 
will  be  a  national  growth  leader  well  into  the  next  century. 
Just  like  it  was  in  the  last  decade  when  it  was  the  nation's 
second-fastest  growing  region,  becoming  the  18th-largest 
metropolitan  area. 

Greater  Phoenix  also  is  outperforming  the  U.S.  in  job 
growth,  by  building  a  skilled  labor  force  of  more  than  one 
million  workers  that  continues  to  expand  with  one  of  the 
highest  in-migration  rates  anywhere. 

The  phenomenal  growth  of  Greater  Phoenix  has 
made  the  region  attractive  to  a  broad  cross-section  of 
industry.  From  high-tech  manufacturers  like  Motorola, 
Intel,  Honeywell  and  McDonnell  Douglas,  to  customer 
service  specialists  like  American  Express,  AT&T,  Charles 


Schwab  and  Mayo  Clinic,  Greater  Phoenix  has  one 
of  the  most  diverse  economies  in  the  nation. 

Companies  expand  to  Greater  Phoenix  to  take 
advantage  of  the  favorable  business  climate,  competi- 
tive operating  environment  and  quality  of  life.  Greater 
Phoenix  is  a  clean,  modem,  dynamic  region  with  the 
resources  and  commitment  to  continue  growing  and 
supporting  its  business  base. 

To  find  out  how  locating  in  Greater  Phoenix 
can  be  the  right  move  for  your  business,  call  the 
Greater  Phoenix  Economic  Council  at  1-800-421-GPEC. 


Greater  Phoenix  1  A 

ECONOMIC     COUNCIL  gg& 


We'll  point  your  business  in  the  right  direction. 


Cosponsored  by  Salt  River  Project 
Phoenix  i  Mesa      Glendale  »  Tempe      Scottsdale      Chandler      Peoria      Gilbert  ,  Fountain  Hills 
Surprise  i  Goodyear  i  Buckeye  I  Litchfield  Park      El  Mirage      Maricopa  County  Government 
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expires  at  your  death.  And  you  proba- 
bly lose  the  chance  to  keep  pace  with 
inflation;  while  government  pensions 
are  often  fully  inflation  protected,  pri- 
vate-sector pensions  almost  never  are. 

If  all  your  grandparents  lived  past 
95,  you  might  lean  toward  the  annu- 
ity. If  not,  it's  likely  to  be  a  bad 
actuarial  bet. 

John  Blankinship  Jr.,  a  money 
manager  in  Del  Mar,  Calif,  provides 
this  example: 

A  65 -year-old  man  is  offered  a 
choice  between  a  $500,000  lump 
sum  and  an  annuity  paying  $3,643 
per  month  for  life.  (This  is  precisely 
what  an  insurer  in  California  was  of- 
fering recently. ) 

The  retiree  could  take  the  lump 
sum  and,  from  a  combination  of  prin- 
cipal and  interest,  pay  himself  $3,643 
a  month  until  age  81  (which  is  life 
expectancy  for  65-year-old  men).  To 
do  this  he  needs  to  earn  just  4.4%  on 
his  money.  If  he  lives  to  91  (just  15% 
of  65-year-old  men  do),  he  would 
need  to  earn  a  7.5%  return  to  keep 
drawing  the  $3,643  monthly. 

That's  easily  doable.  Long-term 
Treasurys  yield  7.5%.  A  mix  consist- 
ing of  one-third  long  Treasurys,  one- 
third  junk  bond  funds  and  one-third  a 
stock  index  fund  stands  a  very  good 
chance  of  beating  7.5%  over  the  next 
16  years.  This  portfolio  might  return 
less  than  7.5%,  to  be  sure;  but  it  is  safer 
than  a  fixed  monthly  annuity  in  an- 
other respect:  It  has  at  least  a  little  bit 
of  inflation  protection  through  the 
stocks  you  would  own . 

To  get  a  rough  idea  of  what  invest- 
ment return  is  built  into  your  annuity 
offer,  go  to  the  mortality  tables  in  IRS 
Regulation  1.72  to  get  your  life  ex- 
pectancy. Then  plug  this  figure,  the 
monthly  payment  and  the  lump  sum 
into  a  program  that  calculates  annuity 
returns.  You  can  probably  find  the 
necessary  formula  in  a  spreadsheet 
program  or  you  can  do  the  exercise  on 
a  financial  calculator. 

What  if  your  main  pension  asset  is  a 
traditional  defined  benefit  pension 
plan?  This  is  one  with  a  fixed  monthly 
payment  based  on  your  salary  and 
length  of  service.  Your  employer  may 
not  offer  any  lump  sum  option  at  all, 
but  if  it  does,  think  seriously  about 
taking  it.  Digital  Equipment  Corp. 
has  been  allowing  early  retirees  to  take 
their  defined  benefit  pensions  in  a 


lump  sum  after  they  reach  age  55. 
Jane  King,  the  Wellesley  financial 
planner,  has  secured  lump  sum 
payouts  for  lawyers  and  academics, 
including  those  covered  by  Teachers 
Insurance  &  Annuity  Association/ 
College  Retirement  Equities  Fund,  a 
college  retirement  program  that  used 
to  compel  its  participants  to  annuitize 
their  accounts. 

Assuming  you  are  able  to  take  a 
lump  sum  distribution  and  take  our 
advice  and  do  so,  the  next  question  is 
whether  to  pay  tax  on  the  money 
immediately  or  roll  it  into  an  ira  and 
pay  tax  later  as  you  tap  that  account. 


of  the  taxes  by  using  five-year  incomi 
averaging  if  you  are  at  least  59V2.  Wit, 
this  scheme  you  minimize  the  tended 
cy  of  the  lump  sum  to  push  you  int 
higher  tax  brackets.  However,  if  yo 
are  already  in  a  high  tax  bracket  fq 
your  retirement  year,  it  may  nor  d 
much  good.  Five-year  averaging  i 
also  likely  to  lose  its  advantages  if  th 
lump  sum  is  very  large. 

If  you  were  born  before  1936,  yol 
also  have  the  option  of  using  ten -yea 
averaging,  which  is  considerably  mor 
favorable  to  you.  Also,  you  may  h 
able  to  treat  a  certain  portion  of  you 
distribution  as  a  capital  gain,  taxabl 


Lump  it  or  leave  it? 

Distribution  options 

Amount  left 
to  invest 

Annual  aftertax 
income 

If  you  are  going 
to  live  a  long  time, 
which  this  hypo- 
thetical example 
assumes  you 

Lump  sum 

$159,695 

$12,114 

will,  you  are 

Lump  sum  using  5-year  averaging 

194,787 

14,776 

probably  better 

Lump  sum  using  10-year  averaging 

199,230 

15,113 

off  rolling  a 

Lump  sum  using  10-year  averaging 

lump  sum  into 

and  20%  capital  gains  tax* 

201,230 

15,264 

an  IRA  than 

Direct  rollover  into  IRA 

250,000 

16,671 

cashing  out 

'Assumes  $20,000  eligible  for  capital  gams  treatment. 

and  paying  taxes 
up  front. 

The  answer  depends  in  large  part  on 
your  age  and  how  soon  you  plan  to 
spend  the  money. 

"People  who  retire  at  age  55  are 
going  to  need  a  lot  more  money  to 
live  on  than  people  who  retire  at  65," 
says  Grant  Thornton  partner  Judith 
Thorp.  "So  I  tell  them,  if  they  abso- 
lutely don't  need  the  money  immedi- 
ately, they  should  roll  it  over  so  it  can 
continue  compounding  tax-de- 
ferred.'''' Not  to  mention  the  addition- 
al 10%  penalty  tax  that  may  apply  to 
any  distributions  you  receive  before 
age  59%. 

If  you  put  a  lump  sum  into  an  IRA,  it 
can  continue  to  compound  tax  free 
until  you  reach  70V2.  At  that  point 
you  can  take  it  out  slowly — very  slow- 
ly if  you  name  a  beneficiary.  (See  story 
on  page  230  for  how  to  plan  an  estate 
around  an  IRA. )  This  option  makes  the 
IRA  choice  a  good  one  for  the  retiree 
who  can  tap  other  assets  for  a  few 
years  until  he  or  she  reaches  70V2. 

If  you  don't  roll  the  money  into  an 
IRA,  you  declare  the  entire  sum  as 
taxable  income  in  the  year  you  receive 
it.  You  may  be  able  to  blunt  the  effect 


at  a  20%  rate,  and  use  five-  or  ten-yea 
averaging  on  the  balance. 

As  you  see,  there  are  many  choice: 
to  be  made,  and  few  of  them  art 
simple.  For  example,  you  may  us<) 
income  averaging  only  once  in  youj 
lifetime,  and  never  with  IRA  distribu 
tions.  Further,  if  you  keep  only  par 
of  your  distribution  and  roll  the  resl 
into  an  IRA,  you  cannot  use  income 
averaging  on  the  part  you  keep.  See 
irs  Publication  575  (pension  and 
annuity  income). 

Two  other  things  to  think  about 
state  income  taxes  and  the  federal 
pension  penalty  tax.  If  you  live  in  d 
high-tax  state  now  but  will  be  moving 
to  a  low-tax  state  for  retirement,  gq 
for  the  IRA.  The  15%  pension  penalty, 
which  can  hit  retirees  with  lump  sums 
over  $750,000  or  retirement  income) 
over  $150,000  a  year,  is  extremely 
complicated.  If  you  are  prosperous 
enough  to  be  affected  by  the  penalty, 
spend  the  money  to  get  some  profes- 
sional advice. 

Coopers  &  Lybrand  and  T.  Rowi 
Price  have  provided  us  with  figures 
that  show  how  much  of  a  $250,0001 
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The  compl*  recipe 

forfenftn. 


Emery  Worldwide,  a  CF  Company. 
Our  global  air  freight  company. 


To  start,  pack  several  tons  of  seafood  lightly  in  ice.  Place  carefully 
in  the  planes  of  Emery  Worldwide.  Garnish  with  strict  quality-control 
and  split-second  timing.  Now  express  immediately  by  air  to  hundreds 
of  wholesalers  and  restaurants.  That's  not  only  a  recipe  for  fresh 
fish.  It's  a  complete  recipe  for  success. 

At  Emery  Worldwide,  providing  unique  solutions  to  unique 
shipping  needs  is  what  we  do  best.  We  offer  Customer-ization:  the 
flexibility  to  adapt  to  each  customer's  product  and  freight  pattern, 
whether  you  ship  fresh  turbot  or  heavy  turbines,  across  the  country 
or  around  the  world.  That  makes  us  an  important  ingredient  in  your 
competitive  strategy. 
And  as  a  Consolidated  Freightways  Company,  we  can  help  you  operate  more 
efficiently  with  the  most  complete  range  of  services  in  the  industry.  Backed  by 
unparalleled  shipping  management  systems,  and  a  responsive  team  of  professionals 
dedicated  not  only  to  your  satisfaction,  but  to  that  of  your  customers  as  well. 

So  if  you'd  like  to  taste  success  when  you  face  a  freight  transportation  challenge, 
call  Emery  Worldwide.  1-800  HI  EMERY.  We'll  create  a  special  recipe  just  for  you. 


Right  now,  Wausau  is  helping  group  health  and  workers  comp  customers 

curb  costs  with  managed  care  programs.  Emphasizing  claim  accuracy. 
Medical  case  management,  utilization  reviews.  And  cost-effective  provider 
networks. We've  developed  solutions  companies  can  put  to  work. 


WAUSAU 


distribution  would  be  available  to  in 
vest  under  the  various  lump  sum  op 
tions,  and  how  much  aftertax  spend 
ing  money  each  account  would  gen 
erate  per  year  over  25  years.  W 
summarize  these  figures  in  the  tabll 
on  page  224.  The  example  applies  to 
married  couple,  both  age  65.  It  as 
sumes  the  accounts  are  exhausted  bj 
age  90,  the  couple  are  in  a  28%  feders 
tax  bracket,  the  IRA  account  earns  81 
and  the  taxable  accounts  earn  5.81 
after  taxes.  Under  these  assumption 
the  IRA  beats  immediate  taxation  by 
long  shot. 

But  what  if  you  want  or  need  t< 
spend  the  money  before  the  25  year, 
are  up?  The  IRA  choice  may  still  be  th 
best  one.  Bear  in  mind  that  the  mini 
mum  percentage  payout  that  begin 
at  age  70V2  is  only  a  minimum;  ones 
you  pass  59V2,  you  can  take  as  much  a 
you  want  out  of  an  IRA  and  owe  onll 
regular  taxes,  not  a  penalty — up  t< 
$150,000  a  year.  However,  rollin; 
the  money  into  an  IRA  forecloses  th) 
attractive  five-  and  ten-year  averaginj 
options.  So  if  you  do  need  most  of  th| 
money  very  soon,  you  probably  wi| 
do  best  to  use  the  averaging.  Stevel 
Norwitz,  vice  president  at  T.  Row 
Price,  calculates  that  in  a  typical  situa 
tion — assuming  no  15%  penalty  tax-! 
the  crossover  point  is  at  about  fiv 
years.  If  you  will  be  spending  th} 
money  after  that  point,  go  for  the  IRA 

What  about  leaving  the  money  ij 
your  employer's  plan?  Companie 
have  varying  rules  about  this,  bu| 
many  will  hold  your  money  at  least  fa 
a  time.  Company  plans  do  two  thing 
iras  don't:  They  protect  your  asset) 
from  creditors  (Forbes,  June  21 
1993)  and  make  loans.  However,  the 
also  limit  your  access  to  the  monei 
and  your  investment  options. 

But  the  most  important  advice  wi 
can  give  you  is  this:  Don't  jump  intt 
hasty  choices.  "I  ask  my  clients  tj 
wait  a  year,"  says  Jane  King,  th( 
financial  planner,  "because  that  yeaj 
you  retire  is  such  a  year  of  transi 
tion."  Maybe  you'll  spend  more  thai 
you  planned  to,  maybe  less.  Mayb 
you'll  want  to  start  managing  you 
investments  now  that  you  have  mor 
free  time,  or  maybe  you'll  decid 
you'd  rather  spend  the  time  fishin; 
than  poring  over  financial  state 
ments.  Remember,  these  choices 
once  made,  are  irrevocable.  ■ 


Wausau  Insurance  Companies,  2000Westwcxxl  Dr..  Wausau.  WI  54401  1-800-542-5408  A+  A.M.  Best  Rating 
Nationwide  *  Insurance  Enterprise 
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Instead  of  stretching  your 
paycheck  trying  to  impress  the 
neighbors,  you  were  into 
the  INVESCO  Growth  Fund. 

And  now  you  don't  have 
very  many  neighbors. 


If  youVe  been  looking  for  a 
great  way  to  fund  your  retirement, 
the  INVESCO  Growth  Fund  might 
come  up  a  winner  for  you.  it  did 
for  Upper  Analytical  Services.  They 
ranked  it  in  the  top  ten  of  growth 
and  income  funds  for  the  five-year 
period  ended  3/31/94.' 

The  Growth  Fund  seeks  securities 
of  strong.  well-established  companies 
whose  annual  earnings  are  growing 
faster  than  average  the  fund  also  gains 
flexbnjty  by  investing  in  preferred 
stocks.  fixed-income  securities.  and 
short-term  securities. 

While  past  performance  is  no 
guarantee  of  future  results.  invesco 
has  been  helping  investors  like  you 
reach  their  goals  for  over  60  years. 
Call  today  for  a  prospectus  on  this 
fund.  You'll  receive  more  complete 
information,  including  management 
fees  and  expenses.  read  the  prospectus 
carefully  before  you  invest  or  send 
money.  INVESCO.  Just  one  of  the 

SMART  CHOICES  YOUVE  MADE.™ 


INVESCO 
Growth  Fund 

Annualized  return  through  March  31 1994 

One  Year  

7.88% 

three  Year  

1  1 .74% 

Five  Year  

1  5.29% 

Ten  Year  

1  2.90% 

Fifteen  year  

1 3.5 1  % 

Twenty  Year  

1 2.88% 

INVESCO  FUNDS 

800-320-4525 
EXT.327 


HE  FIVE-YEAR  PERIOD  ENDED  3/31/94.  LIPPER  ANALYTICAL  SERVICES  RANKED  THE  FUND  #10  OUT  OF  180  CROWTH  AND  INCOME  FUNDS. 

RETURN  ASSUMES  REINVESTMENT  OF  DIVIDEND  AMD  CAPITAL  GAIN  DISTRIBUTIONS.  INVESTMENT  RETURN  AND  PRINCIPAL  VALUE  WILL  FLUCTUATE  SO  THAT.  WHEN  REDEEMED.  AN  INVESTOR'S  SHARES  MAY  BE  WORTH  MORE  OR 
IAN  THEIR  ORIGINAL  COST.  INVESCO  FUNDS  GROUP.  INC..  DISTRIBUTOR. 


KMIKtMtM  &  fcblAlt  PLANNINU 

MONEY  GUIDE 

You  could  pay  a  financial  planner  $3,000  to  tell  you 

to  save  more  for  retirement,  or  you  could  have 

your  personal  computer  give  you  the  lecture  for  only  $15. 

Calculated  thrift 


By  David  C.  Churbuck 

DON'T  COUNT  ON  Social  Security;  the 
government  could  take  it  away.  Infla- 
tion and  taxes  are  the  real  enemy,  so 
don't  leave  them  out  of  any  calcula- 
tion of  your  retirement  plan.  Save  at 
least  10%  of  your  annual  gross.  The 
younger  you  are,  the  more  risks  you 
should  take  with  your  IRA. 

You  can  get  all  these  sermons  on 
retirement  savings  from  a  $125-an- 
hour  financial  planner.  If  you  have 
substantial  assets  or  a  complicated 
balance  sheet,  the  expert  will  proba- 
bly run  up  a  bill  for  at  least  24  hours. 
That's  $3,000  less  you'll  have  to  save. 

Or,  you  could  get  the  same  stern 
lecture  from  a  cheap  personal  com- 
puter program. 

We  looked  at  eight  retirement  plan- 
ning programs  available  for  IBM-com- 
patible computers.  We  have  our  fa- 
vorites, but  even  the  weakest  of  the  lot 
isn't  a  bad  investment,  if  otherwise 
you  would  have  done  nothing  and 
ended  up  in  the  poorhouse. 

Before  running  these  programs,  as- 
semble such  items  as  your  Social  Secu- 
rity Administration  earnings  history,  a 
projection  of  benefits  from  your  com- 
pany retirement  plan,  and  balances  for 
your  assets  like  thrift  accounts  and 
liabilities  like  mortgages.  Don't  be 
fussy.  Given  the  huge  uncertainty 
with  your  corporate  pension — name- 
ly, will  you  keep  working  for  that 
employer? — it  doesn't  make  sense  to 
sweat  over  the  exact  figures  for  your 
salary  history. 

We  tried  three  $15  programs  of- 
fered by  mutual  fund  vendors  (T. 
Rowe  Price,  Vanguard  and  Fidelity 
Investments).  Good,  no-frills  intro- 
ductions to  the  effects  of  compound 
growth  and  inflation  on  your  wealth. 
They  all  follow  an  interview  format; 
you  can  dive  in  without  reading  any 
manual.  Fidelity's  has  the  best  tutorial 
for  beginners,  Vanguard's  the  best 


charts,  Price's  the  most  cumbersome 
data  entry.  If  you  are  a  customer  of 
one  of  the  three  already,  go  with  that 
company's  program.  If  you  aren't, 
then  it's  a  toss-up  between  Vanguard 
and  Fidelity. 

Next,  we  tried  three  retirement 
planners  bundled  inside  integrated 
personal  finance  programs:  Quicken 
3.0,  Managing  Your  Money  for  Win- 


ic  financial  planners  on  the  market 
Rich  and  Retired  is  the  most  sophisti 
cated  of  any  of  the  planners  we  tested 
but  also  the  only  one  that  require) 
time  with  the  instruction  manual 
Most  PC  planners  simply  assume  thj 
user  will  need  70%  of  working-year) 
income  during  retirement;  Rich  an« 
Retired  forces  you  to  think  about  ho\i 
you  will  spend  money  when  you  art 


Software  for  the  golden  years 


Product 

Vendor 

Telephone 

Price* 

Managing  Your  Money 

MECA  Software 

800-820-7458 

$80 

Quicken  3.0 

Intuit 

800-624-8742 

70 

Wealthbuilder 

Reality  Technologies 

800-346-2024 

70 

Rich  and  Retired 

DataTech 

800-556-7526 

60 

Retirement  Thinkware 

Fidelity 

800-457-1768 

15 

Retirement  Planning  Kit 

T  Rowe  Price 

800-541-4041 

15 

Retirement  Planner 

Vanguard 

800-876-1840 

15 

Easy  Money  Plus 

Money  Tree 

503-929-2140 

500 

All  of  these  pro- 
grams require  an 
IBM-compatible 
computer.  Check 
with  vendor  for 
Macintosh 
versions. 


*Suggested  retail. 


dows  and  Wealthbuilder.  Each  of 
these  programs  constitutes  some- 
thing of  a  financial  religion  to  its 
users,  requiring  a  commitment  in 
record-keeping,  budgeting  and  learn- 
ing how  to  use  the  program. 

If  you  are  already  a  disciple,  stick 
with  that  program  for  retirement 
planning.  If  not,  Wealthbuilder  is  the 
best  choice,  despite  the  fact  that  it  is 
the  only  one  of  the  three  not  yet 
available  in  a  Windows  version. 
Wealthbuilder  offers  specific  advice 
on  where  to  put  your  money,  and  can 
be  used,  via  Reuters  Money  Network, 
to  download  on-line  research  and 
stock  pricing  data.  (For  more  on  the 
on-line  scene,  see  the  section  of  this 
Money  Guide  entitled  Computerized 
Investing.) 

There  are  several  retirement-specif- 


retired.  Biggest  shortcoming:  no  id 
vestment  advice. 

Easy  Money  Plus  is  aimed  more  a 
professional  financial  planners.  It" 
too  expensive  ($500)  and  requires 
copy  of  Lotus  1-2-3.  But,  unlike  am 
of  the  other  programs,  it  takes  inn 
account  variables  such  as  disability  o 
the  death  of  a  spouse. 

If  there's  a  pitfall  to  having  a  com) 
puter  do  your  planning,  it's  that  yoi 
will  get  an  illusory  sense  of  precisioi 
from  the  machine.  How  can  yoi 
know  that  you  should  be  saving  exact 
ly  $1 ,544  a  month  if  you  can't  predic 
whether  you  will  get  promoted  a 
divorced  or  subjected  to  another  bou 
of  double-digit  inflation? 

But  if  the  software  persuades  you  to 
save  more  than  you  are  saving  now) 
it's  money  well  spent.  ■ 
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t  Republic  we  reduce  risk  by  sharing  information. 


Hfxt  Republic  National  Bank,  we  know  that 
the  indrv  icfuaTs  decision  is  only  as  good  as  the  information 
that  helped  foriu  that  decision. 

So  we  bring  together  a  team  of  market  and  credit  ana- 
lysts to  share  information  and  assess  risk  before  borrowing, 
lending  or  investing  funds.  Charged  with  Republic  Bank's 
most  important  mission — protect  our  depositors'  funds, 
this  "safety  first"  philosophy  earns  us  the  respect  of  the 
financial  community.  Lazard  Freres  &  Co.,  Equity 
Research,  wrote:  "Over  the  last  27 years,  the  bank  has  devel- 
oped an  excellent  reputation  for  private  banking  capabilities, 
dedication  to  the  depositor,  and  risk-averse  banking  practices. 
The  bank  is  unrivaled  among  its  peers  in  asset  quality,reserves 
for  loan  losses,  and  equity -to -risk  assets. " 

Working  together  to  protect  the  bank's  custorners  helps 
keep  Republic  strong. 

For  more  information  about  Republic  National  Bank, 
call  1  800  REPUBLIC.  Outside  the  U.S.  (212)  221-6056. 

^  Republic  National  Bank 
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HtllHtlYltHI  &  tSIHIt  KLHNNINU 

MONEY  GUIDE 


People  with  big  IRAs  should  do  some  serious 
estate  planning.  Right  now. 

C  iillision  course 


By  Laura  Saunders 

This  article  is  not  going  to  be  easy 
reading,  try  as  we  did  to  make  it  so. 
Don't  blame  lis.  Blame  those  con- 
founded people  in  the  Treasury  De- 
partment and  congressional  tax-writ- 
ing committees  who  sadistically 
smother  us  in  tax  complexities  that 
even  accountants  have  trouble  under- 
standing. But  don't  be  put  off.  Failure 
to  read  and  understand  what  we  have 
to  say  could  be  extremely  injurious  to 
your  financial  health. 

Deep  breath  and  begin.  .  .  . 

Slowly  but  surely,  it's  dawning  on 
taxpayers  that  if  they  plan  carefully, 
their  Individual  Retirement  Arrange- 
ments can  outlive  them  by  years  or 
even  decades.  Assets  in  these  long- 
lived  iras  grow  long  after  the  original 
owner's  death,  bringing  heirs  lots  of 
extra  tax-deferred  compounding. 

But  we  repeat:  You  must  plan 
ahead.  Uncle  Sam's  convoluted  tax 
laws  create  a  conflict  between  two 


w  orthy  goals:  minimizing  estate  taxes 
and  maximizing  ika  deferral. 

Although  the  hurdles  affect  many 
folks,  they  are  highest  for  affluent 
married  couples  where  one  spouse 
brought  home  most  of  the  bacon. 
Specifically,  married  couples  who 
have  ( 1 )  total  assets  under  about  $1.5 
million,  and  (2)  the  bulk  of  their 
assets  in  an  ira  owned  by  one  spouse. 
Says  Bruce  Steiner,  a  lawyer  with 
Weinberg,  Kaplan,  Wolff  &  Cohen  in 
New  York:  "The  assets  arc  large 
enough  to  be  taxed  heavily,  but  small 
enough  so  planning  is  difficult." 

To  see  why,  look  first  at  estate- 
taxes.  Each  individual  gets  one 
$600,000  exemption  from  them; 
above  that,  rates  start  at  a  hefty  37% — 
not  counting  state  surtaxes.  But  a 
married  couple  that  wants  both  ex- 
emptions must  do  fancy  legal  foot- 
work, because  the  law  is  written  so 
that  if  one  spouse  dies  and  leaves 


everything  to  the  other,  the  couple 
will  lose  one  $600,000  exemption. 

To  get  both  exemptions  the  couplii 
must  divide  their  assets  so  that  each 
owns  $600,000  worth  separately, 
Then  each  arranges  for  his  portion  tq 
go  into  a  trust  if  he  or  she  dies  first] 
The  trust  usually  pays  income  and,  il 
it's  needed,  principal  to  the  survivor 
after  whose  death  the  remainder  goes 
to  other  heirs.  This  maneuver,  called  aj 
"credit  shelter"  or  "bypass"  trustj 
allows  $1 .2  million  of  assets  to  escape 
estate  taxes,  saving  about  $250,000. 

Lots  of  paperwork?  Serious  lega| 
bills?  Yes,  but  worth  it. 

Now  see  what  happens  to  this  strat-j 
egy  if  the  couple  has,  say,  $1.3  million 
of  assets  with  $1  million  of  that  in  a 
rollover  IRA  from  the  husband's  pen- 
sion plan — a  fairly  common  situation. 

If  the  couple  wants  to  split  the  ira 
assets  to  use  both  estate  tax  exemp- 
tions, there's  a  problem:  Whatever 
the  husband  gives  the  wife  is  treated  as1 
coming  out  of  the  ira,  and  when 
money  comes  out  of  an  IRA,  it  is 
taxable.  And  once  it  comes  out,  id 
can't  go  back  in.  End  of  income  ta» 
deferral.  That's  a  stiff  price  to  pay  for 
avoiding  estate  taxes  down  the  road. 

Suppose  instead  that  the  couple 
leaves  the  IRA  intact.  The  good  news  is| 
that  if  the  husband  dies  first,  the  wifq 
can  take  over  the  lR-\  and  even  name 
younger  heirs,  which  allows  the  assets 
to  compound  for  years  after  hen 
death.  The  bad  news  is  that  the  couple) 
then  loses  one  of  the  $600,000  estate] 
tax  exemptions. 

What  to  do? 

Aside  from  doing  nothing — which 
is  a  real  option — there's  an  easy  way 
and  a  hard  way,  neither  one  foolproof! 
The  easy  way  will  spare  you  some  legall 
bills  but  could  cost  your  heirs. 

It  is  to  put  the  $300,000  ofnon-lR| 
assets  in  the  name  of  the  spouse  with-[ 
out  the  ira — usually  the  wife.  If  she 
dies  first,  then  the  couple  will  succeed 
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n  sheltering  $900,000  of  assets  from 
state  taxes. 

A  complication  arises  if  the  only 
ignificant  asset  outside  the  IRA  is  a 
louse.  Let's  say  it's  the  husband  who 
5  deeding  away  ownership.  The  wife's 
pi  could  specify  that  he  gets  to  live  in 
he  house  as  long  as  he  lives.  That  still 
;eeps  the  house  out  of  his  estate. 

But  what  if  the  husband  dies  first? 
Tie  wife  would  inherit  his  total  IRA. 
ihe  could  name  younger  heirs  to 
•rolong  the  ira,  but  her  husband's 
1600,000  exemption  would  be  lost — 
oo  bad  for  the  heirs!  Or  the  husband 
ould  leave  a  portion  of  the  ira  to  his 
rife,  and  the  rest  to  other  heirs — say, 
heir  grandchildren.  That  would  min- 
mize  estate  taxes,  but  could  leave  the 
pouse  short  of  assets. 

Now  for  the  hard  way,  where  you 
ttempt  to  have  your  cake  and  eat  it, 


XA  dos  and  don'ts 


too.  Here  you  are  trying  to  preserve 
the  ira  and  prolong  its  tax  deferral 
while  minimizing  estate  taxes. 

Here's  how  it  works.  We'll  suppose 
that  the  partners  are  close  in  age,  that 
they  correctly  guess  that  the  husband 


will  die  first,  and  that  the  husband 
owns  the  $1  million  ira. 

First,  shift  the  $300,000  of  non-IRA 
assets  to  the  wife,  as  above. 

Then  the  husband  splits  his  IRA.  A 
piece  equal  to  the  estate  tax  exemp- 
tion— $600,000 — remains  in  one 
IRA,  which  names  as  its  beneficiary  a 
trust.  The  trust,  in  turn,  names  the 
wife  as  beneficiary  during  her  lifetime 
and,  at  her  death,  other  heirs.  This 
move  gives  the  wife  the  use  of  the 
$600,000  but  keeps  the  principal  out 
of  her  estate.  When  the  ira  makes  a 
required  annual  distribution,  the 
payout  goes  into  the  trust. 

If  the  wife  needs  spending  money, 
the  trustee  distributes  the  ira  payout 
to  her  and  she  pays  income  tax  on  it. 
Alternatively,  she  can  leave  the  money 
inside  the  trust  and  let  the  trust  pick 
up  the  tax  bill.  The  advantage  to 


UlE  you  interested  in 
laving  an  ira  compound 
or  years  after  your  death? 
'Ian  carefully  and  get  ex- 
>ert  help  with  this  murky, 
nd  still -evolving,  area  of 
he  law. 

The  fundamentals: 

First,  you  prolong  an 
RA  by  minimizing  the  re- 
tired payouts.  Note:  A 
ninimum  is  always  a  mini- 
num — nothing  stops 
ou  from  taking  out  more 
noney  if  you  need  it. 

The  minimum  payout 
s  calculated  from  your  life 
xpectancy — or  from  a 
oint  life  expectancy,  if  you 
lame  an  heir  for  the  ac- 
ount.  A  joint  life  expectan- 
:y  is  a  prediction  of  how 
ong  it  will  be  before  the 
econd  of  a  twosome  dies, 
nd  it  is  always  longer  than 
he  life  expectancy  of  ei- 
her  person  alone.  So,  in 
he  ira  business,  heirs — 
specially  young  ones — are 
.  good  thing  to  have. 

Unless  the  IRA  heir  is 
he  owner's  spouse,  howev- 
er, the  irs'  minimum 


payout  formula  takes  ac- 
count of  only  ten  years  of 
age  difference  between  heir 
and  owner  while  the 
owner  is  alive.  Meaning:  If 
you  are  70  and  your  heir 
is  2,  the  joint  life  expectan- 
cy is  calculated  as  if  the 
heir  were  60. 

The  amazing  thing  is 
that  after  your  death,  the 
life  expectancy  from 
which  minimum  payouts 
are  calculated  can  revert, 
with  some  adjustment,  to 
the  full  life  expectancy  of 
the  heir  at  the  time  the 
minimum  payouts  were 
first  calculated.  Using  the 
above  example,  if  you  die 
at  age  75  and  your  heir  is 
now  7,  the  ira  distribu- 
tions can  be  stretched  out 
over  71  years. 

Second  rule:  The  own- 
er must  choose  ira  heirs  by 
the  "required  beginning 
date"  for  distributions. 
That  deadline  is  Apr.  1  of 
the  year  following  the  year 
in  which  the  owner  turns 
70V2.  The  only  exception  is 
if  a  spouse  inherits  an  IRA; 


then,  no  matter  what  age, 
the  spouse  gets  a  fresh 
start  and  can  pick  new  heirs. 
That  starts  the  distribu- 
tion clock  running  again. 

When  beginning  re- 
quired distributions,  the 
owner  must  also  decide 
whether  to  use  the  "recal- 
culation" method,  in 
which  life  expectancy  is  re- 
figured  each  year,  or 
"term  certain,"  in  which 
life  expectancy  is  figured 
only  once.  Even  more  con- 
fusing, the  owner  who 
opts  for  joint  life  expectan- 
cy may  choose  one  of 
these  methods  for  himself 
and  the  other  for  his 
spouse. 

But  absent  unusual  cir- 
cumstances— such  as  really 
bad  health  or  very  long- 
lived  genes — the  best 
choice,  says  Bruce  Tem- 
kin,  an  actuary  with  Louis 
Kravitz  &  Associates  in 
Encino,  Calif.,  is  usually  to 
take  payouts  based  on  a 
joint  life  expectancy  that 
uses  recalculation  for  the 
owner  and  term  certain  for 


the  spouse.  If  your  heir 
isn't  your  spouse,  irs  rules 
automatically  channel 
you  into  choosing  term  cer- 
tain for  the  heir.  Be  sure 
to  spell  this  out  in  a  letter  to 
the  IRA  administrator  be- 
fore hitting  that  required 
beginning  date. 

Finally,  if  you  are  trying 
to  prolong  the  life  of  an  ira, 
beware  of  uninformed  ad- 
ministrators, CPAs  and  law- 
yers. They  are  legion,  says 
lawyer  Seymour  Goldberg 
of  Goldberg  &  Ingber  in 
Garden  City,  N.Y.,  and  they 
don't  know  that  small 
technical  mistakes  can  spell 
death  for  an  ira.  He  cites 
the  example  of  a  big  broker- 
age firm  he  found  re- 
questing all  children  that 
were  heirs  of  IRA  owners 
to  substitute  their  own 
names  for  those  of  the 
original  owners  on  the  ac- 
counts. "The  firm  had  no 
idea,"  Goldberg  says,  "that 
such  a  move  would  cause 
immediate  distribution 
and  taxation  of  all  the 
assets."  -L.S.  H 
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mmo  your  job? 
DONT  LEAVE  20%  OF  YOUR 
RETIREMENT  MONEY  REHIND 


Managing      /  ^!cid'ng 
Your  /iS?,a,T°Do 
Retirement  /  ™'Oi  Vour 
Distribution/  ^0n>pany 


Mo, 


Oey 


Free  T.  Howe  Price  kit  helps  you  protect  your  retirement  savings 

If  you're  leaving  your  job,  choosing  what  to  do  with 
your  retirement  plan  payout  may  be  one  of  the  most 
important  decisions  you'll  make.  And  current  law 
makes  your  choices  more  complicated — and  more 
important — than  ever.  Depending  on  your  decision,  the 
IRS  could  withhold  20%  of  your  retirement  money. 

We  help  you  know  all  your  options.  Our  up  to  date 
kit  can  help  you  understand  all  your  options.  In  plain,  straightforward 
language,  we  give  you  the  accurate,  detailed  facts  you  need  to  help 
decide  what's  best  for  you.  And,  with  our  free  Direct  Rollover  Service, 
we  can  coordinate  your  request  directly  with  your  previous  employer, 
if  you  so  choose. 

Call  for  more  information  and  a  free  kit 

1-800-541-6428 


Invest  With  Confidence 

T.RoweRice 


T.  Rowe  Price  Investment  Services,  Inc.,  Distributor. 


MUTUAL  FUND  INVESTORS! 

TURN  TO  PAGE  243 
FOR  VALUABLE  INFORMATION 
ON  MUTUAL  FUNDS 


Many  of  today's  leading  funds  use  the  FORBES  MUTUAL  FUNDS 
PORTFOLIO  to  make  their  prospectuses  available  to  readers.  Simply 
call  the  800  numbers  listed  in  the  section  or  mail  back  the  postage- 
paid  reply  card  provided. 

Don't  miss  this  easy  and  convenient  way 
to  get  the  mutual  fund  information  you  need. 


leaving  income  inside  a  trust  is  that  ill 
can  thereby  escape  estate  taxes  at  hejl 
death.  The  disadvantage  to  leaving! 
taxable  income  inside  a  trust  is  thall 
income  tax  rates  for  trusts  are  puni-l 
tively  high. 

The  ira  trust  uses  the  husband's 
estate  tax  exemption  while  allowing! 
the  wife  access  to  the  money.  And  thel 
trust  can  be  set  up  so  that  after  hisl 
death  the  IRA  can  last  as  many  years  a>| 
the  wife's  life  expectancy  in  the  year  I 
when  the  husband  would  have 
reached  age  70V2. 

In  other  words,  if  she  dies  ten  yead 
before  the  actuarial  tables  predict,  the 
IRA  can  run  for  ten  more  years  for  the 
other  heirs'  benefit. 

Let's  recap:  The  IRA  had  $1  million 
in  it  and  $600,000  was  willed  to  a 
trust.  What  about  the  remaining 
$400,000?  The  husband  would  leave 
this  portion  directly  to  his  wife.  At  his 
death,  she  would  assume  ownership 
of  the  IRA,  get  a  fresh  start  and  name 
new  beneficiaries  for  this  money, 
which  means  it  can  compound  for 
years  after  her  death. 

What  if  the  wife  defies  the  actuarial 
tables  and  dies  first?  Then  her  estate 
will  get  $300,000  of  estate  tax  exemp- 
tion; the  rest  will  go  unused.  If  the 
husband  hasn't  reached  701/2,  he  can 
name  new  younger  heirs  such  as  chil- 
dren, grandchildren  or  anyone  else  to 
keep  the  IRA  going  long  after  his 
death.  But  if  he  is  over  70V2  when  she 
dies,  the  original  expectancy  prevails. 

If  you  do  opt  for  IRA  estate  plan- 
ning, beware  that  it  is  a  legal  mine- 
field. Michel  Kaplan,  a  lawyer  with 
Sherrard  &  Roe  in  Nashville,  notes 
that  it's  possible  to  kill  an  IRA  simply 
by  designating  any  portion  going  into 
a  trust  as  a  certain  dollar  amount 
instead  of  as  a  fractional  interest.  Like- 
wise with  an  IRA  that  by  mistake 
names  the  owner's  estate  as  its  heir, 
instead  of  a  person  or  a  trust.  See  what 
we  mean  about  needless  complexity? 

There's  another  way  to  look  at  all| 
this.  You  can  say  to  yourselves  that 
your  kids  should  be  grateful  whatever 
they  get  and  you're  not  going  to 
spend  big  money  and  incur  fat  head- 
aches to  maximize  their  inheritance. 
Besides,  you  might  live  a  long  time  or 
get  a  chronic,  expensive  illness.  Either 
way,  make  your  spouse  beneficiary  of 
your  IRA,  enjoy  life,  and  let  the  heirs 
fight  things  out  with  the  IRS.  Bl 
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That's  all  you  pay  for  a  3  -  month  trial  to 
the  new  Value  line  Mutual  Fund  Survey. 


3^ 


That's  right.  This  completely  affordable 
rice  gets  you  the  most  complete, 
ractical,  insightful  coverage  of 
lutual  funds  ever  offered. 

You  start  with  two  easy- 
>use,  loose-leaf  binders — 
lied  with  full-page  analyses  of 
,500  established  stock  and 
ond  funds. 

Then,  every  two  weeks,  we 
)llow  up  with  full-page  reports 
pdating  some  168  funds,  plus 
le  most  current  performance 
tatistics  and  rankings  of  every 
ind  we  cover. 

And,  every  month,  we  rush 
ou  The  Value  Line  Mutual 
undAdiisor,  the  ultimate  insid- 
r's  newsletter,  absolutely  free. 

We're  certain  you'll  find  our 
ew  Mutual  Fund  Survey  so  indispens- 
ble  that  you'll  want  to  continue  your  subscription 
for  a  full  year.  When  you  do,  we  give 

you  full  credit 
for  your  trial 
subscription. 

But  that's 
not  all. 

We'll  send 
you  a  500-fund 
bonus — selected 
information  on 
younger,  smaller 
fluids  which  just 
might  offer  tremen- 
ous  profit  potential —  along  with  our  unique 
nalysis  of  the  100  leading  fund  families. 

What's  more,  we'll  send  you  free  our  invaluable 


A  guide,  How  To  Invest  In  Mutual 
Funds.  This  bonus  is  yours  just 
for  trying  our  new  Survey. 
Satisfaction  Guaranteed 
If  you  aren't  completely 
satisfied  with  our  Survey,  just 
return  all  the  material  in  good 
condition  within  30  days  and 
we'll  refund  your  money.  That 
means  you  try  The  Value  Line 
Mutual  Fund  Survey  totally 
risk  free. 

Call  Toll-Free 
1  1-800-284-7607  ext.6610 

24  hours  a  day,  7  days  a  week  for  credit  card 
orders.  Or  fill  in  and  mail  this  coupon  to: 

The  Value  line 
Mutual  Fund  Survey 

220  East  42nd  Street,  New  York,  NY  10017-5891 


EH  YES!  Please  send  me  The  Value  Line  Mutual  Fund  Survey 
for  a  3-month  trial  for  only  $49.  Also  send  my  free  honus  —Value 
Line's  How  To  Invest  In  Mutual  Funds.  I  understand  that  if  I  convert 
to  an  annual  subscription,  I  receive  all  additional  materials  as  stated 
below — plus  full  credit  for  my  trial  fee. 

CI  I  prefer  to  sign  up  for  a  full  year  for  just  $295,  and  receive  now  bonus 
coverage  of  500  newer  funds,  the  special  analysis  of  100  fund  families,  a  free 
newsletter  binder,  and  How  To  Invest  In  Mutual  Funds. 


CITY 


STATE 


ZIP 


□  Check  enclosed  Charge  my:  DVISA  □  MasteiCanJ  □  American  Express 
CARD  NO.  EXP  DATE 


SIGNATURE 


MONEY-  BACK  GUARANTEE :  If  not  completely  satisfied,  I  may  return  all 
materials  in  good  condition  within  30  days  for  a  full  refund.  My  copy  of 
How  to  Invest  in  Mutual  Funds  is  mine  to  keep  regardless. 

Trials  limited  to  one  per  household  in  a  2-year  period.  Please  allow  4  weeks  for 
delivery.  NY  residents  add  sales  tax.  Foreign  rates  upon  request.  Your  subscription 
may  be  tax-deductible;  consult  your  tax  advisor. 

THE  VALUE  LINE  MLTUAL  FUND  SURVEY  220  E\ST  42ND  STREET,  NY,  NY  10017-5891,  DEPT  6610 


THE  VALUE  LINE  MUTUAL  FUND  SURVEY 

From  the  people  who  wrote  the  book  on  investment  analysis. 


MONEY  GUIDE 


The  one-stop-shopping  fund  accounts  from  Schwab 
and  Fidelity  are  a  boon  to  investors. 

Fund  malls 


By  Matthew  Schifrin 

The  mutual  fund  family  is  one  of  die 
great  financial  conveniences  of  our 
time:  You  can  switch  from  stocks  to 
bonds  or  from  one  kind  of  stock  fund 
to  another  with  a  phone  call.  Trouble 
is,  Janus  and  Twentieth  Century  are 
bursting  with  growth  funds  but  short 
on  bond  funds.  Dreyfus  and  Federat- 
ed are  rich  in  fixed-income  funds  but 
thinner  in  stock  funds. 

The  solution,  and  the  ultimate  in 
convenience:  families  of  families. 
Charles  Schwab  &  Co.,  the  biggest 
discount  broker,  is  leading  the  way. 
Fidelity's  discount  brokerage  arm  has 
copycatted  the  idea  and  has  a  slightly 
bigger  selection.  Jack  White  &  Co. 
and  Waterhouse  Securities  also  offer 
consolidated  fund  trading. 

Schwab's  OneSource  program, 
launched  just  two  years  ago,  offers 
254  no-load  funds  from  27  fund  fam- 


ilies, including  Benham,  Janus  and 
Neuberger  &  Berman.  You  can  go  in 
and  out  of  the  no-loads  without  pay- 
ing fees  or  commissions.  A  phone  call 
moves  money  from  one  fund  in  one 
family  to  another  fund  in  another 
family.  At  the  end  of  the  month  you 
get  a  consolidated  statement,  instead 
of  a  blizzard  of  paper.  At  the  end 


All  in  the  families 

Fund 


Performance       5-yr  annual 


UP 

DOWN 

total 

markets 

return 

Stock 

Invesco  Industrial  Income1 

B 

A 

15.1% 

Janus  Fund 

C 

B 

15.1 

N  &  B  Guardian  Fund 

A 

C 

13.4 

SteinRoe  Prime  Equities 

C 

B 

12.8 

Balanced 

Fidelity  Puritan2 

A+ 

B 

12.4 

SteinRoe  Total  Return 

C 

F 

10.6 

International  stock 

Invesco  International  European1 

D 

B 

8.4 

Lexington  Worldwide  Emerging  Markets 

C 

A 

12.5 

Taxable  bond 

Benham  GNMA  Income 

C 

B 

9.4 

Fidelity  Capital  &  Income2 

A 

B 

13.6 

Municipal  bond 

Spartan  Short  Intermediate2 

F 

A+ 

6.5 

Strong  Municipal  Bond 

C 

C 

7.5 

'Available  without  transaction  fees  only  at  Schwab. 

Available  without  transaction  fees 

This  is  a  sampler 
of  the  Forbes 
Best  Buy  funds 
available  through 
consolidated 
brokerage 
accounts.  The 
Best  Buy  rankings 
reward  low  costs 
and  high  risk- 
adjusted  perfor- 
mance. Available 
at  both  Schwab 
and  Fidelity 
unless  other- 
wise specified. 


only  at  Fidelity. 


of  the  year  you  get  a  tax  summary 
OneSource  has  already  attracted 
$10  billion  in  assets  and  is  growing  a 
$150  million  per  week.  New  fund 
families  arc  still  being  added.  Fidelid 
FnndsNetwork,  whose  no-transac 
tion-fee  service  includes  327  fund, 
from  32  groups,  has  attracted  $5  bil 
lion  in  less  than  a  year. 

How  can  Schwab  afford  to  sell  yoi 
funds  at  no  apparent  cost?  Instead  o 
charging  you  directly,  Schwab, 
charges  the  funds  at  rates  of  0.25%  tcl 
0.35%  of  assets.  Yet  the  transaction  ii[ 
nearly  costless  to  the  fund:  It  would 
have  to  pay  almost  that  much  to  th< 
transfer  agents  who  would  otherwis«l 
service  the  accounts.  They  also  sav< 
on  marketing  costs;  Schwab  sends  ou 
prospectuses. 

The  main  difference  between  th« 
Schwab  and  Fidelity  programs  is  tha 
Fidelity  showcases  68  of  its  own  fund: 
in  FundsNetwork,  while  Schwab. 
OneSource  has  no  Fidelity  funds  I 
Through  a  different  service  callec 
Mutual  Fund  Market  Place,  Schwab 
will  get  a  Fidelity  fund  for  you,  but 
levies  a  minimum  $29  fee  (in  additior 
to  the  load,  if  there  is  one).  Some  func 
outfits — including  Invesco  anc 
Twentieth  Century — sell  through 
Schwab  but  not  Fidelity;  others,  be 
sides  Fidelity  itself,  through  Fidelity 
but  not  Schwab.  On  the  whole,  Fidel] 
ity  has  a  slight  advantage  in  product 
choice. 

The  Schwab  and  Fidelity  program; 
are  part  of  consolidated  brokerage 
accounts  that  demand  no  minimum 
balance,  but  if  you  want  unlimitec 
checking  and  a  debit  card,  you  musl 
deposit  $5,000  with  Schwab  anc 
$10,000  with  Fidelity. 

Since  the  fund  consolidators  are| 
maintaining  single,  multimillion-dol- 
lar accounts  at  the  target  fund  fam- 
ilies, they  have  some  leeway  on  mini- 
mum investment  requirements. 
Schwab's  minimums  range  from 
$250  to  $2,000.  That's  convenient 
if  you  want  to  get  into  funds  that 
have  very  high  investment  thresh- 
olds for  individual  investors:  Ordi- 
narily it  takes  $25,000  to  get  into 
Federated  High-Yield  Trust  direct- 
ly. You  can  also  enroll  in  an  auto- 
matic investment  plan  with  any 
Schwab  OneSource  fund  for  as  little 
as  $50  per  quarter.  Fidelity,  how- 
ever, respects  the  limits  set  by  par- 
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A  Clear  View  of 
today's  global  markets. 


©  Tom  Van  Sant  /  The  GeoSphere  Project  Santa  Monica,  Calif. 


After  almost  a  quarter  century  of  observa- 
tion and  analysis,  we  at  G.T.  Global  have  devel- 
oped our  own  clear  view  of  global  markets. 

We  believe  that  change  is  in  the  air,  and 
that  change  can  create  opportunities.  How- 
ever, change  also  creates  uncertainty,  so  we 
believe  it  is  especially  important  for  investors 
today  to  remember  to: 

►  Stay  focused  on  long-term  goals.  Don't 
try  to  time  the  markets. 

►  Expect  volatility  in  the  near  term.  Short- 
term  market  fluctuations  are  normal. 

►  Diversify  globally.  Stock  and  bond  markets 
around  the  world  can  move  at  different 
times  and  rates. 


This  has  been  our  investment  philosophy 
since  G.T.  Global  was  founded  in  1969.  Today, 
we  manage  more  than  $20  billion  for  indi- 
vidual and  institutional  investors  worldwide. 

Please  call  your  financial  advisor  if  you  have 
questions  about  today's  markets,  or  the 
importance  of  global  diversification. 


G.T.  GLOBAL 


50  California  Street,  27th  Floor 
San  Francisco,  CA  941 11 

London  Singapore 
Hong  Kong  Tokyo 


Sydney 
San  Francisco 


WHEN  YOU  INVEST  FOR  YOUR  FUTURE,  THINK  GLOBAL  ...G.T  GLOBAL. 


MF4 


Master  Control 
lOOO  Hours. 
Built  in  the  traditional  school. 


For  lOOO  hours. 
Jaecer-LeCoultre 
tried  to  defeat  this 
watch...  and 
failed.  through 
temperature 
extremes,  intense 
macnetic  fields  and 
calculated  shocks, 
the  calibre  889/1. 
33-jewel.  automatic 
movement  per- 
formed flawlessly, 
vibrating  eight  times 
a  second.  its 
fast-beat  balance 
maintained  chrono- 
metrical  precision 
in  six  timing  posi- 
TIONS. Your  master 

CONTROL  IS  HAND- 
BUILT  IN  THE  TRADITION 
OF  JAEGER-LECOULTRE'S 
CELEBRATED  AUTO- 
MATIC WRISTWATCHES. 
AND  WE  SIGN  IT  IN 
TRIBUTE  TO  YOU... 
BECAUSE  YOUR  TIME 
DESERVES  ALL  OF  OUR 
TIME. 


K  (  ** —  / 


*  \ 


THE  NUMBERED  GOLD 
"1000  HOURS"  SEAL  ON 
THE  CASEBACK 
OF  EACH  MASTER 
CONTROL  -  THE  AWARD 
FOR  EXTRAORDINARY 
ENDURANCE. 


The  master  watch- 
maker's SIGNATURE 
INSIDE  THE  CASE 
GUARANTEES  A  MOVE- 
MENT OF  EXCEPTIONAL 
RELIABILITY. 


^Jaeger-leCoultre* 


Mozaffarian 

FINE  JEWELRY  SINCE  1883 


245  Post  Street  •  San  Francisco,  CA  94108 
Tel  (415)  392-1200 
Fax  (415)  392-6660 


St.  Francis  Hotel  •  Union  Square 
335  Powell  Street  •  San  Francisco,  CA  94102 
Tel  (415)  433-4333 


FOR  YOUR  FREE  COPY  OF  OUR  COMPLETE  CATALOGUE, 
CONTAINING  MORE  THAN  200  PAGES  WITH  DETAILED  INFORMATION  ABOUT 
JAECER-LECOULTRE'S  HISTORY  AND  PRODUCTS,  CONTACT: 

JAEGER-LECOULTRE.  P.O.  BOX  1608.  WINCHESTER.  VA  22604.  TELEPHONE  (800)  JLC-TlME. 


ticipating  funds.  Advantage:  Schwab 

For  people  with  large  cash  ball 
ances,  both  Fidelity  and  Schwab  offei 
economy  money  funds  with  a  0.4°/! 
expense  ratio. 

Neither  Schwab  nor  Fidelity 
charges  any  fees  to  purchase  or  sell  am 
of  its  no-load  offerings  unless,  in  am 
12-month  period,  you  make  morj 
than  four  redemptions  of  fund  share; 
held  less  than  six  months.  (You  will,  01 
course,  be  liable  for  any  redemption 
fees  levied  by  the  funds  themselves; 
such  as  Fidelity  Capital  &  Income'. 
1.5%  fee  for  short-term  traders.)  Ant 
at  tax  time  both  outfits  will  calculate 
the  average  cost  basis  of  any  fund 
shares  you  have  sold. 

Both  brokers  waive  custodial  fee, 
on  funds  placed  in  Individual  Retire 
ment  Accounts.  Schwab  requires  i 
total  of  $10,000  across  all  IRA  funds 
while  Fidelity  demands  at  leas 
$5,000  in  any  fund.  Both  require  yoi 
to  place  your  trades  fairly  early  in  th< 
day  if  you  want  to  get  that  evening1 
closing  price. 

The  only  thing  we  can  find  wronj 
with  this  system  is  that  several  excel 
lent  fund  families,  including  T.  Rowi 
Price,  Scudder,  usaa  and  Vanguard 
refuse  to  join.  Vanguard  probabh 
never  will,  and  it  has  a  good  excuse:  It! 
rock- bottom  expense  ratios,  includ 
ing  portfolio  management  fees,  arj 
often  less  than  0.35%. 

Our  advice:  Use  a  Fidelity  o 
Schwab  account  to  consolidate  ai 
many  fund  positions  as  you  can.  Bu 
hold  on  to  your  funds  from  nonco 
operating  fund  families,  especially  i 
those  funds  meet  the  demanding  cri 
teria  of  the  Forbes  Best  Buy  rankings 
These  rankings,  which  will  be  updat 
ed  in  our  annual  mutual  fund  surve; 
(Aug.  29,  1994),  reward  funds  tha 
combine  good  risk-adjusted  perfor 
mance  and  low  expenses. 

But  note  that  both  Schwab  anti 
Fidelity  will  let  you  transfer  most  out 
side  funds  into  your  consolidated  ac 
count,  at  no  extra  cost.  This  way  yoti 
can  easily  keep  track  of,  say,  you 
Vanguard  holdings. 

The  table  on  page  234  is  a  partia 
list  of  the  Best  Buy  funds  availabli 
through  Schwab  or  Fidelity  or  both 
With  these  funds  you  get  low  costs, ; 
respectable  performance  history  anc 
convenience  all  at  once.  You  can't  asl 
for  more  than  that.  ■ 
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TRIUMPH  vs.  HUBRIS 

Biography 

NOW  WATCH  BIOGRAPHY  5  NIGHTS  A  WEEK.  8  EASTERN,  9  PACIFIC.  MONDAY-FRIDAY 
A&E's  exclusive  series  Biography  comes  to  life  every  weeknight. 
With  in-depth  profiles  that  follow  men's  and  women's  triumphs.  Or  reveal 
their  inescapable  hubris.  Watch  these  stories  of  the  famous  and  the  infamous 
on  the  series  that's  as  original  as  the  people  it  profiles. 


>nsored  in  part  by 

I  CHRYSLER 
CORPORATION 


Time  Well  Spent 


biography  is  a  registered  trademark  of  A&E 
©1994  A&E  Television  Network.  HEARST/ABC/NBC  All  rights  reserved. 


MONEY  GUIDE 


It's  getting  tough  to  find  a  good  small-company  fund 
that  will  still  accept  your  money.  Here  are  a  few. 

The  gates 
are  closing 


By  Richard  Phalon 

IT'S  A  little  late  in  the  day  to  be 
investing  in  small  companies,  but  the 
party  is  probably  not  entirely  over. 
Small -company  stocks  have  been 
beating  big-company  stocks  for  a  lit- 
tle more  than  three  years,  but  if  histo- 
ry is  a  guide,  the  small-cap  cycle  takes 
seven  years  or  so  to  run  its  course.  If 
history  repeats,  therefore,  you'll  want 
to  have  a  good  chunk  of  your  equity 
money  in  small  stocks  for  at  least  the 
next  couple  of  years. 

The  choices,  however,  are  a  lot 
narrower  than  they  used  to  be.  At 
least  15  good  small-cap  funds  have 
closed  to  new  investors  since  the  be- 
ginning of  1992.  Those  slamming  the 


Welcome 


Fund 

Performance 

Risk 

Total  return* 

Annual 

Assets 

UP 

DOWN 

5  year 

last 

expenses 

3/31/94 

markets 

annualized  12  mos  per  $100 

($mil) 

Shadow  Stock 

very  low 

9.9% 

8.9% 

$1.31 

$35.2 

Eclipse  Equity 

C 

A 

low 

11.2 

9.5 

1.18 

195.1 

GIT  Equity  Trust— Special  Growth 

C 

C 

low 

8.4 

11.6 

1.38 

35.2 

Gradison-McDonald  Opportunity  Value 

B 

C 

low 

11.2 

5.0 

1.50 

83.7 

SAM  Small  Cap 

low 

5.4 

13.9 

1.43 

87.1 

Selected  Special  Shares 

C 

D 

low 

9.9 

4.2 

1.39 

49.0 

Baron  Asset 

average 

9.9 

14.0 

1.60 

63.1 

Founders  Discovery 

average 

8.4 

6.5 

1.77 

200.7 

Founders  Frontier 

average 

14.9 

9.2 

1.68 

250.3 

N  &  B  Genesis 

average 

9.9 

3.7 

2.00 

123.3 

'Through  Mar.  31. 
Sources:  CDA;  Forbes. 


These  small-company  funds 
are  still  accepting  customers. 
All  have  less  than 
$300  million  in  assets, 
average  or  below-average  risk 
and  tolerable  expense  ratios. 


doors  include  Babson  Enterprise 
Pennsylvania  Mutual  and  T.  Row 
Price  Small-Cap  Value. 

What's  left?  The  table  lists  ten  fund 
with  a  small-company  emphasis, 
good  record  and  open  doors.  One  i 
Eclipse  Equity  Fund  (assets,  $19] 
million),  run  since  1987  by  Wesle 
McCain. 

McCain  remembers  October  1991 
as  if  it  were  only  yesterday.  Close  to  th 
end  of  a  sharp  yearlong  break  in  smaj 
stocks,  some  $60  million  in  redemp 
tions — a  third  of  the  fund's  assets- 
rolled  out  the  door.  "It  was  devasta 
ting,"  recalls  McCain.  "I  had  to  sell 
lot  of  things  I  really  didn't  want  t< 
sell."  Selling  small  stocks  in  a  fast 
falling  market  is  like  selling  ski  jacket 
in  the  spring;  you  can  move  them,  bu 
at  the  buyers'  price,  not  yours. 

But  McCain  learned  his  lesson 
Nowadays  he  keeps  roughly  a  fifth  a 
the  fund's  assets  in  big  stocks  lik 
Boeing,  General  Motors  and  IBM 
They  are  his  cash  equivalents — a  poa 
of  highly  liquid  securities  that  he  ca( 
sell  quickly  to  raise  cash  if  he  needs  it 

McCain,  a  51 -year-old  former  n 
nance  professor  at  Columbia  Businesi 
School,  uses  computer  screens  liberall 
ly  to  prospect  for  good  buys.  Amonjj 
other  items,  he  examines  whether  tht 
company  is  generating  or  consuminj 
working  capital.  The  latter  screen  hai 
helped  him  to  avoid  booby  traps  lik< 
Media  Vision,  for  example,  the  multi 
media  wonder  that  reported  nic< 
profits  at  a  time  when  its  inventoriei 
were  piling  up;  the  stock  recently 
collapsed. 

These  days  McCain  has  about  159 
of  assets  in  such  "beat-up"  retailers  ai 
Intelligent  Electronics,  a  franchisor  o 
microcomputer  outlets.  Down  from ; 
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What  you  really  want  is  the  goose. 


Once  upon  a  time,  you  could  set  a 
well  defined  goal,  direct  the  organi- 
zation towards  it  and  if  all  went  well, 
plop!,  out  came  the  desired  result. 

But  in  this  unpredictable  era,  what 
if  you  need  to  adjust  the  goal?  What 
if  you  need  two  eggs?  Or  a  dozen? 

©199^  Andersen  Consulting.  All  rights  reserved. 


Instead  of  a  single  finite  outcome, 
we  offer  an  approach  that  will  keep 
producing.  An  enterprise  in  which 
all  the  parts  function  cooperatively. 

So  you  can  shift  adeptly  from  one 
goal  to  the  next.  One  achievement 
to  the  next.  One  improvement  to  the 


next.  And  that's  not  just  another 
theory.  That's  our  golden  rule. 


Andersen 
Consulting 

ARTHUR  ANDERSEN  &  CO.,  S.C. 


IRA  Fees.  No  Loads, 


Put  Your  Investment  To  Work 
In   A   Benham  IRA 


Before  you  invest  in  an 
IRA  advertised  as  "no  fee; 
look  for  the  asterisks 
Chances  are,  you'll 
find  that  a  high 
initial  balance  is 
required  or  a  fee 
has  been  tempor- 
arily waived. 

Benham  has  offered 
no-fee  IRAs  since  1986. 
And  you  can  choose 
among  no-load  stock, 
bond,  zero-coupon  and 
international  funds. 


CALL  TODAY. 
To-transfer  or  rollover 
to  a  no-fee  Benham  IRA, 
call  for  your  free  guide 
and  prospectus  today. 
Benham  can  set  up 
your  account 
quickly  and 
easily.  Please  read 
the  prospectus 
carefully  before 
you  invest. 

The  sooner  you  start, 
the  more  time  your  money 
has  to  grow. 


1-800-331-8331 

□  The  Benham  Group® 

True    no-load    mutual  funds 
Benham  Distributors,  Inc.,  1665  Charleston  Road,  Mountain  View,  CA  94043 


M4FBJ 


IF  YOU 

MISSEDTHE 

DEER  TICK 

That's  it,  the  tiny  spot  above  the  ffc^l  "TUIIdk 

word  "tick"  in  the  headline.  The  tick  ■  ■■  ■  0 

that  carries  Lyme  disease  is  so  small  W%  Mjk  ^m  BJJ 

that  it  virtually  goes  unnoticed.  ^^W%l%M  K» 

That's  why  it  is  so  important  to 
know  the  early  symptoms 

of  Lyme  disease,  because  HOW  LIKELY 
early  treatment  oners  the  DE  ^Aflfal 1  T»f> 

best  chance  for  a  full  recovery.  Left  #%1%C    ■  I  %J 

untreated,  Lyme  disease  can  lead  to  SEE  IT  OSti 

arthritis,  nerve  or  heart  problems.  YOURSELF? 
For  a  free  copy  of  the  brochure  ^ 

Lyme  Disease,  contact  your  local 
Arthritis  Foundation  chapter  or  call 
the  Arthritis  Foundation  Informa- 
tion Line  toll-free  at  1-800-283-7800. 


ARTHRITIS 

FOUNDATION® 

Your  Source 
for  Help  and  Hope  a 


12-month  high  of  28,  Intelligent  re- 
cently traded  at  20%,  or  21  times 
trailing  earnings. 

McCain's  formulas  have  been) 
working  lately.  His  fund  is  the  only 
one  of  several  dozen  small-cap  spe- 
cialists to  earn  an  A  rating  in  down 
markets  from  Forbes. 

That  down-market  grade  hasn't] 
counted  for  much  in  the  past  few 
years,  when  markets  seemed  to  be 
going  straight  up;  it  may  count  for  a| 
lot  more  now  when  stocks  are  as  high 
as  they  are  and  markets  as  nervous  as 
they  are. 

Another  nifty  small-stock  fund  still 
open  to  new  investors  is  William  Leu- 
gers'  Gradison-McDonald  Opportu- 
nity Value  Fund.  Like  McCain, 
Leugers  has  taken  out  a  kind  of  insur- 
ance policy  against  a  sudden  break  in 
the  market.  His  policy  consists  of  a 
high  cash  balance.  Right  now  cash 
stands  at  30%  of  assets.  With  reserves 
at  that  level,  Leugers  could  withstand 
heavy  redemptions  without  having  to 
dump  part  of  his  portfolio.  And,  of 
course,  it  gives  him  a  pool  of  money  to 
tap  if  prices  do  drop  dramatically. 

As  for  the  stock  picking,  Leugers, 
50,  tries  to  find  companies  with  an 
average  market  value  of  $300  million 
that  sell  for  no  more  than  16  times 
trailing  earnings.  Some  come  cheap- 
er: Recent  buys  include  ABM  Indus- 
tries, an  industrial  services  firm,  andl 
leasing  outfit  PHH  Corp.  Both  trade  at 
ten  times  earnings. 

If  risk  doesn't  bother  you,  consider 
the  Founders  funds.  They  don't  both- 
er much  with  either  cash  or  a  ballast  of 
blue  chips  for  windward  protection. 
Every  dollar  you  put  in  a  Founders 
Discovery  or  Frontier  fund  is  a  dollar 
invested  in  small -cap  stocks. 

The  table  shows  no-load  funds  with 
average  to  below- average  historical 
risk  and  a  portfolio  with  a  median 
market  capitalization  of  less  than  $1 
billion.  Each  charges  less  than  2%  in 
annual  operating  expenses  and  has 
under  $300  million  in  net  assets,  so 
they  all  can  move  fairly  nimbly 
through  the  illiquid  markets  for  small 
companies. 

There  are  several  ways  to  skin  the 
cat,  but  as  Wes  McCain  puts  it,  the  key 
in  this  later  phase  of  the  small -cap 
cycle  is:  "Control  risk;  don't  just  pur- 
sue return."  In  short,  play  not  just  to 
win  but  also  not  to  lose.  ■ 
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MONEY  GUIDE 


Load  funds  aren't  a  bad  deal  if  you  can  minimize  or 
eliminate  the  load.  Herewith  five  ways  to  do  that. 

I  can  get  it  for  you 
wholesale 


By  Suzanne  Oliver 

Investors  who  eschew  full-service 
brokers  and  manage  their  own  portfo- 
lios generally  choose  no-load  funds. 
Why  pay  a  sales  commission,  usually 
around  5%,  when  there  are  plenty  of 
good  no-load  funds  around?  A  load's 
penalty  builds  over  time.  That  5% 
commission  you  pay  now  on  a 
$20,000  investment  will  ultimately 
cost  you  $5,000  if  your  savings  grow 
to  $100,000  by  the  time  you  retire. 

If  you  feel  you  need  a  salesperson's 
help,  the  penalty  may  be  worth  pay- 
ing. But  what  if  you  don't  feel  you 
need  sales  help  and  still  want  to  invest 
in  a  good  load  fund?  The  good  news  is 


Lightening  the  load 


Fund 

Performance 
UP  DOWN 
markets 

Annual 
expenses 
per 
$100 

Load 
at 

$1  million 

Fidelity  Growth  &  Income 

B 

B 

$0.82 

0% 

GT  Global  New  Pacific  Growth-A 

B 

B 

1.90 

0 

Guardian  Park  Avenue 

A 

B 

0.82 

1.00 

Investment  Company  of  America 

C 

A 

0.59 

0 

Merrill  Lynch  Basic  Value-A 

B 

B 

0.54 

0.75 

Merrill  Lynch  Pacific-A 

A 

B 

0.91 

0.75 

New  Perspective 

B 

A 

0.87 

0 

New  York  Venture 

A 

B 

0.89 

1.00 

Prudential  Equity-A 

B 

B 

0.91 

1.00 

Prudential  Utility-A 

C 

A+ 

0.80 

1.00 

Templeton  Growth 

B 

B 

1.03 

0 

United  Income 

B 

B 

0.66 

1.00 

Sources:  Morningstar,  Inc.:  Forbes. 

These  12  funds  are  strong 
performers  with  loads  that 
are  1%  or  less  with  a  $1 
million  purchase. 


that  there  are  ways  to  avoid  or  at  leasl 
minimize  commissions  on  load  funds 

Method  I:  Buy  a  fund  through  youi 
employer's  thrift  plan.  Almost  all  fund 
families,  including  American  Funds. 
AIM,  Franklin,  Enterprise  and  Senti- 
nel, waive  their  loads  for  401  (k)  plans 
of  a  minimum  size,  usually  $  1  million 
Fidelity  waives  loads  for  most  IRA 
purchases  too.  Example:  Fidelity 
Growth  &  Income. 

Method  II:  Buy  through  som^ 
group  of  which  you  are  a  member  thai 
has  a  deal  with  a  fund  sponsor.  There 
aren't  many  of  these.  But  Vista  fund? 
are  available  without  loads  to  mem- 
bers of  the  Institute  of  Electrical  & 
Electronics  Engineers. 

Method  III:  Invest  big.  Many  func 
sponsors  reduce  commissions  for  pur- 
chases over  $50,000;  some  cut  th^ 
commission  to  1%  or  even  0%  foi 
purchases  over  $1  million.  Investing 
$500,000  gets  you  into  the  G.T 
Global  funds  free  of  charge;  the  group 
includes  the  GT.  Global  New  Pacific 
Growth  Fund.  As  does  the  American 
Funds  group,  G.T.  allows  you  tc 
count  all  of  your  immediate  family's 
accounts  at  all  of  the  different  G.T! 
funds  toward  the  minimum. 

Method  IV:  Switch  from  anothen 
load  fund  in  the  same  family  of  funds. 
Maybe  it  was  a  mistake  to  pay  a  load  tc 
begin  with,  but  having  done  it,  you 
can  sometimes  move  around  for  free. 
Virtually  all  load  fund  families  let  you 
switch  among  sister  funds  widioul 
paying  another  load.  A  handful  even 
accept  no-commission  transfers  from 
competitors'  load  funds.  Examples 
are  Cowen  Opportunity  Fund. 
Cowen  Income  &  Growth,  Flag  In- 
vestors Telephone  Income  and  Flag 
Investors  Emerging  Growth. 
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ADVERTISEMENT  1 

Forbes 

MUTUAL  FUNDS 
PORTFOLIO 


Convenience,  diversification,  liquidity,  modest  initial  investment  and  reasonable 
expenses  have  helped  mutual  funds  become  the  investment  of  choice  for  millions  of 
Americans.  For  individual  investors,  mutual  funds  also  have  the  added  advantage  of  a 
financial  professional  at  the  helm  who  can  manage  the  fund  and  provide  the  expertise  to 
help  it  grow.  These  are  some  reasons  mutual  fund  shareholder  accounts  currently 
exceed  84  million,  compared  to  under  10  million  at  the  beginning  of  the  1980s.* 

Clearly,  mutual  funds  have  benefits  that  continue  to  attract  investors.  FORBES  Mutual 
Funds  Portfolio  gives  you  an  efficient  way  to  review  some  of  today's  most  interesting  and 
profitable  funds.  Each  of  the  funds  in  this  portfolio  can  provide  you  with  a  prospectus 
for  more  information.  For  faster  response,  call  the  800  numbers  indicated  in  each  ad  or 
mail  in  the  reader  response  card  included  in  the  section.  Before  sending  money,  read 
each  prospectus  carefully  to  make  sure  you  are  making  the  right  investment  for  you. 


*  ICI  1/94 


ADVERTISEMENT  2 
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FORBES  MUTUAL  FUNDS  PORTFOLIO 


THE  AMERICAN  HERITAGE  FUND 

#1  Fund  1991-1993 

The  American  Heritage  Fund  is  an  aggressive 
Mutual  Fund  designed  for  investors  seeking 
maximum  capital  growth.  The  Fund  has  been 
ranked  America's  number  one  performing  Mutual 
Fund  for  the  three  year  period  ending  December  31 , 
1993  by  Lipper  Analytical  Services,  Inc.  Past 
performance  does  not  guarantee  future  results.  For 
more  complete  information  including  charges,  risks 
and  expenses,  call  1-800-735-1243  for  a  FREE 
PROSPECTUS.  Read  it  carefully  before  you  invest. 


Heiko  H.  Thieme 
CEO/Portfolio  Manager 


Call  1-800-735-1243 

THE  AMERICAN  HERITAGE  FUND,  INC. 

1370  Avenue  of  the  Americas,  New  York  NY  10019^*^ 


The  Berger  Funds 


Discover  a  mountain 
of  growth  potential. 


THE  E 

IERGER  100  FUND 
FOR  THE  PERIOf. 

TOTAL  ANNUAL  RETURN 
)  ENDING  3/31/94 

1  Year 
15.6% 

3  Years 
21.9% 

5  Years 
24.6% 

10  Years 
18.8% 

15  Years 
16.7% 

19.5  Years* 
15.6% 

Source:  Upper  Analytical  Services,  Inc 

Please  call  (800)  3334001 

for  a  prospectus  containing  more  complete 
information  including  management  fees,  charges 
and  expenses.  Read  it  carefully  before  investing. 

Past  performance  shows  the  fund's  history  and  does  not  guarantee  future  results. 
The  figures  include  changes  in  share  price  and  reinvestment  of  dividends  and 
capital  gains,  which  will  fluctuate  so  that  shares,  when  redeemed,  may  be  worth 
more  or  less  than  their  original  cost.  The  figures  include  the  deduction  of  12b-1 
fees  beginning  in  June,  1990.  *Berger  Associates  assumed  management  of  the 
Fund  9/30/74. 

©  1994  Berger  Associates,  Inc.  FOR  62094MFP 


The  Global  Asset  Allocation  Fund 

Seek  growth  and  income  —  without  high  risk  —  in  the 
Blanchard  Global  Growth  Fund,  the  one-step  global  asset 
allocation  fund  with  the  innovative  ability  to  diversify  between 
any  or  all  of  the  world's  major  markets:  U.S.  &  foreign  stocks  and 
bonds...  emerging  markets  ...  and  precious  metals.  As  the  global 
investment  outlook  changes,  so  can  the  portfolio  mix  of  the  Fund ! 
Call  for  a  free  prospectus  which  you  should  read  carefully  before 
investing.*  No  Account  Opening  Fee  thru  9/30/94! 

1-800-829-FUND  (3863),  Ext  2607 
O  Blanchard  Global  Growth  Fund 

*  The  Fund's  foreign  sectors  entail  certain  currency,  credit  and  interest  rate  risks. 
Investment  return  and  principal  value  will  vary  so  that  shares,  when  redeemed,  may 

less  than  original  cost.  Distributed  by  Sheffield  Investments,  Inc.  3 


America's  #1 
Money  Market  Fund 


Benham  Prime 
Money  Market  Fund 

If  you're  looking  for  a  safe  way  to  earn  high  current 
yields,  consider  Benham  Prime  Money  Market 
Fund.  The  Fund  ranked  #1  of 
446  general  taxable  money 
market  funds  based  on  its 
seven-day  current  yield 
through  4/26/94  (source: 
Donoghue's  Money  Fund 
Report).  Call  today  for  current  yields. 

1-800-331-8331,  Dept.  M4FPJ 


□  The  Benham  Group 

True  no-load  mutual  funds 


® 


You  will  receive  a  prospectus  describing  management  fees  and  expenses  to  read 
carefidly  before  you  invest.  Yields  will  vary  and  do  not  guarantee  future  results. 
We  are  temporarily  waiving  expenses;  otlienvise,  the  Fund's  current  yield  and  • 
ranking  would  have  been  leaver.  An  investment  in  the  Fund  is  neither  insured  \ 
nor  guaranteed  by  the  U.S.  government,  and  there  can  be  no  assurance  that  the 
$1 .00  share  price  will  be  maintained.  Benlmrn  Distributors,  Inc. 


JANUS  WORLDWIDE  FUND 
A  WORLD  FOR  THE  WISE. 

If  you  feel  like  your  money  is  going  nowhere, 
invest  in  Janus  Worldwide  Fund. 

With  Janus  Worldwide  Fund,  you  might  buy  into  a  technology  stocl 
Singapore.  Or  a  promising  medical  firm  in  Germany.  Or  a  multina- 
tional company  based  in  Sydney.  Or  a  world  of  other  exciting  inves 
ment  opportunities  that  helped  this  no-load  fund  achieve  an  averac 
annual  total  return  of  20.77%  for  the  life  of  the  fund.* 

If  you're  interested  in  an  investment  that  has  the  potential  to  really 
take  you  somewhere,  here's  a  chance  to  put  your  money  to  work  o 
global  scale. 

Call  today  for  a  free  prospectus  containing  more  complete  informa- 
tion, including  special  risks  associated  with  foreign  investing  such 
currency  fluctuations  and  political  uncertainty.  Please  read  the 
prospectus  carefully  before  you  invest  or  send  money. 

Janus  Worldwide  Fum 

P.O.  Box- 173375  Denver  CO 
80217-3375 

1-800-525-8983,  extension  448 
Ask  about  our  family  of  funds. 

1-800-525-8983,  ext.  448 

*Per  Lipper  Analytical  Services,  Inc.,  Janus  Worldwide  Fund's  average  annual 
return  for  the  one-year  period  ending  March  31.  1994  was  19.79%,  and  20.7 
for  the  life  of  the  fund  from  May  15,  1991  through  March  31,  1994.  Figures! 
based  on  total  return,  including  reinvestment  of  dividends  and  capital  gams, 
performance  does  not  guarantee  future  results.  Your  return  and  share  price) 
vary  and  may  be  worth  more  or  less  at  redemption  than  at  purchase. 
Funds  distributed  by  Janus  Distributors,  Inc.  Member  NASD. 


FORBES  MUTUAL  FUNDS  PORTFOLIO 


ADVERTISEMENT  3 


HE  GABELLI  ASSET  FUND 


10-load  mutual  fund  seeking  long-term  growth  of 
lital.  It  employs  an  asset  value  approach  -  a 
damental  investment  philosophy  -  investing  in 
npanies  selling  below  their  private  market  value. 
000  minimum  initial  investment.  IRAs  Available. 


1-800-GABELLI  (800-422-3554)  for  a  Prospectus  which 
tains  more  complete  information,  including  fees  and 
arises.  Read  it  carefully  before  you  invest  or  send  money. 

800-GABELLI  (800-422-3554) 
abelli  &  Company,  Inc. 
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#1  Performing  Fund  Since 
the  Market  Low  of  1987 

— per  Mutual  Fund  Forecaster* 

The  Kaufmann  Fund 


Five  Yr.  Compounded  Annual  Return* 


S&P  500 
12.1% 


,  KAUFX 
FUN0 

21.9% 


m 


Hans  Utsch  and  Lawrence  Auriana,  Portfolio 
co-managers. 


More  than  twice  the  average  total 
annual  return  of  all  funds." 


or  information  call: 


1-800-346-5263 


Period  of  12/4/87-3/31/94. 
'Five  year  period  ending  3/31/94,  per  Upper  Analytical  Services. 

Since  February  1986,  the  date  the  Fund  became  fully  operational  after 
reorganization,  the  Fund's  total  return  was  224.9%.  The  Fund's  compounded 
annualized  return  to  March  31,  1994  for  the  one  year,  and  2/86-3/94  periods 
are  16.1%,  1 5.7%  respectively.  Total  returns  for  periods  ending  March 
31,  1994  are  historical  and  include  change  in  share  price,  reinvestment  of 
dividends  and  capital  gains.  There  is  a  0.2%  redemption  fee  and  a  12b- 1  fee 
in  excess  of  0.25%.  The  S&P  is  an  unmanaged  index  consisting  of  the 
common  stock  of  500  publicly  traded  U.S.  companies.  For  more  information 
including  charges  and  expenses,  please  read  the  prospectus  carefully  before 
you  invest.  The  performance  cited  represents  past  performance  which  is  not 
indicative  of  future  results;  investment  performance  fluctuates;  fund  shares 
when  redeemed  may  be  worth  more  or  less  than  original  cost. 

THE  KAUFMANN  FUND,  INC.  7 
17  Battery  Place,  New  York,  NY  10004  •  Fax  (212)  344-6227 


OULD  YOU  LIKE  TO 
DVERTISE  YOUR  FUNDS  IN 
ORBES  MUTUAL  FUNDS 
ORTFOLIO  SECTION? 

U  Donna  Tarr  at  212-620-2339  or  Sarah 
tdison  at  505-296-6141  (or  further 
brmation. 


NO  LOAD,  NO  HASSLE. 

We  are  proud  to  introduce  the  new  and  enhanced 
Laurel  Funds,  a  diverse  group  of  mutual  funds  advised 
by  Mellon  Bank,  N.A. 

For  more  information  on  the  Laurel  Funds,  including  charges  and 
expenses,  call  to  obtain  a  prospectus: 

1-800-548-2868 

Please  read  the  prospectus  carefully  before  you  invest. 

LAUREL 

FUNDS 

Shares  of  the  Laurel  Funds:  Are  not  insured  by  the  Federal  Deposit 
Insurance  Corporation  ("FDIC")  or  by  any  other  government  agency; 
Are  not  obligations  of  the  FDIC  or  of  any  other  government  agency; 
Are  not  deposits  or  other  obligations  of  Mellon  Bank,  N.A.,  ("Mellon 
Bank")  or  any  other  bank;  Are  not  endorsed  or  guaranteed  by  Mellon 
Bank  or  any  other  bank;  Are  subject  to  investment  risks,  including 
possible  loss  of  the  principle  amount  invested;  May  fluctuate  in  value, 
so  that  when  they  are  sold,  they  may  be  worth  more  or  less  than 
when  they  were  purchased. 

The  fees  to  which  each  Laurel  Fund  is  subject  are  summarized  in  the 
"Expense  Summary"  section  of  the  funds'  prospectus.  The  Laurel 
Funds  pay  Mellon  Bank  or  its  affiliate  to  be  their  investment  adviser. 
Mellon  Bank  or  an  affiliate  may  be  paid  for  performing  other  services 
for  the  Funds,  such  as  custodian,  transfer  agent  or  fund  accountant 
services.  Distributor:  Funds  Distributor,  Inc. 
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Over  more  than  a  decade  . . .  whatever 

history  has  had  to  offer,  our 
Legg  Mason  Value  Trust®  ranked  in 
the  top  15%  of  all 
general  equity  funds/ 


Average  Annual  Total  Return 


Life  of  Fund 


16.54 


% 


4/16/82  thru  3/31/94 


.  .  .  What  a 
Life! 


Funds 


For  a  free  prospectus,  including  charges 
and  expenses  on  our 
Legg  Mason  Value  Trust, 
or  any  of  our  other  funds, 
call  1-800-822-5544, 
or  any  Legg  Mason  office  closest  to  you, 
or  fax  a  request  to  1-800-682-2064. 

Value  Trust's  1-year,  5-year,  ten  year,  and  life  of  fund  average 
annual  total  returns  for  the  periods  ended  3/31/94  were  5.65%, 
8.68%,  12.37%  and  16.54%.  ^Source:  Lipper  Analytical  Services, 
Inc.,  from  5/6/82  through  1/31/94.  Please  read  the  prospectus 
carefully  before  investing  or  sending  any  money.  The  Legg  Mason 
Value  Trust  total  returns  reflect  changes  in  share  price  and  rein- 
vestment of  dividends  and  capital  gains.  The  results  are  historical 
and  are  not  intended  to  indicate  future  performance.  The  invest- 
ment return  and  principal  value  of  an  investment  in  the  fund  will 
fluctuate  so  that  an  investor's  shares,  when  redeemed,  may  be 
worth  more  or  less  than  their  original  cost.  Returns  would  have 
been  lower  during  fiscal  years  1983  and  1984  if  the  Advisor  had  not 
absorbed  a  portion  of  fund  expenses.  g 


ADVERTISEMENT  4 


LEXINGT 


FORBES  MUTUAL  FUNDS  PORTFOLIO 


ORLDWIDE  EMERGING 
MARKETS  FUND 


Participate  in  Growing  Economies 
Worldwide 

A  no-ioad  Fund  which  seeks  long-term  growth  of  capital 
primarily  through  investment  in  equity  securities  of  companies 
domiciled  in,  or  doing  business  in,  emerging  countries  and 
emerging  markets. 


Call  Lexington  Funds  Distributor,  Inc.,  Distributor 
24  hours  for  a  free  investor  kit 


1-800-526-0057 


4/94      1 0 


The  QUEST  for  VALUE  Funds 


Whatever  ^  Retirement  income 

vour  finest  ^  Deferred  Compensation  Plan 

II  '  □  Tax-Free  Investing 

can  yuest.  n  Lump  Sum  Roll.over 


Call  toll-free  for  your  free 
Mutual  Fund  Information  Kit. 

1-800-232-FUND 

For  more  complete  information  about  Quest  for 
Value5"  Funds,  including  charges  and  expenses,  call 
your  financial  consultant  or  Quest  for  a  prospectus. 
Read  it  carefully  before  you  invest  or  send 
money. '"Quest  for  Value  is  a  service  mark  of 
Oppenheimer  Capital. 


Quest  for  Value 
Distributors 

Two  World  Financial  Center 
New  York,  NY  10080 
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Value  Line  Is 
Pleased  to  Announce 
Two  New 
No-Load  Funds 

iversification  of  assets  can  help  you  maximize  return  while 
minimizing  risk.  It  is  a  key  element  in  building  and 
maintaining  a  profitable  portfolio. 


The  Value  Line  .Vsset  Allocation  Fund  was 

designed  to  make  diversification  simple. 
That's  hecause  the  managers  of  this  all- 
weather  fund  base   

their  investment 
decisions  on  Value 
Line's  assessment  of 
financial  markets. 
If  the  outlook  for 
stocks  is  bright,  the 
managers  will  invest 
more  money  in  stocks.  Conversely,  if  stocks 
look  like  they  are  about  to  tumble,  more  of 
the  fund's  assets  may  be  invested  in  bonds 
or  cash.  Behind  it  all  lie  our  proprietary 
mathematical  formulas  and  the  Value  Line 
Ranking  System.  Bear  in  mind,  however, 
there  is  no  assurance  the  fund  will  achieve 
its  objectives. 


Value  Line 
Asset 

Allocation 
Fund 


The  Value  Line  Small-Cap  Growth  Fund 

can  also  bring  diversit\  tc  vour  portfolio  bv 
the  addition  of  an  aggressive  growth 

  investment.  This 

fund  gives  the 
general  public 
access  to  the  same 
systematic  approach 
to  investing  in 
small-cap 
companies  that 
Value  Line  uses  for  its  institutional  clients. 
Our  managers  use  two  of  our  proprietary 
models  to  make  their  investment  decisions, 
investing  in  small-cap  stocks  -  companies 
with  market  capitalizations  under  SI  billion 
-  can  be  very  rewarding  for  the  more 
aggressive  investor,  but  will  also  entail 
greater  risks. 


Value  Line 
Small-Gap 
Growth 
Fund 


find  out  more  About  these  (ico  nev:  Value  Line  funds.  Send  for  your  five  investment  kit  today.  Each 
kit  contains  a  prospectus  which  explains  the  risks  involved,  management  fees  und  expenses.  Please 
read  the  prospectus  carefully  before  you  invest. 

For  faster  service  Call  toll-free: 

1-800-223-0818  ext.  466A 


Value  Line  Securities.  Inc., 

220  East  42nd  Street.  NT.  NY  10017-5891 
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SoGen  Funds.  Inc. 


This  series  of  portfolios  is  managed  by  Jean- 
Marie  Eveillard,  SoGen's  renowned  global 
contrarian. 

SoGen  Overseas  Fund:  Long-term  growth 
of  capital  by  applying  a  risk-averse  value 
investing  strategy  to  mostly  small  and  mid-size 
foreign  stocks. 

SoGen  Gold  Fund:  Growth  of  capital  by  investing  in  companie 
involved  in  gold  mining,  processing,  dealing  or  holding  gold  or  othe 
precious  metals. 

For  prospectus  and  information,  call: 

(800)  628-0252 

The  prospectus  describes  the  risks  associated  with  investments  in  foreign 
securities  and  gold-related  securities.  Please  read  it  carefully  before  investing. 


100% 


NO-LOAD 
MUTUAL  FUND 
COUNCIL 


Smart  investors  know  that  paying 
commissions  to  buy  mutual  funds 
can  reduce  their  returns . 


To  be  sure  you're  invested  in  a  10(M  no-load  kind,  choose  a  member 
of  the  1 00%  No-Lcad  Mulual  Fund  Council.  Member  funds  charge 
NO  sales  charges,  NO  1 2b- 1  fees,  NO  back-end  loads,  NO  dividend 
reinvestment  charges  and  NO  fixed  redemption  charges. 

Send  today  for  the  Council's  80-page  1 993  /  00%  No-Load  Mutual 
Fund  Investment  Guide  and  Member  Directory.  It  gives  vital  informa- 
tion on  more  than  200  member  funds. 

For  your  copy,  please  mail  $3.00  (Includes  postage  and  handling)  to: 
Dept.  F,  1501  Broodvvoy,  NY,  NY  10036 

See  us  on  the  Internet  at:  http://networth.galt.com/www/networth.htm  


FORBES  READERS  ARE 
MUTUAL  FUND  BUYERS 


Forbes  765,000  subscribers  are  affluent  and 
active  investors  with  an  average  household 
income  of  $232,000  and  an  average  net  worth 
of  $2,180,000. 

In  addition: 

•  73%  own  mutual  funds. 

•  The  average  value  of  their  mutual  funds  is  $  146,000. 

•  98%  have  an  investment  portfolio. 

•  The  average  value  of  their  total  investment  portfolio 
is  $2,076,000. 


Source:  Forbes  1993  Subscriber  Study.  Erdos  &  Morgan/MPG 


MONEY  GUIDE 


Method  V:  Find  a  cooperative  fi- 
lancial  planner  and  have  him  buy 
hrough  a  discount  broker.  To  find 
nit  w  hether  a  load  fund  you  want  to 
iuy  can  be  had  commission-free  this 
/ay,  check  its  prospectus.  You  may 
aid  that  sales  are  made  at  net  asset 
alue  to  investment  advisers.  Some 
and  families,  including  Alliance,  En- 
srprise  and  Pacific  Horizon,  allow 
egistered  investment  advisers  to  buy 
irect  from  the  distributor  without 
laying  loads. 

Charles  Schwab  offers  55  load 
.inds  to  investment  advisers  free  of 
lies  charges  and  transaction  fees, 
'hey  include  strong  performers  such 
s  GAM  International,  Newport  Tiger 
nd  Vista  Capital  Growth. 

There  are  35  more  load  funds  avail- 
ble  this  way  at  Schwab  without  loads 
>ut  with  transaction  fees  ranging 
-om  0.08%  to  0.6%  of  assets.  Jack 
Vnite  offers  many  of  the  same  funds 
t  a  flat  $100  per  transaction. 

There's  a  reason  for  the  above - 
lentioned  discount  to  the  trade. 
:und  sponsors  are  trying  to  appeal  to 

growing  population  of  fee -only  fi- 
ancial  planners.  These  are  planners 
mo  take  no  commissions  on  product 
lies;  their  only  compensation  is  ei- 
her  an  hourly  rate  (say,  $125)  or  an 
nnual  percentage  fee  (maybe  1%). 
uch  planners  have  parked  $6  billion 
Aith  the  low-cost  Vanguard  Group. 
iow  they  can  send  clients  to  some  of 
he  big  load  houses,  too.  Note:  These 
ands  may  require  that  the  planner 
mo  opens  your  account  be  registered 
s  an  investment  adviser  with  the  Se- 
urities  &  Exchange  Commission. 

Of  course,  if  you  are  doing  all  your 
wn  financial  thinking,  you  don't 
eally  need  one  of  these  advisers.  But 
ou  might  find  one  willing  to  handle 
he  paperwork  for  a  fund  like  Vista 
or  a  small  flat  fee.  The  National 
issociation  of  Personal  Financial  Ad- 
isers  in  Buffalo  Grove,  111.  will  give 
ou  names  of  fee-only  planners  in 
our  area. 

Here's  a  more  exotic  money-saving 
cheme.  Call  the  SEC  at  202-942- 
046  and  ask  for  Form  adv.  Then 
egister  as  an  investment  adviser.  Fee: 
d50  a  year,  though  it  may  rise  if 
Toposed  legislation  passes.  Having 
egistered,  you  can  sneak  yourself  and 
lso  family  members  and  trusted 
riends  into  funds  like  Vista.  No  par- 


Low  load,  low  expenses 


Fund 

Performance 
UP  DOWN 
markets 

Annual 
expenses 
per 
$100 

Load 
at 

<t  1  millir 

3>i  mime 

Fidelity  Growth  &  Income 

n 
u 

n 
D 

iU.oz 

J  UU  /o 

Flag  Investors  Telephone  Income 

b 

1 
ft 

0.92 

4.50 

Franklin  Income 

I 

n 
D 

0.54 

4.00 

Guardian  Park  Avenue 

A 

B 

0.82 

4.50 

IDS  Managed  Retirement 

C 

B 

0.84 

5.00 

IDS  Stock 

C 

B 

0.73 

5.00 

Nationwide  Fund 

c 

B 

0.62 

4.50 

Nationwide  Growth 

c 

B 

0.68 

4.50 

New  York  Venture 

A 

B 

0.89 

4.75 

Penn  Square  Mutual 

c 

B 

0.97 

4.75 

Princor  Capital  Accumulation 

c 

B 

0.82 

5.00 

Sentinel  Common  Stock 

c 

A 

0.93 

5.00 

Sources:  Mormngstar.  Inc.;  Forbes. 


These  12  funds  are  strong 
performers  with  maximum  loads 
of  5%  or  less  and  low 
annual  expenses. 


ticular  credentials  are  required — fel- 
ons and  high-school  dropouts  quali- 
fy— but  caution:  This  gimmick 
should  be  attempted  only  by  people 
who  enjoy  dealing  with  regulatory 
agencies  and  thorny  liability  ques- 
tions. Be  darned  sure  you  answer  the 
SEC's  questions  honestly. 

If  all  this  sounds  like  too  much 


trouble  and  if  you  really  feel  you  need 
the  hand-holding  only  a  good  sales- 
person or  adviser  can  give,  pay  the 
5%.  Ask  the  rep  to  make  sure  you  get 
into  a  fund  with  reasonable  annual 
fees.  Over  a  ten-year  holding  period 
you  could  save  enough  in  manage- 
ment fees  to  make  up  for  the  sales 
load.  9S 


Discount  to  the  trade 


Fund 

Performance 

Annual 

Load 

UP  DOWN 

expenses 

at 

markets 

per 

$1  million 

$100 

Alger  Growth* 

$2.20 

15.6% 

Alger  Small  Cap* 

2.13 

11.4 

GAM  International 

B  A 

1.99 

22.4 

GAM  Pacific  Basin 

A  B 

1.93 

17.6 

Ivy  International* 

A  B 

1.61 

15.8 

Newport  Tiger 

1.56 

24.8 

Vista  Capital  Growth 

1.49 

23.8 

Vista  Growth  &  Income 

1.39 

14.7 

*0nly  at  Charles  Schwab  &  Co. 
Sources:  Mormngstar.  Inc.:  Forbes. 


These  8  funds  are  strong  performers 
that  are  available  without  a  load 
to  registered  investment  advisers 
through  discount  brokers. 
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EXOTICA 

MONEY  GUIDE 


Clinton's  tax  hikes  notwithstanding,  you  can  still  buy 
a  yacht  and  get  tax  deductions  and  revenue  from  it. 
But  don't  kid  yourself  that  it's  a  great  investment. 

When  your  ship 
comes  in 


By  Suzanne  Oliver 

Yachts  are  too  expensive  to  be  af- 
fordable by  most  people  as  pure  toys, 
too  uneconomic  to  make  sense  as 
pure  investments,  but  justifiable  if 
they  can  be  made  to  serve  both  ends. 
Call  them  investment  toys. 

A  bond  is  an  investment.  A  sailboat 
is  a  toy.  A  yacht  is  something  in 
between,  combining  the  features  of 
each.  We're  talking  about  motor-as- 
sisted sailboats  costing  $125,000  to 
$500,000 — with  staterooms,  bath- 
rooms and  a  kitchen. 

To  cross  the  line  from  pure  toy  to 
investment  toy  the  vessel  must  be 
substantial  enough  to  be  rented  out 
to  charter  customers.  The  investment 
toy  category  encompasses  more  than 
just  yachts.  It  involves  a  lot  of  what 
prosperous  people  do  with  their  spare 


time  and  money.  It  includes  vacation 
homes,  cattle  ranches,  wineries,  coun- 
try inns  and  expensive  artwork.  These 
become  investment  toys  when  you 
figure  out  how  to  get  some  revenue 
from  them  in  addition  to  personal 
enjoyment.  Any  of  these  can  be 
treacherous  for  unrealistic  buyers 
who  kid  themselves  about  their  pure 
investment  values.  But  they  all  can  be 
rewarding  for  people  who  know  how 
to  minimize  the  out-of-pocket  costs 
of  ownership  while  maximizing  the 
tax  advantages. 

There  was  a  time  when  investment 
toys  could  yield  real  profits.  During 
the  inflationary  1970s,  prices  of  used 
boats  and  other  assets  climbed,  so  it 
was  easy  to  make  money.  It  may 
become  easy  again,  but  not  in  the 


ABOVE: 

John  Maultsby's 
sailboat,  Footloose, 
in  Tortola; 
his  captain, 
Bo  Loiselle; 
and  some  happy 
customers 
The  crew 
is  everything. 


LEFT: 

Moorings' 
Jean  Larroux 
"If  it  was  just  a 
financial  decision, 
they  would  all 
own  mutual 
funds." 


immediate  future.  The  step-up  in  in| 
flation  presaged  by  strong  commodl 
ity  prices  (see  p.  146)  isn't  going  tc 
turn  all  hard  assets  into  gold.  And  the 
1986  tax  reform  severely  clipped  ta> 
shelters.  The  essence  of  the  anti-taxi 
shelter  rules:  You  can  claim  deduql 
tions  on  your  investment  toys  only  up 
to  the  amount  of  revenues  they  pro 
duce.  Some  unused  deductions  car 
be  carried  forward  and  used  when  vol 
sell  the  property;  others  go  to  waste. 

The  most  important  consequence 
is  that  if  you  want  to  wring  some 
revenues  and  some  tax  deduction; 
from  your  yacht  or  your  vacation  re- 
treat or  your  collectibles,  you  shoulc 
pay  cash  for  them.  No  sense  having 
$100,000  sitting  in  bonds  earning 
taxable  interest  at  a  time  when  you 
have  a  $100,000  boat  mortgage 
whose  interest  is  not  fully  deductible 
because  of  the  antishelter  rules. 

Yacht  renting  tails  into  one  of  three 
tax  categories. 

The  most  favorable  tax  treatment  ii 
to  call  it  a  business  venture.  Advan- 
tage: You  get  somewhat  better  de- 


248 


Forbes  ■  June  20,  1994 


uctions.  Unless  you  spend  at  least 
00  hours  a  year  running  your  yacht 
usiness,  any  net  losses  can't  be  ap- 
lied  against  salary  income.  They  can 
nly  be  used  to  absorb  "passive" 
icome,  such  as  income  from  an 
prtment  building  you  bought  for 
ish.  Unusable  passive  losses  can  be 
irried  forward  to  future  years  and 
aimed  when  you  exit  the  boat  char- 
Ting  business.  So  can  a  capital  loss 
n  the  sale  of  the  boat. 
Disadvantages  are  several.  Your 
ersonal  use  is  limited  each  year  to  the 
reater  of  two  weeks  or  10%  of  the 
umber  of  days  the  boat  is  chartered 
ut.  You  have  to  actively  participate  in 
le  operation  of  the  business — for 
sample,  by  printing  up  sales  bro- 
aures  and  hiring  the  crew.  CPA  Mi- 
lael  Kimball  of  Tyler,  Tex.  has  writ- 
*n  Tax  Guide  for  the  Business  Use  of 
~achts.  Kimball  says  you  must  be 
repared  to  prove  that  you  manage 
le  business  for  profit  and  that  it  is  not 
a  excuse  for  taking  cheap  sailing 
ications.  This  is  a  tough  thing  to 
|rove,  since  the  IRS  is  likely  to  take  the 
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position  that  yacht  chartering  can't 
possibly  make  money — and  you  knew 
this  when  you  bought  the  boat. 

Category  two:  Your  yacht  is  a  "resi- 
dence." You  can  call  it  that  as  long  as 
the  boat  has  a  bed,  a  toilet  and  a  stove. 
In  that  case  you  go  by  the  same  rules 
as  the  owner  of  a  vacation  home.  To 
qualify  in  any  given  year,  you  must  use 
the  property  more  than  two  weeks  a 
year  (or  1 0%  of  the  number  of  days  the 
property  is  rented). 

Second- residence  owners  can  claim 
home  mortgage  interest  without  re- 
gard to  any  business  activity.  (Some 
limitations  apply  to  taxpayers  who 
have  $1 -million-plus  mortgages  or 
who  are  subject  to  the  alternative 
minimum  tax.)  What  about  insur- 
ance, depreciation  and  docking  fees? 
These  must  be  prorated  between  per- 
sonal and  charter  use,  and  can  be 
claimed  as  deductions  only  to  the 
extent  the  charter  income  exceeds 
chartering's  share  of  the  mortgage 
deduction.  (So  don't  finance  a  yacht. 
Doing  so  could  cause  other  deduc- 
tions to  go  to  waste. ) 


Advantage  to  the  residence  catego- 
ry: You  don't  have  to  manage  the 
property  yourself.  A  chartering  com- 
pany can  do  all  the  work.  Disadvan- 
tage: When  you  sell  the  used  boat  at  a 
loss,  the  loss  is  not  deductible. 

Category  three  is  the  worst  for  you: 
Call  the  yacht  a  hobby.  If  the  yacht 
doesn't  qualify  as  a  business  or  a 
second  home,  the  Internal  Revenue 
Service  will  probably  force  you  into 
this  category.  In  effect,  you  have  to 
include  all  your  charter  revenues  as 
income,  but  you  can  claim  expenses 
only  to  the  extent  they  exceed  a  floor 
set  at  2%  of  adjusted  gross  income. 
That  is,  you  can  be  losing  money  out 
of  pocket  and  still  be  forced  to  pay 
income  tax  on  phantom  profits. 

Any  chance  that  rentals  will  be  so 
lucrative  you  won't  have  to  worry 
about  losses  at  all?  Don't  bank  on  it. 
The  only  genuinely  profitable  boats 
are  the  ones  whose  owners  act  as  crew, 
which  generally  means  a  husband  as 
skipper  and  wife  as  cook.  But  swab- 
bing decks  and  manning  sails  while 
your  guests  drink  piha  coladas  is  not 
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Proud  owner 
Scot  Thomas 
If  you  have  to 
ask  about  tax 
deductions  for  a 
yacht,  you  can't 
afford  one. 


most  people's  idea  of  fun. 

You  could  also  be  an  absentee  own- 
er, turning  your  property  or  your 
yacht  over  to  a  chartering  company  or 
rental  agent.  The  objective  here  is  to 
cover  most  or  all  of  your  operating 
costs  with  rentals,  leaving  a  few  weeks 
a  year  of  free  use  for  yourself.  Therein 
lies  a  small  tax  benefit:  Owner  use  of  a 
boat  or  vacation  home  in  these  cir- 
cumstances does  not,  generally  speak- 
ing, constitute  taxable  income. 

Most  charterers  put  their  boats  in 
the  Caribbean,  where  the  season  is 
long,  the  sailing  easy  and  complicated 
U.S.  Coast  Guard  requirements  ab- 
sent. You  can  buy  a  boat  from  a 
charter  company,  which  will  pay  you 
to  leave  your  yacht  in  its  charter  fleet 
for  up  to  five  years  and  allow  you  as 
much  as  six  weeks  of  sailing  a  year.  But 
remember:  In  bad  economic  years, 
people  don't  charter  as  often.  And  an 
idle  yacht  is  very  expensive. 

Beware.  There  are  shoestring  oper- 
ators in  the  yacht  leasing  business. 
The  upside  to  the  charter  alternative  is 
the  charter  companies  take  care  of 
your  boat's  bookings  and  mainte- 
nance, changing  oil,  painting  the  hull 
and  repairing  winches.  The  downside: 
a  limited  choice  of  boats — the  charter 
people  want  to  keep  their  fleets  fairly 
homogeneous — and  limited  sailing 
time  for  you. 

The  Moorings  is  the  Caribbean's 
largest  charter  operator.  From  Clear- 
water, Fla.  and  Paris,  it  runs  a  fleet  of 
700  investor- owned  sailing  yachts 
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and  catamarans  32  to  82  feet  in  length 
in  30  harbors  around  the  world.  You 
may  use  your  yacht  up  to  six  weeks  a 
year,  with  a  $50  daily  fee  for  ice  and 
fuel  when  you  do.  The  rest  of  the  year, 
the  Moorings  books  bareboat  (with- 
out crew)  charters  on  your  yacht, 
paying  you  25%  of  the  gross  revenue. 
The  Moorings  pays  all  your  boat's 
expenses,  including  maintenance,  in- 
surance and  docking. 

What  kind  of  return  would  that 
give  you?  Suppose  you  bought  a  35- 
foot  Beneteau  and  put  it  into  Moor- 
ings' fleet  in  Tortola,  British  Virgin 
Islands.  You  would  pay  $127,500  for 
the  boat,  a  $1,600  duty  and  no  sales 
tax.  With  30  weeks  of  charter  at 
$2,400  a  week,  your  income  would  be 
$72,000  over  the  course  of  a  four- 
year  lease.  At  the  end  of  the  lease, 
you're  stuck  with  the  boat,  and  it  may 
fetch  only  $70,000  from  a  dealer 
(slighdy  more  on  a  trade-in).  That 
shrinks  your  four-year,  pretax  return 
to  a  modest  $12,900. 

That's  pretax.  You  can  claim  only 
$25,100  of  tax  depreciation  against 
your  rental  income,  leaving  $46,900 
of  taxable  income,  on  which  you 
would  owe  $18,800  if  you  are  in  the 
40%  bracket.  (The  remaining 
$34,000  of  true  depreciation  in  value 
would  become  a  nondeductible  capi- 
tal loss.)  Thus,  your  tax  liability  ex- 
ceeds your  cash  return. 

So  after  four  years  you  are  out  of 
pocket  $5,900 — plus  you've  tied  up 
$129,100  for  four  years. 


Of  course,  you  get  some  free  sailing 
time.  Let's  price  four  weeks  of  annual 
sailing  time  at  the  charter  rate— 
$38,400  over  the  four  years.  Deduq 
from  that  the  $5,900  out-of-pocket 
loss  and  $5,600  in  daily  usage  fees] 
and  you  are  ahead  $26,900  in  free 
sailing  time.  Okay,  but  you  could] 
probably  do  better  buying  tax-ex 
empt  bonds  and  chartering  a  yacht  the] 
four  weeks  a  year.  "If  it  was  just  a 
financial  decision,  they  would  all  own 
mutual  funds,"  says  Moorings  Vice 
President  Jean  Larroux. 

One  more  possibility.  You  can  getl 
much  better  returns  managing  the 
yacht  yourself.  But  keep  aspirin  close 
at  hand.  Says  Edward  London,  53,  a 
business  consultant  who  charters  Vic\ 
torious,  his  62-foot  schooner  in  St 
Thomas,  "Some  damn  thing  always 
goes  wrong."  Your  crew  can  make  oi) 
break  you.  Your  captain  needs  to  hus 
tie  business  at  charter  yacht  shows] 
and  your  cook  needs  to  have  attended] 
cooking  school. 

With  an  excellent  crew  on  board] 
John  Maultsby,  a  52 -year-old  conl 
tractor,  had  his  52-foot  Irwin  sailboat 
chartered  29  weeks  in  1991.  But  the 
following  year  a  new  crew  he  hired 
got  the  boat  out  only  25  weeks 
Maultsby's  annual  operating  income 
fell  from  a  gain  of  $29,788  to  a  loss  oj 
$3,520  last  year.  He  paid  $270,00(j 
for  the  boat. 

Then  there  are  hurricanes.  One  in-| 
vestor  who  charters  a  68 -foot  Spark 
man  &  Stephens  (now  worth) 
$600,000)  in  the  U.S.  Virgin  Islands 
had  his  boat  out  of  commission  fo« 
two  seasons  after  it  was  damaged  by 
Hurricane  Bob.  Now  charter  booW 
ings  are  slow  as  brokers  reacquaint) 
themselves  with  his  boat  and  crew 
Meanwhile,  he  has  big  expenses  td 
cover:  $54,000  a  year  for  crewJ 
$10,000  for  insurance,  $18,500  foi| 
maintenance,  $3,000  for  various  fee 
and  membership  in  the  Virgin  Island^ 
Charter  Yacht  League,  which  enable^ 
him  to  exhibit  in  boat  shows  for  char 
ter  "brokers. 

There's  no  better  vacation  than) 
beating  along  in  a  perfect  Caribbean 
breeze.  If  looking  at  the  sleek  craff 
and  saying,  "It's  all  mine"  turns  you 
on,  go  buy  it.  But  don't  kid  yoursehj 
you  are  making  a  smart  investmenH 
just  because  you  can  get  a  bit  ol 
revenue  and  a  few  tax  deductions.  I 
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'ou  buy  houses  or  stocks  for  no  other  reason  than  that 
heir  prices  have  been  going  up.  Some  people 
jven  buy  alpacas  for  that  reason.  Alpacas? 

Chain  letter 


investing 


iy  Fleming  Meeks 

)ne  rainy  Saturday  last  June  execu- 
ve  headhunter  John  Callen  was  feel- 
lg  resdess  at  his  50-acre  farm  in 
awlet,  Vt.  Riffling  through  the  local 
ewspaper,  the  managing  director  of 
Vard  Howell  International  saw  a  list- 
lg  for  a  livestock  show 
maturing  alpacas.  It  was 
nly  an  hour's  drive  away, 
le  went  and  had  a  look. 

Three  years  shy  of  re- 
rement,  Callen  fancied 
imself  a  gentleman  farm- 
r.  Alpacas  were  just  the 
ash  crop  he  was  looking 
)r.  Gende,  loving  and 
asy  to  care  for.  Accord - 
lg  to  the  projections  in  a 
rochure  from  the  Alpaca 
)wners  &  Breeders  Asso- 
iation,  they  would  pro- 
uce  58%  annual  returns 
ver  ten  years. 

"I  made  the  decision 
to  invest]  just  like  that," 
rys  Callen,  snapping  his 
ngers.  Showing  off  Tril- 
on,  his  prize  2-year-old 
:ud  in  the  making  (males 
on't  breed  until  age  3), 
fallen  beams  and  says, 
Alpacas  are  clearly  the 
est  livestock  investment 
lere  is  today." 

Maybe  for  Callen,  may- 
e  not.  But,  for  any  new- 
omers  to  the  business, 
[pacas  are  a  dreadful  in- 
estment.  They  are  a  won- 
erful  illustration  of  one 
f  the  pitfalls  into  which 
aive  investors  fall.  That 
itfall,  which  takes  in 
lany  a  buyer  of  real  es- 


tate, growth  stocks,  emerging  market 
speculations  and  all  manner  of  other 
modern-day  tulip  bulbs,  consists  of 
this  fallacy:  It  doesn't  matter  what 
underlying  economic  value  a  thing 
has,  so  long  as  its  price  is  going  up. 


The  underlying  economic  value  in 
an  alpaca  is  wool.  Cousin  to  the  camel 
and  the  llama,  these  inquisitive -look- 
ing fleece  bearers  have  grazed  the 
Andes  for  5,000  years.  Their  warm, 
silky  wool,  much  sought  after  in  Eu- 
rope and  Japan  for  blankets,  sweaters 
and  coats,  is  quite  valuable.  Peruvian 
alpaca  fleece  currently  fetches  $8  a 
pound,  less  than  it  did  a  decade  ago 
but  up  sharply  from  a  $3  low  last  year. 

Sounds  good.  But  a  150-pound 
alpaca  consumes  a  fair  amount  of  feed 
to  produce  only  6  pounds  of  fleece  a 
year.  From  this  revenue  of  $48  a  year 
you  have  to  subtract  operating  costs. 
In  Pern,  where  both  labor  and  graz- 
ing costs  are  minimal,  alpacas  do  gen- 
erate a  modest  net  income.  Capitaliz- 
ing this  uncertain  income  stream,  ra- 
tional investors  in  Peru  will  pay  only 
so  much  for  an  animal.  First-rate  al- 
pacas change  hands  in  the  mountains 


Alpaca  breeder  Linda  Berry  Walker 

Alpacas  are  huggable  as  long  as  they're  worth  $28,000. 
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for  $250. 

In  the  U.S.,  however,  it  is  impossi- 
ble to  cover  costs  with  wool  sales, 
even  at  $30  a  pound,  which  is  what 
hand-spinners  are  willing  to  pay  for 
the  stuff.  Veterinary  bills  alone  would 
take  a  big  bite  out  of  that  revenue,  to 
say  nothing  of  either  feed  purchases 
or  property  taxes  on  the  land  the 
animals  graze.  A  rational  investor  here 
would  pay  nothing  for  an  alpaca. 


$60,000.  And  while  hosting  an  alpaca 
show  at  her  farm  in  Stockton,  N.J.  in 
May,  breeder  Linda  Berry  Walker  eas- 
ily sold  2  alpacas  for  $28,000  and 
$30,000.  This  for  animals  that  might 
in  their  lifetime  produce  '$3,000 
worth  of  wool. 

In  a  frenzied  market  for  breeding 
animals,  any  price  can  be  justified. 
Whatever  you  pay  you  are  going  to 
earn  back  by  growing  more  animals 


Alpacas  at  work 
Who's  getting  shorn? 


What  did  Callen  pay?  Brace  your- 
self: $20,000  per  beast. 

Within  five  months  of  visiting  the 
alpaca  show  in  Stamford,  Vt.,  Callen 
ponied  up  $123,000  to  buy  six  al- 
pacas, including  three  pregnant  fe- 
males. Another  $50,000  went  into 
fencing,  a  new  road,  a  new  tractor  and 
a  new  barn.  Over  the  next  couple  of 
years,  Callen,  62,  expects  to  invest 
another  $75,000  to  $90,000  buying 
more  alpacas. 

So  how  on  earth  can  Callen  call  this 
a  great  investment?  Because  right 
now  he  can  sell  alpacas  to  other  inves- 
tors. So  furious  is  the  buying  mania 
for  alpacas  in  the  U.S.,  where  there  are 
only  4,000  of  these  animals  (to  2.8 
million  in  Peru),  that  in  an  April 
auction    one    prize    stud  fetched 


and  selling  them  at  the  same  price  or 
higher.  That's  how  the  breeders'  as- 
sociation comes  up  with  its  58%  an- 
nual return.  That's  how  people  got 
suckered  into  mink  ranching  in  the 
1920s  and  worm  farming  in  the 
1980s.  The  greater  fool  theory  in  all 
its  wretched  glory. 

Alpacas  gestate  for  335  days  and 
live  for  1 5  to  25  years.  So  your  herd  of 
seven  is  growing  by  four  or  five  al- 
pacas a  year — more  once  die  offspring 
start  reproducing.  Using  the  model  in 
the  alpaca  brochure,  by  selling  off  half 
the  offspring,  you  can  be  in  profits  by 
year  three.  At  the  same  time  you're 
increasing  your  alpaca  count  by  20% 
to  30%  a  year. 

"I  call  it  alpaca  compounding," 
says  Michael  Safley,  a  Hillsboro,  Ore. 


breeder  who  owns  125  alpacas.  Sai 
ley,  a  semiretired  real  estate  investq 
and  developer,  has  been  breeding  al 
pacas  since  1984.  He  says  he  sold  2 
alpacas  last  year  for  $500,000,  whi 
at  the  same  time  building  his  herd 
20%.  On  top  of  that  he  took  i| 
$100,000  from  fleece  sales,  inciudin| 
finished  products  like  sweaters  ani 
hats.  Safley  says  he  recovered  his  inj 
tial  $300,000  investment  a  loflj 
time  ago  and  now  owns  a  herj 
worth  $2.2  million. 

But  what  happens  when  there  an 
no  more  fresh  investors  interested  i 
buying  alpacas  for  breeding?  Ani 
when  those  that  have  bought  can] 
find  buyers? 

Investment  manias  like  this  cai 
sometimes  go  on  for  years.  In  a  bu 
market,  growth  stocks  start  out  at  II 
times  earnings,  then  go  to  25  and  5j 
and  even  100  times  earnings.  The  lasl 
crop  of  buyers  don't  even  care  aboij 
earnings;  all  they  know  is  that  th| 
stock  has  "momentum."  Translation 
Some  greater  fool  will  take  the  stoc 
off  my  hands  at  a  still  greater  price. 

In  the  mid-  1980s  prices  of  cooper 
ative  apartments  in  New  York  Cirj 
climbed  to  ever  more  ludicrous  multi 
pies  of  their  rental  value.  At  a  certaij 
point  the  buyers  didn't  even  thinl 
about  rents.  They  reasoned  as  follows;! 
Prices  are  going  up  1 0%  a  year,  but  ml 
mortgage  is  only  10%,  so  I  can  livi 
here  for  free. 

And  then  the  music  stops.  Ii 
growth  stock  investing,  the  end  ar 
rives  with  a  disappointing  quarterly 
earnings  report.  In  the  New  York  coi 
op  market,  the  collapse  was  triggered 
by  the  stock  market  crash  of  1987  anc 
the  spreading  realization  that  at  thost 
prices  it  was  cheaper  to  rent  than  buy 
even  when  all  the  tax  advantages  o 
owning  are  taken  into  account. 

The  alpaca  craze  could  end  sudden 
ly  if  importers  figure  out  how  to  tun 
more  of  those  $250  Andean  alpaca 
into  $20,000  Vermont  alpacas.  Fo 
now,  limited  quarantine  space  is  keep 
ing  imports  down  to  450  a  year. 

And  if  alpaca  prices  do  take  a  turn 
ble?  Susan  King,  a  breeder  in  Elkins 
N.H.,  says  she  isn't  worried.  "If  al 
pacas  come  down  in  value,"  she  say 
cheerfully,  "we've  got  the  fiber  as  i 
backup."  If  you  lose  your  shirt,  you 
can  always  knit  yourself  a  sweater.  / 
$20,000sweater.  ■ 
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WE  DO  A  LOT  OF 
THINGS  TO 
COMPUTER 
SYSTEMS. 

WE  FINANCE  THEM.  WE  LEASE  THEM. 
WE  UPGRADE  THEM.  WE  CONFIGURE 
THEM.  WE  CUSTOMIZE  THEM. WE 
ASSET  TAG  THEM. WE  PACKAGE 
THEM.  WE  STORE  THEM.  WE  DELIVER 
THEM.  WE  PROTECT  THEM.  WE 
INSTALL  THEM.  WE  NETWORK 
THEM.  WE  INTEGRATE  THEM.  WE 
SUPPORT  THEM.  WE  SERVICE  THEM. 


So  You  Can 
Work 
Faster, 
Better, 
Cheaper. 
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Want  an  investment  you  can  brag  about, 
even  though  you  will  probably  lose  your  shirt? 
Try  bankrolling  the  next  boxing  champ. 

A  piece 

of  the  Rocky 


By  Joel  Millman 

In  1964  a  group  of  Philadelphia  in- 
vestors formed  the  Cloverlay  Corp.: 
80  pieces  of  a  young  boxer  named  Joe 
Frazier.  At  $250  per  share,  Cloverlay 
raised  $20,000  to  finance  Joe's  run  at 
the  heavyweight  championship  of  the 
world.  Joe  got  50%  of  all  purses;  the 
partners  paid  all  expenses  and  taxes 
and  split  whatever  was 
left.  By  1973  Frazier  was 
the  undefeated  champ, 
about  to  defend  his  title 
against  George  Fore- 
man. He  had  also 
bought  out  all  the  Clo- 
verlay investors  for  up  to 
$14,000  a  share.  They 
didn't  have  much  choice 
in  this  going-private 
tender  offer,  but  they 
didn't  complain  about 
their  compound  annual 
returns  of  up  to  50%. 

Everybody    needs  a 
conversational  invest- 
ment— one  that,  despite 
dubious  economics, 
makes    good  cocktail 
party   chatter.    In  the 
1960s  the  leading  ci  was  HON 
cattle     raising.  Then 
came  oil  drilling,  then  feature  film 
financing.  All  very  passe  now.  If  you 
want  a  new  ci  to  lose  money  on, 
consider  prizefighter  financing. 

Denver  television  programming 
executive  Mathew  Tinley,  33,  is  man- 
aging die  bantamweight  Wayne  (The 
Pocket  Rocket)  McCullough,  Ire- 
land's silver  medalist  at  the  1992 
Olympics.  In  1993  Tinley  paid 
McCullough  $50,000  to  sign,  then 
guaranteed  him  $5,000  a  fight  for  the 
first  year  and  $6,000  his  second  year. 


In  return,  Tinley  got  25%  of  McCul- 
lough's  net  profits. 

Thanks  to  McCullough's  box-of- 
fice appeal  (translation:  he's  a  white 
guy),  Tinley  hasn't  had  to  pay  any  of 
the  guarantees.  So  far  McCullough 
has  grossed  almost  $100,000.  If  he 
wins  the  title,  Tinley  will  go  in  the 


Gary  Gittelsohn 
"This  worked 


with  temporary  champ  Junior  Jones 
out  beyond  my  wildest  dreams." 


black.  A  big  if.  "It  takes  three  years  to 
build  a  champion,"  says  Tinley,  "and 
ten  seconds  to  knock  him  out." 

Gar)'  Gittelsohn's  fighter,  118- 
pound  Junior  Jones,  won  the  bantam- 
weight title  last  October  and  was  in 
McCullough's  sights  until  April — 
when  Jones  lost  a  decision  to  John 
Michael  Johnson.  Gittelsohn,  who 
had  put  up  $20,000  for  Jones'  con- 
tract rights  in  1991,  spent  another 
$80,000  on  training  expenses  and  a 
$250-per-week  stipend.  He  had  just 


about  broken  even  on  his  investmeil 
by  the  beginning  of  1994. 

"If  you'd  spoken  to  me  a  week  agJ 
I  would  have  said  this  worked  ou 
beyond  my  wildest  dreams,"  says  Gi 
telsohn,  39,  a  lawyer  for  Marvel  Ei) 
tertainment  Group.  Now  the  spo 
lights — and  jackpots — are  gone. 

Los  Angeles  sports  agent  John  Di 
vimos,  32,  is  jubilant.  In  1988  rj 
went  into  a  partnership  with  Emmaij 
uel  Steward,  the  veteran  trainer  wh 
had  handled  such  champs  as  ThonjJ 
Hearns  and  Milton  McCrory.  Day 
mos  acquired  the  rights  to  heavj 
weight  Michael  Moorer  and  five  othc 
startup  boxers  for  $250,000.  In  ri 
turn,  he  and  Steward  were  to  split 
third  of  the  boxers'  winnings.  But  b| 
1992  three  of  the  six  boxers  had  le 
and  Moorer  was  no  longer  speakin 
to  Steward.  Davimos  bought  oi 
Steward  for  $350,000,  raising  tn 
cash  by  spinning  off  a  third  of  his  stakj 
to  two  other  investors. 

Moorer,  who  by  the] 
|  had  29  wins,  was  becom 
js  ing  a  218-pound  mill 
;  stone.  Many  boxers  si 
feared  his  crushing  le 
hooks  that  they  refuse 
to  get  in  the  ring  unle? 
Davimos  gave  them  paj 
of  Moorer's  purse 
Moorer  was  seldom  le; 
with  $100,000  per  figr 
in  winnings.  Davimd 
was  $1  million  in  th 
hole,  and  his  origin; 
33%  equity  stake  wa 
down  to  22%. 

But  this  April  in  La 
Vegas,  the  26-year-ol 
Moorer  slugged  his  wa 
to  a  twelfth-round  deci 
sion  over  Evander  Holy 
field  for  the  world  chain 
pionship.  The  take:  $■ 
million.  After  six  years  of  "sweat  equi 
ty,"  Davimos  was  in  the  black.  Whe: 
Moorer  defends  his  title  in  the  fal] 
Davimos  should  rake  in  $1  millioi 
free  and  clear.  "All  we  had  to  do  to  b 
profitable,"  deadpans  Davimos,  "i 
to  win  the  heavyweight  title." 

If  you  love  the  sport  and  cai 
afford  a  financial  pounding,  chec 
the  classifieds  in  magazines  like  Box 
ing  Illustrated,  or  even  the  sport 
pages  of  daily  papers,  for  ads  b 
fighters  and  trainers  looking  to  sel 
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Don't  want  to  make  profits  the  hard  way? 

For  as  little  as  five  times  earnings,  you  can  buy  a 

License 

to  mint  money 


takes.  Hang  out  at  gyms  like  Glea- 
on's  in  Brooklyn  or  Joe  Frazier's  in 
101th  Philadelphia  to  get  tips  in 
toxing  futures. 

Or  you  might  consider  a  syndicate, 
n  1989  Rock  Newman  lined  up  in- 
estors  who  put  up  $250,000  to  get 
leavyweight  Riddick  Bowe  started. 
Tie  deal  stipulated  that  when  the 
nvestors  got  their  money  back,  plus 
nother  $750,000,  Bowe  had  the 
ight  to  buy  them  out — and  he  did  in 
992,  right  around  the  time  he  won 
he  title. 

"It's  a  complete  crapshoot,"  says 
plton  Chwasky,  the  attorney  who 
legotiated  the  deal.  The  syndicate 
nissed  out  on  Bowe's  bigger  purses, 
nit  investors  quadrupled  their  money 
a  about  three  years. 

When  you  find  your  palooka,  be 
ure  your  contract  with  him  assures 
ou  the  right  to  renew  the  deal 
fter  three  years.  If  he's  a  contend- 
r,  be  ready  to  pay  a  second  sign- 


ohn  Davimos,  left,  with  Michael  Moorer 


iix  years  of  sweat  equity. 


ng  bonus  upon  renewal — say,  up 
o  $100,000— to  keep  him  from 
lefecting  to  a  different  manager. 
fou  must  register  all  contracts  and 
evisions  with  your  state  athletic 
om  mission. 

In  the  unlikely  event  you  have  net 
winnings,  they  will  be  taxable.  If  all 
ou  have  to  show  is  years  of  losses  you 
would  like  to  deduct,  it's  up  to  you  to 
^rove  that  all  this  was  a  serious  profit- 
notivated  venture,  not  a  hobby.  Ex- 
>ect  a  fight  with  the  IRS.  Hi 


By  Richard  Phalon 

Queen  Elizabeth  I  handed  out  mo- 
nopolies, such  as  exclusive  licenses  to 
sell  saltpeter  at  whatever  price  the 
traffic  would  bear. 

This  country  has  no  exclusive  salt- 
peter charters,  but  it  does  have  a 
curious  collection  of  artificial  cartel 
rights,  awarded  or  sanctioned  by  the 
government  and  traded  among  hold- 
ers at  a  multiple  of  their  cash  flow. 
They  make  for  intriguing  specula- 
tions. Prices  are  generally  depressed 
by  the  risk  that  the  monopoly  could 
be  rescinded  at  any  time.  If  you  have 
confidence  that  the  cartel  will  prevail 
for  many  years  to  come,  buy. 

Taxi  medallions.  New  York  City 
permits  only  11,787  yellow  taxis  to 
cruise  for  fares.  The  fares,  also  set  by 
city  bureaucrats,  are  artificially  high. 
The  excess  return,  however,  does  not 
necessarily  belong  to  the  hack  behind 
the  wheel;  in  six  out  of  ten  cases  it 
belongs  to  the  owner  of  a  "fleet" 
medallion,  who  is  permitted  to  be  in 
the  business  of  owning  cab  licenses 
without  doing  any  driving  himself. 

In  a  common  arrangement,  the 
medallion  owner  provides  the  car  and 
insurance;  the  driver  keeps  all  fares 
but  pays  for  gasoline  and  pays  a  fee, 
typically  $80  to  $88  per  12-hour  shift, 
to  the  medallion  owner.  The  New 
York  Taxi  &  Limousine  Commission 
estimates  an  owner  can  net  $16,000  a 
year  from  this  arrangement.  Econo- 
mists call  this  kind  of  profit  "monop- 
oly rent." 

Fleet  medallions,  freely  tradable, 
change  hands  at  $210,000,  or  13 
times  earnings.  Given  that  fares  are 
raised  regularly,  the  7V2%  yield  is  infla- 
tion-protected and  pretty  attractive. 

Peanut  growing  rights.  It's  illegal  to 
grow  peanuts  for  domestic  sale  at 


fixed  prices  without  a  royal  charter 
from  the  U.S.  Department  of  Agricul- 
ture. These  rights  are  in  short  supply 
and  therefore  valuable.  A  farm  owner 
(who  doesn't  have  to  be  a  farmer)  can 
sell  or  rent  the  rights  to  another  farm 
owner  in  the  same  county. 

When  a  peanut  growing  right  is 
rented  for  one  growing  season,  the 
going  rate  is  10  cents  to  14  cents  a 
pound.  Perpetual  rights  can  also  be 
sold  at  50  cents  to  60  cents  a  pound. 
Thus,  an  average  50-acre  farm  with 
100,000  pounds  of  quota  is  worth 
$50,000  to  $60,000  more  than  the 
same  farm  without  the  quota. 

The  peanut  license  is  trading  at  only 
five  times  earnings.  A  bargain  price, 
except  that  the  monopoly  rent  is  en- 
dangered by  the  recent  movement 
toward  more  free  trade.  Discount  im- 
ports would  wreck  the  cozy  game. 

Tobacco  growing  allotments  work 
in  somewhat  similar  fashion  and  also 
trade  at  low  multiples.  Reason:  Anti- 
tobacco  legislation  on  the  horizon. 

Stock  exchange  seats.  Roughly  half 
are  leased,  at  about  $135,000  a  year 
(New  York)  and  $42,000  (Ameri- 
can). The  New  York  seat  trades  at 
$850,000  (for  a  yield  of  16%),  the 
Amex  seat  at  $210,000,  (yield:  21%). 

If  you  expect  the  stock  market  to 
keep  going  up,  these  are  tempting 
investments.  But  be  forewarned  that 
the  seats  are  not  as  freely  tradable  as 
taxi  medallions.  A  case  in  point  is  the 
application  by  Beatrice  Feins,  84,  to 
acquire  an  Amex  seat  owned  by  her 
grandson  and  lease  it  out.  The  ex- 
change, suspecting  a  raid  on  a  benefit 
fund  that  pays  $100,000  to  the  estate 
of  anyone  who  dies  owning  a  seat, 
refused  to  allow  the  transfer.  Feins  is 
fighting  the  Amex  in  court.  H 
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Actually,  we  Ye  a  bit  of  both. 


Our  core  telephone  operations  have  given  us  tank-like  strength  and  solid  revenues.  While  our  fast-track  perfor- 
mance comes  from  expansion  into  high-growth  fields  such  as  cellular  and  information  services. 

Put  them  together  and  you've  got  a  real  vehicle  for  success.  Including  Forbes  500  ranking.  A  five-year  total 
.1!  return  of  24%.  And  33  consecutive  vears  of  annual  dividend  increases. 
ALLTEL (  lorporation.  For  more  information,  call  us  at  (501)  661-8999. 

CORPORATION 


wCMXEl 


III  Telephone  •  ALLTEL  Mobile  •  Systematica  •  TDS  Healthcare  System*  •Computer  Power,  Inc.  •  ALLTEL  Sti|»|>l>  •  HWC  •  ALLTEL  Publishing 


THE  FORBES/BARRA  WALL  STREET  REVIEW 

BY  ERIC  S.  HARDY 


'irst  Albany's  Hugh  Johnson  likens 
he  second  year  of  Bill  Clinton's  pres- 
rlency  to  year  two  of  the  Kennedy 
pministration.  "Everything  looked 
ne  the  first  year  and  at  the  beginning 
if  the  second,"  he  says,  "and  then 
illation  fears  drove  up  interest  rates 
nd  scared  off  investors." 

As  in  1962,  short-  and  long-term 
iterest  rates  will  rise  throughout 
994,  says  Johnson,  albeit  more 
lowly  than  they  did  earlier  in  the 
ear.  Nonetheless,  Johnson  thinks 
here  are  some  buying  opportunities 
i  the  stock  market.  One  of  his 
ivorite  growth  plays  is  Intel,  which 
;  off  19%  from  its  52-week  high  and 
ells  for  only  11  times  earnings.  On 
lie  value  side,  Johnson  sees  opportu- 
ities  in  some  of  the  battered  electric 
tilities,  but  only  those  that  also  own 
onregulated  businesses  and  have 
ayout  ratios  below  85%.  Johnson 
kes  two  southeastern  firms:  Domin- 
m  Resources  and  Scana. 


Special  focus 


Share  buybacks  may  or  may  not  be  a 
good  use  of  corporate  cash,  but  they  do 
generally  raise  per-share  earnings.  In 
each  of  the  last  four  years  the  eight  firms 
below  reduced  their  shares  outstanding. 
Each  company  has  positive  five-year  sales 
and  profit  growth,  and  a  price-to-earn- 
ings  ratio  below  20. 


The  overall  market 


A  bigger  slice  of  the  pie 


Company 

Abbott  Laboratories 
CPI 

Deluxe 

John  H  Harland 
Hillenbrand  Inds 


Price  P/E 

303/8  17.3 

143/4  19.4 

273/4  17.9 

21  %  13.1 

363/8  17.3 


3000 
2600 

2200 
1800 

1400 
1000 


The  Barra  All-US  price  index  as  of  5/26/94 


Market  value:  $4,923.8  billion 

P/E:  22.0 

P/E  minus  negative  EPS:  16.2 
Price/book:  2.5 
Yield:  2.5% 


12-month  closeup 

■  Barra  index 
■j  200-day  moving  average 


Closeup  on  the  market 


%  change  from 


Index  or  Investment 

2-week  change 

1  year  ago 

5-year  high 

Barra  All-US  index 

2.8  % 

1.3% 

-6.4% 

S&P/Barra  Growth  index1 

3.3 

0.6 

-4.4 

S&P/Barra  Value  index 

3.2 

6.3 

-4.1 

Dow  lones  industrials 

2.8 

5.6 

-5.7 

S&P  500 

3.0 

1.0 

-5.2 

NYSE 

2.9 

1.3 

-5.6 

Nasdaq 

1.7 

3.8 

-9.0 

Amex 

1.4 

mm 

0.2 

-9.9 

EAFE 

0.2 

it 

11.7 

-2.1 

CRB  futures  index45 

1,1 

m 

10.0 

-9.4 

Gold  (Comex  spot) 

1.0 

m 

0.6 

-9.1 

Yens(per$US) 

0.4 

u 

-3.5 

-34.7 

Oil  (W  Texas  Intermediate) 

-3.0  | 

-11.5 

-56.9 

The  best  and  worst  performing  stocks 


2-week 

1994 

2-week 

1994 

Best 

Price 

change 

EPS6 

Worst 

Price 

change 

EPS6 

Gerber  Products 

50  Vz 

49% 

$1.91 

American  Healthcorp 

7V8 

-48% 

$0.77 

Digital  Microwave 

125/8 

42 

0.82 

Telebit 

5 

^18 

0.60 

Computer  Associates  Intl 

43  % 

41 

2.62 

Gtech  Holdings 

223/8 

-35 

1.61 

ASK  Group 

13 

37 

-0.85 

Ameristar  Casinos 

9V2 

-33 

1.11 

Synetic 

14  5/8 

35 

IMA 

Omega  Environmental 

63/8 

-30 

0.31 

The  best  and  worst  performing  industry  factors 


Monsanto 

83  % 

18.2 

Best 

2-week 
change 

Since 
12/31/93 

Worst 

2-week 
change 

Since 
12/31/93 

TBC 

127/8 

17.2 

Savings  &  loans 

7.2% 

-2.5% 

International  oil 

-4.3% 

-4.8% 

Upjohn 

33 

15.8 

Business  services 

6.6 

6.5 

Oilfield  services 

-1.6 

-6.3 

Trucking 

6.3 

5.2 

Tobacco 

-1.6 

-15.9 

Source.-  Value  Line  Database  Service  via  OneSource  Information  Services 

Household  products 

6.2 

-1.6 

Motor  vehicles 

-1.4 

-9.9 

...  j 

Broadcasting,  publishing 

6.0 

-10.3 

Real  estate 

-1.3 

-17.8 

lote:  Data  for  period  ending  5/26/94  The  Barra  All-US  price  index  consists  of  all  publicly  traded  common  U.S.  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  trading  on 
l.S.  markets.  ADRs,  REITs  and  closed-end  funds  are  excluded.  1  Total  return  of  a  portfolio  of  more  than  150  large-capitalization  stocks  that  has  high  historical  earnings  growth  and  has  predicted  above-average 
arnings  growth. J  Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  pnee-to-earnings  ratios.  3  A  dollar-denominated  capitalization-weighted 
idee,  of  more  than  1,000  stocks  from  Europe,  Australia,  New  Zealand  and  the  Far  East.  Source:  Morgan  Stanley  Capital  International  Perspective.  "  Index  of  21  commodity  futures.  5  Source:  Knight-Ridder 
inancial  Information.  Estimate.  Source:  IBES,  Inc. '  Shows  return  to  the  industry  factor  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have 
roportional  contributions  in  two  or  more  groups.  NA:  Not  available.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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DIVIDENDS  REUIEW 

BY  GILBERT  STEEDLEY 


Corporate  vs.  government  yields 


i       i     i     i     i     i     i  i 

BMMMWMBMMaiMaaa 

'87    '88    '89    '90    '91    '92   '93  '94 


Representative  industry  yields2 


Corporate  dividend  revisions 

3000 


2500 


2000 


1500 


1000 


500 


I  Positive 
Negative 


'84      '86      '88      '90      '92  '94 
Through  Apr.  30,  1994 


Yield 

Payout 

Payout 

Industry 

ratio 

P/E 

Industry 

Yield 

ratio 

P/E 

Auto  &  truck  mfg 

2.1% 

21% 

11.8 

Household  products 

2.2% 

37% 

18.1 

Banking 

2.9 

29 

10.9 

Petroleum 

4.6 

101 

23.9 

Basic  chemicals 

4.0 

83 

23.5 

Pharmaceuticals 

3.0 

32 

12.6 

Electric  utilities 

5.6 

78 

10.7 

Retailing 

1.5 

18 

14.0 

Electrical  equipment 

2.6 

44 

17.0 

Telecommunications 

3.2 

51 

19.4 

On  Feb.  1  the  yield  on  the  Standard 
&  Poor's  500  stock  index  was  2.7% 
at  which  point  it  was  scraping  th 
bottom  of  its  20th-century  rangq 
There  are  two  ways  tor  an  aberrantlj 
low  stock  market  yield  to  climb  intd, 
normal  territory.  One  is  for  stocl 
prices  to  fall.  The  other  is  for  corpoj 
rations  to  raise  their  dividends. 

Since  February  we've  seen  a  little  o) 
both. The  market  is  now  off  6%  fronl 
its  high.  And  a  lot  of  firms  are  shar 
ing  their  rising  profits  with  investors) 

In  the  first  four  months  of  thi 
year,  s&P  reports,  692  of  the  7,00( 
companies  that  it  follows  raised  divi 
dends.  That  count  is  20%  higher  thafl 
it  was  for  the  same  period  in  1993 
Arnold  Kaufman,  editor  of  Standard 
&  Poor's  Outlook  newsletter,  esti 
mates  that  the  payout  on  the  S&P  50(1 
will  climb  7%  this  year,  to  $13.45 
The  ratio  of  dividends  raised  to  divi 
dends  cut  or  eliminated  is  the  best  i| 
has  been  in  13  years. 

If  you  like  dividends,  look  at  thd 
table  below.  These  16  companies  al 
have  a  Value  Line  financial  rating  o 
B++  or  better,  a  yield  of  3%  or  bette 
and  a  ratio  of  dividends  to  earning! 
no  greater  than  70%.  Most  of  these 
stocks  also  offer  dividend  reinvest] 
ment  plans. 


Stocks  with  solid  dividends 


Company/business 

Price 

Yield 

Payout 
ratio3 

Company/business 

Price 

Yield 

Payout 
ratio3 

American  Home  Prods/pharmaceuticals,  food 

57  Vs 

5.1% 

61% 

Kimberly-Clark/paper  products 

563/s 

3.1% 

54% 

American  Premier  Underwriters4/insurance 

27  Vs 

3.2 

17 

Lincoln  Telecommun/telecommunications 

14  V* 

3.6 

57 

American  Water  Works/water  utility 

273/4 

3.9 

47 

Minnesota  Mining  &  Mfg/adhesives,  coatings 

51 1  A 

3.4 

61 

Amoco/petroleum 

577/8 

3.8 

55 

St  Paul  Cos/property  &  casualty  insurance 

38V2 

3.9 

32  ' 

BIC4/disposable  pens,  lighters  &  shavers 

267/8 

3.0 

42 

Southwestern  Bell/telecommunications 

40  '/4 

3.9 

64 

Duke  Power/electric  utility 

353/4 

5.3 

64 

Tasty  Baking/baked  goods 

14 

3.7 

50 

Exxon/petroleum 

613/8 

$ 

69 

Upjohn/pharmaceuticals 

28  V2 

5.2 

68 

Harsco/defense  &  industrial  prods 

405/8 

3.4 

46 

Wachovia/banking 

32% 

3.7 

42 

Note:  All  data  as  of  5/24/94.  Yield  on  30-year  Treasurys  adjusted  for  inflation  using  the  trailing  12  months'  increase  in  the  Consumer  Price  Index.  2Capitalization-weighted., 
)ividends  divided  by  net  income;  all  extraordinary  items  are  excluded.  3Average  during  the  latest  four  quarters.  4Does  not  have  a  dividend  reinvestment  plan.  Sources:  Value  Line) 

Database  Service  via  OneSource  Information  Services;  Standard  &  Poor's  Dividend  Record. 
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For  an  idea  of  how  much  color  copier  experience 
we  have,  push  this  1.2  billion  times. 


^ince  1987,  when  Canon  introduced 
^  the  world's  first  Color  Laser 
Copier,  our  copiers  have  made  a 
hopping  one  billion,  two  hundred 
lillion  color  copies. 

It's  no  wonder  Canon  has  been 
le  unsurpassed  leader  in  color  copiers 
>r  six  consecutive  years,  with  equally  unsurpassed  color  quality. 

Today,  Canon  makes  the  most  technologically  sophisticated 
olor  copiers  available,  including  copiers  that  can  even  connect  to 


your  computer.  And  because  different  work  environments  have 
different  needs,  Canon  offers  a  choice  of  color  copier  solutions. 
One  sure  to  fit  your  needs. 

So  if  you  want  the  experience  of  Canon  color  copiers  behind 
you,  start  pushing: 
1-800-OK- 
CANON.  We'll 
immediately 
rush  you  a  free 
Color  Solutions  guide 


I 

guide. 

f»?^  Official  Copier  of 
lVorWC«pUSA94" 

98'  wcw-iSL 


Canon 


OWN  YOUR  OWN  RANCH  IN 
THE  COLORADO  ROCKIES 


1  i 


x 
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Forbes  Wagon  Creek  Ranch  is  offering  minimum  40  acre  ranches  starting  at  as  little  as  $25,000. 
We  provide  full  financing  and  buyer  protection.  If  you've  ever  dreamed  of  owning  your  own  piec 
the  Rockies,  now  is  the  time  to  act.  This  property  can  provide  you  with  a  perfect  base  for  vacati 
cross-country  skiing,  hunting,  camping  and  a  host  of  other  outdoor  sports  and  family  fun.  For  n 
information  without  obligation, 

Call  1-800-FORBES-5.  Outside  the  U.S.  (719)  379-3263. 


*ing  Statement  has  been  filed  with  the  Suite  of  New  York.  Such  t  iling  docs  not  constitute  approval  by  the  State  of  New  York  of  the  value  or  quality  aM 
cv  A  copy  of  the  Offering  Statement  is  available  upon  request  from  the  offeror  NYA93-99.  The  project  is  registered  with  the  New  Jersey  Real  I  -t.ue  I 
^sioii  and  ilie  Kansas  Securities  Commission.  Registration  does  not  indicate  approval  of  the  sale  or  offer  for  sale  by  those  or  any  Federal  agency  or  offffl 
or  thai  tlicy  have  passed  upon  the  merits  or  value  of  such  offering,  or  recommend  purchase  of  the  property.  The  Offering  Statement  for  each  state  and  I 
;.  Report  required  by  Federal  law  are  available,  upon  request  from  Saugre  de  C'risto  Ranches.  Obtain  and  read  them  before  signing  any  document.  I -.qua 
ifstrig  Opportunity.  24- UK)  NJ,  Reg.  Sangrc  de  Crisio  Ranches  Agency,  licensed  real  estate  broker  in  Colorado.  A.  Jack  Nemd.  Oshkosh.  Nebraska™ 


THE  CONTRARIAN 
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abandoning  their  old  favorite,  the  Efficient  Market  Hypothesis, 
lany  financial  academics  now  embrace  value  investing, 
iut  if  value  investing  is  sound,  it  is  not  easy  to  follow. 

Good-bye,  EMH 


BY  DAVID  DREMAN 


ivid  Dreman  is  chairman 
Dreman  Value  Management,  L.P., 
/estment  Counsel,  New  Jersey,  and  author 
The  New  Contrarian  Investment  Strategy. 


alue  investors,  take  a  bow!  Aca- 
:mics  have  finally  acknowledged 
tat  it  is  possible  to  make  money  the 
ay  you  already  have  been  doing  it  for 
:ars.  Major  academic  studies  now 
include  that  strategies  built  around 
jying  stocks  that  are  statistically 
leap  provide  well  above  average  re- 
irns  without  higher  systematic  risk. 

For  many  years  professors  told  peo- 
e  they  couldn't  beat  the  market  and 
ere  naive  to  try.  The  market  was  just 
>o  darned  efficient.  If  they  did  out- 
;rform,  it  was  either  a  statistical 
5erration  or  because  they  took  out- 
ze  risks  and  lucked  out. 

Way  back  in  the  late  1970s  Forbes 
lallenged  the  Efficient  Market  Hy- 
3thesis  by  showing  that  disciplined 
due  folks  did  outdo  the  market  fairly 
insistently.  I  recall  the  magazine 
ling  flooded  with  angry  mail  from 
icionados  of  the  efficient  market  and 
lodern  portfolio  theories.  Forbes 
is  been  vindicated  by  recent  studies, 
a  have  value -oriented  investors. 

The  newest  buzz  in  an  important 
irt  of  academe  is  that  contrarian — 
lat  is,  buying  out-of-favor  stocks — 
rategies  pay  off  well  over  time.  Why 
•e  they  successful?  Because,  the  aca- 
cmics  say,  contrarian  investors  take 
ivantage  of  major  types  of  investor 
Tors.  Take  the  widely  circulated 


paper  of  Professors  Lakonishok, 
Shleifer  and  Vishny  (1994).  The  pro- 
fessors demonstrate  that  you  can  beat 
the  market  by  picking  stocks  with  low 
P/E,  low  price-to-book  and  low  price- 
to-cash  flow.  Numerous  other  aca- 
demic articles  have  come  up  with 
similar  results. 

The  study  explains  that  these  strat- 
egies work  because  the  sophisticated 
contrarian  knows  you  cannot  extrap- 
olate earnings  and  cash  flow  growth 
into  the  future  with  any  degree  of 
accuracy.  Thus  people  who  pay  high 
prices  for  stocks  on  the  basis  of  ex- 
pected continuing  earnings  growth 
are  almost  guaranteed  to  be  disap- 
pointed sooner  or  later.  So  the  con- 
trarian avoids  paying  high  prices  for 
rapid  rates  of  sales,  earnings  and  cash 
flow  growth  and  also  watches  his 
price -to- book  ratio. 

Sound  familiar?  It  should.  The 
"new  findings"  that  Professor  Lakon- 
ishok and  others  have  presented  were 
the  thesis  of  my  book  Contrarian 
Investment  Strategy  (1979),  as  well  as 
a  good  number  of  Forbes  articles  plus 
my  own  writings  in  this  magazine. 

Yet  many  of  the  same  sages  who 
now  laud  contrarian  investment  strat- 
egies were  defending  efficient  market 
dogma  only  a  few  years  ago.  Good.  At 
least  they  learn. 

The  lesson  doesn't  end  here,  how- 
ever. As  a  lifelong  advocate  of  value 
investing  I  have  learned  that  applying 
the  value  approach  isn't  all  that  easy. 
Logic  pushes  the  investor  one  way 
while  emotion  tugs  him  in  exactly  the 
opposite  direction.  Value  stocks  often 
look  like  losers  while  high-P/E  stocks 
look  like  winners.  Everybody  wants  to 
be  with  the  winners.  After  all,  it's 
only  human  nature. 

So  the  successful  value  investor 
must  sometimes  fight  human  nature. 
It  takes  confidence,  patience  and  te- 
nacity to  be  a  successful  value  inves- 
tor— but  it's  well  worth  it. 


Here  are  a  number  of  stocks  that 
look  good  from  a  contrarian/value 
view  today. 

American  Greetings  (28)  is  the 
largest  publicly  owned  designer  and 
manufacturer  of  greeting  cards  and 
related  products.  Earnings  have  been 
increasing  at  a  better  than  15%  rate 
over  the  past  five  years  and  should  be 
up  over  10%  in  the  current  fiscal  year 
(ended  Feb.  28).  The  stock  trades  at  a 
P/E  of  15  and  yields  1 .8%. 

Armstrong  World  ( 50)  is  a  leading 
manufacturer  of  interior  finishing 
products  and  furniture.  The  compa- 
ny should  benefit  from  both  a  mod- 
est pickup  in  commercial  and  resi- 
dential activity  as  well  as  a  major 
restructuring  program.  Earnings  are 
likely  to  be  up  almost  50%  this  year, 
with  further  increases  ahead.  The 
stock  trades  at  a  P/E  of  13  on  1994 
estimates  and  yields  2.5%. 

Giant  Foods  (21 )  is  a  major  super- 
market operator  in  the  Washington- 
Baltimore  area.  With  the  economy  in 
the  mid-Atlantic  states  beginning  to 
improve,  the  company  should  show  a 
moderate  pickup  in  earnings  in  the 
current  fiscal  year  (ended  Feb.  28), 
which  should  accelerate  next  year. 
The  stock  trades  at  a  p/e  of  13  and 
yields  3.4%. 

ServiceMaster  (24)  provides  clean 
ing  and  other  services  for  educational 
and  industrial  facilities  as  well  as  for 
residences.  Earnings  growth  has  been 
almost  15%  annually  in  recent  years 
and  should  be  up  by  15%  again  in 
1994.  The  stock  trades  at  a  P/E  of  12, 
yielding  3.8%. 

Signet  (42)  is  a  bank-holding  com- 
pany headquartered  in  Richmond. 
The  stock  has  bounced  back  from  the 
brink  in  the  1990  banking  crisis.  With 
bad  loans  under  control,  earnings  hit 
a  record  $3.06  a  share  last  year  and 
should  be  up  20%  in  1994.  The  stock, 
a  possible  takeover  candidate,  trades 
at  a  p/e  of  12  and  yields  2.4%.  m 
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Earlier  in  this  issue,  you  read  the  case  for  not  putting  all  your  money  in  stocks 
and  bonds.  Here's  the  other  side:  good  reasons  not  to  overdo  hard  assets. 

Why  I  like 
financial  assets 


BY  R.S.  SALOMON  JR. 


R.S.  Salomon  Jr.  is  chairman  and  chief  executive 
of  Salomon  Brothers  Asset 
Management  Inc.  and  portfolio  manager  of 
Salomon  Brothers  Capital  Fund  Inc. 
Research  assistant:  Caroline  Davenport. 


In  a  reduced-inflation  environment, 
stocks  and  bonds  have  racked  up 
great  long-term  performance  rec- 
ords. But  is  inflation  on  the  come- 
back trail?  Is  now  the  time  to  cut  back 
on  financial  assets  and  buy  tangible 
assets?  That  thought  is  advanced  in 
the  Money  Guide  included  in  this 
issue  of  the  magazine. 

My  advice:  Don't  overdo  hard  as- 
sets. This  isn't  the  1970s.  Look  at  the 
table  on  the  opposite  page.  Within  any 
given  year,  die  performance  ranking  of 
different  assets  can  come  out  in  any 
order.  But  over  very  long  measure- 
ment periods,  financial  assets — bonds, 
stocks  and  even  plain  old  cash — out- 
perform such  tangible  assets  as  hous- 
ing, farmland,  oil  and  gold. 

Despite  their  recent  sharp  runup, 
oil  prices  are  down  from  a  year  ago 
while  silver  prices  have  rallied,  but 
apart  from  these  changes  the  one -year 
returns  all  fall  within  quite  a  narrow 
range.  They  don't  change  the  long- 
term  rankings. 

This  exercise  proves  two  things. 
One  is  that  how  you  allocate  your 
portfolio  among  broad  categories  is 
probably  more  important  than  what 


preoccupies  so  many  people,  that  is, 
which  stocks  or  bonds  or  hard  assets. 
The  other  point  is  that — since  finan- 
cial assets  outperform  over  long  peri- 
ods— you  should  not  abandon  finan- 
cial assets  lightly. 

There  are  many  factors  that  deter- 
mine whether  financial  or  tangible 
assets  will  take  the  lead  in  any  year,  but 
none  is  as  important  as  inflation.  In- 
vesting in  financial  assets  is  all  about 
confidence.  A  gold  coin  that  you  carry 
in  your  pocket  is  a  store  of  value  in 
itself,  but  a  bond  isn't.  A  bond  isn't 
even  worth  the  paper  it's  printed  on  if 
investors  lose  confidence  in  the  future 
value  of  money. 

Stocks  fall  somewhere  between  the 
two  extremes  of  bonds  on  the  one 
hand  and  hard  assets  on  the  other. 
Stocks  represent  ownership  in  busi- 
ness goodwill,  inventories  and  real 
estate,  and  so  can  retain  real  value, 
even  if  inflation  goes  haywire  and 
people  are  pushing  around  wheelbar- 
rows of  currency.  But  inflation  also 
crimps  profits,  because  corporations 
cannot  pass  through  price  increases  as 
fast  as  their  costs  and  taxes  rise.  Unex- 
pected inflation  is  very  damaging  to 
all  financial  assets.  It's  what  killed 
the  stock  market  from  1973  well  into 
the  early  1980s. 

This  survey  began  in  the  late 
1970s,  when  inflation  was  a  very  real 
concern.  At  that  time  the  long-term 
returns  of  the  three  principal  tangible 
asset  categories — commodities,  real 
estate  and  collectibles — were  very 
impressive,  and  confidence  in  the 
value  of  money  was  approaching  rock 
bottom.  Yet,  with  hindsight,  that 
would  have  been  a  good  time  to 
dump  your  diamonds,  oil  and  farm- 
land and  buy  stocks. 

There  are  those  who  worry  that  we 
are  headed  into  a  replay  of  the  1970s, 


when  hard  assets  beat  out  the  othe) 
kind.  I  completely  disagree  and  rej 
main  very  optimistic  about  the  likeli 
hood  that  inflation  will  remain  sub 
dued.  The  world  is  awash  in  oil,  evei 
though  prices  have  moved  up  recent! 
in  response  to  political  events.  In 
deed,  the  20-year  return  for  blac 
gold  has  been  a  meager  2.9%,  nd 
even  equal  to  inflation.  Wages  ar 
unlikely  to  accelerate  dramaticall 
anytime  soon,  and  the  prices  q 
branded  consumer  products  remaij 
under  pressure. 

In  addition,  even  though  Presided 
Clinton's  health  care  reform  packag 
stands  absolutely  no  chance  of  pas 
sage  in  its  current  form,  the  threat  q 
change  has  precipitated  a  significan 
slowdown  in  the  rate  of  increase  ij 
prices  of  health  care  products  ani 
services.  In  fact,  health  care  inflatioj 
now  is  running  at  the  lowest  rate  q 
the  postwar  period. 

There  is  another  recent  develops 
ment  that  I  would  actually  classify  a 
deflationary.  Florida  Power  &  Lighj 
recently  surprised  investors  by  draj 
matically  cutting  its  dividend.  Th< 
company  is  not  in  distress,  but  man) 
agement  thinks  it  prudent  to  retail) 
more  earnings  in  the  face  of  deregu 
lation  and  the  threat  of  increase*) 
competition.  It  seems  likely  thaj 
other  utilities  might  follow  suit,  tak! 
ing  a  sizable  chunk  of  money  out  01 
investors'  pockets  in  the  process,  t 
this  scenario  proves  correct,  the  los 
of  income  would  reinforce  consumi 
ers'  price  sensitivity.  And  competij 
tion  in  unexpected  places,  like  utili 
ty  rates,  will  keep  a  lid  on  the  cost  o 
living. 

If  all  this  is  true,  then  what  has  thd 
Federal  Reserve  Board  so  worried?  Iij 
my  view,  the  Fed  has  moved  to  tight| 
en  monetary  policy  in  response  t<j 
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xessive  growth  in  the  economy  and, 
ore  recently,  to  the  weakening  in 
le  U.S.  dollar.  Although  the  U.S. 
jllar  has  strengthened  slightly  over 
le  past  year,  it  has  been  going  down- 
11  since  January.  (Note:  This  year  we 
ive  recalculated  foreign  currency  re- 
irns  to  incorporate  both  changes  in 
:change  rates  and  the  yield  on  mon- 
'-market  investments.) 
In  sharp  contrast  to  most  other 
jveloped  countries,  the  U.S.  is 
3th  large  and  self-contained, 
rade  accounts  for  about  12%  of 
■oss  national  product  here,  as 
mipared  with  roughly  30%  or 
ore  in  other  mature  economies. 
rhat  that  means  is  that  many  peo- 
e  in  the  U.S.  are  not  terribly  con- 
:rned  with  the  relative  value  of  the 
}llar.  The  reality  is  that  their  lives 
nd  to  revolve  around  domestical- 
produced  goods  and  services. 
For  investors  in  the  capital  markets, 
)wever,  the  value  of  the  dollar  is 
tremely  important.  If  people  do  not 
mt  our  money,  it  is  a  sign  that 
>nfidence  in  the  value  of  the  dollar, 
id  consequently  confidence  in  the 
lue  of  paper  assets  attached  to  the 
)llar,  is  slipping. 

My  view  is  that  the  U.S.  dollar  is 
gnificantly  undervalued  at  present. 
>  it  begins  to  stabilize,  it  will  help 
restore  confidence  in  paper  assets 
general. 

The  basket  of  assets  that  I  track  has 


remained  relatively  constant  over 
time.  In  the  past  two  years  I  have 
dropped  old  master  paintings  and 
Chinese  ceramics,  since  Sotheby's  has 
discontinued  its  performance  indexes 
on  these  asset  categories. 

The  loss  of  these  categories  is  un- 
fortunate. Collectibles  are  an  in- 
triguing piece  of  the  investment  puz- 
zle, partly  because  the  motivation  of 
buyers  in  these  markets  defies  simple 
analysis.  Many  people  who  buy  old 
masters,  for  example,  are  not  moti- 
vated principally  by  concerns  about 
inflation,  but  rather  by  the  desire  to 
show  off  their  wealth.  Thus,  the  mar- 
kets for  high-priced  collectibles  tend 
to  follow  broader  patterns  of  wealth 
creation — be  it  the  Middle  East  in 
the  1970s  or  Wall  Street  in  the 
1980s.  The  last  big  buyers  of  art  were 
the  Japanese.  Given  the  performance 
of  the  markets  in  Japan,  it  is  easy  to 
see  why  this  group  has  lost  interest 
in  van  Goghs. 

Why  did  Sotheby's  discontinue  its 
indexes?  There  are  a  number  of  possi- 
ble explanations.  But  it  is  worth  not- 
ing that  recent  auctions  have  not  gone 
particularly  well,  and  declining  index- 
es presumably  do  not  constitute  par- 
ticularly good  publicity.  One  is  not 
even  on  safe  ground  saying  that  price 
declines  provide  buying  opportuni- 
ties in  these  markets.  To  a  conspicu- 
ous consumer,  high  prices  are  more 
tempting  than  low  ones. 


In  any  event,  we  have  decided  to 
keep  an  eye  on  Sotheby's  stock  price 
as  a  proxy  for  the  collectibles  markets. 
The  company  came  public  in  1988,  so 
there  is  not  enough  price  history  to 
include  the  long-term  performance  in 
our  table.  Over  the  past  year  the  stock 
price  has  fallen  by  almost  7.7% — the 
worst  one-year  return  after  oil — rein- 
forcing the  impression  created  by  the 
press  that  this  has  not  been  a  block- 
buster year  for  collectibles. 

So,  for  all  these  reasons,  I  continue 
to  favor  financial  assets,  with  an  em- 
phasis on  stocks  over  bonds.  Stocks 
are  more  attractive  because  they  look 
reasonably  valued  and  the  outlook  for 
corporate  earnings  is  good. 

However,  one  tangible  catego- 
ry— commercial  real  estate — looks 
interesting.  In  the  past,  inflation  and 
tax  incentives  drove  this  market.  As  it 
turned  out,  these  two  factors  bal- 
looned the  supply  of  property  well 
beyond  even  the  most  optimistic  de- 
mand scenarios.  Today  the  tax  in- 
centives for  commercial  real  estate 
development  have  disappeared,  and 
inflation  is  subdued.  The  good  news 
is  that  the  economy  is  growing,  and 
it  looks  as  though  vacancy  rates  are 
coming  down  for  an  old-fashioned 
reason:  more  demand  than  supply. 
As  the  fundamental  picture  im- 
proves, commercial  real  estate  may 
provide  some  interesting  investment 
opportunities.  H 


n  the  long  race,  stocks  win 


Assets 

20  years  

10  years  

5  years  

1  year  

rank  return1 

rank 

return1 

rank 

return1 

rank 

return1 

»tocks 

1 

13.1% 

1 

15.5% 

2 

10.4% 

6 

2.6% 

'oreign  exchange2 

2 

11.9 

3 

13.0 

1 

10.6 

5 

3.3 

ionds 

3 

10.2 

2 

14.1 

3 

9.9 

10 

0.7 

Stamps 

4 

9.1 

10 

-0.9 

11 

1.1 

8 

1.9 

!-month  Treasury  bills 

5 

8.3 

4 

6.7 

4 

5.6 

4 

4.3 

)iamonds 

6 

7.9 

5 

5.9 

9 

1.4 

11 

0.0 

Housing 

7 

6.3 

6 

4.1 

6 

2.9 

9 

1.8 

Consumer  Price  Index 

8 

5.7 

7 

3.6 

5 

3.5 

7 

2.1 

"armland 

9 

4.6 

9 

-0.7 

7 

2.4 

2 

6.4 

fold 

10 

4.5 

8 

-0.2 

10 

1.3 

;  3 

4.7 

>il 

11 

2.9 

12 

-5.2 

12 

-1.9 

12 

-9.8 

Silver 

12 

1.0 

11 

-4.9 

8 

1.9 

1 

31.1 

Sotheby's  common 

NA 

NA 

13 

-3.3 

13 

-11.4 

Average  annual  return.  Combines  money-market  returns  with  changes  in  exchange  rates.   NA:  Not  applicable. 

iources:  Salomon  Brothers  Inc;  diamonds,  The  Diamond  Registry;  basket  of  U.  S.  stamps,  Scott  PublishingCo.;  oil,  West  Texas  intermediate  first  nearby  crude 
mtract;  housing,  National  Association  of  Realtors;  farmland  (excluding  income),  U.S.  government  statistics. 


Even  in  a  period 
that  includes  a 
bout  of  double- 
digit  inflation, 
equities  beat  out 
collectibles 
and  other 
hard  assets. 
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Liquidity  is  drying  up  in  stock 
and  bond  markets  everywhere. 
Get  ready  for  more  rough  weather. 

Vile  volatility 


BY  A.  GARY  SHILLING 


A.  Gary  Shilling  is  president  of 
A.  Gary  Shilling  &  Co.,  economic  consultants 
and  investment  advisers.  His  firm  publishes 
Insight,  a  monthly  newsletter  covering  the 
business  outlook  and  investment  strategy. 


We  never  miss  the  water  until  the  well 
runs  dry.  For  investors,  the  "water" 
of  recent  years  was  low  volatility.  The 
October  1990-January  1994  rally  in 
U.S.  stocks  was  the  longest  in  the 
postwar  era  without  a  10%  or  greater 
correction.  It  was  the  same  thing  in 
the  bond  market:  generally  straight 
up  with  only  minor  corrections. 

With  little  risk  of  setback,  money 
poured  into  financial  assets.  The  big 
and  growing  spread  between  short 
and  long  interest  rates  attracted 
banks,  hedge  hinds,  bondholders, 
pension  funds  and  commodity  pool 
operators.  They  all  borrowed  short 
term  and  bought  bonds,  enjoying  the 
highly  leveraged  play  on  rising  bond 
prices — with  the  positive  spread  be- 
tween long  and  short  rates  as  a  divi- 
dend. Individual  investors  stampeded 
into  stocks  and  bonds — largely 
through  mutual  funds — fleeing  low 
CD  yields  and  the  real  estate  partner- 
ships that  had  burned  them  earlier. 

The  success  and  low  volatility  of 
these  investments  convinced  many  to 
double  their  bets.  Corporate  treasur- 
ers envisioned  a  free  lunch  and 
jumped  into  derivatives  not  only  to 
eliminate  foreign  currency  exposure 
and  shift  interest  rate  maturities  but 


also  to  make  an  extra  buck  on  the  side 
at  the  racetrack.  Suddenly,  staid 
number-crunchers  were  tossing 
around  terms  like  "death -backed 
bonds,"  "limbos"  or  "worthless  war- 
rants." A  recent  survey  reveals  that 
20%  of  major  companies  saw  their 
treasurers'  offices  as  profit  centers. 

The  party's  over  now  and  the  hang- 
over is  atrocious.  The  booze  began  to 
run  out  this  January  when  Japanese 
bonds  fell  and  the  yen  climbed,  while 
European  bonds  and  stocks  dropped. 
Bad  news  for  the  hedge  funds  and 
other  leveraged  investors  who  were  all 
on  the  other  side  of  these  markets. 
The  Fed's  tightening  on  Feb.  4  was 
the  last  straw,  forcing  them  to  dump 
their  U.S.  bonds  and  other  remaining 
positions.  Individual  investors  fol- 
lowed, as  they  began  to  liquidate 
bond  mutual  funds  and  to  slash  their 
net  purchases  of  stock  hinds. 

Next  came  the  derivatives  disasters. 
Kidder,  Peabody;  Procter  &  Gamble; 
Gibson  Greetings;  Air  Products  & 
Chemicals;  Orange  County  (Califor- 
nia); and  Atlantic  Richfield  were  all 
burned  playing  the  derivatives  mar- 
kets in  highly  leveraged  ways.  Corpo- 
rate announcements  of  derivatives 
losses  are  almost  becoming  monoto- 
nous, daily  occurrences  but  may  be 
only  the  tip  of  the  iceberg. 

So  far  derivatives  losses  have  fallen 
on  large  banks,  corporations  and  well- 
heeled  investors.  If  public  bailouts  are 
needed  later,  regulators  and  Congress 
will  smother  derivatives.  Regardless, 
most  of  the  afflicted  are  properly  chas- 
tened and  swear  never  to  do  it  again. 
John  F.  Welch  Jr.,  chairman  of  GE — 
parent  company  of  Kidder,  Pea- 
body — and  a  man  well  known  for 
detesting  surprises:  "To  break  a  more 
than  decade  string  of  'no  surprises' 
has  all  of  us  damn  mad,  both  at  the 
violation  and  its  impact,"  and  "This  is 
ugly,  awful  and  we're  angry  as  hell." 


P&G  Chairman  Edwin  L.  Artz|| 
who  reassigned  his  treasurer:  "Deri\|l 
atives  like  those  are  dangerous  and  wjl 
were  badly  burned.  We  won't  let  thl 
happen  again."  Air  Products  Chaij 
man  HA.  Wagner  called  the  levej 
aged  swaps  "unacceptable  and  incorj 
sistent  with  our  traditional  consent 
tive  approach  to  managing  our  debt.j 

What  does  all  this  mean  for  mai 
kets?  Less  liquidity,  as  corporate  an  I 
individual  investors  and  leverage 
players  become  more  risk-averse.  Les 
liquidity  means  more  volatility.  Earlj 
er,  an  interday  range  of  1  point  wa 
rare  for  U.S.  and  foreign  bonds.  Nov 
a  2 -point  range  is  not  unusual.  Unt) 
recently,  the  Dow  Jones  industria 
average  seldom  swung  50  points  diirj 
ing  a  daily  trading  session,  but  no\ 
it's  a  dull  day  without  it. 

Just  as  the  low  volatility  of  yesterj 
year  drew  more  and  more  players  int 
financial  markets,  high  volatility  i 
driving  them  out.  The  beaten -up  prq 
fessional  speculators  refuse  to  entel 
volatile  markets  for  fear  of  furthej 
losses,  but  their  absence  promote] 
continuing  volatility.  Individual  in 
vestors  flee  from  wild  markets  thaj 
make  them  big  winners  one  day  bii 
take  it  all  away  the  next.  Suddenly  49 
with  safety  doesn't  look  so  bad. 

So  today's  high  volatility  is  sell 
feeding  and  augments  the  already  unj 
derway  bear  markets  in  stocks  anJ 
bonds  here  and  elsewhere. 

What  should  you  do?  Stand  asid 
until  markets  become  deadly  dull 
Good  market  bottoms  are  made  witl 
low  volume  and  low  volatility.  I f  y oil 
are  long  stocks  and  bonds,  sell  to  thj 
sleeping  point.  We  remain  short  U.S 
and  European  equities  and  debt,  eve) 
though  the  gyrating  markets  make  i 
tough  to  concentrate  on  the  bearisl 
trends.  I  sleep  fine  at  night  but  stil 
check  the  European  openings  at  ; 
a.m.  Eastern  time.  ■ 
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he  cost  of  capital  is  rising— which  is  bad  for  most 
iiisinesses.  A  handful  are  doing  so  well,  however, 
lat  they  present  a  buying  opportunity  today. 

Cream 
of  the  crop 


BY  JOHN  RUTLEDGE 


hn  Rutledge  is  an  economist 
d  chairman  of  Rutledge  &  Co.,  a 
srchant  bank  in  Greenwich,  Conn. 


FTER  THE  Fed  aggressively  raised 
terest  rates  last  month,  bond  and 
ock  investors  seemed  to  recover 
om  a  bad  case  of  inflation  blues, 
hree  timid  doses  of  tight  money  this 
;ar  had  unintentionally  added  to  the 
arkets'  gloom,  but  the  fourth  dose 
id  a  more  cheering  effect.  Hauling 
3  both  the  federal  funds  and  dis- 
)unt  rates  by  a  hefty  50  basis  points 
as  apparently  just  what  the  doctor 
'dered,  because  securities  recovered. 
Even  so,  the  factors  that  forced  the 
;d  to  raise  rates  and  thus  spook  the 
arkets  remain  operative.  The  eco- 
Dmic  indicators — and  my  own  per- 
>nal  antennae — suggest  that  busi- 
es activity  is  strong  and  getting 
ronger.  Despite  the  ballyhooed 
imble  in  scrap  steel  prices  this  spring, 
ley  are  still  up  by  double  digits  over 
te  past  year.  With  the  industry  run- 
ng  at  94%  of  capacity,  producers  are 
ising  prices  and  rationing  steel.  In 
ass,  manufacturers  are  turning  to 
uropean  imports  to  satisfy  their  cus- 
>mers'  growing  demands.  They  have 
ised  prices  as  much  as  30%  over  the 
ist  year  and,  for  a  change,  higher 
ices  are  sticking.  Much  of  this  steel 


and  glass  is  being  purchased  by  auto- 
makers, who  are  operating  flat  out  to 
keep  up  with  the  brisk  sales  pace — 
15.5  million  units  annualized. 

Credit  is  in  lively  demand.  At  annu- 
alized rates,  commercial  and  industrial 
loans  have  climbed  23%  since  Decem- 
ber, and  consumer  credit  surged  nearly 
30%  during  the  first  quarter. 

The  "jobs  recession"  is  over,  too — 
adjusting  for  the  truckers  strike,  com- 
panies hired  1  million  people  between 
February  and  April,  50%  more  than 
during  the  fourth  quarter,  when  GDP 
grew  7%.  So  far,  wage  increases  have 
been  tame.  But  that  will  change  as 
workers  in  booming  areas,  such  as 
construction  and  autos,  take  advan- 
tage of  their  growing  market  power. 
In  fact,  shortages  are  already  develop- 
ing for  some  types  of  skilled  labor. 

In  short,  business  activity  is  so 
strong  that  interest  rates  are  guaran- 
teed to  stay  high.  This  is  bad  news  for 
the  stock  market  as  well  as  for  the 
bond  market  because  it  raises  the  cost 
of  capital  and  thus  depresses  price/ 
earnings  ratios. 

There  are  exceptions,  however. 
While  the  swelling  boom  is  bad  for 
most  stocks,  it  is  going  to  help  certain 
others.  The  current  boom,  predicted 
in  our  book  Rust  to  Riches  a  few  years 
ago,  is  largely  concentrated  in  indus- 
trial companies  in  the  Midwest.  Its 
beneficiaries  include  big  publicly 
traded  firms  like  GE,  Ford,  Chrysler, 
GM,  Dana  and  Eaton. 

Investors  shouldn't  overlook  the 
possibility  of  participating  in  this  in- 
dustrial expansion  by  buying  into  pri- 
vate companies  directly — especially 
local  ones,  where  local  investors  may 
have  special  knowledge. 

We  do  that  here  at  Rutledge  &  Co., 


making  long-term  private  equity  in- 
vestments in  companies  that  have 
consistently  generated  superior  re- 
turns and  are  operated  by  managers 
who  are  dedicated  to  creating  share- 
holder value. 

The  quality  of  the  franchise  is  as 
important  as  the  people,  so  we  search 
for  businesses  that  will  consistently 
create  value  over  the  next  10  to  20 
years.  There  is  no  conflict  between 
long-term  thinking  and  creating  value. 

A  business  creates  value  by  generat- 
ing enough  cash  flow,  and  then  some, 
to  cover  all  of  its  costs — including  the 
cost  of  the  capital  employed.  In  other 
words,  by  consistently  delivering  pos- 
itive economic  profit,  as  I  explained 
on  these  pages  last  October. 

Getting  back  to  stocks.  Buying  the 
stocks  of  public  firms  is  no  different 
from  buying  a  local  car  wash.  Our  first 
step  in  evaluating  public  stocks  is  to 
identify  a  group  of  companies  with 
strong  franchises,  i.e.,  that  have  pro- 
duced positive  and  growing  econom- 
ic profit  for  the  past  three  to  five  years. 
We  performed  an  intrinsic  value 
screen  over  the  1989-93  period  on 
7,300  companies  that  met  certain  cri- 
teria. Of  these,  351  delivered  positive 
economic  profits  in  each  of  the  past 
five  years,  489  did  it  in  1993  and  two 
more  years,  and  843  showed  positive 
economic  profit  just  in  1993. 

In  the  second  step,  we  select  com- 
panies with  managers  who  have  dem- 
onstrated a  commitment  to  building 
long-term  shareholder  value.  Finally, 
we  eliminate  businesses  that  are  out  of 
sync  with  our  view  of  the  economy. 

This  leaves  us  with  a  short  list  of 
high-quality  companies  that  we  keep 
on  our  radar  screen.  They  include 
Bombay  Co.  (15),  Chrysler (49),  Coca- 
Cola  (41),  Emerson  Electric  (60), 
Ford  (58),  Fannie  Mae  (84),  ge  (49), 
Intel  (61)  and  Nucor  (65),  among 
others.  We  look  to  buy  them  when 
they  are  selling  at  a  discount  to  our 
estimate  of  their  long-term  intrinsic 
business  value.  Unless  there  is  a  mate- 
rial change  in  a  company's  people, 
franchise  or  operating  environment, 
we  plan  to  own  this  select  group  of 
stocks  forever. 

With  higher  interest  rates  de- 
pressing the  markets,  there  are  buy- 
ing opportunities  in  a  handful  of 
America's  best  companies.  Don't 
miss  the  boat.  Hi 
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Manassas,  Fredericksburg,  Gettysburg 
Now  revisit  the  actual  battlefields  and 
sites  as  thousands  accurately  reenact 
these  historic  events  in  this  award- 
winning  video.  VHS,  60  minutes. 
$29.95.  #V47 


i. 


No  one  has  ever  told  America's 
story  with  more  grace  and  emotional 
power  than  the  late  Bruce  Catton. 
This  volume  of  selections  from  his  work, 
including  portions  of  the  Pulitzer  Prize- 
winning  work  A  Stillness  at  Appomattox, 
represents  historical  writing  in  its  most 
inspiring  form.  224  pages.  35  illustrations, 
$14.95.  #B44 


his  stunning  visual 
history  details  the  war's 
most  important  battles  with 
color  maps  and  overlays 
that  break  down  the  troop 
movements  of  each  battle. 
Also  includes  NASA  aerial 
photographs  and  paintings. 
176  pages.  185  illustrations, 
95  in  color.  $32.95.  #B43 


THE  30TH  ANNIVERSARY  ... 
HIS  CLASSIC  RECORD  OF  THE  ASSASSINATION 


»F  PRESIDENT  JOHN  F.  KENNEDY  SERVES 
kS  BOTH  A  MEMORIAL  AND  ^^^^^^ 


f 


lis  four- 

3ur  video, using  photos  and  archival  footage,  is  the  first 
)mprehensive  look  at  the  shaping  of  the  Kennedy  dynasty, 
volume  set.  Includes  a  16  page  family  photo  album.  $39.95. 


#V31 


NOVEMBER  22-25,  1963 — Told  through 

eyewitness  accounts  and  haunting  photographs, 
Four  Days  takes  you  through  those  tragic,  harrowing  days. 
144  pages.  140  illustrations,  15  in  color.  $14.95.  #B30 


vierican  Heritage  Order  Form 

il  to:  American  Heritage 
P.O.  Box  10934 
Des  Moines,  Iowa  50350-0934 


Title 

Qty. 

x  Price 

=  Total 

66     AH  Picture  History  of  the  Civil  War 

$19.95 

47     Touring  Civil  War  Battlefields,  Video 

$29.95 

43     Battle  Maps  of  Civil  War  (limited  supply) 

$32.95 

42     Civil  War:  Treasury  of  Art  &.  Literature 

$60.00 

44     Bruce  Catton's  America 

$14.95 

31     The  Kennedys,  Video 

$39.95 

30     Four  Days:  The  Historical  Record 

$14.95 

Total 

N.Y.  residents  add  sales  tax 
Shipping  and  handling 
Total  of  Above 

$3.50 

Payment  must  accompany  order. 

Check  or  money  order  payable  to  American  Heritage 
Charge  my:  Visa   MasterCard   Amex  


Card  #: 


Exp.  Date:  □□□□  Signature:. 


Address 


City_ 


Statt 


Zip. 


Phone 


OR  CALL  TOLL-FREE:  1-800-876-6556 


AS  Wc  Set  IT 


British  government  bonds -look  like  real  bargains.  How 
can  you  argue  with  after-inflation  yields  of  6.5%? 

Glitter  in  gilts 


BY  STEVE  H.  HANKE  &  SIR  ALAN  WALTERS 


Steve  H.  Hanke  is  a  professor  of 
Applied  Economics  at  The  Johns  Hopkins  University 
in  Baltimore  and  Sir  Alan  Walters  is  vice  chairman 
of  AIG  Trading  Group,  Inc.  in  Washington,  D.C. 


The  yield  on  British  long-term 
Treasurys,  quaintly  known  as  gilt- 
edged  securities,  started  the  year  at 
around  6.5%.  Now  it  is  between  8% 
and  8.5%.  Although  virtually  all 
long-term  yields  in  the  OECD  coun- 
tries have  increased  in  1994,  none 
has  matched  the  increase  registered 
by  the  gilts. 

What  in  Albion  explains  the  bur- 
geoning differential  between  yields 
on  gilts  and  bonds  of  other  oecd 
countries?  Market  psychologists  tell 
us  that  inflation  expectations  in  Brit- 
ain have  climbed  by  1%  to  2%  more 
than  in  the  other  oecd  countries. 
Consequently,  wily  investors  are  de- 
manding a  premium  to  compensate 
for  a  prospective  loss  in  real  value. 
But  this  is  an  excuse,  not  an  explana- 
tion, because  there's  no  convincing 
evidence  that  British  inflation  is 
worse  than  Continental  inflation. 

Annual  inflation  in  Britain  re- 
mains low.  Consumer  prices  in- 
creased 2.4%  over  the  year  to  March 
1994.  Producer  price  increases 
have  recently  fallen  below  1%. 
Wages  are  increasing  a  bit  more 
rapidly,  at  about  3%  to  3.5%,  but 
spectacular  productivity  growth 
has  kept  the  lid  on  unit  labor  costs. 
Annual  output  growth  has  been  re- 
spectable at  2.5%  to  3%.  There  is  no 
boom  or  bust  here. 


Does  inflation  lurk  just  down  the 
road?  Not  likely.  If  you  believe  that 
inflation  is  generated  only  when 
output  presses  against  limited  ca- 
pacity, then  rest  assured.  Unlike  the 
U.S.,  Britain  has  considerable  ex- 
cess capacity  and  an  abundance  of 
unemployed  workers.  If,  like  us, 
you  believe  that  monetary  growth  is 
the  best  precursor  of  inflation, 
there  is  also  little  cause  for  concern. 
Money-supply  growth  over  the  past 
three  years  has  been  low.  Conse- 
quently, at  least  for  the  next  two 
years,  inflation  will  remain  low. 

But  what  about  that  joker — poli- 
tics? Some  argue  that  the  likelihood 
of  a  financially  responsible  govern- 
ment has  diminished  since  the  start 
of  the  year,  partly  because  of  the 
near  fatal  bumbling  of  Mr.  Major 
and  the  dubious  inflation-fighting 
credentials  of  viable  Tory  contend- 
ers, such  as  Michael  Heseltine  and 
Kenneth  Clarke.  The  Labor  Party  has 
a  commanding  lead  in  opinion  polls. 
Provided  it  does  not  again  shoot  itself 
in  the  foot,  it  is  likely  to  come  to 
power.  Convincing  though  these  ar- 
guments for  future  inflation  may 
sound,  they  don't  hold  much  water. 

Whatever  the  political  complexion 
of  governments  from  1996  onward,  it 
is  very  likely  that  all  will  be  committed 
to  Maastricht's  financial  "conver- 
gence" nominally  on  the  ECU  but, 
in  fact,  on  the  deutsche  mark.  The 
Bundesbank  will  be  the  de  facto 
central  bank  of  Europe,  and  Euro- 
pean inflation  rates  will  adjust  to 
those  produced  in  Germany.  There 
is  little  doubt  that  the  Bundesbank 
will  contain  inflation  well  below 
4%.  For  doubters,  witness  the 
bank's  steely  resolve  in  containing 
the  inflationary  pressures  Chancel- 
lor Kohl  wished  on  it  with  the  terms 
he  dictated  for  the  union  of  West 
and  East.  Germany  is  heading  to- 
ward an  inflation  rate  of  less 
than  2%.  The  rest  of  Europe  will 


be  forced  to  follow  suit. 

With  achieved  inflation  rates  of  2 
over  the  next  ten  years  or  so,  the  re 
rate  of  return  on  absolutely  secui 
gilts  trading  at  8.5%  is  6.5%.  This 
well  above  the  historic  average  of 
industrialized  nations. 

What  about  currency  risk?  The^ 
gilt  yields  are  in  sterling,  not  dollar 
In  view  of  the  widely  held  belief  th 
the  dollar  is  undervalued,  some  ma 
question  whether  the  gilts'  superid 
yields  will  be  wiped  out  by  a  deprec 
ation  of  sterling  against  the  dollar 

We  think  not.  Indeed,  over  th 
next  ten  years  or  so  the  likelihood 
that  the  dollar  will  depreciatj 
against  the  deutsche  mark  and  cuj 
rencies  tied  to  it,  such  as  sterling 
That  will,  of  course,  depend  o] 
monetary  policies  followed  by  th 
Bundesbank  and  the  Fed.  On  th^ 
count,  the  Bundesbank  has  a  bett^ 
record.  President  Tietmeyer  is 
fierce  inflation  hawk  compared  wit 
Chairman  Greenspan's  likely  suq 
cessor  in  1996,  Alan  Blinder.  Irj 
deed,  we  have  warned  readers  (Mq 
23)  that  Blinder  would  be  a  cuckoi 
in  the  Fed's  nest. 

To  cautious  investors  gilts  migh 
still  look  dicey,  given  Britain's  disrn^ 
postwar  record.  But  the  doubtei 
should  remember  that  in  bond  mai 
kets  even  apparent  dogs  can  have  thej 
day.  In  terms  of  financial  probity  Ital| 
is  surely  the  doggiest  of  the  Wester! 
European  economies,  yet  real  return 
on  the  lowly  rated  Italian  bonds  sut 
passed  the  others  in  dollar  terms  dun 
ing  the  1980s. 

We  cannot  guarantee  that  the  gil 
yield  is  at  its  peak.  It  may  well  ris) 
another  50  basis  points  in  response  t\ 
the  idiocies  of  politics.  Only  God  caj 
get  the  timing  right.  But  we  can  bi 
reasonably  sure  that  an  8%  to  8.5? 
yield  is  on  the  high  side  so  long  aj 
sterling  is  tied  fast  to  the  deutsch 
mark.  That  is  why  we  see  some  glitt 
in  gilts. 
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ARTICLES  FOR  A  '60s  RADICAL 


SECRETS  FOR  FEELING  YOUNGER 

—  November  1993  issue 

PREVENTING  MEMORY  LOSS 

— July  1993  issue 

DEALING  WITH  FLASHBACKS 

— January  1993  issue 

PREVENTING  MEMORY  LOSS 

— July  1993  issue 


Tons  of  useful  stuff  for  regular  guys. 


©  1994  RODALE  PRESS    LEARY  PHOTO;  PAUL  WALDMAN 


CLASSIFIED 


FINANCIAL  SERVICES 


FINANCIAL  SERVICES 


STOCK  MARKET 
WARNING: 


Every  day  thai  passes 
brings  us  one  day  closer  to 
the  next  stock  market 
debacle.  But  don't  panic. 
The  stock  market  NEVER 
makes  a  big  move-up  or 
down-without  giving 
plenty  of  advance  warning. 
,  Many  investors  think  the 
MARTIN  ZWEIG  500  point  "B|ack  Monday- 
crash  on  10/19/87,  came  right  out  of  the  blue. 

Not  so.  My  key  indicators— 22  Monetary,  and 
36  Sentiment  and  Momentum,  clearly  signaled 
sharply  rising  risks  in  August  and  kept  getting 
worse.  These  indicators  guided  my  Zweig 
Forecast  to  a  9%  gain  on  Black  Monday,  a  50.4% 
gain  for  1987,  and  a  753.3%  gain-with  not  one 
down  year— forthe  past  13'/Syearsending  12/93. 
(Past  results  are  no  guarantee  of  future  results.) 
The  Zweig  Forecast,  published  every  three 


weeks,  continually  updates  my  market  indicators 
and  maintains  a  securities  portfolio,  which 
earned  the  profits  detailed  above  and  that  you 
can  easily  fol  low,  step-by-step. 

Try  The  Zweig  Forecast 
and  we'll  rush  you  the  un- 
listed phone  number  to 
Zweig's  telephone  hotline, 
updatedatleastthreetimes 
a  week,  plus  a  gift  copy  of 
Zweig's  newly  updated 
best-selling  classic  ($20 
retail).  Proratamoney-back 
guarantee  of  course.         EXTRA  BONUS 

Three-Month  Trial  $55 
One-Year  $265.  Visa/MC. 
1-800-535-9649  Ext.  9063 

THE  ZWEIG  FORECAST 

RO.  Box  2900,  Wantagh,  NY  11793-0926 


*  MARTIN 
f;  ZWEIGS 
WINNING 
TI  ON  WALL 
I  STREET 


Receive  Value  Line 
for  only  $65c  $55 

An  introductory  subscription  to  The  Value  line  Investment  Survey 

brings  you  the  2000-page  Investors  Reference  Library— Value  Line's  most 
recent  Ratings  and  Reports  on  1700  stocks  and  the  practical  guide  How  t 
Invest  in  Common  Stocks.  You  will  also  receive  analyses  of  about  130  stock 
each  week  for  10  weeks  forSS5:$55.  Available  only  once  every  three  years 
any  household.  SPECIAL  BONUS:  With  your  subscription  you  also  will 
receive  a  copy  of  WALL  STREET  WORDS,  an  accessible  dictionary  of  ovei 
3.500  terms  (retail  price  $8.95).  In  addition  to  clear  definitions,  this 
convenient  guide  features  special  explanations,  helpful  hints,  and  case 
histories  on  87  topics  of  special  interest,  contributed  by  32  Industry 
professionals— plus  48  case-example  paragraphs  by  the  author.  (Availabli 
while  supplies  last.)  Your  subscription  to  Value  Line  may  be  tax-deductibl 
Consult  your  tax  advisor.  Send  check  or  money  order  along  with  name, 
address  and  zip  code  together  with  this  ad  or: 

Call  Toll-Free  1-800-833-0046 

k(Ext  2903-Dept  416B20)American  Express,  MasterCard  or  Visa.  24  hoursaday 
7  days  a  week  30  day  Money-Back  Guarantee  Allow  4  weeks  for  delivery 
NY  residents  add  sales  tax.  Foreign  rates  upon  request 

The  Value  Line  Investment  Survey* 

220  East  42nd  Street 
MY.  NY  10017-5891 


FINANCIAL  SERVICES 


INVESTMENT  OPPORTUNIT 


BUSINESS  OPPORTUNITIES 


FREE 

CBS!  486  Computet 


Twenty  Businesses  You 
Can  Run  From  Your  Home 
With  A  Computer! 

FREE  Cassette  Tapes:  Th  ese  free,  two 
cassettes  will  explain  how  you  can  start  sev- 
eral or  all  of  these  twenty  turnkey  businesses 
part-time  and  still  retain  the  security  of  your  present  position.  If  you 
purchase  our  software  and  business  program,  we  will  give  you  the  com- 
puter and  printer.  If  you  already  own  a  computer,  you  may  receive 
a  discount.  Some  individuals  are  now  earning  $4,000  to  $10,000 
per  month  part-time.  Free  home  office  training.  Financing  available. 
To  receive  free  cassettes  and  color  literature,  call  toll-free: 

1-800-343-8014,  ext.  779 

Computer  Business  Services,  Inc.  (Sheridan,  IN:  317-758-4415) 


BUSINESS  OPPORTUNITIES 


INCORPORATE  IN  DELAWARE! 

Specialists  In  setting  up  Delaware 
Corporations  General,  Aircraft, 
Boat  &  Shelf  Corporations. 

Call/Write  for  FREE  KIT: 
P.O.  Box  484-FB 
Wilmington,  DE  19899 

800-321 -CORP  ■  302-652-6532 


vtauKm 
1  Ltd 


"THE  TAX  EXILE  REPORT" 

by  Marshall  Langer 
Discover  how  you  can  become  a  suc- 
cessful legal  Tax  Exile.  Also,  learn 
the  secrets  of  dual  nationality  and 
escape  confiscatory  taxes. 

FREE  BROCHURE  AND 
PRIVACY  NEWSLETTER 
Scope,  Box  4736,  Forestside  House, 
Forestside,  PO  9  6EE,  UK 
Tel:  +44  705  631751  Fax:  +44  705  631322 


$  OVER  ONE  BILLIONS 


WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 
Major  Manufacturing  to  Small  Retail  Shops 

No  Brokerage  Fees 
To  Buy  or  Sell 
1-800-999-SALE 
GREAT  WESTERN  business  services,  inc. 


NATIONWIDE 


BUSINESSES  FOR  SALE 
OWNERS  WILL  FINANCE 

Well  established,  profitable,  good 
terms.  All  areas  except  Northeast. 
Mike  Dougan  719-540-2200 
AFFILIATED  BUSINESS 
CONSULTANTS 
2864  S.  Circle  Drive,  Suite  1240 
Colorado  Springs,  CO  80906-4130 


Forbes:  Capitalist  Tool® 


AN 
OWNERS 
MANUAL 

m$0& 


Fifty  People 
Buy  This 
Book  Every 
Week  — 
Most  are 
Millionaires 

WEALTH: 
An  Owner's  Manual 

By  Michael  Stolper 
Published  by  Harper  Business 
$  1 1 .00  plus  $3.00  postage  &  handling 


Call  1-800-426-6502 


BUSINESS  OPPORTUNITIES 


Steel  framed  Homes 
for  Lasting  Value 

♦  9"  (R-30)  Energy  Efficient  Insulation 

♦  Unmatched  Protection  from  Wind, 
Fire,  Termites,  Snow,  Earthquakes 

♦  Over  66%  of  all  Steel  Recycled 


Distributors  Wanted 


♦  Simple,  Bolt-Together  Construction 

♦  Refundable  Investment,  Full  Training 

♦  1 8- Year  Industry  Leader  with  Homes 
in  all  50  States  and  26  Countries 

Call  Today  to 
Order  FREE 
Info  Packet  or 
$9.»s  VIDEO 


1-800TRI-STEEL 


l-IM-174-7111 

(817|497-7070    Fax:  (817)  497-7497 
"fi-Steel    5400  S  Stemmons  Frwy  .  Denton,  TX  76205 
Structure,  kic  oihiu^mwb 


Your  Complete  Sou 
of  Information  o 

Vietnam 


Vietnam  Business  Jouij 

Investor's  Newsletter  Written 
Vietnam  Business  Experts 

Vietnam  Yellow  Page 

500  Pages  of  Company  Listii 

Arranged  by  Industry 
212/725-1717  •  Fax  212/545-1 


EDUCATIONAL  SERVIC 


■ 


University  Degret 


Self  Paced  Home  Study 
Associate  Batchelor  Master 

Business  Admin,  Psychology.  Finai 
Tech  Mgmt,  Law.  Paralegal, 
Int'l  Business.  Health  Care, 
Human  Resources  Admin.  a 

(800)477-2254  (24  hrs) 
Southern  California  University  s 
202  Fashbn-F,  Tustin,  CA  92680 


COLLEGE  DEGR 

bachelor's  •  master's  •  DOCTC 

For  Work.  Life  and  Academic  Expert 

Earn  your  degree  thro 
convenient  home  stu 

(800)  423  3244  ex. 
Fax:  (310)  471-64! 

send  detailed  resume  for  freeemi 

Pacific  Western  Univer 

600  N  Sepulveda  Blvd..  Opt  165,  Los  Angelas.  CA 


FREE  VIDE 


EXTERNAL  DEGREE 

BA/BS  MS/MBA  PhD/JD 
|  Credit  for  work  /life  exp.  •  Accreu 
(800)  955-8879  (24  hrs.) 

LaSalle  Universit 

I  Dept.  879  Mandeville,  LA  70470- 


GREETING  CARDS 


HEALTH  AND  FITNESS 


EXECUTIVE  GIFTS 


jr.  Breathe  Easier 


e  Elephant  Secretary  deliver 
n-time  greeting  cards  to 
r  loved  ones  &  associates, 
ule  you  take  all  the  credit, 
tons  ot  time,  money,  &  guilt! 
755,  Valley  forge,  PA  1 9482 

>0-7-ELEPHANT 


REAL  ESTATE 


ANK  FORECLOSURES 
FLA'S  SPACE  COAST 

.  Warehouse  Complex 
.  28  Acres  —  Melbourne 

atl-95&U.S.  192 
.  57  Acres  —  Cocoa 

At  I-95  &  SR  524 
.  Retiree  Park  —  Cocoa 
-lurry — Seller  Motivated!  [fl 

ROWE  REALTY,  INC.  — 
■278-5551,  FAX  407-632-0401 


ELLANEOUS  FOR  SALE 


3TMENT  GEMSTONES! 
ANTEED  LIQUIDITY!!! 

U'  buy  &  sell  Diamonds 
i  all  Precious  Gemstones. 
vholesale  catalog  since  1967! 
iember:  Jewelers  Board  of 
de  &  Chamber  of  Commerce. 

HOUSE  OF  ONYX 
in  St.,  Greenville,  KY  42345 
44-3100  or  FAX  502-338-9605 


EXECUTIVE  GIFTS 


lanently  end  back  pain 
aining  your  back  to 
lerly  support  itself. 


rsed  by  Health 
Professionals 

TU  REVOLUTION 

j  re 
ation 
jets 

itonah  Avenue 
lah,  NY  10536 

■392-0363 


nformation  on 
es/Market  Classified: 
Linda  Loren 
620-2440 


Friedrich 


Tobacco  smoke,  dust  and  pollen  can  make 
breathing  difficult  and  hazardous.  The  Friedrich 
Electronic  Air  Cleaner  removes  up  to  99%  of  these 
pollutants...  quickly,  quietly  and  effectively!  It 
achieved  the  HIGHEST  CERTIFIED  RATINGS  in 
independent  testing! 
For  more  information  and  a  FREE  CATALOG 
Call  1-800-541-6645  In  Texas  1-800-442-2085 

FRIEDRICH  AIR  CONDITIONING  CO. 


EXECUTIVE  GIFTS' 


•  16"  to  22"  models  ore  hand- 
crafted from  solid  mahogany  with 
handpamted  markings  ond  details 

•  Over  160  models  m  stock 

•  Priced  from  $99.50 

•  Satisfaction  guaranteed 

Call  1-800-950-9944 


I  Mil  II 


WORLD  S  LEADING  MAKERS 

MM 

AEtOSCULPTUHS 

U255Na*7%$trt«i 
Sconidak  A«poii  *Z  S5J6C 
((02]  99!  1M  — -  ^ 


GOLF  VACATIONS 


Great  Golf  Getaway 
On  Hilton  Head  Island 

Escape  to  an  island  paradise  for  an 
extraordinary  golf  experience.  We  offer 
tailor-made  golf  packages  with  guaranteed 
tee  times  on  more  than  20  championship 
courses.  And  NON-GOLFERS  STAY  FREE! 
Relax  in  a  luxurious  oceanfront  or  near- 
ocean  home  or  villa.  There  are  12  miles  of 
Atlantic  beach  to  enjoy,  plus  excellent 
tennis,  fine  dining,  shopping  and  many 
other  activities  to  keep  you  entertained 
day  and  night.  Call  toll-free  800-476-4885 
in  the  U.S.  and  Canada  for  rates  and  a  free 
brochure.  Island  Getaway,  P.  0.  Box  5429, 
Hilton  Head  Island,  SC  29938. 


FINANCIAL  SERVICES 


For  15  years,  the  world's 
leading  source  of  information 
on  global  derivatives  and 
currency  advisors,  reporting  the 
performance  of  more  than  500 
funds  each  month. 

Managed  Account  Reports  Inc. 

220  Fifth  Ave.,  NY,  NY  10001 
Fax  (212)213-1870  or  call 

Lydia  Soto  at  (212)  213-6202 


PRESENTATION  EQUIPMENT 


LASER  POINTER 


STAR  LITE 


plus 

shipping  &  handling 


t  Year  Limited  Warranty 
Range  up  to  100  yards 
WE  include  2  AAA  Batteries 

DEALER  INQUIRIES 
WELCOME! 


CM.  WORLDWIDE 
P.O.  Box  271 2 
San  Ramon,  CA  94583 
Tel:  510-838-1665  _ 
Fax:  510  838  3172  800*291-5511 


TOLL  FREE 


AUDIO  BOOKS 


BOOKS 
ON  TAPE 


^^^World's  Largest  Selection  of  Audio  Books 


Best  Sellers 
on  Cassette 

Full-length 
Readings 

Call  for  Free 
Brochure 


(800)  626-3333 


EXECUTIVE  GIFTS 


first tMenOntne 
9Ao<mWatcn 


Each  Watch  Face  contains 
metal  flown  on  Apollo  11 
Spacecrafts,  Columbia  and 
Eagle. 

Only  25.000  Ltd.  Edit.  Indiv.  Numbered  Originals 

To  Order:  800-851-2447 

$79.95™ 

VISA  MASTERCARD 

23k  Gold  plated  .Sculpture 
Certificate  of  Authenticity 
5  yr  Warranty.  Leather  «trap 
Adver  plated  collector'*  owe 
Seiko  Quartz  Movement 
Individually  Numbered 
Order  now  and  receive  free 
video  tape  "Apollo  II, 
The  25th  Anniversary 


.iT<t  POOLE 


Great  Skirts. 

Great  Prices.  Top  Quality. 
Guaranteed. 

Trie  Finest  All-Cotton  Dress  Skirts. 
Call  For  Our  Free  Catalog 

witt  FABRIC  SWATCHES 

1-800-54-BYRON 


Ambassador  Lapel  Flags® 
Your  Logo  with  any  2-flag .mix 
•  24K  Gold  finished    •  Full  colors 

•  •100%  U  S  A  -made 
We  ll  custom-make  any  emblem  for  you! 
Delivery:  14  business  days  Worldwide 
TME  Co.,  Inc.       101  Bel  Air  Drive 
NewMilford,    CT    06776,  U.S.A. 
(800)  535-5255  •  Fax  (203)  354-2786 


COLLEGE  RINGS 


Your  College  Ring... 

Your  Wearable  Resume 

ArtCarvedcan  manufactureall  back 
yeardates,  since  1 900,  for  over  3,000 
colleges  in  the  country.  Your  college  ring  can 
be  fully  customized  with: 

Official  School  Design 
f^^B&ll  'Curriculum 


•Year  Date 
•  Degree  Letters 
Choose  from  elegant  1  OK,  1 4K  or  1 8K  gold 
or  Siladium®,  a  durable  non-gold  alloy  priced 

under  $200.  All  backed  by  a  full  lifetime 
warranty  and  over  1 40  years  of  craftsmanship. 
Call  today  for  a  Free  Brochure 
1  -800-808-8486 

JRTCARVED 


CORPORATE  EVENT  PLANNERS 


THE  BARRY  DEAN  COMPANY 

Building  Team  Spirit. 
18  YEARS  EXPERIENCE 
UNIQUE  KICKOFFS, 
CELEBRATIONS,  MEETINGS... 
Call  for  our  free  brochure 
and  additional  information 
516-536-6606  /  212-809-6666 
or  fax  request  to  516-536-6376 


EDITED  BY  THOMAS  JAFFE 


Why  Wyman  now 

Wn  h  Boeing  stock  up  on  news  of  a 
big  order  from  China,  analyst  Ste- 
phen Albert  of  Kidder,  Pcabody  says 
it's  time  to  look  at  Grafton,  Mass.- 
based  Wyman- Gordon  Co.,  the  larg- 
est U.S.  maker  of  aerospace  forgings. 
Wyman  just  acquired  Cooper  Indus- 
tries'  Cameron  Forged  Products  divi- 
sion in  a  deal  currently  worth  over 
$100  million.  It  paid  with  $5  million 
in  cash  and  16.5  million  new  Wyman 
shares.  (There  are  34.4  million  Wy- 
man shares  outstanding;  Cooper 
owns  48%.)  Recent  o-t-c  price,  6V4. 

Cutbacks  in  commercial  and  mili- 
tary aircraft  production  have  badly 
hurt  Wyman.  Last  year  operating  cash 
flow  fell  over  80%,  exacerbated  by  a 
big  difference  in  lifo  credits.  After  a 
one-time  hit  from  an  accounting 
change,  it  lost  $3.34  a  share. 

Wyman  is  changing  its  financial 
reporting,  previously  on  a  calendar- 
year  basis,  to  a  May  31  fiscal  year.  For 
the  May  31,  1995  year,  analyst  Albert 
expects  Wyman  to  lose  just  $1.7  mil- 
lion, or  a  nickel  a  share,  on  sales  of 
$370  million,  thanks  to  efficiencies 
achieved  by  consolidating  Cameron. 
He  looks  for  it  to  earn  2 1  cents  a  share 
the  following  year. 

Albert  knows  he's  making  an  early 
call,  but  at  recent  levels  he  sees  little 
risk  in  the  stock  and  thinks  it  could 
double  in  the  next  two  to  three  years. 

Cray  fishing 

Cray  Research,  Inc.,  the  $900-mil- 
lion-plus  (estimated  1994  sales)  lead- 
er in  supercomputers,  has  taken  its 
lumps  over  the  past  month. 

In  late  April  Eagan,  Minn. -based 
Cray  reported  slightly  disappointing 
first-quarter  earnings.  Instead  of  the 
50%  gain  expected,  earnings  were  up 
only  46%.  Since  then  NYSE-listed  Cray 
has  fallen  20%,  to  a  recent  20%. 

Did  Cray  deserve  such  punishment 
for  so  small  a  misdemeanor?  No,  says 
analyst  M.G.  Brandon  of  Duff  & 
Phelps,  who  thinks  the  stock,  now 
trading  at  roughly  two- thirds  book 
value,  is  a  heck  of  a  buy. 

Brandon  says  investors  also  overre- 
acted to  the  fact  Cray  booked  just  $59 
million  worth  of  orders  in  the  first 
quarter.  He  notes  that  Cray  booked 
another  $50  million  of  orders  on  the 
last  business  day  of  1993.  Had  these 


A  Cray  T3D  supercomputer 
Punishment  undeserved. 


slipped  into  early  1994,  orders  for  the 
quarter  would  have  been  a  more  com- 
fortable $109  million.  Says  Brandon: 
"As  Cray  sells  machines  that  cost  up 
to  $40  million  apiece,  the  revenue 
stream  can  be  inherently  lumpy." 

Brandon  thinks  Cray  will  earn 
roughly  $2.45  a  share  this  year  and 
about  $2.75  in  1995.  He  expects  the 
stock  to  recover  to  between  35  and  40 
over  the  next  18  months. 

Buenos  Aires  calling 

When  dialing  telecommunications 
plays  in  Argentina,  U.S.  investors 
have  two  choices — Telefonica  Argen- 
tina and  Telecom  de  Argentina.  The 
pair  were  created  in  1990,  when  Ar- 
gentina's old  state  phone  system  was 
split  and  privatized.  Telefonica  Amer- 
ican Depositaiy  Receipts  trade  on  the 
NYSE  (recent  price,  72 );  Telecom  adrs 
trade  o-t-c  (65). 

Both  companies  have  been  profit- 
able; both  trade  at  a  rich  22-plus  times 
estimated  1994  earnings.  But  while 
Oppenheimer  &  Co.  analyst  Rizwan 
Ali  likes  them  both,  he  thinks  Tele- 
com offers  more  upside.  Here's  why: 

Over  the  past  IV2  years  Telecom's 
shares  have  traded  at  a  discount  to 
Telefonica's.  That  gap  has  widened  to 
10%  since  Telefonica  adrs  began 
trading  on  the  Big  Board  this  March. 
This  presents  a  golden  buying  oppor- 
tunity in  Telecom,  says  Ali,  who 


thinks  its  cash  flow  and  earnings  wii 
grow  faster  than  Telefonica's.  Ali  ed 
pects  the  discount  between  Telecon 
and  Telefonica  to  close  once  Tele 
corn's  adrs  are  listed  on  the  NYSE 
expected  by  year-end,  and  eventual 
to  disappear.  -Joel  Mii.i.maj 

Fairfield  the  fair 

Here's  A  STOCK  the  big  wire  house 
have  overlooked:  Fairfield  Communi 
ties,  Inc.,  a  leading  independent  de 
veloper,  operator  and  marketer  q 
time  shares.  The  Little  Rock-basei 
company,  which  last  year  earned  $7. 
million  on  revenues  of  $91  million 
has  14  developments  in  ten  states 
mainly  in  the  Sunbelt.  Recent  o-t-j 
price:  5V2. 

In  the  late  1980s,  after  taking  o\ 
too  much  debt,  Fairfield  ran  into 
credit  crunch  when  lenders  soured  oi 
commercial  real  estate.  It  sank  int< 
bankruptcy  in  October  1990  and 
would  have  been  liquidated  were  il 
not  for  its  strong  receivables.  The  ke; 
to  these:  The  preauthorized  accouri) 
withdrawals  Fairfield  maintains  witl 
its  over  120,000  time-share  owners. 

In  September  1992  Fairfieh 
emerged  from  bankruptcy  after  swap 
ping  most  bondholder  debt  for  equij 
ty.  (There  are  now 9.8  million  shares., 
Thanks  to  strong  cash  flow,  debt  sen 
vice  coverage  has  since  improved  t< 
twice  interest  costs.  Property  man 
agement  fees  and  the  core  vacatioi 
ownership  business  have  lately  beej 
behind  good  quarterly  revenue 
gains.  Meantime,  Fairfield  has  sold  it 
ailing  Arizona  homebuilding  busines 
and  is  selling  its  North  Carolina  thril 
subsidiary,  $327  million  (assets)  Firs 
Federal  Savings  &  Loan  of  Charlotte 

But  though  Fairfield  stock  ha 
more  than  tripled  since  1992,  its  foil 
lowing  is  pretty  much  limited  to  thosi 
lucky  bondholders  who  bought  il 
when  the  company  was  in  trouble! 
One  is  Talton  Embry  of  New  York' 
Magten  Asset  Management,  who 
swapped  his  bonds  for  1.6  millioi 
shares  at  prices  averaging  $2.67 
Though  Embry's  ahead  big  in  th< 
stock,  he's  still  bullish.  Embry  say 
Fairfield's  proposed  sale  of  its  thrif 
for  $40  million,  or  1.4  times  book 
should  add  another  $1.50  a  share  U 
Fairfield's  $4.50  book  value.  Buy  thi 
sleeper.  -MATTHEW  Schifrie 
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Vhere  are  they  now? 

AST  fall  Streetwalker  asked  some 
lort-sellers  and  hedge  fund  manag- 
rs  which  stock  they'd  short  if  they 
Duld  choose  only  one.  Given  how 
le  market  has  since  been  hit,  they 
lould've  done  quite  well.  Did  they? 

Michael  Murphy,  editor  of  the 
herpriced  Stock  Service,  was  down  on 
.oadway  Services,  the  big  trucking 
rm  that  has  spent  heavily  to  get  into 
rfreight.  He  thought  Roadway 
ock,  then  59%  o-t-c,  could  drop 
ito  the  low  40s.  Terrible  call.  The 
ock  has  risen  to  71.  Bloody  but 
nbowed,  Murphy  remains  bearish, 
hanks  to  a  strong  Christmas,  Road- 
ay's  airfreight  business  did  a  lot 
etter  than  expected.  But  that's  over, 
tys  Murphy,  who  expects  less  than 
2.50  a  share  in  1994,  versus  $3.02  in 
993.  Still  short,  Murphy  says  it's 
ointless  to  own  a  cyclical  trucker 
hose  earnings  won't  participate  fully 
i  the  current  economic  cycle. 

Ronald  Elijah,  manager  of  Robert- 
)n  Stephens'  Value  Plus  Fund,  had  a 
lort  on  T  shirt  maker  Fruit  of  the 
oom,  which  had  begun  to  show 
ulges  in  inventories  and  receivables, 
[e  predicted  Fruit  stock,  then  about 
1,  would  go  to  the  low  20s.  Good 
ill.  By  late  December  it  had  nosed 
ist  under  23.  The  stock's  now  back 
)  30  and,  says  Elijah,  "When  it 
ropped,  we  covered  our  short  and 
loved  on."  Moral:  When  a  stock 
:tains  an  objective  you've  set,  don't 
e  greedy;  take  profits  and  move  on. 

Finally,  there's  Intermagnetics 
leneral,  fingered  for  a  fall  by  David 
lines,  who  runs  Conway,  Ark. -based 
lines  Management.  Intermagnetics 
ock,  then  17%  on  the  Amex,  was  up 
rongly  on  claims  it  had  developed  an 
zone-friendly  Freon  replacement  for 
ato  air  conditioners.  Hines  ques- 
oned  the  hype.  He  also  noted  that 
lventories  and  receivables  were  up  in 
tlG's  core  business,  components  for 
lagnetic  resonance  imaging  ma- 
bines.  By  December  Intermagnetics 
ock  had  slumped  below  12.  Unfor- 
mately  for  the  shorts,  it  turned  right 
round  and  zoomed  back  to  22,  but 
lines  says  he's  seen  nothing  that 
rianges  his  original  opinion  on  Inter- 
lagnetics.  Sticking  to  his  guns,  Hines 
ill  thinks  this  one's  headed  south  of 
0.  If  you  like  his  story,  it's  an  even 
etter  sell  now  than  last  autumn.  H 
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"Surely, 

we  have  a  better  option  than  these!" 
Yes,  you  do. 


Turn  your  excess  inventory  into  a 
tax  break  and  help  send  needy 
kids  to  college. 

Call  for  your  free  guide  to  learn  how 
donating  your  slow  moving  inventory  can 
mean  a  generous  tax  write  off  for  your  company. 


Call  (708)  690-0010 


Post  Office  Box  3021  •  Glen  Ellyn,  IL  60138 
Fax  (708)  690-0565 


Excess  inventory  today.... student  opportunity  tomorrow 


IF  YOU  CAN'T  RELAX  HERE,  YOU  CAN'T  RELA> 


Vacation  in  your  own  private  paradise.  As  tropical, 
as  quaint,  as  secluded  as  any  undiscovered  island. 
Laucala,  a  Forbes  Magazine  South  Pacific  Property  - 
the  perfect  island  resort. 

Enjoy  our  spectacular  sun-drenched  beaches  in  all 
their  secluded  beauty.  This  pristine  paradise  offers  the 

world's  finest 
scuba  diving  and 
snorkeling.  Fish. 
Windsurf.  Sail. 
Play  tennis. 
Water-ski.  Relax 
by  the  pool. 
Do  it  all.  Or  do 
nothing  at  all. 
There  are  no 
schedules,  none 
of  life's  pressures. 

Laucala  is  for 

people  who  want  the  ultimate  vacation  experience  - 
the  fine     'menities  without  the  formalities.  Go  deep 
sea  fishing  on  board  the  island's  private  fishing  boat.  If 
you  wish  our  master  chef  will  prepare  your  catch  for 
your  dining  pleasure.  Dive  in  azure  waters,  world 
renowneci  for  the  beauty  and  abundance  of  their 
tropical  fish  and  the  marvel  of  their  coral  reefs. 


All  this  for  just 
$2,100  pp  for  8  days 
and  7  nights  (plus 
Fiji  tax).  And  that 
includes  everything. 
ALL  meals,  ALL  drinks, 
UNLIMITED  use  of  ALL 
recreational  facilities, 
whenever  and  as  often 

as  you  wish  at  NO  -"-V** 
EXTRA  COST.  "  '   •  % 

Though  it's  far  from  the  stresses  of  everyday  life, 
Laucala  is  easily  accessible.  Our  island  has  its  own 
private  runway  and  daily  scheduled  commercial  flighl 

Find  out  more  about  this 
paradise  in  the  Fijis  and  our 
Special  Island  Exclusive. 
Laucala,  owned  and  operatec 
by  Forbes  Magazine.  For 
more  information  write  to 
Errol  Ryland,  Manager,  F6: 
Box  149,  Fort  Garland,  CO 
81133,  or  call  1-800- FORBES-' 
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he  more  things  change . . ." 
0  years  ago  in  Forbes 

rom  the  issue  of  June  21,  1924) 


Photo  proves 
that  President 
Coolidge  can 
smile,  despite 
a  widespread 
belief  to  the 
contrary. 


beginning  Oct.  1,  all  [New  York] 
ivers  of  cars,  trucks  and  motorcycles 
list  be  over  18  years  old  and  li- 
nsed.  They  must  pass  any  examina- 
)n  the  Commissioner  demands.  .  .  . 
censes  and  certificates  of  registra- 
>n  must  be  carried  and  shown,  on 
quest,  to  any  policeman,  state 
x>per,  or  peace  officer.  ..." 

Dfficial  reports  indicate  steel  ingot 
oduction  in  1923  to  have  been 
1,485,665  tons  of  2,240  pounds 
ch.  This  was  one-third  of  1%  less 
an  in  1917,  the  previous  high  rec- 
d  year." 


0 


years  ago 


ROM  THE  ISSUE  OE  JUNE  15,  1934) 

^abor  difficulties  are  the  immedi- 
i  concern  of  the  White  House.  It 
>w  appears  that  President  Roosevelt 
11  be  forced  to  accept  the  revised 
agner  bill.  The  industrial  planners 


owd  queue  for  Hartford  Electric's 
34  offer  to  rent  new  electric  stoves 
r  30  cents  a  week,  including  wiring. 


in  the  nra  advise  strongly  against  the 
measure.  .  .  .  On  the  other  hand,  or- 
ganized labor  is  determined  to  make 
the  most  of  its  campaign-year  political 
leverage.  ..." 

"Another  relatively  new  way  of  pre- 
venting fruit  spoilage  is  the  use  of 
carbon  dioxide  gas  in  refrigerator  cars 
[by  adding]  small  quantities  of  solid 
carbon  dioxicie  (dry  ice)  to  the  ordi- 
nary car  icing.  In  melting,  this  be- 
comes ordinary  CO2,  permeates  the 
car  and  fights  off  disease." 

50  years  ago 

(From  the  issue  of  June  15, 1944) 
"The  War  Manpower  Commission 
is  to  take  over  absolute  control  of  all 
male  workers  after  July  1 .  No  employ- 
er will  be  able  to  employ  anyone 
except  through  the  U.S.  Employment 
Service.  The  number  of  workers  any 
concern  may  employ  will  be  'ceil- 
inged';  replacements  in  nonessential 
industries  will  be  limited  to  women." 

"The  invasion  has  been  the  signal  to 
start  moving  much  more  rapidly  to- 
ward the  first  of  a  series  of  large-scale 
economic  readjustments.  This  first 
big  step  will  be  the  shifting  of  the 
burden  of  a  two- front  war  to  the 
important  remaining  one-front  job 
against  Japan.  ..." 

"Tomorrow's  apartment  dwellers 
will  no  longer  have  to  keep  after  the 
janitor  because  the  house  is  too  hot  or 
too  cold.  Minneapolis- Honeywell 
Regulator  Co.  has  developed  a  new 
heating  control  system  that  permits 
tenants  to  determine  the  temperature 
themselves." 

25  years  ago 

(From  the  issue  of  June  15, 1969) 
"British  Petroleum's  hopes  of  estab- 
lishing itself  as  a  major  factor  in  the 
U.S.  gasoline  market  seemed  assured 
last  month.  In  exchange  for  its  U.S. 
operations,  including  Sinclair's  east 
coast  service -station  network  ac- 
quired last  spring,  BP  worked  out  a 
deal  to  acquire  a  25%  initial  interest  in 
Standard  Oil  of  Ohio,  and  as  much  as 
29%  more  over  the  next  decade.  .  .  ." 

"In  [the]  Forbes  Directory  of  great 
American  corporations  [May  15],  Po- 
laroid ranked  21st  among  500  in 


Polaroid  founder  Dr.  Edwin  Land. 


terms  of  the  total  market  value  of  its 
stock.  Yet  it  ranked  only  344th  in 
sales,  and  nowhere  at  all  in  total  assets. 
...  In  fact,  Polaroid's  market  value 
far  exceeded  that  of  such  corporate 
giants  as  Union  Carbide,  Chrysler, 
Bank  of  America  and  Penn  Central." 


10 


years  ago 


(From  the  issue  of  June  18,  1984) 
"Like  doctor  bills,  veterinarian  bills 
have  gone  up.  One  solution:  animal 
health  insurance.  Veterinary  Pet  In- 
surance of  Garden  Grove,  Calif,  run 
by  more  than  800  California  veteri- 
narians, offers  dog  and  cat  owners 
accident-only  coverage  for  $19  a  year, 
and  an  all-inclusive  major  medical 
plan  for  $39  to  $99,  depending  on  the 
animal's  age." 

"Long-term  benefits  for  jobless 
workers  have  dropped  sharply  since 
the  Seventies,  and  the  trend  is  likely  to 
continue,  says  a  new  report  by  the 
Brookings  Institution.  More  than 
75%  of  the  unemployed  got  benefits 
during  the  1975  recession,  but  fewer 
than  half  got  them  during  the  reces- 
sions of  1980  and  1982,  it  says." 

"The  telephone  caller  only  wants  a 
price  on  the  van.  'Can't  give  you 
one,'  says  the  salesman  at  Fordland 
in  Union,  N.J.  Why  not?  The  dealer- 
ship, Ford's  largest  in  the  state,  is 
plumb  sold  out.  The  1984  models 
are  no  longer  in  production,  and  the 
1985s  won't  be  delivered  until  Sep- 
tember. Take  a  number,  along  with 
80,000  others  across  the  country 
who  have  placed  advance  van  orders 
with  Ford."  H 
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THUUUHIS  UN  IHt  BUSINtSS  UY  L  ft 


Memorably  marking  D-Day 
has  significant  additional 
consequence  because  of  the 
stark  contrast  to  the  im- 
pact of  a  later  conflict — 
Vietnam.  World  War  II,  as 
did  World  War  1 25  years 
earlier,  united  the  country 
with  a  fervor  and  totality 
unequalled  before  (includ- 
ing 1776)  or  since.  Vietnam 
eventually  divided  this 
nation  as  nothing  since 
the  Civil  War.  Those  deep, 
deep  scars  have  been  slow 
to  heal.  .  .  .  So  it's  im- 
portant that  the  vast 
majority  of  Americans  who 
have  clear  memories  only 
of  Vietnam  be  reminded 
that  there  were  times,  and 
will  be  times,  when  this 
country  will  react  with 
awesome  unanimity  to  a 
challenge  to  our  being.  .  .  . 

-Malcolm  Forbes 


The  best  way  to  keep 
children  at  home  is  to 
make  the  home  atmosphere 
pleasant,  and  let  the  air 
out  of  the  tires. 
-Dorothy  Parker 


A  Text . . . 

The  wise  men  are 
ashamed,  they  are  dis- 
mayed and  taken:  lo, 
they  have  rejected  the 
word  of  the  Lord; 
and  what  wisdom 
is  in  them? 
-Jeremiah  8:9 


Sent  in  by  Samuel  A. 
Lilley,  Lakeland,  Fla. 
What's  your  favorite  text? 
The  Forbes  Scrapbook  of 
Thoughts  on  the  Business 
of  Life  is  presented  to 
senders  of  texts  used. 


When  once  you  have  got  hold 
of  a  vulgar  joke,  you  may 
be  certain  that  you  have 
got  hold  of  a  subtle  and 
spiritual  idea. 
-G.K.  Chksterton 


Don't  part  with  your  illusions. 
When  they  are  gone  you  may 
still  exist,  but  you  have 
ceased  to  live. 
-Mark  Twain 

The  hardest  thing  in  the 
world  to  understand  is 
the  income  tax. 
-Albert  Einstein 

Fortunate  people  often  have 
very  favorable  beginnings 
and  very  tragic  endings. 
What  matters  isn't  being 
applauded  when  you  arrive — 
for  that  is  common — but 
being  missed  when  you  leave. 
-Baltasar  Gracian 

No  man  who  has  once  heartily 
and  wholly  laughed  can  be 
altogether  irreclaimably  bad. 

-Thomas  Carlyle 

Humor  simultaneously  wounds 
and  heals,  indicts  and 
pardons,  diminishes  and 
enlarges;  it  constitutes 
inner  growth  at  the  expense 
of  outer  gain,  and  those 
who  possess  and  honestly 
practice  it  make  themselves 
more  through  a  willingness 
to  make  themselves  less. 
-Louis  Kronenberger 


Quality  is  never  an  accident; 
it  is  always  the  result  of 
intelligent  efforts. 
-John  Ruskin 

A  balanced  budget 

cannot  be, 
Amend  the  process 

as  you  will. 
The  dripping  snouts 

within  the  trough 
Will  not  forgo  the 

tasty  swill. 
-Art  Buck 

No  mistakes,  no  experience; 
no  experience,  no  wisdom. 
-Stanley  Goldstein 


The  fundamental  defect  of 
Christian  ethics  consists  in 
the  fact  that  it  labels 
certain  classes  of  acts 
"sins"  and  others  "virtues" 
on  grounds  that  have  nothing 
to  do  with  their  social 
consequences. 
-Bertrand  Russell 


More  than  3,000  'Thoughts"  have  been  collected 
in  a  hardcover  edition  bound  in  green  and  gold.  To 
order,  send  $27.50  to:  Forbes  Books,  P.O.  Box 
11234  Des  Moines,  Iowa  50340.  Add  sales  tax  on 
orders  in  New  York  State  and  other  states  where 
applicable.  For  faster  service  call  1-800-234-4553 
and  charge  to  your  credit  card. 


The  fire  at  the  manufac- 
turing plant  was  due  to 
friction  caused  by  a  large 
inventory  rubbing  up  against 
an  insurance  policy. 
-Old  Southern  Saying 

Giving  people  a  little  more 
than  they  expect  is  a  good 
way  to  get  back  a  lot  more 
than  you'd  expect. 
-Robert  Half 

Rich  bachelors  should  be 
heavily  taxed.  It  is  not 
fair  that  some  men  should 
be  happier  than  others. 
-Oscar  Wilde 
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A  world  of  experience. 
Times  two. 


owned  airlines.  One  global  alliance.  From  over 
es  throughout  North  America  to  over  170  cities 
the  world* 

wly  expanded  opportunities  to  earn  and  redeem 
ith  access  to  our  combined  global  route  networks 

vo  different  frequent  flyer  programs. 

r  reservations,  contact  your  Travel  Professional. 
United  at  1-800-538-2929  or  Lufthansa  at  1-800 
iO  today. 

nited  and  Lufthansa.  A  world  of  experience. 


It  Not  Only  Si 
It  Says^bu  Beat  Eve 


LINCOLN-MERCURY  DIVISION  C*£>  Buckle  up-together  we  c«n  save  lives. 


rurc|jreneiirdiii|j  mvciuea  jdjicin  •  wny  mutual  Tunu  ices  are  &u  mgn 


ealth  care  costs  slow  •  Picking  winners  in  high  tech  •  Dow  vs.  Du  Pont 


July  4,  IW4  four  Dollars 


HARVARD  RUSINESS  SCHOOLS 
FIRST  FEMALE  GRADUATES 


THEIR  LIVES  AND  CAREERS 
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An  expansion  plan 
with  low  capital  requirements. 


A  successful  company  needs  room 
to  grow.  And  a  good  place  to  begin  the 
expansion  is  with  your  corporate  jet. 

By  stepping  up  from  a  light  jet  to 
the  Citation  VI,  you'll  make  huge  gains 
in  cabin  space.  You'll  gain  the  comforts 
of  stand-up  headroom,  individual 
seating  for  up  to  seven,  and  stretch-out 
leg  room.  You'll  gain  a  beautifully 
appointed  private  lavatory.  And 
you'll  achieve  all  those  gains  for  a 
surprisingly  modest  investment. 

Because  the  Citation  VI  is  the  most 


affordable  midsize  jet  in  the  world. 
Yet  it  outperforms  most  of  its  higher- 
priced  competitors. 

With  a  maximum  cruise  speed 
of  543  mph,  the  Citation  VI  is  faster 
than  ever>T  other  midsize  jet  being 
built  today,  except  the  Citation  VII. 
Citation  VI  climb  and  cruise  altitude 
performance  are  outstanding,  as  is 
fuel  efficiency,  especially  as  com- 
pared to  slower  jets.  Yet  no  other 
business  aircraft  offers  more  speed 
and  more  spaciousness  for  less  money. 


The  Citation  VI  is  more  than 
the  world's  most  affordable  mids 
jet.  It's  the  expansion  plan  that  wi 
.  pay  off  big  and  pay  off  fast 

For  more  information,  call 
Gary  W  Hay,  Senior  Vice  Preside: 
of  Marketing,  at  1-800-4-CESSN 


Citation  VI 
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A  Textron  Comj 


Wick  Simmons,  CEO  Prudential  Securities 


 9  

We  provide  training  for  all  of  our  brokers,  from  our  hand-picked  recruits,  to  our  seasoned  veterans. 


 9  

We  train  them  in  everything  from  retirement  planning  to  growth  investing. 


 9  

The  title  financial  advisor  must  be  earned.  It's  not  just  businesscard  decor. 


 9  

We  tell  our  FA's,  "Have  the  guts  to  admit  when  you  don't  have  an  answer,  then  go  get  it." 


 9  

With  a  support  team  of  analysts,  researchers,  and  other  experts,  our  FA's  can  find  an  answer. 


 9  

As  a  broker,  I  learned  to  put  clients  before  commissions.  That's  the  cornerstone  of  our  training  program. 


 9  

At  this  firm,  we  believe  that  training  isn't  just  a  seminar  or  two.  Training  is  a  way  of  life. 


Prudential  Securities  (Mj 

Prudential  Securities  today.  It  starts  with  straight  talk. 
To  speak  to  a  broker  call  800-654-5454. 


)\  loose  rare  occasions  when  \ 


tologically  speaking  it  had  no 


rivals.  It  had  innovations  designed     behind.  The  wheelbase  has  been 


S320  easily  leaves  other  cars 


Introducing 


to  protect  its  passen-  ~  ^  ^  ^      ^    iengthened   and  the 

the  New 

gers  as  well  as  the 


S-Class 


body  streamlined  for  a 


planet  on  which  they  live.  And     sleeker,  more  elegant  look.  Tail 


seventeen  awards  including  Best 


Car  in  the  World  in  its  class  for 


three  years  in  a  row. 


So  what  do  you  do 


next?  At  Mercedes 


you  have  a  cup  of 


coffee  and  get  back  to  work 


Which  brings 


lights  have  been  restyled  and 


of  a  second  behind  its  8-d 


counterj 


And  for 


Since  its  introduction, 
fuel  efficiency  has  f 
increased  by  16%. 


Autobahn,  Variable  Intake 


allows  the  engine  to  tap  i 


bumpers  modified 


But 


Even  the  low  beams 
now  perform  35%  better. 


us    to  the 


1995  S-Class 


sedans.  Even  standing  still  the 


get  a  good  look  because  its  3.2  liter 


in-line  6  can  take  it  from  0-60  in 


8.9  seconds,  a  mere  four-fifths 


reserve  of  torque  rich  powe 


in  low  to  medium  engine 


Though  Mercedes-Benz 


'"  i  und  sjwij  '  lermany  *  "Stated  rates  of  acceleration  are  based  upon  manuf.'s  track  results  &  may  vary  depending  upon  model,  environmental  &  road  surface 
I  i,  I- 1  ;phone  wiiih  ihf  ve  icle  is  in  motion.  ©1994  Mercedes-Benz  of  North  America,  Inc.,  Montvale,  N.J.,  Member  of  the  Daimler-Benz  Group. 


[uel  is  even  better  than  the  original. 


crumple  zone  and  helped     will  have  a  sophisticated  traction     torn  one.  Which  is  in  itself  a  feat  of 


the  air  bag,  it's  the  acci- 


widing  capabilities  of  the 


that  are  its  most  impres- 


ety  features.  Recirculating 


ering  provides  handling 


precision 


control  system  to  improve  wheel 


grip  during  acceleration.  Even  the 


headlamps  have 


s-ciass  considerably 


For  every  new  S- 

there's  a  standard 
traction  control  system. 

more  light  output  and  the  tele 


phone  is  voice  activated  so  you 


engineering  when  you  consider 


IntelliChoice's  The  Complete  Car 


Cost    Guide    named    the  1994 


Mercedes-Benz  S320  and  S420 


sedans  among  the  cars  named 


"Best  Overall  Value"  in  their  class. 


need  not  take  your  hands  off        Call  1-800-FOR-MERCEDES  for 


information  on  the 


1995  S-Class,  a  car 


with  only 


one  rival.  Its 


predecessor. 


epical  of  sports  cars  than 


automobiles  and,  standard 


>,  every  S-Class  automobile 


the  steering  wheel*  *  * 


Finally,  there's  one  last  line 


that's  been  streamlined.  The  bot- 


The  New  S-Class 


e,  altitude  above  sea  level  &  vehicle  load.  ""Standard  equipment  on  S600  optional  on  all  other  S-Class  models.  For  safety  reasons,  the  driver  should  not  use  the  cellu- 
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/er  of  a  global  bank,  it  is  diversity  it  is 
otabiiity.  Qualities  that  are  truly  American. 
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THE    10TH    UNWRITTEN  LAW 
OF  DRIVING 


THE  GUY  WHO 

■ 

SETS  TIMERS  ON 

STOPLIGHTS 

HAS  A  SICK  SENSE 

OF  HUMOR. 


Perhaps  it's  a  deep'seated  need  for  attention.  Or  maybe  he's  just  got 


a  thing  for  taillights.  Whatever  the  reason,  the  Trooper  comes  with 


power  assisted,  four'wheel,  ventilated  disc,  anti-lock  brakes*  In  fact, 


it  is  the  only  sport  utility  to  come  standard  with  such  a  confident  level 


of  stopping  power.  Don't  worry  if  you  don't  remember  this.  Count 


on  Mr.  Stop'And-Go  to  refresh  your  memory.  The  Isuzu  Trooper. 

® 

Life's  an  adventure.  Be  prepared.  (800)726-2700  ISUZU 

Practically/Zlmazing 


SIDE  LINES 
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It's  all  about  choices 

Tracing  the  careers  of  Harvard  Business  School's  first  class  c 
female  M.B.A.s  for  this  issue's  cover  story  (page  92 )  was  a  movin 
experience  for  Dana  Wechsler  Linden.  She  feels  these  eight  worn 


fought — even  though  few  of  them  won — a  battle  that  she  would 
spared.  As  the  article  recounts,  the  business  school's  first  women  fill! 
program  graduates  had  a  rough  time  because  prospective  employei 
wouldn't  take  them  seri- 
ously. Getting  her  own 
M.B.A.  at  Harvard  15 
years  later,  Linden 
emerged  into  a  working 
world  willing,  even  eager, 
to  hire  women  executives. 

After  graduation  Dana 
Linden  worked  in  market- 
ing, decided  to  switch  ca- 
reers and  came  to  Forbes 
as  a  reporter- researcher  in 
1987;  today  she  is  a  senior 
editor  here.  From  her  own 
experience  and  in  research- 
ing this  ston,',  Linden  says 
she  no  longer  feels  con- 
tempt for  women  who 
choose  family  over  careers. 
In  her  words:  "I  now  know 
that  every  one  of  the 
choices — be  it  full-time 
work  with  children,  part-time  work  with  children,  full-time  motheil 
hood  or  full-time  work  without  children — is  equally  valid."  Whd 
choice  has  Linden  herself  made?  Last  year  she  and  her  husban 
became  parents  of  a  daughter,  and  she  decided  to  work  for  us  pan 
time  so  as  to  split  her  energies  and  time  between  career  and  family) 

That  women  should  have  so  many  options  is,  she  believes,  wh^ 
feminism  is  about — or  should  be  about.  "It  has  won  us  the  right  t 
make  choices  ourselves  rather  than  have  them  made  for  us,"  she  say 

The  truth,  the  whole  truth . . . 

A  LOT  OF  people  reading  Peter  Brimelow's  "Thank  you  for  smokj 
ing.  .  .  r"  (page  80)  will  react  angrily.  But  no,  folks,  we  do  na 
recommend  lighting  up.  The  evidence  is  clear:  Heavy  cigarette  smokini 
is  an  unhealthy  and  dangerous  habit.  The  article  is  not,  ultimately 
about  smoking.  It  is  about  liberty  and  about  honest  reporting. 

Brimelow  says:  "We  searched  all  the  U.S.  media  through  Nex| 
without  finding  any  mention  of  the  prophylactic  aspects  of  smokind, 
although,  as  it  turns  out,  these  aspects  are  fairly  widely  discussed  i 
the  medical  literature.  Neither  the  tobacco  companies  nor  thj 
independent  expert  I  talked  to  wanted  to  be  quoted  on  the  benefn 
of  smoking.  This  is  inv  idious.  The  assumption  is  people  must  b) 
protected  from  certain  kinds  of  information  because  they  ari 
incapable  of  making  their  own  decisions." 

The  idea  that  people  need  "protection"  from  information  i 
incompatible  with  a  free  society.  Brimelow  quotes  the  late  CJ 
Scott,  legendary  editor  of  the  Manchester  Guardian:  "Comment : 
free,  but  facts  are  sacred." 


C — '  Editor 
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Commander 


AIRCRAFT  COMPANY 

The  Commander  Corporate  Aircraft  Program 

Are  you  tired  of  the  overburdened  hub  and  spoke  commercial  airline  system? 
Would  you  rather  fly  in  your  own  luxurious  aircraft,  at  your  convenience,  for  less? 


;or  less  than  $20,000  after  tax  per  year,  your  company  can  own,  operate,  maintain  and  fly  its 

own  Commander  114B  corporate  aircraft  — 
the  finest  four  place  high  performance  single  engine  aircraft  in  the  world. 


Commander  Aircraft  Company,  together  with  our  growing  worldwide  network  of 
uthorized  Sales  and  Service  Representatives,  provides  a  complete  program  of  assistance 
nd  support  for  your  corporate  aircraft:  financing,  insurance,  service  and  support, 
angar/ storage,  flight  instruction,  and  arranging  to  have  a  personal  pilot  on  call  as  needed 
)  meet  your  transportation  needs. 


FOR  MORE  INFORMATION  ON  THE  COMMANDER  CORPORATE  AIRCRAFT  PROGRAM  CONTACT: 
COMMANDER  AIRCRAFT  COMPANY,  7200  NORTHWEST  63RD  STREET,  BETHANY,  OKLAHOMA  73008 
TELEPHONE:  (405)495-8080  FACSIMILE:  (405)495-8383 

The  Commander  114B  IFR-equipped  base  price:  $285,000 /Attractive  financing  available. 
Service  and  support  provided  by  our  worldwide  network  of  Authorized  Sales  and  Service  Representatives. 

*Based  on  approximately  25,000  miles  of  annual  travel  and  estimated  cost  of  financing,  maintenance,  operation,  insurance  and  taxes. 


'*H  Si**: 
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1 ,0ok  down  anrl  *u 
p„-  4  and  there' 

P»»ted  on  ,t,  f 

b'gM"»te/etters,/stne 

.  '  push 

In  walks  our  head  nf 

»eaa  of  new  productQ  t« 

UCts  to  tell  me  everything  J 

working  on  for  the  last  three  years  is  finished. 

I  push  it  ag< 

ln  walks  the  head  of  marketing  to  tell  me  we're  going  1 

.  *e  five  years  ahead  of  schec 
in  all  our  new  markets  five  yea 

I  push  it  again, 

And  again. 

And  again. 


Everybody  \  vants  everything  done  instantly.  Which  is  why,  for  30 years,  we 've  helped  companies  from  Dun  &  Bradstreet  Hei 
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Cover  up 

1 )( )  SUNS<  Ri  hns  actually  promote 
skin  cancer?  Last  summer  Forbes 
questioned  the  contrarian  views  of 
Gedric  and  Frank  Garland,  professors 
of  epidemiology  at  the  University  of 
California  at  San  Diego.  Their  reason- 
ing: Sunscreens  are  good  at  block- 
ing harmful  ultraviolet  B  (uvi?)  rays 
but  do  nothing  for  ultraviolet  A 
(uva)  rays.  UVA  rays  won't  cause  sun- 
burn but  may  cause  skin  cancer.  The 
Garland  brothers  argued  that  by  en- 
couraging sun  worshippers  to  stay 
in  the  sun  longer,  sunscreens  expose 
users  to  huge  doses  of  harmful  UVA 
rays  and  thus  increase  the  risk  of  mela- 
noma, the  most  aggressive  type  of 
skin  cancer. 

Forbes  pointed  out  that  the 
American  Academy  of  Dermatology 
rejected  the  Garlands'  alarmist 
views  as  "not  the  result  of  sound  anal- 
ysis." We  unequivocally  advised 
readers  to  use  sunscreens  (FORBES, 
July  19,  1993). 

Bad  news:  New  research  seems  to 
vindicate  the  Garlands.  A  recent  study 
on  mice  at  the  University  of  Texas 
showed  that  while  sunscreens  can  pre- 
vent sunburn,  they  do  not  protect 


No  defense 

Robert  Brennan's  long-awaited 
trial  is  finally  under  way.  Seeking  $78 
million,  the  Securities  &  Exchange 
Commission  is  suing  the  founder  of 
First  Jersey  Securities  for  bilking  in- 
vestors through  illegal  markups  on 
stock  trades  in  the  early  1980s. 

The  trial  could  run  into  July,  but 
our  favorite  moment  came  only  min- 
utes after  the  case  was  finally  called 
on  June  1 .  Explaining  that  he  was 
unprepared  to  rebut  a  key  claim, 
Brennan's  lawyer  moved  to  adjourn 
the  nine-year-old  case  for  another 
90  days.  Argued  W.  Hunt  Dumont  of 
Robinson,  St.  John  &  Wayne:  "We 
still  have  no  expert  [witness]  for  the 
defense  .  .  .  with  respect  to  the 
markup  calculations  and  the  amount, 
if  any,  of  markups  which  exceeded 
the  allowable  guidelines." 

No  surprise  there.  We've  been 
calling  Brennan's  markups  indefensi- 
ble since  1982  (Mar.  1,  1982;  July 
16,  1984;  Oct  26,  1992). 

After  a  short  recess,  Judge  Rich- 


against  increases  in  the  incidence  or 
melanoma.  And  an  editorial  in  the 
Journal  of  the  National  Cancer  Inst 
tute  says  that  sunscreen  alone  isn't 
enough  protection. 

Today's  best  advice:  Slather  on 
the  sunscreen,  but  also  wear  a  hat  an 
protective  clothing,  seek  shade — 
especially  between  10  a.m.  and  2 
p.m. — and  avoid  tanning  parlors. 

-Katarzyna  Wandyc 


Stock  peddler  Robert  Brennan 
Looking  for  an  expert  witness 
in  a  nine-year-old  case. 
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Park  Avenue  Ultra.  A  car 
thoughtful,  even  its  mirrors 
remember  how  you  look. 

With  a  touch  of  a  button,  the  available  outside 
memory  mirrors  recall  your  favorite  viewing 
position.  They  are  also  heated  for  better  vision  in 
■^^^^^         nasty  weather.  Even  the  electrochromic 
^^Ifc^  rearview  mirror  automatically 

^fck    adjusts  to  reduce  headlamp  glare. 

ise  and  other  features,  like 
tra's  supercharged  engine, 
al  air  bags,  and  anti-lock 
brakes,  are  further  reflections 
of  Buick  quality.  To  learn  more, 
1-800-4A-BUICK.  "v 


m 

BUICK 

The  New  Symbol  For  Quality 
In  America. 


r^|®©1994  GM  Corp.  All  rights  reserved. 

!      I  Park  Avenue  is  a  registered  trademark  of  GM  Corp. 

Buckle  up,  America! 
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Innovation  i 


In  1973,  we  bi 
20  years  la 


Toshiba  s geothermal  steam  turbine  had  the  largest 
capacity  in  the  world,  with  an  output  ofllOMW. 


Time  was  when  power  was  big. 
In  fact,  it  didn't  get  any  bigger 


than  the  geothermal  power  plant  turbine  we  built  two  decades  ago.  ^3 

But  time  and  power  don't  stand  still.  Today  we  live  in  a  world  of 
portable  phones,  portable  fax  machines  and  portable  computers,  o 

And  for  our  part  in  the  parade  of  portability, 
we  present  the  Toshiba  Portege™  T3400  Series.  It  packs 
your  entire  office  into  a  computer  that's  less  than  half  the 


iworld's  largest  power  source, 
ibuilt  the  smallest. 


Our  new  Portege  is  the  first  sub-notebook  computer  with  the  ultra-bright  color 
r/LCD  active  matrix  display.  The  first  with  a  rechargeable 
lium-lon  battery  that  lasts  for  up  to  six  hours.  It  has  the 
ovative  AccuPoint™  integrated  pointing  device,  and 
power  of  an  Intel486 ™  SX  microprocessor. 

With  an  optional  modem,  it  can  do 
lost  anything  your  desktop  computer  does.  On  an 
)lane.  On  a  boat.  In  a  cabin  on  a  mountain. 

It's  quite  possibly  the  biggest  thing  we've  built  yet. 

In  Touch  with  Tomorrow 


Vie  Portege  T3400CT 
is  Toshiba  s  smallest, 
lighU  <st  color  notebook 
computer 


TOSHIBA 


Award-Winning  Performance 

It's  a  rare  honor  for  an  operation  and  /  or  plant  to 
be  recognized  for  overall  performance  by  one  of  its 
customers.  But  every  year  Fansteel  operations  are 
recognized  dozens  of  times  for  their  abilities  to  meet 
or  exceed  their  customers'  quality,  cost  and  delivery 
requirements. 

Fansteel  is  a  specialty  metals  manufacturer  of 
forgings,  investment  and  sand  mold  castings,  special 
wire  forms,  tungsten  carbide  wear  resistant  machine 
parts,  cutting,  mining  and  construction  tools  for  a 
variety  of  highly  technical  industries.  Our  customers 
demand  and  expect  zero  defect,  superior  quality, 
and  on-time  deliveries.  We've  continually  exceeded 
these  r^uirements  by  developing  a  combination  of 


technical  expertise,  manufacturing  excellence,  and  a 
highly  trained,  motivated  and  dedicated  work  force. 

Our  constant  attention  to  the  development  of  these 
skills  insures  that  Fansteel  will  continue  to  meet  or 
exceed  our  customers'  requirements  for  years  to  come. 

Fansteel's  award-winning  performance  is  just  one 
more  reason  why  it  will  pay  to  know  more  about  us. 

Sanded 

1  Tantalum  Place 
North  Chicago,  IL  60064 
708-689-4900 


d  Owen  denied  the  request  and  the 

ial  began.  The  judge's  ruling — 

ere  is  no  jury — should  come  this  fall. 

owb  ailing 

ead  Corp.  has  a  problem.  The 
1.8  billion  (sales)  papermaker  owns 
3nce  highly  profitable  electronic 
iblishing  unit — Mead  Data  Cen- 
il — that's  now  suffering  from 
>mpetition.  For  years  the  unit  was 
e  industry  leader  in  sales  and  mar- 
t  share,  throwing  off  lots  of  cash  to 
pport  its  capital-intensive  parent. 
Today  Mead  Data  is  a  techno- 
gical  laggard  requiring  big  invest  - 
ent  to  compete  with  competitors' 
sy-to-use  software  (Jan.  4,  1993). 
May  Mead  opted  to  sell  the  busi- 
es rather  than  invest  in  it.  Potential 
lyers  are  poking  around,  Canada's 
lomson  Corp.  among  them.  But 
ead  won't  get  anything  like  the 
\  billion  bid  some  analysts  foresee. 
The  bulk  of  Mead  Data  is  Lexis,  a 
*al  case  and  statute  database  losing 
ound  to  West  Publishing,  a  lead- 
jg  law  book  publisher.  Worse, 
Lead's  general  newspaper  and 
Bgazine  retrieval  service,  Nexis,  is 
l.sed  on  contracts  with  hundreds 
publishers,  who  may  or  may  not 
oose  to  sign  up  with  die  new 
pier.  Its  most  valuable  asset  is  an 
elusive  agreement  to  earn'  the 
lew  York  Times,  but  the  Times  may 
e  the  ownership  change  to  revise 
e  contract. 

In  short,  what  buyers  see  is  not 
"tat  they'll  get.  Expect  a  price  closer 
$800  million.  -Marcia  Berss  ■■ 
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T.  Howe  Price  New  America  Growth  Fund  has  delivered  strong  performance 
by  investing  in  large  and  small  growth  companies  in  a  variety  of  service 

industries,  including  telecommuni-    |  ;  —  .,  rT,__,   1_ 

cations,  entertainment,  travel  and 
leisure,  retailing,  and  insurance. 
In  fact,  since  its  inception,  the  Fund 
has  consistently  outperformed  the 
Lipper  Growth  Fund  average  by  a 
wide  margin. 

As  with  any  stock  fund,  there 
will  be  short-term  price  fluctuation. 
$2,500  minimum  ($1,000  for  IRAs). 
No  sales  charges. 


Average  Annual  Total  Returns 
Through  3/31/94* 

B  New  America  Growth  Fund 
H  Lipper  Growth  Fund  Average 


16.2% 


15.8% 


11.2% 


1  year 


5  years 


Since  Fund's 
inception** 


Call  24  hours  for  a  free  report 
1-800-541-6591 


Invest  With  Confidence 

TRoweFriee 


em 


*Source:  Upper  Analytical  Services,  Inc.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain 
distributions.  Total  return  represents  past  performance,  which  cannot  guarantee  future  performance.  Investment  returns 
and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  purchase.  Past  expense 
limitations  have  increased  the  Fund's  total  return.  *  *  9/30/85.  Request  a  prospectus  with  more  complete  information, 
including  management  fees  and  other  charges  and  expenses.  Read  it  carefully  before  you  invest  or  send  money. 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  NAG022848 


Flat  Fee  Trading  just  got  flatter! 

Trade  any  NASDAQ/0TC  stock,  in  any  amount 


Our  fees  may  be  flat,  but  our  service  isn't. 

if  you  call  us  during  market  hours  to  place  an  order  in  a  NASDAQ/0TC  stock,  we 
guarantee  to  answer  your  call  by  the  third  ring.  If  we  don't,  your  trade  is  FREE. 
Call  National  Discount  Brokers  for  your  new  account  kit  today. 

NDB  offers  the  following  additional  premium 

services: 

♦  Stop  orders  on  all  NASDAQ  stocks 

♦  24  hour  touch  tone  trading  with  a 
20%  discount  on  the  transaction  fee 

♦  No  fee  IRA* 

♦  Free  cash  management  account 
(ProCash  Plus)* 

♦  No  fee  checking  on  all  Alliance 
money  market  funds 

♦  Competitive  rates  on  all  credit  balances 

♦  Instant  execution  on  most  equity  trades 


Money  back  service  guarantee.  If  you're 
dissatisfied  for  any  reason,  just  tell  us 
and  your  transaction  fee  will  be  returned 


*$ i u.ood  minimum  balance. 


National  Discount 

B     R    C>     K     E     R  S 

Discounting  Redefined 

1-800 -4-1 -PRICE 

Fax  (212)  248-2845 

Member  NASD  and  SIPC 
New  York  •  Los  Angeles  •  Chicago 
Dallas  .  West  Palm  Beach 

All  aecounUs  pmleoteri  up  to  $10  million. 


EDITED  BY  THOMAS  JAFFE 


Les  didn't  mess 

Houstonians  groaned  last  year 
when  ex-Wall  Street  bond  trader  Les 
Alexander  paid  a  reported  $85  mil- 
lion for  the  National  Basketball  Asso- 
ciation's Houston  Rockets,  outbid- 
ding hometown  millionaire  John 
Moores.  Recalling  the  decline  of  the 
Houston  Astros  when  New  Jersey 
shipping  magnate  John  McMullen 
owned  the  baseball  team,  locals  feared 
that  carpetbagger  Alexander  would 
run  the  Rockets  into  the  ground. 

Wrong.  Although  Alexander  has 
made  a  couple  of  front-office 
changes,  he  hasn't  meddled  with 
the  running  of  the  squad,  and  now  the 
Rockets  are  the  hottest  ticket  in 
town.  The  team  is  playing  the  New 
York  Knicks  for  the  league  champi- 
onship, and  its  star  center,  Hakeem 
(the  Dream)  Olajuwon,  was  named 
the  nba's  most  valuable  player. 

It  is  estimated  that  if  the  Rockets 
win  the  title,  the  franchise  could  be 
worth  another  $20  million.  Gloats 
Alexander:  "Obviously,  it  was  a  good 
investment."        -R.  Lee  Sullivan 


Houston  Rocket  Hakeem  Olajuwon 
Alexander's  "Dream." 


Recipe  for  indigestion? 

Dana  Verrill  is  one  of  the  chaps 
who  talked  ex-Apple  chairman  John 
Sculley  into  his  short-lived  stint  as 
chief  execudve  of  Spectrum  Informa- 
tion Technologies.  Verrill,  who 
founded  and  was  chairman  of  Spec- 


trum, left  the  troubled  company 
soon  after  Sculley  joined.  He  has  been 
accused  in  a  shareholder  suit  of  mis- 
leading Spectrum's  investors.  But 
Verrill  doesn't  discourage  easily. 
According  to  one  report,  he  recently 
paid  $1.3  million  for  control  of 
Massimo  da  Milano,  an  Italian-style 
cafe/bakery  chain  with  seven  loca- 
tions in  Dallas.  Former  Spectrum  in- 
vestor relations  executive  Kathy  Ba- 
chand  sits  on  the  Massimo  board. 

But  trouble  follows  Verrill  here, 
too.  A  $9  million  private  placement 
was  recently  scrapped,  so  he's  now 
rumored  to  be  looking  for  a  public 
shell  company  into  which  the  chain 
can  be  merged.  Whether  Verrill  can 
cook  something  up  that  doesn't 
give  investors  a  case  of  indigestion,  as 
Spectrum  did,  remains  to  be  seen. 

-Christopher  Palmeri 

No  spouses,  please 

Microsoft  billionaire  Bill  Gates 
and  Melinda  French  do  it.  So  do  fash- 
ion designer  Donna  Karan  and  Ste- 
phan  Weiss.  That  is,  they  work  to- 
gether in  the  same  business.  Lots  of 
folks  in  management  apparently  think 
this  is  a  bad  idea. 

OfficeTeam,  a  Menlo  Park, 
Calif. -based  placement  service,  sur- 
veyed 150  executives  at  some  of 
America's  1 ,000  largest  companies.  A 
resounding  65%  opposed  married 
couples  as  co-workers;  only  17%  fa- 
vored the  arrangement;  the  other 
18%  didn't  care. 

But  the  survey  obviously  doesn't 
reflect  OfficeTeam's  own  views.  Rob- 
ert Half,  the  founder  of  its  parent 
company,  ran  his  firm  in  tandem  with 
his  wife,  Maxine,  for  nearly  40 
years.  -Nancy  Rotenier 

The  scoop  on  poop 

The  simple  flush  toilet  is  becoming 
a  whole  lot  more  complex  thanks  to 
the  U.S.  Energy  Policy  Act  of  1992, 
which  mandates  that  new  residential 
toilets  reduce  water  consumption 
by  70%.  All  this  has  plumbing  manu- 
facturers scrambling  for  solutions, 
some  of  which  are  pretty  snazzy. 

Kohler  Co.,  in  partnership  with 
Emerson  Motor  Co.,  has  developed  a 
high-performance  "jet-flush  toilet" 
with  a  1/5  horsepower  electric  pump 


for  moving  effluent.  Zoeller  Co. 
and  Hydromatic  Pump  Co.,  togethe 
with  Emerson,  also  have  designed  a 
water-conserving  toilet,  with  a  grind| 
er  that  chops  solid  waste  into  liquid.! 

Emerson  claims  these  two  new 
systems  will  reduce  water  consump- 1 
tion  from  5  gallons  per  flush  to  1 .6 
gallons  per  flush,  saving  a  family  of 
four  $53  a  year  in  water  bills. 

There's  a  hitch — as  always  with 
high-tech  stuff.  If  the  fancy  new  toiltji 
refuses  to  flush,  you  won't  be  able 
to  set  it  right  by  just  fiddling  with  tW 
flush  handle  or  fishing  around  in  the 
tank  with  the  valve  or  ball  flapper. 

-R.L.I 

From  the  greens 
to  the  pits 

Golfs  out,  stock  car  racing's  in,  at 
Hardee's  Food  Systems,  Inc.,  the 
Rocky  Mount,  N.C. -based  fast- 
food  chain.  Hardee's,  which  spon- 
sored a  stock  car  team  for  a  while  in 
the  1980s,  is  now  backing  a  new  stocj 
car  team  at  a  cost  of  over  $2  million) 
a  year.  Something  else  in  the  budget 
had  to  go.  After  this  year  Hardee's  il 
dropping  its  sponsorship  of  a  PGA 
tournament  with  a  $  1  million  purse. 

"The  people  who  attend  our 
tournament  are  Hardee's-type  custc 
mers,"  explains  Jerry  Gramaglia, 
the  chain's  head  of  marketing.  "But 
the  TV  audience  for  golf  is  older,  has 
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;her  incomes  and  is  concentrated 
the  East  and  West  coasts,  where 
don't  have  many  restaurants." 
Dnc  place  Hardee's  will  heavily 
)mote  its  stock  car  link  is  Indianap- 
s,  where  the  new  Brickyard  400  is 
ng  run  this  August.  Hardee's  has 
1  locations  in  Indiana. 


sider  pawning 

vnt  quicker  cash  when  you  sell 
ires  than  a  broker  can  give  you?  Try 
ntonville,  Ark.'s  P&B  Pawn, 
ich  will  buy  Wal-Mart  or  Tyson 
ods  shares  for  cash  on  the  barrel- 
id.  Situated  around  the  corner 
m  Wal-Mart  headquarters  and 
wn  the  road  from  Tyson's  main 
ice  in  Springdale,  pawnbroker 
illip  Gate  does  a  brisk  business  in 

stocks  of  these  two  key  local 
ployers.  His  other  major  merchan- 
p  is  TV  sets  and  guns,  a  big  item  in 
5  Ozark  hunting  country;  a  sign  at 
|  door  advises  patrons,  "Be  sure 
as  are  unloaded  before  entering." 
Cate's  appeal  to  small  investors  is 

quick  cash.  Brokers  require  one  to 
)  weeks  to  deliver  cash.  Cate  of- 
[  cash  on  the  spot.  A  small  investor 
:uld  have  to  pay  a  broker  $23  in 
[omissions  to  sell,  say,  five  shares  of 
1-Mart;  Cate  charges  $25. 
Vhat  does  Cate  do  with  the 
tk?  Apparently,  he  keeps  it.  Which 
y  are  the  stocks  of  Tyson  and 
1-Mart  headed,  Informer  asked 
te.  "I  hope  up,"  he  says.  "I  own  a 
d  of  them."  -Marcia  Berss  BE 


STOW 


lurwille,  Ark.'s  P&B  Pawn 
h  on  the  spot  for  your  stock. 


A  Sure  Sign  You've  Picked 
The  Right  Airline  to  Africa. 


The  best  way  to  Southern  Africa 
starts  and  finishes  with  SAA, 
the  only  nonstop  service  in  the 
business. 

Our  flights  get  the  green  light  six* 
times  a  week  from  JFK  to  Johan- 
nesburg, Miami  to  Cape  Town. 
And  although  they're  the  world's 
longest  air  routes,  SAA's  60  years 
of  experience  and  our  luxurious 
747-400  s  transform  them  into 


one  of  your  most  pleasurable 
travel  experiences. 

No  wonder  two  of  the  world's 
leading  business  magazines  voted 
us  Best  Airline  To  Africa. 

But  don't  take  their  word  for  it. 
See  your  travel  agent  or  call  us 
at  1-800-722-9675  and  find 
out  why  SAA  is  the  only  way  to 
go  to  Southern  Africa. 

After  all,  what's  stopping  you? 


*  5  nonstop 


SOUTH  AFRICAN  AIRWAYS 


1-800-888-9896 


Call  FORBES  SUBSCRIBER  SERVICE 

To  Change  Your  Address  Or  Order  A  New  Subscription 
(Allow  4-6  weeks  for  Address  Change.  Please  quote  subscriber  number  on  address  label  of 
magazine.)  Or  mail  this  coupon  with  current  address  label. 


Name 


New  Address 


City  . 
State 


.  Zip 


Forbes 


P.O  Box  10048 
Des  Moines,  IA  50340-0048 


NEW  SUBSCRIPTION 
□  1  Year  (27  issues)  $57 
In  Canada,  1  year  $98  Can. 
International,  add  $71  to  U.S.  annual  rate 


□  3  Years  (81  issues|$114 
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READERS  SAY 


Costly  mistakes 


Sir:  Re  "Now  we  are  our  own  mas- 
ters" (May  23).  The  socialist  rhetoric 
of  the  1970s  that  was  the  cause  of 
India's  ruin  is  rearing  its  ugly  head 
here.  If  America  wants  to  refrain  from 
getting  into  an  economic  quagmire, 
then  it  should  learn  from  India's  mis- 
takes and  avoid  repeating  them. 
-Ken  Bhandary 
Forest  Hills,  N.T. 

Pulling  our  leg? 

Sir:  Why  would  [you]  suggest  raising 
margin  rates  to  prevent  excessive  spec- 
ulation? (Fact  &  Comment,  May  23). 
An  increase  in  margin  requirements 
would  make  it  more  difficult  to  finance 
our  government's  debt.  It  would  cre- 
ate a  reduction  in  liquidity  that  would 
spill  over  into  other  markets,  and  it 
would  cost  the  U.S.  taxpayers  more 
money  to  finance  that  debt. 
-David  P.  Prosper! 
Vice  President,  Communications 
Chicago  Board  of  Trade 
Chicago,  III. 

Noonan  on  Clinton 

Sir:  I  am  one  of  millions  of  citizens 
who  voted  not  for  Clinton  but  against 
Bush  ("They  voted  for  change.  He 
gives  them  pork,"  Apr.  25).  After 
Clinton  took  office,  it  took  me  about 
a  week  to  realize  how  futile  my  hopes 
had  been.  Washington  was,  once 
again,  business  as  usual. 
-Jorge  Largo 
Forest  Grove,  Ore. 

Sir:  The  article  itself  reminded  me  of 
the  old  movie  Bad  Day  at  Black  Rock 
with  Spencer  Tracy,  where  the  latter 
righted  some  old  wrongs  and  threw 
the  bad  guys  out.  Our  problem  is 


there  are  no  Spencer  Tracys.  Who  is 
Clinton  going  to  lose  to? 
-Roland  D.  Underhill 
Greenbrae,  Calif. 

Sir:  One  term?  This  guy  .isn't  like 
Jimmy   what's-his-name.    Bill  can 
move.  He  can  bob  and  weave.  This  is 
going  to  be  a  siege. 
-Robert  H.  Dwyer 
Saratoga,  Calif. 

Pillaging 

Sir:  "The  goose  that  laid  the  golden 
pill"  (May  9)  shows  how  the  finger- 
pointing  by  Uncle  Sam  is  going  to 
destroy  the  world's  best  medical  sys- 
tem for  no  other  purpose  than  cost 
containment  and  bottom  line  think- 
ing. To  blame  flawed  incentives  of 
drug  companies  is  ludicrous. 
-Peter  F.  Holmes,  M.D. 
San  Antonio,  Tex. 

Lawyers  and  drug  dealers 

Sir:  Re  "A  wing  and  a  prayer"  (Apr. 
25).  To  state  that  "liability  lawyers 
have  all  but  killed  the  small  plane 
business"  is  no  different  from  a  drug 
dealer  saying  the  cocaine  smuggling 
business  is  all  but  dead  because  of 
vicious  prosecutors  enforcing  the  law 
to  protect  people  from  a  danger. 
-Charles  J.  Tarr 
Santa  Rosa,  Calif. 

Sports  lessons  for  Lenin 

Sir:  Re  "Bread  and  circuses"  (June 
6).  There  is  a  lot  more  to  professional 
sports  than  meets  the  eye.  These 
sports  entrepreneurs  are  giving  a 
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whole  new  meaning  to  the  word  " 
cialism."  With  subsidies  like  th 
how  can  they  go  wrong? 
-Martin  Faries 
Santa  Maria,  Calif. 

Bulldoggedness 

Sir:  Re  "Mack  malaise"  (Apr.  I 
We  will  survive  our  competition's  < 
tributing  copies  of  this  article  to  c 
customers  and  prospects.  Meantir 
try  to  get  the  company's  name  c 
rect.  It's  Mack  Trucks,  Inc. 
-R.W.  Kochman 
President 
Houston  Mack  Sales  &  Service,  Inc 
Houston,  Tex. 

Sum  of  the  parts 

Sir:  Re  "New  issues  review"  (A 
25).  We  were  distressed  to  see  that  I 
"worst"  new  issue  according  to  t 
article  was  Nature's  Flements  Ho 
ings,  underwritten  by  Cohig  and  o 
ers.  The  table  indicates  the  offeri 
price  was  8V4,  and  was  down  S\ 
[You]  failed  to  consider  that  the  J 
consisted  of  a  unit,  which  contain 
two  shares  and  a  warrant.  The  agg 
gate  price  of  the  components  of  \ 
unit  [at  the  end  of  March]  was  87/ii 
-Steven  R.  Hinkle 
President 

Cohig  &  Associates,  Inc. 
Englewood,  Colo. 

We  should  have  adjusted  for  the  1 
shares  of  common  stock  in  the  u% 
Excluding  the  warrant — which  is  « 
standard  procedure  in  IPO  perf 
mance  calculations — this  stock  lost 
over  the  performance  period.-ED. 

Alternative  strategies 

Sir:  Re  "Lord  of  immortality"  (A 

11).  Dr.  Deepak  Chopra  has  first-r 

Western  medical  credentials.  Pione 

are  often  subject  to  attacks,  but  tH 

should  not  be  printed  by  a  reputa 

magazine  in  the  guise  of  object 

reporting. 

-Peter  Guzzardi 

Vice  President,  Editorial  Director 

Harmony  Books 

New  York,  N.T. 

Harmony  is  publisher  of  Chopra 's  Aj 
less  Body,  Timeless  Mind.-Eo. 
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Introducing  The  Toyota 
Ibuch  Lease.  In  Todays  Economy 
Its  Perfect  Timing. 


rm 

TOYOTA  TOUCH 

me 


There's 
never  been 
a  better 


In  other  words,  you're  only  pay- 
ing for  what  you  use.  It's  that  simple. 


leasing,  you'll  get  more  out  of  a 
Toyota.  Here's  why: 


ne  to  lease  a  Toyota  than  now 

Why?  You  ask.  Simple. 

It's  called  the  Toyota  Touch 
:ase.  It's  a  plan  designed  to  let  you 
ise  any  Toyota.  From  the  rugged 
lunner  and  the  sophisticated 
miry  to  our  tough,  dependable 
ucks  and  the  all-new  totally 
designed  Celica.  And,  of  course, 
erything  in  between. 

Now  before  we  go  on,  let's  briefly 
ach  upon  how  a  lease  works. 

When  you  lease  a  vehicle,  you 
y  for  the  difference  between  the 
itial  cost  of  the  vehicle  and  its 
ojected  value  at  lease  end  (rather 
an  the  entire  cost  of  the  vehicle). 


oyota  Quality 


ow  Monthly 
Payments 


What  separates  the  Toyota  Touch 
Lease  from  all  other  lease  plans  is 
what's  built  into  every  Toyota. 
Attention  to  detail.  Every  member  of 
Toyota's  organization  is  committed 
to  giving  you  a  better  product.  It's 
what  we  call  Toyota  quality  And 
that's  where  it  all  begins. 


igh  Resale  \alue 


Toyotas  have  been  known  to 
retain  more  value  than  most  com- 
petitive vehicles. 

Simply  put,  when  it  comes  to 


Because  of  Toyotas  high  resale 
value  there's  less  depreciation  which 
means  low  monthly  payments.  What 
this  does  for  you  is  a  variety  of 
things.  Like,  for  instance,  it  can  help 
you  get  the  options  you've  always 
wanted.  Or  perhaps,  it  can  make  that 
dream  car  a  reality 

The  Toyota  Touch  Lease.  It  may  just 
be  the  perfect  time  for  you  to  get  aToyota. 

For  more  information  on  the 
Toyota  Touch  Lease  Plan,  please  call 
1-800-GO-TOYOTA. 

®  TOYOTA 

"I  love  what  you  do  for  me'.' 


Now^bu  Can  Lease  Any  Toyota. 


nur  participating  Toyota  dealer  for  details.  Buckle  Up!  Do  it  for  those  who  love  you. 


©1993  Toyota  Motor  Sales,  U.S.A..  Inc. 


Smart Sofutkms 

NUMBER  22-EXPRESS  MAIL 


if^son  has  to  deliver 
50  hats  by  tomorrow. 


Finds  out  Express  Mail®  is 
a  very  smart  solution. 


365  days 
a  year. 


Doesn't  have 
much  money. 


•  ■  ■  ■! 


Doesn't  cost 
much. 


Person  is 
delighted. 


I 


Goes  to 
Post  Office. 


Guarantees  overnight 
delivery.* 


Makes  bad  pun  about  taking 
hat  off  to  Postal  Service. 


For  an  Express  Mail  starter  kit,  call  1-800-THE-USPS,  ext.  952. 

"Some  restrictions  apply.  Check  your  Post  Office  for  details. 


We  DeliverAFor  You 

UNITED  STATES 
POSTAL  SERVICE  , 


/ith  all  thy  getting  get  understanding" 


?act  and  Comment 


Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


TURNING  D-DAY  SPIRIT  INTO  PRESENT  POLICY 


HIS  stirring  D-Day  address,  President  Clinton  asked, 
low  will  we  build  upon  the  sacrifice  of  D-Day's  heroes? 
;e  the  soldiers  of  Omaha  Beach,  we  cannot  stand  still, 
c  cannot  stay  safe  by  doing  so.  Avoiding  today's  prob- 
is  wouid  be  our  own  generation's  appeasement." 
rhe  President  must  take  to  heart  the 
tit  he  evoked  in  France  and  stop  f 
ating  foreign  policy  as  a  distraction, 
file  foreign  policy  successes  may  not 
:i  elections,  failures  can  help  lose 
:m,  as  Jimmy  Carter  discovered  in 
80.  More  important,  failures  can 
ever  shatter  a  leader's  reputation. 
Tarry  Truman's  high  place  in  histo- 
:ame  from  American  initiatives  that 
ed  Western  Europe  and  Japan  from 
/iet  totalitarianism  and  that  put  in 
ce  policies  that  helped  us  success- 
ly  wage  the  40-year  Cold  War. 

3ur  global  friends  are  experiencing  the  sinking  feel- 
;  that,  rhetoric  to  the  contrary,  the  U.S.  is  retreating, 
t  it  sees  no  sustained,  useful  role  to  play.  We  should 
/e  learned  from  both  the  years  prior  to  World  War  I 


President  making  pebbled  cross  on  Oma 
ha  Beach.  Will  we  now  retreat  from  Europe? 


and  the  period  between  the  two  World  Wars  how  dan- 
gerous that  posture  is. 

In  an  interview  with  Forbes  a  decade  ago,  German 
Chancellor  Helmut  Kohl  warned  against  an  American 
pullout  from  Europe,  in  effect  saying,  "Don't  leave  this 
continent  to  its  own  devices."  Only 
the  U.S.  has  the  power  and  moral 
stature  to  create  the  conditions  over- 
seas for  sustaining  and  advancing  lib- 
eral democracy. 

True,  today  we  don't  have  the  ni- 
hilistic aggression  of  Nazi  Germany 
and  its  confederates,  which  inspired 
our  D-Day  achievement.  Nor  do  we 
have  the  threat  the  Soviet  Union 
posed  after  World  War  II,  a  threat 
that  spurred  innovative  policies  that 
firmly  planted  democracy  in  our 
wartime  adversaries. 
But  if  the  U.S.  drift-cum-indifference  continues,  future 
generations  will  judge  this  generation  no  less  harshly  than 
we  do  the  leaders  of  the  1920s  and  1930s  who  frittered 
away  the  bitterly  bought  fruits  of  the  First  World  War. 


IT  TAKES  NO  ROCKET  SCIENTIST 


outline  the  policies  we  should  be  pursuing  now:  free 
de,  currency  reform  (in  Russia  and  elsewhere)  and  a 
S.  willingness  to  use  forceful  diplomacy — and,  if  neces- 
y,  force — when  our  long-term  safety  requires  its  appli- 
Jon.  In  addition  we  should  be  developing  an  effective 
isile  defense  system  with  Manhattan  Project-like  speed, 
vlorth  Korea  is  a  looming  disaster.  Japan  is  reluctant  to 
along  with  sanctions.  Its  unstated  reason:  no  faith  that 
U.S.  will  pursue  a  strong  approach.  Tokyo  fears  being 
in  the  lurch.  By  appearing  weak,  the  White  House 
y  unwittingly  create  conditions  for  war. 
fhe  Balkans  war  will  soon  heat  up  again  and  spread — 
1  the  U.S.  has  no  real  policy  to  deal  with  this.  How 
ny  Americans  realize  we  have  already  sent  over  500 
:acekeepers"  to  Macedonia,  a  not-so-future  tinderbox? 
lussia  may  someday  try  to  seize  the  Crimea  from 
raine  or  otherwise  undercut  Ukrainian  independence, 
ain,  we're  totally  unready.  We're  reluctant  to  help 
raine  even  economically  lest  Moscow  object. 
The  Administration  has  stumbled  after  its  Nafta  victory 


by  failing  to  bring  in  other  nations  such  as  Chile  and 
Argentina.  It  fears  offending  democratic  protectionists 
whose  votes  are  necessary  for  salvaging  the  essence  of  the 
President's  misbegotten  health  care  plan.  The  recently 
concluded  GATT  agreement  is  in  peril  in  Congress  be- 
cause of  White  House  fumbling.  No  sooner  does  this 
Administration  pull  back  from  the  precipice  of  a  trade  war 
with  Japan  than  it  moves  right  to  the  edge  again. 

Seeing  our  dithering  with  North  Korea  and  Bosnia, 
murderous,  nuclear-minded  regimes  in  Iraq  and  Iran  are 
learning  that  they  can  thumb  their  noses  at  the  U.S. 

Democracy  may  lose  its  beachhead  in  Russia  because  of 
hyperinflation.  We  have  spent  no  time  showing  Moscow 
sensible  ways  to  stabilize  the  ruble  despite  ample  exam- 
ples of  how  other  nations  have  done  so  with  their  money. 

Harry  Truman  had  no  foreign  policy  experience  when 
he  suddenly  found  himself  President.  But  eventually  he 
put  together  a  first-rate  foreign  policy  and  defense  team. 

Let  us  hope  that,  in  the  afterglow  of  the  D-Day 
ceremonies,  President  Clinton  will  do  the  same. 


bes  ■  July  4,  1994 


25 


LET  HAITIANS  SAVE  HAITI 

I  LORIDA  CONGRESSMAN,  Porter  Goss,  has  come  up     elections,  we  could  unleash  this  new  army.  We  nc 
sensible  w  ay  to  handle  the  Haitian  crisis:  We     provide  only  effective  air  cover.  These  Haitians  would 


should  seize  He  de  la  Gonave,  an 
island  16  miles  off  the  coast  of  Haiti. 
This  269-squarc-mile  piece  of  real 
estate  would  make  an  ideal  center  for 
handling  Haitian  refugees  while  pro- 
viding a  safe  haven  for  them.  It  could 
also  then  become  the  seat  and  base 
for  antigovernment  exiles. 

The  Administration  should  also 
pick  up  New  York  Times  columnist 
William  Safire's  suggestion  that  we 
raise,  train  and  arm  a  regiment  or  two  of  Haitian  refugees. 
If  the  military  regime  in  Port-au-Prince  doesn't  hold  free 

MACK  KNIFING 

One  of  the  absurdities  of  our  criminal  justice  system  is 
the  huge  gap  between  sentences  violent  criminals  receive 
and  the  time  they  actually  serve.  Most  wrongdoers  are  out 
on  the  streets  after  spending  a  third  of  their  time  behind 
bars.  Thus,  a  person  getting  15  years  for  murder  will,  on 
average,  be  amongst  us  within  5V2  years. 

Senator  Connie  Mack  (R-Fla.)  wants  to  add  a  provi- 
sion to  the  crime  bill  making  its  way  through  Congress 
that  would  encourage  states  to  stop  this  leniency.  Simply 
put,  Mack's  resolution  would  require  states  to  end  early 
prison  release  and  to  toughen  sentences  if  they  wanted 


^^-v                   lie  de  la  Gonave 

f                 ^              /  Dominican 

'  -^Republic 

au-Pnnce  «<. 

Puerto  Rico 

*"*•  Haiti1- 

the  actual  fighting — if  any  w  ere  ra 
essary — themselves.  American  bid 
would  be  spared. 

Our  sanctions  policy  is  becomii 
increasingly  untenable.  A  handfu 
Haitians  have  the  means  to  beat  i 
boycott  while  already  poor  Haiti; 
are  hit  harder  and  harder.  They,  f 
their  rulers,  are  paying  the  heavi 
price  for  their  dictatorial  govei 
ment's  misdeeds. 
An  approach  combining  Goss'  and  Safire's  ideas  wot 
be  infinitely  preferable  to  sending  in  the  Marines. 

EARLY  RELEASE 

federal  funds  for  more  prisons.  To  qualify  for  the  mont 
states  would  have  to  make  violent  criminals  serve  at  le; 
85%  of  their  sentences. 

The  Senator  cites  a  study  by  the  American  Legislati 
Exchange  Council  that  found  that  criminals  out  on  ea 
release  commit  14  murders,  48  rapes  and  578  robber 
every  day. 

The  Senate  has  adopted  Mack's  idea  overwhelming 
but  House  liberals  may  yet  scuttle  it. 

Without  the  Mack  proviso,  this  already  flawed  cni| 
bill  does  not  deserve  passage. 


PATTING  OUR  SISTER  PUBLICATION  ON  THE  BACK 

If  you  havent  seen  it,  be  sure  to 
get  the  May- June  issue  of  American 
Heritage  for  its  superb  set  of  articles 
on  D-Day,  starting  with  Editor 
Richard  Snow's  short  piece,  "The 
Class  of  '44"  (page  7).  President 
Clinton,  in  his  principal  speech  at 
Normandy,  quoted  extensively  from 
"D-Day:  What  It  Cost"  (page  61), 
a  series  of  letters  between  a  young 
corporal  who  was  killed  on  Omaha 
Beach  and  his  wife. 


American 

-  -  . 

MBS3BBM 

'            T  *M 

WHAT  IT  TOOK 
THAT  ZT  MEANT 
WHAT  IT  COST 

WRITING 

What  They  Fought  For,  1861-1865— by  James  M. 
McPherson  (Louisiana  State  University  Press,  $16.95). 
Civil  War  soldiers  produced  an  abundance  of 
written  material  detailing  their  observations 
and  experiences.  Unlike  their  20th-century 
counterparts,  they  were  not  discouraged  from 
writing  diaries,  and  their  letters  were  not  sub- 
ject to  censorship.  Noted  historian  McPher- 
son has  read  and  studied  thousands  of  these 
manuscripts  from  both  North  and  South. 
What  makes  this  slim  volume  particularly 
compelling  is  its  generous  use  of  quotations 
from  the  men  themselves.  The  50th  anniversary 
of  D-Day  adds  special  poignance  and  signifi- 
cance to  what  Union  soldiers  said  they  were  fighting  for. 
Excerpt:  World  War  I  made  such  words  as  glory,  honor, 


WARRIORS 

courage,  hallow,  sacrifice,  valor  and  sacred  vaguely  cml 
rassing  if  not  mock-heroic.  Our  cynicism  raises  a  barrier) 
our  understanding  of  what  were  deeply  felt  c\ 
victions.  It  was  a  sentimental  age  when  stro\ 
men  were  not  afraid  to  cry  ( or  weep,  as  they  wou 
say).  What  seems  like  bathos  or  platitudes  to 
were  real  pathos  and  convictions  for  them. 
Excerpt:  An  Ohio  blacksmith  and  miller,, 
private  in  the  70th  Ohio,  wrote  in  1863:  'Adn\ 
the  right  of  the  seceding  states  to  break  up 
Union  at  pleasure .  .  .  and  how  long  will  it\ 
before  the  new  confederacies  created  by  the  fii 
disruption  shall  be  resolved  into  still  small 
fragments  and  the  continent  become  a  vast  tl. 
ater  of  civil  war,  military  license,  anarchy  and  despotist, 
Better  settle  it  at  whatever  cost  and  settle  it  forever." 


WiinTiin  Fin  wit  Fur 
l8lil-ISfi.r 
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Why  Settle  For  Being  Merely  Effective 
iVhen  You  Could  Be  Insanely  Awesome? 


Introducing  Z-NOTEFLEX, 
The  Ultimate  Multimedia  Presenter. 

Loosen  your  tie,  and  get 
ready  to  bring  down  the  house. 
With  Z-NOTEFLEX,  Zenith 
Data  Systems'  new  multi- 
media showstopper. 
Built  around  a  powerful 
notebook,  the  Z-NOTEFLEX 
system  lets  you  take  the  show 
on  the  road,  and  carry  it  around 


in  your  hand.  With  sharp,  z-noteflex 

up  to 

IntelDX4'  75MHz  processor 
1 6-bit  business  audio 
active-matrix,  256-color 
LCD  display 


colorful  ^ideo  and  stereo 
sound,  your  business  pre- 
sentations are  sure  to  get 
attention.  Detaching  the 
LCD  display  and  placing  it 

FLEXDOCK 

in  front  Of  yOUr  Viewers  Will       enhanced  port  replicator 

two  type-Ill  PCMCIA  slots 
networking  module 

nave  an  even  greater  impact. 

FLEXSHOW" 

And  the  Z-NOTEFLEX's     double-speed co-ROMdnve 

amplified  stereo  speakers 
two  type-Ill  PCMCIA  slots 
integrated  power  supply 


FLEXSirE 
LCD  display  stand 

FLEXBAV 
battery  charging  bay 
floppy  drive  bay 


modular  components  offer 
you  a  wide  range  of  system 
enhancements,  multi- 
media capabilities  and 
peripheral  solutions.  So  you 
custom  order  the  features  you 
want  today,  then  upgrade 
when  you're  ready 


in 


itel 


KIPC2 


W-l  Zenith  Data  Systems  Corporation  /ennh  Data  Systems  Corporation  is  a  Bull  company  Z-NOTEFLEX  and  Make  The  Connection " 
S  of  Zenith  Data  Systems  Corporation  MPCJ  cert  ill  cat  ion  mark  Is  owned  by  the  Multimedia  PC  Markeling  Council,  Inc  fntelDX<1  is  a 
ntel  Corporatitn  'With  the  optional  TLEXSITE  video  stand  "FLEXSHOW  unit  requites  AC  power  Specifications  are  subject  to  change 


Multimedia  PC 

Your  audience  wants  something  worth 
watching.  And  the  Z-NOTEFLEX  delivers. 
Make  that  connection,  and  you  could  be  an 
overnight  success. 

Call  us  for  the  awesome  details. 
1-800-289-1322,  Ext.  5123 

Zenith  H 

[)  A  T  A  S  V  S  T  E  M  S  I"  ill 

MAKE  THE  CONNECTION 
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Bankers  Truj 


Risks  prowl  ceaselessly  around  every  business. 


Usually,  they  hunt  in  packs.  Dealing  with  them  piecemeal  is 


ineffective.  More  often  than  not,  they're  linked. 


Nowhere  is  that  linkage  more  intricate  than  in  the 


airline  business.  Fuel  prices,  interest  rates,  cureency  swings, 


load  factors,  even  political  pitfalls  —  each  risk  has  to  be 


examined  in  light  of  the  others. 


Risks  hardly  ever  travel  alone. 


To  bring  an  element  of  stability  to  an  industry  that 


changes  minute  by  minute,  Bankers  Trust  has  found  a  way  of 


analyzing  the  airline  business  and  attaching  a  monetary 


value  to  many  of  the  operational  risks  it  faces.  A  risk 


management  plan  that  can  turn  volatility  into  profitability. 


With  our  hands  at  the  reins,  you'll  see  which  risk 


will  hurt  you  and  which  you'll  profit  by.  So  risk  will  do  your 


bidding,  not  take  you  unawares. 


EAD      FROM  STRENGTH. 


Other  Comments 


Repeating  Our  Mistakes 

Sanctions  are  a  fashion,  rising  or  fall- 
ing like  hemlines,  depending  on 
w  ho's  running  things  in  Washington. 
Bill  Clinton's  reflexive  faith  in  their 
efficacy  is  hardly  surprising,  since  he  is 
the  No.  1  proponent  of  the  post-Cold 
War's  leading  fallacy:  Economic 
might  counts  far  more  than  military 
clout.  Clinton  sees  everyone  as  he  sees 
Americans:  as  bourgeois  consumers 
whose  behavior  is  driven  by  economic 
concerns.  The  idea  that  bad  guys  are 
interested  only  in  raw  power,  and 
dissuaded  only  by  countervailing 
power,  seems  lost  on  him.  At  this  rate, 
Clinton  may  soon  echo  the  words  of  a 
President  whose  penchant  for  mud- 
dleheaded  multinationalism  he  much 
admires.  "A  nation  that  is  boycotted 
is  a  nation  in  sight  of  surrender,"  said 
Woodrow  Wilson  in  1919.  "Apply 
this  peaceful,  silent,  deadly  remedy, 
and  there  will  be  no  need  for  force." 
-Michael  Kramer,  Time 

Sickening  System 

President  Clinton's  Administration 
has  been  content  to  rearrange  the  deck 
chairs  on  the  titanic  American  welfare 
state.  We  need  to  abolish  welfare  in  its 
present  form  for  the  simple  reason  that 
welfare  not  only  doesn't  work,  it  is  a 
cure  that  worsens  the  disease. 


The  data  show  that  welfare  actually 
fosters  poverty  and  social  disintegra- 
tion. It  does  so  because  its  incentives 
are  hostile  toward  the  behaviors  most 
conducive  to  health  and  prosperity.  A 
single  mother  of  two  will  receive  be- 
tween $8,500  and  $15,000  per  year 
so  long  as  she  does  not  do  either  of 
two  things:  work  or  marry  an  em- 
ployed father. 

Welfare    is   kindness    that  kills. 
Shame  on  a  system  that  breaks  down 
family  life  and  saps  personal  initiative 
as  surely  as  slavery  ever  did. 
-Armstrong  Williams,  USA  Today 

Paying  Dearly 

Federal  court  rulings  have  deter- 
mined that  many  state  prisons  are 
"overcrowded."  That  has  made  it 
difficult  for  state  judges  to  get  crimi- 
nals behind  bars  and  has  boosted  the 
"revolving  door"  justice  that  en- 
courages parole  boards  to  let  crimi- 
nals out  of  prison  early. 

That  is  a  social  tragedy.  The  typical 
violent  offender  in  state  prison  serves 
only  40%  of  his  sentence.  The  typical 
offender  out  on  the  street  commits 
12  serious  crimes  a  year,  exclusive  of 
drug  crimes,  according  to  a  Brook- 
ings Institution  study,  whose  esti- 
mate is  lower  than  much  other  schol- 
arship on  the  matter.  If  a  thug  with  a 


ten-year  sentence  serves  only  foi 
years,  he  will  commit  about  70  vii 
lent  crimes  during  his  unserved  tim 
( Including,  in  theory,  the  murder  < 
Michael  Jordan's  father  and  of  I] 
year  old  Polly  Klass.) 

It's  said  that  liberals  oppose  moi 
money  for  prisons.  Why?  Can  th< 
still  possibly  believe  that  there  are  r 
bad  boys,  only  bad  societies? 
-Ben  J.  Wattenberg,  senior  fellow 
American  Enterprise  Institute 

In  Washington,  power  is  only 
occasionally  tied  to  wealth;  you 
can  be  rich  and  yet  ignored, 
middle-class  and  President. 

—Judy  Bachrach,  Vanity  Fair 


Experience  Counts 

I  think  most  newspapers  take  tl 
attitude  today  that  the  report 
knows  best.  I  don't  think  that  your 
reporters  necessarily  do  know  best, 
think  I  learned  something  in  the  la 
50  years  about  covering  stories  ar 
about  the  world,  and  I  don't  thir 
there's  anything  wrong  with  my  ii 
jecting  my  views  into  the  reporter 
heads  and  even  asking  them  to  inje 
them  into  the  story. 
-Forbes  Editor  Jim  Michaels, 

quoted  in  the  Wall  Street  Journal 

Tim  W.  Ferguson 

Good  Riddance  Day 

On  my  first  day  in  Portsmouth,  E: 
gland,  on  the  Fourth  of  July,  I  signe 
up  for  a  tour  of  the  local  countrysic 
Our  guide  and  host  was  a  Royal  Na1 
lieutenant  commander  who,  with  f 
wife,  volunteered  to  escort  a  group 
officers  from  our  ship.  While  we  we 
eating  dinner,  one  very  junior  offic 
asked  our  host  why  the  British  we 
not  celebrating  the  holiday. 

Without  a  second's  hesitation,  tl 
lieutenant  commander  replied,  "V 
celebrate  the  sailing  of  the  Mayflow 
instead." 

-D.  W.  Agnew  Jr., 
Proceedings  magazine  I 


"Your  grandma  and  I  have  decided  to  live  together." 
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At  Phillips  Petroleum,we're  helping  protect 
as  well  as  restore  endangered  wetlands  in  a 
number  of  South  Central  and  Southwestern 
states.  Known  as  playa  lakes,  they're  being 
used  to  furnish  winter  homes  each  year  for 
approximately  15  million  migratory  birds. 

It's  an  investment  that  provides  them  food 


Every  year,  one  of  our 
investments  has  an  average 
return  of  15  million. 


and  shelter,  while  preserving  the  sanctity  and 
beauty  of  the  environment.  And  even  though 
the  investment  we've  made  in  these  playa 
lakes  will  never  produce  a  financial  return, 
it's  still  rich  in  reward  for  all  of  us.  That's  what 


We'd  Li  ke  To 
Set  The  Record 
Straight  On  Who 

Finished  First 
In  Client/Server 

Applications. 

It's  all  right  here  in  black  and  white.  SAP  takes  the  checkered  flag  as  the  worldwide  leader  in  client/server 
applications.  Powered  by  the  superior  performance  of  R/3  —  the  first  fully-integrated  client/server  software. 
From  finance  to  manufacturing,  sales  to  human  resources,  R/3  helps  manage  and  streamline  key  business 
operations  for  over  1500  major  corporations  around  the  world .  In  fact,  9  of 
the  top  10  Fortune  500  companies  count  on  SAP  to  put  more  people  in  the 
er's  seat  with  greater  access  to  the  information  they  need,  enterprise-wide.  So  to  find  out        _  _  "^vaM? 
'  our  integrated  client/server  solutions  can  give  you  a  true  competitive  advantage,  1e=v 
SAP.  ASAP  At  1-800-USA-1SAP,  ext.  100.  Integrated  Software.  Worldwide!" 

i  on  total  worldwide  client/server  applications  software  and  maintenance  revenues  as  reported  by  International  Data  Corporation.  April  1994  ©1994  SAP  America.  Inc 


erything  in  this  home  is  authentic.  Including  what  was  replaced. 


Restoring  a  unique  home  is  a  painstaking  labor  of  love.  With  the  wrong  insurance,  trying  to  replace 
damage  can  simply  be  painful.  Extended  replacement  cost  coverage  from  Chubb  however,  mean? 
that  replacements  will  be  as  authentic  as  possible.  And  that's  made  possible  because  Chubb  appraisers 
carefully  note  architectural  and  construction  details,  establishing  an  estimate  of  your  true  insurance 
needs.  If  your  insurance  company  doesn't  value  authenticity,  maybe  there's  something  else  you 
should  replace.  For  an  informative  video  on  the  distinctive  history  and  unique  charm  of  city  homes 
call  1-800-CHUBB  08.  —  ■ 


Insure  your  world  with  Chubb 

romprional  put-poses,  Chubb  refers  to  member  insurers  of  the  Chubb  Group  of  Insurance  Companies  who  issue  coverage, 
d  is  descriptive  only..  The  precise  coverage  afforded  is  subject  to  the  terms,  conditions,  and  exclusions  of  the  policies  as 
Chubb  Group  of  Insurance  Companies,  Warren,  NJ. 


CHUB 


Commentary 

n  events  at  home  and  abroad 


y  Caspar  W.  Weinberger,  Chairman 


A  DOMESTIC  FOREIGN  POLICY 


he  North  Koreans  are  getting  to  be  as  skilled  at 
lgling  as  the  Serbs.  North  Korea  has  repeatedly  misled 
e  U.S.  and  our  allies  by  agreeing  to  protracted  talks, 
ading  many  of  the  softer  elements  in  the  Administration 
iiimerous,  indeed)  to  hope  that  this  whole  unpleasant- 
:ss  over  a  nuclear  weapon  can  be  settled  "diplomatical- 
Now  North  Korea  has  violated  again  the  Nuclear 
onproliferation  Treaty  and  forbidden  all  inspections, 
lich  leaves  them  free  to  make  even  more  nuclear  weap- 
is.  But  not  to  worry:  Former  President  Carter  has  been 
spatched  to  Pyongyang  to  tell  the  North  Koreans  every - 
ing  they  could  get  from  Washington  if  North  Korea 
omises  to  be  good. 

The  Serbs  behave  similarly  in  regard  to  Bosnia  by 
peatedly  breaking  promises  (usually  within  days)  to 
)ld  more  talks,  to  honor  safe  zones  and  to  remove  heavy 
;apons.  These  and  other  delaying  tactics  are  all  de- 
nied to  persuade  the  wavering  West  to  waver  even  more 
its  response  to  the  Serbs'  increasingly  brutal  aggression 
ainst  civilian  targets  in  Bosnia.  The  result  is  that  contin- 
d  U.S.  and  Western  inaction  encourages  the  Serbs  to 
lieve  that  there  is  no  cost  to  their  ongoing  brutality. 

The  Best  Defense  Is  a  Strong  Offense 

This  pusillanimous  conduct  with  the  Serbs  encourages 
e  North  Korean  government  to  believe  it  can  continue 
ining  from  the  nuclear  blackmail  it  is  practicing  against 
e  rest  of  the  world.  The  old  paradox  is  still  valid:  The 
ily  effective  way  to  avoid  war  is  to  demonstrate  credi- 
that  one  is  strong  enough,  resolved  enough  and 
epared  enough  to  go  to  war  when  the  threat  to  na- 
mal  interests  is  sufficient  to  warrant  that  extreme 
urse.  Conversely,  the  more  aggressors  become  con- 
iced  that  there  is  no  cost  for  their  aggression,  the 
eater  the  chance  for  war  at  a  time  and  place  of  their 
oosing.  That  was  the  case  in  World  War  II,  and  so  it 
been  ever  since.  Our  glaring  lack  of  resolve  and 
idership  in  Bosnia  and  Somalia  is  bad  enough,  but 
)rse  is  that  it  encourages  aggression  elsewhere  at  the 
ne  time  it  discourages  our  allies'  belief  that  they  have  a 
iable  and  strong  partner  in  us.  Added  to  the  danger  of 
vforth  Korea  with  nuclear  capability  is  the  fact  that  this 
pability  comes  when  the  Clinton  Administration  has 
mpletely  gutted  the  U.S.'  program  to  secure  a  defense 
iainst  strategic  nuclear  weapons. 


Mr.  Clinton's  frantic  attempts  to  remake  his  image  in 
foreign  policy  matters  is  understandable,  but  they  have  thus 
far  been  as  ineffective  as  all  of  his  other  moves  in  this  com- 
plex and  vital  area.  There  is  something  far  more  important 
at  stake  here  than  his  image  or  his  reelection  chances: 
nothing  more  or  less  than  our  peace  and  our  freedom,  both 
of  which  can  be  threatened  if  terrorist  governments  believe 
there  is  no  price  to  pay  for  their  threats  or  aggression. 

Ineffective  Compromise 

A  Washington  columnist  calls  Russia's  agreement  to 
join  Mr.  Clinton's  Partnership  for  Peace  "the  success  of 
[the  President's]  top  foreign  policy  priority."  Rarely  has 
there  been  such  a  misnomer  as  the  "Partnership  for 
Peace."  This  is  a  totally  useless,  toothless  exercise  de- 
scribed by  its  advocates  as  an  attempt  to  establish  limited 
military  cooperation  between  NATO  and  the  former 
Warsaw  Pact  nations.  Actually,  it  is  nothing  of  the  kind;  it 
is  simply  a  particularly  ineffective  Clinton  compromise 
designed  to  offer  a  basically  inedible  carrot  to  four  coun- 
tries (Poland,  Hungary,  the  Czech  Republic  and  Slova- 
kia) that  should  have  been  granted  NATO  membership 
months  ago  when  they  first  requested  it.  These  countries 
are  fully  qualified,  but  since  Russia  objected  to  their 
joining  NATO  and  since  Clinton's  top  foreign  policy 
priority  is  to  give  Russia  everything  it  asks  for,  we  denied 
membership  to  four  nations  that  want  to  support  us  and 
that  should  have  had  our  enthusiastic  sponsorship. 

As  part  of  the  standard  Clinton  policy  of  offering 
something  to  those  whom  he  decides  against,  Clinton 
devised  the  Partnership  for  Peace,  giving  these  four  na- 
tions, Russia  and  anyone  else  the  "right  to  consult  with" 
NATO  on  various  foreign  policy  issues.  But  this  is  a 
privilege  that  anyone  who  wishes  to  can  exercise  without 
the  chimera  called  the  Partnership  for  Peace. 

Clinton  backers,  heralding  the  Partnership,  ask  plain- 
tively, "Why  does  Clinton  not  get  more  credit  for  [this] 
success?"  The  answer,  sadly,  is  very  simple:  Pleasing 
Russia  at  the  cost  of  losing  four  good  friends  in  Eastern 
Europe  is  the  wrong  priority.  It  is  also  the  only  priority 
the  President's  confused  and  inept  foreign  policy  team 
has  yet  developed.  Fortunately,  NATO  denied  Russia's 
demand  for  much  more. 

Historically,  the  U.S.  has  been  extraordinarily  fortunate . 
One  can  only  hope  that  our  good  luck  will  continue.  BB> 
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Consider  This  A 
Performance  Bonus. 


Lease  The  Lincoln  Mark  VIII, 
America's  Best-Selling  Luxury  Coupe: 


$ 


STANDARD  FEATURES 

•  4.6-liter  32-valve 
Four-Cam  V-8  engine 

.  Sequential  multi-port       PER  MONTH,  24-MONTH  LEASE 
electronic  fuel  injection 


449 


Dual  air  bags** 

Four-wheel  disc  anti-lock 
brakes 


First  month's  payment  $449 

Down  payment  $2,725 

Refundable  security  deposit  $450 

Cash  due  at  signing  $3,624' 


Anti-theft  alarm 

Dual  Autoglide  front  seats 

Six-way  power  driver  and  passenger  seats  with  power  recliner  and 
lumbar  support 

Electronic  four-speed  automatic  overdrive  transmission 
CFC-free  electronic  automatic  climate  control 
For  more  information,  call  1  800  255-5433. 


LINCOLN 

What    A    Luxury   Car    Should  Be 


'Based  on  total  sales  MYTD  through  3/30/94.  "Driver  and  right-front  passenger  Supplemental  Restraint  System.  Always  wear  your  safety  belt.  1994 
Mark  VIII  MSRP  $38,675  excluding  tax  and  title.  Lease  payment  based  on  average  capitalized  cost  of  90.63%  of  MSRP  for  24-month  closed-end  Fore 
Credit  Red  Carpet  Leases  purchased  in  the  U.S.  through  3/31/94.  Some  payments  higher,  some  lower.  See  dealer  for  payment  and  terms.  Payment) 
may  be  higher  in  AK,  CT,  KY,  MA,  MO,  NC,  RI,  TX  &  WV.  For  special  lease  terms,  take  new  retail  delivery  from  dealer  stock  by  6/30/94.  LessM 
may  have  option  to  buy  vehicle  at  lease  end  at  a  price  negotiated  with  the  dealer  at  signing.  Lessee  is  responsible  for  excess  wear/tear  and  $.11  pej 
mile  over  30,000  miles.  Credit  approval/insurability  determined  by  Ford  Credit.  Total  of  monthly  payments  is  $10,776.  "Excludes  tax,  title  and  othej 
fees.  Optional  wheels  shown  not  included  in  price. 
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Commodity  prices  up,  inflation  down 
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In  recent  weeks  people  who  worry  about  a 
resurgence  of  inflation  have  had  plenty  of  evi- 
dence to  support  their  fears.  The  widely 
watched  Commodity  Research  Bureau  index 
has  risen  to  levels  not  seen  since  early  summer 
1991.  Oil  prices  have  jumped  this  spring  by 
about  $3  a  barrel,  to  around  $16  a  barrel  for 
North  Sea  crude.  And  customers  of  the  U.S. 
steel  industry  are  bracing  for  a  third  price  hike 
since  January,  this  time  of  3%,  following  earlier 
ones  of  2%  to  4%. 

Yet  this  evidence  is  at  odds  with  the  inflation 
indexes.  The  broadly  based  U.S.  producer  price 
index,  for  example,  has  fallen  for  two  months 
in  a  row,  the  first  time  that's  happened  for  three 
years.  And  average  prices  of  finished  goods 
leaving  America's  factory  gates  are  lower,  in  ab- 
solute terms,  than  a  year  ago.  Meanwhile, 
prices  at  the  consumer  level  rose  just  0.1%  in 
May,  meaning  that  overall  inflation  in  the  U.S. 
is  running  at  just  2.3%  over  this  time  last  year. 


There  are  indeed  long-term  upward  pres- 
sures on  oil  prices  (Forbes,  June  6).  But  this 
summer  oil  prices  are  more  likely  to  fall  than 
rise  as  Russia  increases  its  exports  of  crude. 
Even  gold,  a  true  bellwether  of  future  infla- 
tion, has  remained  roughly  stable  since  the  late 
fall  of  1993. 

There  is  a  plausible  explanation  for  the  diver- 
gence between  the  broad  price  indexes  and  the 
specialist  commodity  indexes.  Once  the  bond 
market  slumped  after  the  Federal  Reserve  raised 
interest  rates  early  this  year,  a  lot  of  money 
flowed  out  of  bonds  and  into  commodities  and 
hedge  funds,  thereby  fueling  commodity 
prices.  Phillip  Crowson,  chief  economist  of  Brit- 
ain's rtz  Group  and  an  expert  commodity 
watcher,  likens  the  process  to  a  snake  swallowing 
a  bird.  Eventually  the  bulge  passes  and  the 
snake  resumes  its  normal  shape.  Technically, 
what  Crowson  describes  is,  at  worse  case,  a 
one-time  price  effect  and  not  true  inflation. 


"A  major  departure55  in  services 


Looking  beyond  the  bulge  in  the  snake,  the 
inflation  prospects  for  the  U.S.  look  better  and 
better.  Goods  prices  continue  to  be  under 
downward  pressure  from  competition  at  home  as 
well  as  abroad.  Manufacturing  wage  increases 
are  remarkably  modest,  given  that  the  economy 
has  been  growing,  albeit  modestly,  for  12 
quarters. 

The  best  news  is  what's  happening  to  the 
service  sector.  Stephen  S.  Roach,  chief  econo- 
mist of  Morgan  Stanley  and  a  member  of  a 
recent  National  Academy  of  Sciences  study  of 
the  service  sector,  says:  "The  missing  link  in 
the  powerful  disinflationary  trend  that  began  in 
the  1980s  was  services.  But  now  they  have 


Disinflation  gets  better 

GOP  deflators,  average  annual  change 


Total 


Goods 


Services 


1950s     1960s     1970s      1980s    1990-93  Late 

•Estimate.  1990s* 
Sources:  U.S.  Bureau  of  Economic  Analysis;  Morgan  Stanley 


started  to  join  the  party." 

Once  that  happens,  Roach  calculates,  over- 
all inflation  in  the  U.S.  will  drop  from  its  recent 
3.5%  average  to  2%  to  2.5%,  equal  to  the  levels 
of  the  1950s  and  1960s  (see  chart). 

Wage  costs,  of  key  importance  in  labor- 
intensive  sendees,  have  been  rising  at  one-third 
the  average  rate  of  the  four  previous  business 
cycles.  "This  is  a  major  departure,"  says  Roach. 
Productivity  has  been  increasing  at  double  the 
rate  of  the  1980s.  The  key  changes: 

■  Housing  (almost  half  of  the  service  sector's 
price  index)  has  seen  inflation  moderate,  thanks 
to  the  slowdown  in  house  prices  and  the  last 
few  years'  decline  in  interest  rates. 

■  Transportation  (12.5%  of  the  index)  has 
been  helped  by  price  competition  among  the 
deregulated  airlines  and  truckers.  This  has, 
however,  been  partly  offset  by  continued  price 
hikes  by  public  sector  transit  authorities, 
which  are  typically  both  heavily  unionized  and 
have  an  effective  monopoly. 

■  The  medical  care  ( 10.3%  of  the  index)  infla- 
tion rate  fell  to  5.3%  early  this  year,  the  lowest 
annualized  rate  in  20  years.  And  in  the  past  3 
years,  doctors'  charges  have  nearly  halved — this 
without  a  bit  of  help  from  the  Clinton  Admin- 
istration's so-called  health  reform  (for  more  on 
this,  see  story,  p.  58). 

The  only  downside  of  all  this  is  that  job  cre- 
ation in  services — the  U.S.'  job  machine  of  the 
1980s — has  halved.  The  hope,  says  Roach,  is 
that  eventually  higher  productivity  will  reverse  the 
squeeze  on  both  wages  and  new  service  jobs.  ■■ 
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THE  FORBES  INDEX 

BY  ROBERT  ROSENSTEIN 

The  Forbes  Index  (1967=100) 

255 
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215 
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195 
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155 
145 


Current  254. 2*t 

Previous  254. Ot 

Percent  change  0.0% 


Consumer  installment  credit  grew  at  a  14%  annualized  rai 
in  April.  Peter  Skaperdas,  an  economist  at  Griggs  & 
Santow,  a  New  York  economic  consulting  firm,  considej 
this  rapid  rate  unsustainable  but  thinks  that  consumers  wj 
continue  to  pile  on  debt  quickly  throughout  this  yeaj 
Other  economic  indicators  point  to  an  economic  slow 
down.  The  index  of  leading  indicators — which  is  suppose 
to  forecast  changes  in  business  cycles — was  flat  in  April 
And  average  weekly  unemployment  claims  rose  5%  froi 
April  to  May,  the  highest  monthly  increase  since  Januar 


Source 

Status 

Chase  Manhattan  Bank 

7.25'* 

Ward's  Automotive 

12.1K 

Dept  of  Commerce 

Dept  of  Commerce 

-$85 1 

Dept  of  Labor 

o.n 

Dept  of  Commerce 

3jn 

Federal  Reserve 

2.fj 

Other  key  rates 

Prime  rate 

Auto  sales  year  to  date  vs  1993' 

index  of  leading  indicators  Apr  vs  Mar 

Trade  balance  12  months  ended  Mar  1994! 

All-commodity  producer  price  index  May  vs  Apr3 

GDP  1st  quarter  vs  4th — annualized  growth 

M2  (3-month  change) — annualized  growth4 

1  U.S. -based  manufacturers,  excludes  imports,  as  of  5/31/94. 2Total  goods  and  services  3Wholesale  god 
4  Includes  Ml  (public  currency  and  checking  deposits)  plus  savings  accounts  and  money  market  fund 


Index  components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  8  equally  weighted  elements:  The  cost  of 
services  relative  to  all  consumer  prices,  the  level  of  new 
orders  for  durable  goods  compared  with  manufacturers' 
inventories,  total  industrial  production,  new  housing 
starts,  personal  income,  new  claims  for  unemployment 
compensation,  total  retail  sales,  total  consumer 
installment  credit. 

To  measure  these  8  elements,  Forbes  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  in  these  charts. 
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Industrial  production  index  (1987=100), 
seasonally  adjusted  (Federal  Reserve) 
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New  unemployment  claims  average  for  month 
(thousands),  seasonally  adjusted  (Dept  of  Labor) 


Services    •  Total  index 
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Consumer  price  indexes  (1982-84  average=100) 
all  urban  consumers,  unadjusted  (Dept  of  Labor) 
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New  housing  starts  (thousands)  privately  owned, 
unadjusted  (Dept  of  Commerce) 
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Retail  sales  ($biliions), 

seasonally  adjusted  (Dept  of  Commerce) 


Inventories    •  New  orders 
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150 


90 


Manufacturers'  new  orders  and  inventories 

(Sbillions),  seasonally  adjusted  (Dept  of  Commerce) 

3300 


3100 


2900 


2700 


Personal  income  (Sbillions)  wage  and  salary 
disbursements,  seasonally  adjusted  (Dept  of  Commerce) 


820 


745 


Consumer  installment  credit  (Sbillions)  total, 
seasonally  adjusted  (Federal  Reserve) 
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"One  thing  you  learn  in  racing  is  that 
they  don't  wait  for  you." 


racing  is  tnai  Awtf/*) 

Roger  Penske  J~     J  JkT\ fif^O  1  I 


that  it's  up  to  them  to  innovate,  to 
make  things  happen.  You  can't  just  sit 
around  and  wait." 

In  his  work,  Roger  Penske  com- 
bines a  strong  focus  on  results  with 
attention  to  detail.  "The  thing  I  like 
about  Rolex,"  he  explains,  "is  that 
they  don't  compromise  either.  If 
you're  going  to  do  something,  you 
might  as  well  be  the  best  at 
it.  That's  why  I've  worn 
a  Rolex  for  over 


When  he  was  14  years  old, 
Roger  Penske's  father  took  him  to  see 
his  first  Indianapolis  500.  He  hasn't 
missed  one  since.  "The  crowd,  the 
excitement— it  just  got  to  me,"  he  recalls 
"That's  when  I  said  to  myself, 
'Someday  I'm  going  to  compete  here.'" 

Eighteen  years  later  he  made  it  to 
Indy  as  the  leader  of  Team  Penske— 
"a  group  of  drivers,  engineers,  and 
mechanics  who  were  as  committed  to 
the  challenge  of  racing  as  I  was."  To*^ 
date,  Team  Penske  has  won  nljfC^yC/*  *  two  decades." 
Indy  500  victories,  making  it  the  most 
successful  team  ever. 

In  addition  to  managing  his  racing 
team,  Penske  runs  an  international 
multibillion- dollar  automotive 
business.  Whatever  his 
endeavor,  he  uses  the  same 
management  techniques. 
"I  try  to  teach  my  people 

Rolex  Oyster  Perpetual  Day-Date  in  18kt  gold  with  matching  concealed-clasp  President  bracelet  and  Ivory  Pyramide  Roman  dial 
Write  for  brochure.  Rolex  Watch  U.S.A.,  lnc  .  Dept  332,  Rolex  Building.  665  Fifth  Avenue ,  New  York,  NY.  10022  5383. 

Rolex.  #,  Oyster  Perpetual  Day-Date  and  President  are  trademarks. 
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ROLEX 
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"Unleash  The  Entrepreneurial  Spirit,  y 
It  Can  Turn  Your  Company  Around." 


Alert  to  even'  opportunity.  Quick  to  pounce.  Proud  to  carry  off  the 
prize  while  the  competition  fumes.  This  fierce  entrepreneurial  spirit  now 
drives  many  of  Americas  largest  companies,  turning  them  into  powerful 
global  competitors  once  again. 


Chemical  shares  the  entrepreneurial  need  to  move  swiftly, 
help  you  seize  opportunities  that  can  vanish  in  a  flash— from  acq 
dons  to  debt  restructuring  to  managing  currency  exposures,  andj 

To  fund  your  initiatives,  we  can  arrange  bank  financing  thn 


Chemical 

©  1994  Chemical  Banking  Corporation 


lical  Bank  or  access  the  public  or  private  debt  markets  through  Chemical  can  work  with  you  as  banker,  advisor,  and  trading 

lical  Securities  Inc.  and  investment  partner  worldwide,  building  an  association  that 

As  leaders  in  global  loan  syndication,  we  know  how  to  meet  benefits  us  both. 

issive  timetables  and  bring  complex  financings  to  a  seamless  close.  That's  our  own  entrepreneurship  unleashed  for  you. 


Expect  more  from  us: 


Chemical  Bank  and  Chemical  Securities  Inc  are  separate  subsidiaries  of  Chemical  Banking  Corporation-  Chemical  Securities  Inc  -Member  NASD/SIPC 


With  developing  countries  hungry  for  energy,  it  seems  that 
nearly  everyone  is  jumping  on  the  natural  gas  bandwagon. 
Gas  burns  clean  and  is  plentiful.  What  more  could  anyone  ask? 

Bring  know-how, 
bring  money 


By  Toni  Mack 

When  Argentinean  President  Car- 
los Menem  broke  up  and  privatized 
his  country's  gas  company  in  late 
1992,  Enron  Corp.  paid  $140  million 
for  a  17.5%  interest  in  one  of  its 
pipelines,  Transportadora  de  Gas  del 
Sur.  Enron  cut  costs  and  took  out  $22 
million  in  dividends  last  year.  Based 
on  Transportadora's  recent  price  on 
the  Argentinean  stock  exchange — 
where  the  government  sold  its  re- 
maining 27%  interest  last  year — En- 
ron's 17.5%  stake  is  now  worth  $375 
million.  Enron  also  gets  a  fee  of  $3 


million  a  year,  plus  a  performance 
bonus,  to  run  the  company. 

What  did  Enron  bring  to  the  deal? 
Capital  and  know-how  for  developing 
a  neglected  resource.  As  less  devel- 
oped countries  rush  to  industrialize, 
they  need  huge  amounts  of  energy, 
and  they  are  paying  important  atten- 
tion to  plentiful,  clean-burning  natu- 
ral gas.  General  Electric  Co.,  the  lead- 
ing maker  of  gas  turbines,  thinks  gas 
will  fuel  close  to  half  the  world's  new 
electricity-generating  capacity.  Back- 
ing its  concept  with  money,  GE  in 


January  announced  that  its  GE  Capita 
unit  had  teamed  with  George  Soros  to 
invest  $450  million  in  power  project] 
abroad.  The  figure  may  eventuallf 
exceed  $2.5  billion. 

Near  Dabhol,  India,  100  milei 
south  of  Bombay,  an  Enron-lee 
group  will  raise  $2.8  billion  to  build  i 
2,015-megawatt  plant  and  relate^ 
liquefied  natural  gas  (lng)  facilities 
General  Electric  will  supply  gas  tun 
bines  and  other  equipment,  and  buj 
10%  of  the  project's  equity'. 

Some  oil  companies,  too,  are  ho| 


Chemistry  project 

Even  with  demand  for 
natural  gas  surging  (see  sto- 
ry), only  16%  of  world  gas 
output  crosses  internation- 
al borders,  whereas  50% 
of  the  oil  does.  Why?  Be- 
cause the  stuff  is  the  devil 
to  transport.  Oil  can  be 
moved  almost  anywhere 
in  tankers,  but  gas  requires 
either  pipelines  that  go 
only  from  one  fixed  point 
to  another,  or  liquefying 
the  gas  by  supercooling  it 
to  minus  322  degrees, 
transporting  it  in  special- 
ized, insulated  tankers, 
and  then  turning  it  back 
into  its  gaseous  form.  The 
gas  wells,  processing  facili- 
ties and  tankers  for  LNG 


projects  cost  a  minimum  of 
$5  billion  per  project. 

So  Royal  Dutch/Shell 
and  Exxon  are  experiment- 
ing with  new  chemical 
technologies  that  rearrange 
the  hydrogen  and  carbon 
atoms  in  gas  and  transform 
the  gas  into  end-use 
products — fuel  for  jets,  die- 
se!  for  trucks  and  other 
products  previously  made 
only  from  crude  oil. 
These  new  gas  products  can 
then  be  shipped  in  ordi- 
nary tankers,  at  a  fraction  of 
LNG's  shipping  costs. 
Moreover,  jet  fuel  and  oth- 
er liquid  products  often 
fetch  higher  prices,  on  an 
energy-equivalent  basis, 
than  gas  sold  for  heating  or 
industrial  use. 


Shell's  Malaysian  plant 
Making  jet  fuel  from  gas. 


Exxon  recently  com- 
pleted a  three-year  demon- 
stration plant  test  of  its 
gas-conversion  technol- 
ogy. Now  it  is  screening 
sites  for  a  larger  plant.  But 
this  gas-to-products 
technology  is  neither  sim- 


ple nor  cheap.  Shell  spent; 
$800  million  and  over 
three  years  building  its 
gas-conversion  plant  at 
Bintulu  in  Malaysia.  The 
plant  opened  last  year  ancj 
produces  just  1 1,000 
barrels  a  day  of  jet  fuel,  di< 
sel,  specialty  waxes  and 
other  products.  "We  built 
it  to  make  money,  and  it 
will,"  says  Roland  Wil- 
liams, Shell's  coordinator 
for  gas.  "But  eventually  w 
want  to  build  a  plant  four 
or  five  times  its  size,  and  fc 
that  we'll  have  to  lower 
the  capital  cost  by  30%. 

"We're  just  at  the  be- 
ginning of  this  [gas-con- 
version] chemistry,"  Wil- 
liams adds.  "It's  an  excitin 
field."  -T.M.  ■ 
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tural  Gas  Clearinghouse's  Charles  Watson 
als  for  entrepreneurs,  too. 


r  these  projects:  By  creating  a  grow- 
th market  for  their  natural  gas,  it 
^ures  them  of  strong  demand.  "One 
the  best  ways  to  capture  demand  is 
create  it,"  declares  Amoco  Vice 
esident  Rebecca  McDonald.  Thus 
hoco  may  invest  in  gas  power  proj- 
ts  in  Trinidad  and  China.  Exxon  is 
oiding  a  $3  billion  electric  plant  in 
ong  Kong,  fueled  by  Arco  gas  from 
e  South  China  Sea. 
Because  demand  for  power  in  de- 
loping  countries  over  the  next  de- 
□e  or  so  seems  insatiable,  these 
bjects  can  be  highly  leveraged  with 
fety.  Merrill  Lynch  gas  analyst  John 
son  explains:  "'Overseas,  you  can 
:t  up  20%  or  30%  of  the  [project's] 
st  and  borrow  the  rest,  and  then 
rn  as  much  as  30%  on  your  equity. 
|  the  U.S.,  a  pipeline  or  utility  with 
bt  at  50%  to  60%  of  capital  might 
]cn  12%  or  13%  on  equity." 
The  big  oil  companies'  niche  is  LNG 
ejects,  where  $5-billion-and-up 
Ice  tags  and  long  lead  times  require 
/•histicated  technology  and  organi- 
tion,  as  well  as  capital.  Kidder,  Pea- 
S.dy  oil  analyst  Bernard  Picchi  esti- 
ates  that  $500  million  or  more  of 
b  $2  billion  Mobil  Corp.  netted  last 
ar  flowed  from  its  16-year-old  Arun 
G  project  in  Indonesia.  Now  Mobil 
ms  to  develop  an  even  bigger  proj- 
t  in  Qatar  to  produce  LNG  for  Far 
Istern  markets.  Royal  Dutch/Shell, 
p  world's  largest  private  lng  pro- 


Stephen  Chesebro'  of  Tenneco 
"My  passport  is  wearing  out." 


ducer,  has  some  $25  billion  in  proj- 
ects pending  worldwide. 

Not  all  of  the  global  gas  action  is 
accounted  for  by  huge  companies. 
Entrepreneurs  are  swinging  deals, 
too.  Charles  Watson,  44,  left  Conoco 
in  1985  to  run  Houston's  fledgling 
Natural  Gas  Clearinghouse,  a  gas 
marketing  company  now  controlled 
by  British  Gas  and  Canadian  pipeline 
company  Nova  Corp.  Watson's  $2.8 
billion  (revenues)  outfit  is  now  the 
U.S.'  second- biggest  gas  marketer 
and  is  pushing  into  foreign  markets. 

Wing  Group's  John  Wing  started 
developing  gas-fueled  power  plants 
for  GE  in  the  early  1980s.  Now  he 
brings  partners  together  for  power 
deals  abroad.  A  good  example  is  the 
$580  million,  500-megawatt  plant 


Wing  plans  to  build  in  Marmara,  Tur- 
key; his  partners  are  Enron  and  British 
and  Turkish  companies. 

For  putting  such  deals  together, 
Woodlands,  Tex.  based  Wing  Group 
generally  takes  10%  or  so  of  the  equi- 
ty. Wing,  47,  has  so  far  developed 
more  than  4,000  megawatts  of  capac- 
ity, and  is  probably  worth  around  $70 
million.  Yet  the  opportunities,  he- 
says,  are  still  wide  open.  "You  have 
maybe  75%  of  the  world's  population 
emerging  from  state  control  and  try- 
ing to  catch  up  with  the  rest,"  says 
Wing.  "Energy  infrastructure  and  the 
environment  are  the  starting  points." 

While  U.S.  companies  and  U.S. 
entrepreneurs,  old  hands  at  a  deregu- 
lated gas  business,  generally  have  an 
edge  in  these  projects,  they  some- 
times face  an  obstacle  in  their  own 
government.  John  Wing  recently  tes- 
tified on  Capitol  Hill  for  renewal  of 
most-favored-nation  trade  status  for 
China,  where  he's  working  on  several 
huge  power  deals.  Had  the  Clinton 
Administration  canceled  China's  mhn 
status,  says  Wing,  China  might  well 
have  scrubbed  his  China  deals. 
George  Watson,  chief  executive  of 
TransCanada  PipeLine  Ltd.,  which 
recently  won  25%  of  a  proposed  $3.2 
billion  Qatar-to- Pakistan  gas  pipeline- 
project,  reports  that  the  U.S.  pen- 
chant for  telling  other  people  how  to 
run  their  countries  hurts  U.S.  compa- 
nies. Says  Watson:  "We  bring  Ameri- 
can technology  without  bringing 
American  politics." 

There's  also  the  danger  that  with  so 
much  money  chasing  these  projects, 
competitors  may  overpay  and  eventu- 
ally spoil  the  high  profits.  "Latecom- 
ers rush  in  and  try  to  siphon  away 
some  of  the  returns,"  warns  Michael 
Hamilton,  who  oversees  Price  Water- 
house's  utility  practice.  "We  may  be 
on  the  cusp  of  that  in  gas." 

But  for  now  few  worry  about  the 
hazards.  In  one  recent  week  Stephen 
Chesebro',  who  runs  Tenneco's  natu- 
ral gas  unit,  journeyed  to  Chile  to 
discuss  building  a  $600  million  pipe- 
line, then  to  Brazil  for  talks  on  Tenne- 
co's piece  of  a  proposed  $5  billion 
gas-plus-electricity  project,  and  on  to 
Amsterdam  to  meet  with  people  from 
Germany's  Ruhrgas,  which  recently 
bought  20%  of  Tenneco's  gas  market- 
ing affiliate.  "My  passport,"  reports 
Chesebro',  "is  wearing  out."  m 
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Doom  time  once  more  in  the  chemical  industry,  but 
it's  a  lot  boomier  for  Du  Pont  this  time  than  for  Dow. 


Switching 
strategies 


By  James  R.  Norman 

The  economy  is  growing,  and 
chemical  plants  are  humming  again: 
Prices  are  edging  up  on  such  basics  as 
ethylene  and  caustic  soda — setting 
the  stage  for  the  first  cyclical  chemi- 
cals boom  in  five  years.  That  should 
be  good  news  for  Dow  Chemical  and 
Du  Pont,  the  two  biggest  U.S.  chemi- 
cals producers,  with  about  $  1 3  billion 
and  $21  billion  in  chemical  sales, 
respectively. 

Ever  since  World  War  II,  the  win- 
ning strategy  in  this  business  has  been 
to  borrow,  build — and  bet  on  rising 
demand  and  price  hikes  to  keep  prof- 
its growing  from  cycle  to  cycle.  The 
trouble  with  the  strategy  is  that  in  a 
business  that  generates  huge  amounts 
of  cash  flow  for  reinvestment,  plant 
expansion  often  got  ahead  of  de- 
mand, resulting  in  low  prices  and  a 
squeeze  on  profits. 

This  has  happened  increasingly  in 
recent  years.  Dow  Chemical  was  dedi- 
cated to  this  strategy:  Build  ahead  of 
demand,  borrow  to  finance  it  and 
count  on  market  growth  to  pull 


In  the  battle  to  cut  costs  and  capital 
spending,  Dow  Chairman  Frank  Popoff 
(left)  has  lagged  behind  Du  Pont  Chair- 
man Edgar  Woolard  (right).  While  neither 
company  has  lived  within  "free"  cash 
flow  after  dividends  and  capital  spending 
(chart),  Woolard's  more  aggressive 
strategy  has  Du  Pont  on  the  mend. 


you  out. 

Three  years  ago,  when  chemical 
prices  were  languishing,  Du  Pont 
Chairman  Edgar  Woolard  set  out  to 
break  the  build-and-bet  cycle.  Of  the 
company's  recent  past,  Woolard  says: 
"Our  volume  assessments  weren't 
bad  but  our  pricing  forecasts  were  too 
optimistic.'"  Profit  margins  were  slip- 
ping, and  Du  Pont's  high  costs  were 
making  it  harder  to  hang  on  to  market 
share  in  its  critical  fibers  business. 
One-fourth  of  the  company's  $22 
billion  in  assets  (not  counting  Du 
Pont's  Conoco  oil  unit)  were  produc- 
ing unacceptably  low  returns. 

So  under  the  watchful  eyes  of  the 
Bronfman  family,  which  controls 
one-fourth  of  Du  Pont's  stock  and 
board  seats  through  its  Seagram  Co., 
Woolard  switched  from  a  policy  of 
expanding  ahead  of  demand  to  a  strat- 
egy of  reducing  capital  spending  and 
bringing  down  costs. 

This  year  Du  Pont's  capital  spend- 
ing will  be  down  more  than  40%  from 
1991,  to  $3.2  billion— not  much 


The  acid  test 

"Free"  cash  flow  per  share 
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Source:  Value  Line 


above  its  depreciation  rate.  In  appro 
ing  new  capital  spending,  Woola: 
now  demands  pessimistic  pricing  pi 
jections.  Assets  that  don't  earn  th< 
cost  of  capital  by  the  end  of  nc 
year — Du  Pont's  aftertax  average 
14% — will  probably  be  shed.  Any  nc 
projects  will  have  to  be  built  cheap 
and  faster.  Woolard  vows:  "We' 
focused  on  getting  our  cash  back." 

To  get  it  back  faster,  the  lank 
methodical  industrial  engineer  b 
dered  $1  billion  of  corporate  ovc 
head  expense  cut  from  Du  Pont's  $1 
billion  fixed  cost  base  in  mid- 19^ 
and  later  demanded  another  $2  bi 
lion  in  savings  from  operations.  So  f; 
Du  Pont  has  achieved  about  tw 
thirds  of  its  savings  goal. 

Result:  Last  year  Du  Pont  was  ab| 
to  cover  all  its  capital  spending  ar 
dividends  from  operating  cash  flow  J 
$2  billion  improvement  from  199 
This  year  Du  Pont  should  genera 
about  $1  billion  of  "free"  cash  flow- 
an  unusual  amount  in  a  business  wil 
such  voracious  capital  needs. 

And  Dow?  It  seems  still  wedded  I 
its  traditional  build-and-bet  strategi) 
Chairman  Frank  Popoff,  a  35-yej 
Dow  Chemical  veteran,  watched  tH 
company  prosper  in  the  old  days  t| 
boldly  building  massive,  efficia 
plants  in  Texas  and  Alberta  to  mal 
such  staples  as  ethylene,  chlorine  ail 
caustic  soda. 

Last  time  prices  improved  in  baa 
chemicals,  Dow  briefly  prospered.  1 
the  late  1980s  a  spate  of  plant  explfl 
sions  (at  Shell,  Texaco  and  Quantun 
along  with  rising  demand  and  limitc 
capacity  briefly  tightened  supplies  an 
ran  up  prices. 

Especially  affected  was  ethylen 
the  base  chemical  for  everything  froj 
antifreeze  to  zip-lock  bags — an 
which  accounts  for  $3.6  billion  < 
Dow's  sales.  Dow's  profits  more  tha 
doubled  in  a  single  year,  to  $2. 
billion,  or  almost  $9  a  share  in  198a 

Elated,  Dow's  board  let  Popoj 
pump  up  the  dividend  60%  over  t\| 
years  and  launch  a  $2-billion-a-yeS 
capital  building  program.  Dow 
board  approved  two  new  half-billici 
dollar  ethylene  plants  in  Texas  an 
Alberta  and  a  new  vinyl  chloride  plai) 
in  Texas  due  to  come  on  line  this  veal 

Came  the  recession  and  Dow  earn 
ings  plunged  to  barely  over  $2  a  shal 
in  1992.  The  company  has  tailed  t 
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arn  its  dividend  for  the  past  two  years 
id  has  had  to,  in  effect,  sell  assets  to 
ay  it. 

To  raise  cash  last  year  Dow  sold  $1 
illion  of  assets,  including  its  share  of 
lie  Dowell  Schlumberger  oilfield  ser- 
ices  joint  venture.  Enrique  Falla, 
kow's  chief  financial  officer,  says: 
[We  were  fairly  aggressive  on  capital 
)ending.  Would  we  do  it  ox  er  again? 
he  answer  would  be  no." 

Du  Font's  chemical  investments 
ad  also  been  running  high — to  a 
sak  of  $3.6  billion  in  1990.  But 
'foolard  moved  much  faster  than  Po- 
off  to  slash  them  and  avert  a  cash 
ranch.  So  as  Dow's  cash  drain  wors- 
ted after  1991,  Du  Pont's  began  to 
ise  (see  chart,  opposite). 

While  Dow's  earnings  per  share 
ave  plunged  by  nearly  80%  since 
989,  Du  Pont's  fell  only  30%.  In 
993  Dow  earned  6%  on  invested 
ipital,  Du  Pont  11%. 
\  Dow's  president,  William  S.  Stav- 
upoulos,  55,  seems  aware  that  a 
iiange  in  strategy  is  called  for.  This 
par  Dow's  capital  spending  has 
lirottled  back  to  about  $1 .4  billion — 
pughly  its  depreciation  rate. 

Short  term,  Dow  will  benefit  from  a 
pound  in  ethylene  prices,  but  a  stag- 
bring  5  billion  pounds  of  new  indus- 
ly  capacity  will  be  added  over  the 
pxt  year  in  North  America — a  10% 
tcrease.  Plus,  rival  Union  Carbide 
tans  a  massive  ethylene  partnership 
ith  the  Kuwaiti  government — a  pro- 
Ict  that  is  almost  guaranteed  low 
roduction  costs  by  the  use  of  hither- 
h  wasted  Kuwaiti  natural  gas. 
r  For  this  year,  thanks  to  firming 
rices,  Dow's  earnings  will  probably 
|st  about  cover  its  dividend.  Its  fi- 
pices  are  sound:  It  has  $1  billion  in 
[sh,  $1  billion  less  debt  and  another 
jl  billion  of  noncore  assets  it  could 
Inveniently  sell. 

I  But  Dow  probably  won't  be  able  to 
bse  its  dividend  again  for  several 
pars.  Du  Pont,  on  the  other  hand, 
pw  has  enough  free  cash  for  a  hefty 
jvidend  hike  this  year — a  move  most 
lalysts  are  expecting. 
I  You  can  sum  up  the  difference  in 
|e  two  strategies  in  these  simple 
irms:  Du  Pont  realized  before  Dow 

d  that  in  the  1990s,  with  the  world 
[ingry  for  development  capital,  it  is 
h  longer  good  sense  to  put  market 

are  ahead  of  return  on  assets.  m 


With  both  circulation  and  advertising  down, 
shareholders  of  those  sensational  supermarket  tabloids 
are  restless.  Okay,  we'll  buy  you,  says  the  pair  that  runs 
Enquirer  Star— but  you'll  have  to  take  our  price. 

A  game  of  poker 


By  Richard  Phalon 


Tabloid  execs  Callahan  (foreground)  and  Boylan 
Go  ahead,  offer  us  $22  a  share. 


"Of  course,  I'm  putting  together  a 
competing  bid.  I've  arranged  financ- 
ing with  the  University  of  Mars  En- 
dowment Fund,  and  I'm  definitely  in 
extraterrestrial  touch  with  Elvis  Pres- 
ley, who  wants  a  big  piece  of  the 
action."  Ralph  Wanger,  president  of 
the  $2  billion  Acorn  Fund,  slips  into 
Enquirer  Star  Group  tabloidese  in  a 
put-down  of  the  $17.50-a-share  price 
at  which  insiders  hope  to  take  the 
celebrity-and-sensation  publishing 
mill  private  again. 

"It's  a  low- ball  bid,"  says  Wanger. 
"Space  Alien  stuff." 

Enquirer  Star  publishes  those  twin 
gossipmongering  tabloids  that  are  the 
U.S.'  second-  and  third-biggest  circu- 
lation weeklies  (after  tv  Guide). 
Wanger  has  good  reason  to  be  peeved 
at  the  buyout  offer.  His  Chicago- 


|  based  fund  owns  600,000 
|  of  the  shares,  much  of  that 
I  bought  fairly  recently  at 
?  prices  close  to  the  insiders' 
\  offer.  Other  big  funds,  Fi- 
f  delity  and  T.  Rowe  Price 
among  them,  have  been 
drawn  to  Enquirer  Star's 
widening   profit  margins 
and  yeasty  cash  flow.  They, 
too,  are  peeved  at  the  insid- 
ers' offer.  "They're  trying 
to    steal    the  goddamn 
thing,"  sputters  one  port- 
folio manager. 

The  "they"  behind  the 
offer  are  Peter  J.  Callahan, 
51,  and  Michael  Boylan, 
47,  Enquirer  Star  chairman 
and  vice  chairman,  respec- 
tively. Callahan  and  Boylan 
sprang  from  the  compara- 
tive obscurity  of  Manhat- 
tan-based Macfadden  Pub- 
lishing, which  runs  a  clutch 
of  more  than  50  niche  mag- 
azines like  True  Confessions.  In  1989, 
backed  by  a  partnership  put  together 
by  the  entrepreneurial  Boston  Ven- 
tures L.P.,  they  won  a  high-stakes 
bidding  match  for  ownership  of  the 
Enquirer  and  its  stable  mate,  Weekly 
World  News.  A  year  later,  still  part- 
nered with  Boston  Ventures,  they 
solidified  their  grip  on  tabloid  news- 
stand sales  with  the  purchase  of  Ru- 
pert Murdoch's  Star.  Callahan  and 
Boylan,  the  operating  side  of  the  Mac- 
fadden-Boston  Ventures  partnership, 
then  began  hacking  away  at  the 
mountainous  $466  million  in  debt 
piled  up  in  the  buyouts. 

They've  done  well.  Payroll  and 
printing  costs  have  been  cut  to  the 
point  where,  despite  high  interest 
rates  on  all  that  debt,  Enquirer  Star 
has  gone  from  a  deficit  of  $6.3  million 


Forbes  ■  July  4,  1994 


45 


Tabloids 

Tabs  at  a  New  York 
supermarket 
checkout 
Key  to  the  part- 
ners' strategy  was 
the  idea  that 
their  tabs' 
circulation  was 
fireproof.  But 
newsstand 
circulation  has 
skidded  from 
around  7  million 
to  under  6.3  million 
a  year,  costing  at 
least  $30  million  a 
year  in  lost 
revenues. 


in  fiscal  1991  to  a  solid  profit  of  $27.8 
million  (9.2%  on  sales  of  $300  mil- 
lion) in  the  12  months  ended  last 
Mar.  31.  Friends  say  Callahan  and 
Boylan's  cost  on  a  9 -million -share 
stake  in  Enquirer  Star  is  under  $5  a 
share,  as  against  a  recent  market  price 
of$17. 

Aggressively  harvesting  cash,  Calla- 
han and  Boylan  have  paid  down  debt 
(from  $466  million  to  around  $300 
million),  cut  interest  costs  (from  $55 
million  to  $32.7  million)  and  even 
managed  to  squeeze  out  a  19-cent-a- 
year  dividend  on  the  common. 

What  does  all  that  make  Enquirer 
Star  stock  worth  on  a  cash  flow  basis? 
That's  where  Callahan  and  Boylan 
part  company  with  big  shareholders 
like  Wanger.  On  a  cash  flow  of  $2 .90  a 
share,  it's  worth  somewhere  in  the 
low  to  mid-20s,  say  a  couple  of  port- 
folio managers  who  have  done  the 
arithmetic. 

The  insiders,  of  course,  insist  the 
outside  numbers  are  all  wet.  "If  any- 
body offers  $22  a  share,  Callahan  and 
Boylan  would  be  the  first  guys  at  the 
payout  window,"  says  a  friend. 

Both  sides  are  clearly  staking  out 
bargaining  positions  here.  At  least 
half  a  dozen  stockholders'  suits  have 
piled  up  in  the  Delaware  courts,  and 
big  holders  are  hoping  to  pressure 
Enquirer  Star's  outside  directors  into 
pushing  for  a  sweetened  offer. 

But  in  this  poker  game  Callahan 


and  Boylan  may  have  the  stronger 
hand — in  good  part  because  there  are 
indications  that  a  lot  of  big  sharehold- 
ers want  out.  Of  the  stock,  one  port- 
folio manager  says:  "'We've  made 
some  money,  but  our  expectations 
were  high  and  they've  been  disap- 
pointing." Heavy  selling  by  early  en- 
thusiasts is  one  of  the  reasons  En- 
quirer Star  was  hovering  at  a  low  of  1 4 
before  the  insiders'  proposal  popped. 

Friends  say  Callahan  and  Boylan 
took  the  selling  as  a  vote  of  no  confi- 
dence, not  least  because  they  were 
counting  on  higher  stock  prices  to 
force  the  conversion  into  equity  of 
more  than  $100  million  in  debt  that 
may  now  have  to  be  paid  off  in  cash. 

Why  did  so  many  early  shareholders 
bail  out?  Because  they  were  alarmed  at 
steady  drops  in  the  tabloids'  advertis- 
ing revenues  and  circulation.  The  for- 
mer, since  1991,  have  fallen  from 
around  $40  million  to  $25  million. 
Worse  yet,  newsstand  circulation — 
the  tabs'  lifeblood — has  skidded  from 
around  7  million  to  under  6.3  million 
a  year.  In  ad  revenue,  the  tabs  were  in 
double  jeopardy,  because  almost  half 
of  their  national  schedule  was  tobac- 
co, not  exactly  a  growth  area  these 
days.  Callahan  and  Boylan  think  the 
question  of  jobs,  jobs,  jobs  has  also 
cut  into  the  ability  of  their  mainly 
blue-collar  readers  to  stuff  an  En- 
quirer or  Star  into  the  shopping  cart 
at  the  supermarket  checkout. 


The  circulation  drop  has  cost  trj 
partners  at  least  $30  million  a  year  i 
lost  revenues.  Key  to  the  partneri 
long-term  strategy  was  the  idea  xh\ 
the  tabs'  circulation  was  fireproof: 
didn't  have  to  be  continually  tickle 
with  big  TV  advertising  (as  under  tn 
management  of  the  late  Generos 
Pope),  and  it  was  relatively  insensitiv 
to  price  increases. 

So  upwards  of  $20  million  a  yeari 
what  had  been  earmarked  for  TV  ad 
vertising  went  to  pay  down  debt;  an) 
cover  prices  went  from  94  cents  to  9 
cents  and  then  to  $1 .25  a  copy  to  jac 
up  cash  flow. 

But  the  theory  that  circulatioj 
wasn't  price -sensitive  and  didn't  ned 
to  be  fertilized  with  promotio) 
turned  out  not  to  be  so.  The  tabs  ha\^ 
now  gone  back  to  TV  ads  big  tim 
$12  million  last  fiscal  year,  some  $2| 
million  budgeted  for  this  year. 

Will  all  that  spending  stabilize  reaJ 
ership,  or  will  it  continue  to  slide  in  a 
irreversible  decline?  Callahan  aril 
Boylan  obviously  think  the  declirj 
can  be  reversed,  but  they  know  it 
going  to  take  time  and  money — moi 
time  and  money  than  trigger- hapfl 
institutional  investors  want  to  grt 
them.  By  making  what  seems  to  man 
a  lowball  offer,  Boylan  and  Callahai 
are  simply  telling  them  that  they  muj 
either  take  the  price  offered  or  h 
prepared  to  stay  aboard  for  whi 
could  be  a  long,  rough  ride. 
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>fter  cofounding  Microsoft 
entures.  Why  haven't  the> 

Desperai 
seeking  \ 
success 

y  Julie  Pitta 

icrosoft  Corp.'s  founders,  Wil- 
m  Gates  III,  38,  and  Paul  Allen,  41, 
ive  much  in  common:  They  are  both 
llionaires,  have  spent  tens  of  mil- 
cms  of  dollars  building  opulent  man- 
ons  in  Seattle's  eastern  suburbs,  and 
tajoy  investing  in  new  ventures, 
i  But  unlike  Gates,  who  remains 
ry  much  in  charge  at  Microsoft, 
tlen  hasn't  worked  there  in  a  de- 
ide.  Diagnosed  with  Hodgkin's 
bease,  Allen  left  to  undergo  suc- 
ssful  treatment  and  decided  not  to 


Hands  off,  hands  on 

)ompany 

Year1 

Total  investment 
($mil)  % 

Product 

Status 

kmerica  Online2 

1993 

$25 

18% 

On-line  service 

Stock  up  sharply 

isymetrix 

1985 

NA 

1003 

Multimedia  tool 

Outsold  by  rival  Microsoft 

Ordinal  Technologies 

1993 

15 

NA3 

Sound  cards 

nterval  Research 

1992 

1004 

1003 

Research 

No  commercial  results 

/letricom2 

1993 

26 

16 

Wireless  network 

Startup  phase 

'ortland  Trail  Blazers 

1988 

NA 

100 

NBA  basketball  team 

Made  playoffs  this  season 

ikyPix 

NA 

10 

NA 

Satellite  network 

Filed  Chapter  11 

itarwave 

1992 

NA 

1003 

Multimedia  programs 

No  product  yet 

.ureFind 

1992 

NA 

NA 

Interactive  telephone  systems 

New  product  for  company 

elescan2 

1992 

1 

14 

On-line  investment  data 

Stock  up 

icketmaster 

1993 

300 

80 

Computerized  ticketing 

Market  leader 

irtual  Vision 

1993 

NA 

NA3 

Headset  screens 

initial  investment.    2Public  company.    3Has  representative  on  board.    "Over  ten  years.    NA:  Not  available. 


,  Paul  Allen  has  started  other 
'caught  on? 

tely 

mother 


return  but  to  use  his  talents  and 
wealth  to  dabble  in  new  ventures, 
financed  with  part  of  $700  million 
realized  from  cashing  in  some  of  his 
Microsoft  holdings. 

How's  he  done?  Not  very  well. 

On  his  passive  investments,  in- 
cluding stakes  in  publicly  traded 
America  Online  and  Telescan,  Allen 
has  scored.  But  the  four  technology 
companies  where  his  involvement 
has  been  the  most  active  look  like 
fizzles. 


Only  one,  Asymetrix,  is  shipping 
products.  Its  main  offering  is  soft- 
ware that  helps  in  the  creation  of 
multimedia  programs.  But  that  flag- 
ship product  isn't  selling  well.  Micro- 
soft once  bundled  a  piece  of  the 
Asymetrix  software  with  its  Windows 
operating  system  but  has  discontin- 
ued the  arrangement. 

While  his  old  partner  Bill  Gates  is 
brilliant  at  picking  strong,  creative 
executives  and  delegating  to  them, 
Allen  lacks  that  knack.  To  run  Asvme- 


licrosoft  cofounder  Paul  Allen 
The  idea  man  may  be  too 
uncompromising  in  his  vision. 


ill  Allen  has  fared  much  better  investing  in  America  Online, 
lich  rebuffed  his  efforts  to  involve  himself  in  the  running 
the  company,  than  in  the  companies  he  controls. 
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Paul  Allen 

trix,  he  chose  a  former  vice  president' 
at  Seanrst  Bank.  Only  one  of  Allen's 
wholly  owned  technology  compa- 
nies, Interval  Research,  is  in  the  hands 
of  an  executive  who  had  run  a  compa- 
ny before:  David  Liddle. 

But  Liddle  himself  may  be,  like 
Allen,  more  of  a  thinker  than  an 
executor.  Liddle  rose  to  fame  as  a 
brilliant  idea  man  at  Xerox's  Palo 
Alto  Research  Center.  For  a  while  he 
ran  Metaphor,  an  IBM  subsidiary  that 
even  today  has  sales  estimated  at  less 
than  $40  million.  Since  1992,  as 
chief  executive  of  Interval  Research, 
Liddle  has  been  working  off  a  $  1 00 
million  bankroll  committed  by  Allen. 
Interval  is  supposed  to  invent  prod- 
ucts that  other  companies  will  com- 
mercialize. But  nothing's  been  com- 
mercialized yet. 

Starwave  has  ambitions  to  sell  on- 
line and  CD-ROM  information  and  en- 
tertainment, such  as  a  sports  data  bank. 
To  run  Starwave,  Allen  originally  hired 
Stephen  Wood,  a  former  manager  at 
Microsoft.  But  Wood  quit  last  year 
after  a  clash  with  Allen  over  strategy'.  "I 
wanted  to  tackle  some  opportunities 
that  existed  rather  than  trying  to  invent 
something  new,"  says  Wood,  who  is 
now  a  vice  president  with  McCaw 
Cellular  Communications. 

Then  there  was  Layered,  a  Boston 
accounting  software  firm,  for  one- 
third  of  which  Allen  paid  an  estimated 
$10  million.  The  founders  wanted  to 
use  the  company  to  publish  software 
written  by  freelance  authors,  but  Al- 
len had  different  ideas.  He  deter- 
mined that  the  company  would  create 
software  for  IBM's  OS/2,  a  product 
that  was  slow  to  catch  on.  The 
founders  left.  Aid  the  OS/2  project 
bombed.  What  was  left  of  Layered 
was  purchased  by  a  competitor. 

Why  has  a  person  who  played  a  vital 
role  in  the  creation  of  one  of  the 
nation's  great  businesses  failed  so  of- 
ten on  his  own?  Stephen  Wood,  the 
man  who  walked  out  on  Starwave, 
puts  his  finger  on  the  problem:  "Paul 
[Allen]  tends  to  be  completely  un- 
compromising in  his  vision.  In  some 
ways  he's  the  opposite  of  Bill  Gates. 
Bill  is  very  comfortable  with  pushing 
things  out  the  door  and,  if  they  don't 
work,  revising  them.  Paul  won't  do 
that."  It's  called  ability  to  delegate. 
Or  willingness  to  change  your  mind. 
Some  people  have  it.  Some  don't.  H 


Advertise  free  shares  of  stock  in  your  company  on  youi 
bags  of  cheese  popcorn  and  lots  of  people  take  notice- 
including  those  snack  fiends  at  the  SEC. 

Junk-food 
finance 

By  Lisa  Bransten 

n  can't  discount  against  them." 

Martin  started  Good  Idea  late  lai 
year;  sales  so  far  this  year  are  od 
$400,000  or  so.  The  company  is  stj 
in  the  red;  its  stock  is  practicall 
worthless.  But  you  never  know.  1 
1984  Martin  cofounded  Smartfoodj 
Inc.,  the  originator  of  white  cheddi 
cheese  popcorn.  Smartfoods  achieve 
cult  status  thanks  to  some  highly  cn 
ative,  low-budget  marketing — in  or 
promotion,  Smartfoods  deployed  a< 
tors  dressed  as  popcorn  bags  on  sj 
slopes.  By  1988  Smartfoods'  sales  h 
$10  million.  The  next  year  PepsiCo 
Frito-Lay  bought  Smartfoods  f<j 
around  $15  million. 

Good  Idea  will  be  a  tougher  se 
Martin  is  selling  pretty  much  the  sarrj 
white  cheddar  flavored  popcoj 
product  he  sold  to  Frito-Lay,  ar] 
Eagle  Snacks  has  its  own  cheese  poj 
corn  on  the  market.  Good  Idea  als 
sells  potato  chips,  tortilla  chips  an 
pretzels,  all  very  competitive  market 
Another  problem:  The  Securities  ■ 
Exchange  Commission  is  taking  a  dil 
view  of  Martin's  stock  promotioi 
Securities  law  says  that  any  compan 
with  $1  million  in  stockholders'  equ 
ty  and  500  or  more  shareholders  » 
record  must  register  with  the  SEC.  B« 
Martin's  lawyer,  Ron  Cheney,  argut 
that  since  the  company  receives  notl 
ing  of  value  for  the  stock  it  distribute 
it 'doesn't  need  to  file  a  registratic 
statement.  Martin  vows  to  fight  ar 
challenges — expensive,  but  any  pull 
licity  little  Good  Idea  gets  from  fighj 
ing  the  SEC  just  might  justify  the  cos 
One  thought:  If  you  like  to  et 
cheese  popcorn,  try  Good  Idea's  ve: 
sion.  If  you  want  to  invest  in  it,  ti 
PepsiCo  or  Anheuser-Busch.  ■ 


Good  Idea  chief  Andrew  Martin 
Tossing  up  stocks. 


How  does  a  tiny  company  launch  a 
new  line  of  snack  food  without  being 
crushed  by  Anheuser-Busch's  Eagle 
Snacks  and  PepsiCo's  Frito-Lay? 

Andrew  Martin,  founder  of  Chel- 
sea, Mass. -based  Good  Idea,  Inc., 
thinks  he  has  the  right  gimmick:  He's 
offering  free  shares  of  Good  Idea's 
stock  on  every  bag  of  its  tasty  cheese 
popcorn  product.  Martin  plans  to 
give  away  10%  of  privately  owned 
Good  Idea's  4  million  shares — for 
nothing  more  than  return  postage.  So 
far  6,500  New  England  consumers 
have  received  shares.  With  notifica- 
tion of  their  stockholder  status,  they 
receive  a  note  that  reads  in  part:  "If  a 
citizen  owns  Good  Idea  stock,  they 
may  buy  Good  Idea  products  and 
increase  the  value  of  the  stock." 

"The  only  advantage  we  have 
against  Frito-Lay,"  says  Martin,  "is  to 
create  a  bond  with  the  consumers  so 
they  are  willing  to  pay  a  little  more. 
We  can't  out-advertise  them.  We 
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Over  half  a  million  Americans  have  financed  their  dream 
with  $100  billion  in  mortgage  loans  from 
The  Prudential. 

Proof  that  there's  strength  in  numbers. 

And  peace  of  mind  in  strength. 


ThePrudential  (fe 


oans  are  ottered  through  The  Prudential  Home  Mortgage  Company.  Inc  The  Prudential  Home  Mortgage  Company,  Inc.,  8000  Maryland  Avenue.  Clayton,  Missouri,  is  an  affiliate  ot  The  Prudential  Insurance  Company  of  America,  doing 
■usmess  as  P  H  Mortgage  Company,  Inc  in  Ohio.  New  York  oftice:  48  South  Service  Road.  Suite  100,  Melville,  New  York  11747,  Arizona  BK  8408.  Florida  Licensed  Mortgage  Lender;  Illinois  Residential  Mortgage  Licensee;  Licensed 
Mortgage  Banker/New  Jersey  Department  ot  Banking,  Calif.  Broker/Lender  All  California  loans  will  be  made  pursuant  to  a  California  Department  of  Corporations  Consumer  Finance  Lender  license  or  Commercial  Finance  Lender  license 
Iqual  Housing  Opportunity  ©1994  The  Prudential 


Jose  Estenssoro, 
YPF  chief  executive 
"Nobody  ever 
went  broke  doing 
business  with 
the  government." 


Driven  from  Bolivia  by  his  socialist  cousin 

40  years  ago,  Jose  Estenssoro  became  a  big  success 

in  the  U.S.  and  Argentina.  Next  stop,  Bolivia? 

Full  circle 


By  Christopher  Palmeri 

If  James  Michener,  say,  wanted  to 
tell  Latin  America's  economic  takeoff 
epic  through  a  real-life  family,  the 
Estenssoro  clan  is  at  his  service. 

In  the  early  1950s  Alberto  Estens- 
soro was  running  Bolivia's  privately 
controlled  airline,  Lloyd  Aereo  Bo- 
liviano. Then  his  first  cousin,  a  devout 
socialist  named  Victor  Paz  Estens- 
soro, was  elected  president  of  Bolivia 
and  quickly  nationalized  many  of  the 
country's  businesses.  Control  of 
cousin  Alberto's  airline  went  to  the 
government.  For  opposing  these 
moves,  Alberto  was  jailed  and  later 
forced  to  leave  the  country. 

Flip  forward  to  the  next  genera- 


tion. In  1955  Alberto  Estenssoro's 
son  Jose  earned  an  engineering  de- 
gree from  Rensselaer  Polytechnic  In- 
stitute, joined  Hughes  Tool  in  Argen- 
tina, and  by  1987  was  president  of 
Baker  Hughes  in  Houston.  Retiring 
from  the  oilfield  services  firm  that 
year,  Jose  Estenssoro  returned  to  his 
adopted  country,  Argentina. 

By  this  time,  the  wind  of  economic 
reform  was  rising.  Soon  Argentina's 
new  president,  Carlos  Saul  Menem, 
and  his  finance  minister,  Domingo 
Cavallo,  would  be  drafting  plans  to 
privatize  about  50  state-owned  busi- 
nesses. At  the  center  of  their  plans  was 
YPF  S.A.,  Argentina's  huge  and  ailing 


oil  company.  Between  1982  an| 
1989  YPF  lost  over  $6  billion. 

Menem  and  Cavallo  asked  Esten} 
soro  to  help  put  together  a  plan  t) 
privatize  YPF.  The  politicians  liked  hi 
plan  so  much  they  offered  him  the  jo 
of  running  the  company. 

Estenssoro  became  ypf's  chief  exe« 
utive  in  December  1990.  His  fir 
move  was  to  stanch  the  red  ink  bj 
renegotiating  overly  generous  corj 
tracts  with  independent  produce: 
and  customers — "Nobody,"  he  r« 
calls,  "ever  went  broke  doing  businei 
with  the  government."  He  raised  casj 
( some  $2 .2  billion  worth )  and  encoul 
aged  competition  in  the  local  marki 
by  selling  oil  and  gas  properties  hole 
ing  1 .4  billion  barrels  of  reserves,  on« 
third  of  ypf's  total.  "Of  course  we  ke| 
all  the  good  properties  for  ourselves, 
laughs  Estenssoro,  elegant  and  artia 
late  at  60. 

Estenssoro's  thorniest  problem  w 
ypf's  payroll.  With  52,000  workers  c 
the  books  in  1989,  YPF  was  generatin 
less  than  $100,000  in  revenues  p» 
worker — about  1 5%  the  level  of  a  Lf.| 
company  like  Unocal.  He  was  able  t 
get  rid  of  several  thousand  workers  t 
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The  Ingenieur  "Officially  Certi- 
fied Chronometer"  by  IWC. 
Its  hardest  times  are  already  be- 
hind. 

Who  would  expect  the  subtle  exterior  of  this 
wristwatch  to  conceal  a  movement  so  robust 
that  it  withstands  even  willful  attempts  to 
disturb  its  precision? 
The  experts,  that's  who. 
We  sent  the  new  Ingenieur  to  Switzerland's 
official  chronometer  certification  authorities 
where  it  was  subjected  to  a  series  of  gruell- 
ing tests.  All  of  which  it  passed  with  flying 
colors. 

The  new  Ingenieur  has  been  officially  con- 
firmed, having  a  gold-plated,  hand-assembled 
automatic  movement;  950  platinum  rotor; 
and  screw-in  crown  in  addition  to  its  other 
features.  Inside  the  case  is  a  special  heavy- 


crystal  Dial  in  magnetic-protective  soft  iron 


duty,  shock  absorbing  system  and  a  second 
softiron  housing  which  provides  resistance  to 
magnetic  fields  up  to  80'000  A/m. 


stainless  steel  $5,995 
Suggested  retail  price 


The  Ingenieur  is  water-resistant  to 
120  meters  and  fitted  with  a  scratch-resistant 
crystal  (hardness  grade  9).  It  has  an  integra- 
ted magnifying  glass  conveniently  located 
above  the  date  display. 

You  can  see  these  superb  characteristics  writ- 
ten all  over  its  face.  The  words  «Officially 
Certified  Chronometer»  appear  on  the  dial  as 
well  as  on  the  certificate  received  with  the 
new  Ingenieur. 

Depend  on  this  watch,  and  leave  all  the  hard 
times  behind. 


The  Meeting  Place  - 
Discover  the  largest  of  the  most 
renowned  jewelry  and  timepieces  in  the  world 


The  Beverly  Hilton 

9876  Wilshire  Blvd..  Beverly  Hills  90210,  U.S.A. 
Tel  (310)  276.5556;  Fax  (310)  859.0712 


For  complete  catalog  please  call  (800)  432-9330 


Does  Your  Full-  Commission  Broker 
Offer  Investment  Software  Like  This? 


Schwab  Does,  And  It's  Free. 


Most  full- commission  brokers  don't  offer  invest 
ment  software  to  individual  clients.  But  at  Schwab, 
we  treat  our  investors  differently.  And 
providing  you  with  your  own  invest- 
ment software  is  just  one  more  reason  to 
trade  up  to  Schwab. 

Get  StreetSmart™ 
Investment  Software — Free. 

For  a  limited  time,  Schwab  is  offenng  you  power- 
ful investment  tools,  free.  Just  move  $15,000  into  a 
Schwab  account  between  May  2  and  August  31,  1994, 
and  get  StreetSmart"  investment  software  or  three 
Company  Research  Reports — free  of  charge. 

With  Schwabs  widely  acclaimed  StreetSmart,  you 
can  research  investments,  place  orders  and  monitor  your 
account  right  from  your  personal  computer — anytime 
day  or  night.  Plus,  with  StreetSmart,  you'll  save  an  extra 
10%  on  commissions* 

Gr,  select  from  over  5,000  Company  Research 
Reports,  prepared  by  independent  Wall  Street  analysts, 


which  cover  financial  histories,  earnings  forecasts 
buy/sell  rankings  and  more. 


Make  More  of  Your  Money 
Work  for  You. 


Every  dollar  you  pay  your  broke 
comes  right  out  of  your  investment.  Tc 
make  more  of  your  investment  dolla 
work  for  you,  trade  up  to  Schwab  where  you  can  sav< 
up  to  76%**  on  stock  commissions. 

Trade  Up  to  Schwab  Today. 

Remember,  this  offer  expires  on  August  3 1 ,  1994} 
so  act  now.  To  open  up  or  transfer  additional  funds  to  i 
Schwab  account,  just  stop  by  one  of  our  200  offices  o 
call  us  today  at: 

1-800-4-SCHWAB  ext.  48A. 

Charles  Schwab 

Helping  Investors  Help  Themselves" 


Offer  available  for  individual  investors  only.  Limit  one  per  customer.  *StreetSmarts  10%  discount  is  based  on  Schwabs  current  commission  schedule  and  may  bl 
used  with  other  offers  at  Schwabs  discretion.  **Based  on  a  2/94  survey  conducted  by  Schwab,  available  upon  request.  $39  minimum  commission.  Full-commissio( 
brokers  may  provide  different  services,  including  personalized  securities  recommendations.  Commission  rates  surveyed  are  for  stocks  and  may  vary  for  othd 

products.  ©1994  Charles  Schwab  &r  Co.,  Inc.  Member  S1PC/NYSE.  All  rights  reserved.  (5/94) 


fPF 


elling  off  many  of  ypf's  extraneous 
ssets — from  railroads  and  hospitals 

0  supermarkets  and  movie  theaters — 
n  many  cases  to  the  workers  and 
nanagers  responsible  for  the  busi- 
lesses.  He  then  fired  tens  of  thou- 
ands  more  thanks  to  a  deal  President 
Aenem  worked  out  with  the  unions, 
inder  which  remaining  employees 
ould  buy  10%  of  ypf's  equity  and  the 
inions  would  get  a  representative  on 
he  company's  board. 

"It  was  the  hardest  thing  I  had  to 
lo,"  says  Estenssoro  of  the  firings.  He 
eceived  death  threats  along  the  way 
ait  held  to  his  course.  "It  was  that  or 
'ankruptcy  for  the  company,"  he 
ays.  Today  ypf  employs  just  6,500 
/orkers;  its  revenues  per  worker  ex- 
eed  $600,000,  putting  the  company 
■n  a  par  with  Unocal  on  this  measure 

1  productivity. 

Estenssoro's  coup  de  grace  was  a 
ublic  offering  of  ypf  stock,  complet- 
d  last  July.  The  government  sold 
5%  of  the  company  to  the  public  for 
3  billion,  the  largest  single  offering 
l  Latin  American  history.  Offered  at 
19  a  share,  the  stock  has  become  a 
arling  of  the  emerging-markets 
rowd;  recently  at  $26,  it  values  the 
ompany  at  nearly  $10  billion.  Last 
par  ypf  earned  almost  $500  million 
before  a  nonrecurring  gain)  on  $4 
illion  in  sales. 

Estenssoro  plans  to  spend  about  $1 
illion  on  exploration  and  develop- 
lent  this  year;  he  hopes  to  boost  ypf's 
roduction  to  450,000  barrels  a  day 
y  the  end  of  next  year,  nearly  twice 
he  level  of  1992.  Looking  beyond 
jgentina's  borders,  in  February  YPF 
egan  shipping  crude  oil  to  Chile 
irough  a  new  300-mile  pipeline.  The 
Dmpany  is  also  looking  to  build  two 
ig  natural  gas  pipelines,  one  to  Brazil 
id  one  to  Chile. 

Irony  of  ironies:  In  1985  Estensso- 
)'s  socialist  cousin,  Victor  Paz  Es- 
:nssoro,  was  again  elected  president 
f  Bolivia,  only  this  time  not  as  a 
jationalizer  but  as  a  free-market  re- 
!>rmer.  Cousin  Victor  left  office  in 
989,  but  his  successors  have  contin- 
jsd  down  the  privatization  path, 
i  Jose  Estenssoro  says  ypf  will  almost 
urtainly  bid  for  Bolivia's  state-owned 
fel  company  when  it  goes  on  the 
ilock,  perhaps  next  year.  "We'll  have 
ome  full  circle,"  he  says,  speaking  of 
jis  country  and  his  family.  n 


If  you  want  to  know  how  so  much  of  U.S.  industry 
became  so  much  more  efficient  over  the  past  few  years, 
the  Geon  Co.  is  a  splendid  case  study. 

Starting  over 


PVC  pellets 

Geon's  core  product 


By  Dyan  Machan 

William  Patient,  a 
Borg-Warner  vice 
president  in  Par- 
kersburg,  WVa., 
was  forced  into  early 
retirement  in  1989 
when  its  chemical 
business  was  sold. 
He  was  only  54.  For 
the  next  six  months 
he  worked  with  the 
governor  of  West 
Virginia  to  help  re- 
organize the  state's 
executive  branch.  ^^^M 
Then  a  call  came 
from  John  Lauer  to  please  come  and 
run  B.F.  Goodrich  Co.'s  billion-dol- 
lar Geon  polyvinyl  chloride  division, 
based  in  Cleveland.  Patient  says  he 
took  the  job  with  the  idea  that  he'd 
stay  just  four  years.  The  four  years 
have  come  and  gone,  and  Patient  now 
says:  "They'll  have  to  carry  me  out." 

One  thing  is  certain:  They  won't 
have  to  carry  Geon  out.  An  indepen- 
dent company  since  last  year,  Geon  is 
one  of  North  America's  four  largest 
manufacturers  of  PVC  resin  for  con- 
struction and  automotive  products 
and  of  PVC-based  compounds.  It  is 
also,  under  Patient,  a  splendid  exam- 
ple of  how  a  producer  of  a  commodity 
product  can  be  run  profitably. 

In  1991  Geon  was  deep  in  the  red, 
losing  $135  million  on  revenues  of 
$1.2  billion.  At  that  point  Patient 
revised  the  company's  whole  strategic 
vision.  He  realized  the  PVC  business 
was  not  being  seen  realistically  by 
Goodrich  management,  which  was 
trying  to  make  Geon  a  specialty  chem- 
ical maker,  when  in  reality  Geon  was 
just  the  high-cost  producer  of  a  com- 
modity product.  It  was  spending  a  lot 
of  money  on  research  and  develop- 
ment when  it  should  have  been  con- 
centrating on  staying  a  commodity 


producer  and  paring 
costs  to  the  bone. 

"Our  overhead 
structure  was  way 
out  of  line,"  says  Pa- 
tient. Sales  per 
employee  were 
$320,000,  when 
thev  should  have 
been  at  $500,000  to 
$600,000  per  em- 
ployee. "We  took  a 
clean  sheet  of  paper 
and  started  over," 
he  says. 
What  Bill  Patient 
wrote  on  the  paper  did  not  conform 
with  Goodrich's  image  of  itself.  It 
wanted  to  be  in  growing  businesses, 
not  struggling  to  shave  pennies  in  a 
cyclical  business.  To  that  end  it  had 
already  shed  tires  and  industrial  rub- 
ber products  and  started  concentrat- 
ing on  aerospace  and  specialty  chemi- 
cals, pvc  had  to  go.  In  April  1993, 
with  the  public  hungry  for  new  equity 
offerings,  Goodrich  sold  Geon  to  the 
public  for  $700  million.  The  top  job 
was  offered  to  Patient.  So  involved 
was  he  with  his  strategy  that  he  forgot 
about  retiring.  "It  took  me  about 
three  milliseconds  to  decide  whether 
I  wanted  the  job,"  he  says. 

Even  before  that  he  had  been  carry- 
ing out  his  concept  of  turning  Geon 
into  a  low-cost  producer.  He  cut  the 
work  force  by  more  than  a  third,  to 
1,850  employees  now,  and  instituted 
incentive  profit-sharing  and  stock 
award  plans  for  those  who  survived. 
He  carved  $27  million  out  of  staff 
functions  such  as  personnel  and  pur- 
chasing and  began  using  outside  sup- 
pliers for  many  things  that  Geon  had 
always  done  for  itself.  Geon  no  longer 
runs  its  own  truck  fleets,  operates 
warehouses  or  writes  its  own  checks. 
Management,  thus  freed  of  distrac- 
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Three  years  from  now,  all  cars  will  have  to  meet  tougher  side-im 


The  New  Accord 


Geon  Co.  Chairman  William  Patient 
"We  took  a  clean  sheet  of  paper 
and  started  over." 


tions,  concentrates  on  making  pvc 
cheaply  and  selling  it  aggressively. 

There  were  benefits  other  than 
lower  costs.  Patient  says  cutting  head- 
quarters staff  speeded  up  decision 
making:  "The  bureaucrats  went 
away,"  he  says.  "Now  people  make  a 
decision  and  it  happens."  He  elimi- 
nated, private  offices  for  most  of 
Geon's  ten  plant  managers.  Now,  Pa- 
tient says,  "the  manager  comes  in 
every  day  and  talks  to  the  troops." 

Patient  closed  three  of  Geon's 


eight  plants,  reducing  PVC  production 
capacity  by  25%.  The  remaining  five 
plants  are  producing  more  than  the 
original  eight.  "We  turned  our  people 
loose,"  says  Patient.  "It  [inefficiency] 
was  management's  fault  in  the  past. 
We  didn't  have  the  right  plan." 

Geon  had  been  making  several 
hundred  special  cuts  and  blends 
whose  costs  couldn't  be  justified  be- 
cause customers  wouldn't  pay  a  pre- 
mium for  the  custom  work.  Patient 
dropped  products  that  couldn't  pay 


their  way.  "We  would  design  a  new 
product  and  never  eliminate  the  old 
one  from  the  product  line,"  says  Ed 
ward  Martinelli,  senior  vice  president 
of  operations.  Geon  reformulated  its 
products,  so  instead  of  needing  400 
different  raw  materials  and  300  pig] 
ments,  it  now  uses  only  100  raw 
materials  and  a  third  fewer  pigments 
than  before. 

In  the  first  12  months  that  it  hzi 
been  separated  from  Goodrich  (Aprij 
1993  to  March  1994),  Geon  posted 
$31 .8  million  in  operating  income  on 
$1  billion  in  sales.  In  the  comparable 
period  of  1992  the  Geon  division  had 
an  operating  loss  of  $27  million  on 
sales  of  $906  million.  Thus,  on  a  sales 
gain  of  less  than  $100  million,  Patient 
produced  a  $58  million  swing  in  operH 
ating  profit. 

Now,  like  many  commodity  prices] 
PVC's  prices  are  just  beginning  to  rise 
again.  Paul  Raman,  an  analyst  with 
S.G.  Warburg,  figures  each  1  cent 
price  improvement  adds  50  cents 
share  to  Geon's  net  income.  Ramar 
estimates  that  in  1994  Geon  coulc 
earn  $34  million,  or  $1.30  a  share. 

Of  course,  most  commodity  pro- 
ducers make  money  when  their  cycle) 
comes  off  the  bottom  and  begins! 
rising.  What  about  the  next  down- 
turn? In  1993,  when  pvc;  resin  had  the! 
worst  margins  in  a  decade,  the  compaf 
ny  did  manage  to  eke  out  a  small  net) 
profit — $8.5  million  (32  cents  pen 
share).  Patient's  pledge  is  that  in  the 
future  Geon  will  be  able  to  make  $1  a 
share  at  the  trough.  That  will  require 
even  more  cost-cutting,  but  Patient) 
thinks  he  can  pare  $50  million  more 
in  1994  and  $25  million  in  1995.  "Ifj 
we  can't  make  it  in  down  cycles," 
Patient  says,  "  the  board  should  get  a 
different  bunch  of  guys." 

A  gregarious,  chatty  sort,  Patient 
was  visiting  a  plant  in  Terre  Haute, 
Ind.  last  August  when  the  plant  was 
being  honored  with  a  productivity 
award.  The  mayor  and  Senator  Rich- 
ard Lugar  attended  along  with  Pa- 
tient. When  Patient,  clearly  enjoying 
himself,  remained  on  the  factory 
floor,  chatting  up  the  workers,  an 
operator  came  over  to  him,  cleared  his 
throat  and  told  him,  "If  you'd  get  out 
of  here,  sir,  we'd  be  making  com- 
pound in  15  minutes."  Whether  the 
act  was  rehearsed  or  not,  Patient  loves) 
telling  the  story. 
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It  will  improve  your  business  communication  worldwide. 


It  will  improve  your  business  worldwide. 


Your  company  is  only  as  efficient  as  its  internal  and  external  communication,  and  that's  where  the  Global  Digital  Highway 
is  able  to  help  you.  An  information  path  that  circles  the  world,  the  Global  Digital  Highway  allows  Cable  &  Wireless 
Business  Networks  to  provide  you  with  uninterrupted,  cost-efficient  communication  throughout  your  whole  company. 
Take  a  moment  to  think  about  your  communications;  imagine  a  radical  improvement;  imagine  shorter  lead  times;  better 
research  and  development;  more  coherent  global  marketing;  now  contact  your  local  Cable  &  Wireless  company. 


Hongkong  Telecom  Mervuiy  OPTUS 
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If  Congress  wants  to  slow  the  rise  in  health  care  costs, 
it  can  relax.  The  market  is  already  doing  the  job. 

Why  Ronald 
Vessey  threw  in 
the  towel 


By  Matt  Walsh 

For  the  past  19  years,  Dr.  Ronald 
Vessey  of  Minneapolis  practiced  gen- 
eral internal  medicine  in  a  six-doctor 
practice  that  was  founded  in  1916. 
Norman  Rockwell  stuff.  Vessey  was  a 
committed,  caring  doctor,  father  of 
four,  independent  businessman.  On 
Jan.  1,  1994  Vessey,  48,  stepped  out 
of  the  Rockwellian  world  of  the  pri- 
vate practitioner  and  into  the  imper- 
sonal world  of  corporatized  health 
care.  He  is  now  a  salaried  employee  of 
HealthSpan  Health  Systems,  a  $1.8 
billion  heal tli  care  corporation. 

Vessey  is  not  complaining.  He  ex- 
plains that  between  1983  and  1993 
his  annual  earnings  failed  to  budge 
from  the  $90,000  level  even  while  his 
expenses  and  living  costs  were  rising. 
On  an  inflation-adjusted  basis,  Vessey 
had  lost  32%  of  his  purchasing  power. 
Because  of  discounted  fees  demanded 
by  insurers  and  hmos,  he  found  him- 
self unable  to  pass  on  the  inflationary 
increases. 

As  an  employee  of  HealthSpan 
Health  Systems,  Vessey  says:  "My 
compensation  will  rise  almost  50%  [to 
$135,000]  because  I'm  not  subsidiz- 
ing the  office  with  outside  sources  of 
income  as  I  did  before."  Vessey  no 
longer  need  worry  about  running  an 
office.  Every  two  weeks  one  of  Ves- 
sey's  assistants  fills  out  his  payroll  time 
card  and  sends  it  off  to  corporate 
headquarters. 

For  younger  doctors,  the  shift  to- 
ward corporate  practice  isn't  a  trickle, 
it's  a  trend.  According  to  Susan  Cejka, 
president  of  a  St.  Louis-based  health 
care  consulting  firm,  over  40%  of  all 


physicians  graduating  from  residency 
programs  now  go  to  work  as  salaried 
professionals.  With  the  transforma- 
tion well  under  way  on  the  Pacific 
coast  and  quickly  spreading  east,  the 
health  care  industry  is  consolidating 
and  vertically  integrating  as  it  never 
has  before. 

It's  not  Hillary  Clinton  who's  driv- 
ing the  physicians  into  the  arms  of 
corporations  but  pressure  from  the 
folks  who  pay  as  much  as  80%  of  the 
medical  bills — employers,  businesses 
and  insurance  companies.  The  people 
with  the  checkbooks  are  beginning  to 
reject  the  fee-for-service  payment  sys- 
tem, which  encourages  doctors  and 
hospitals  to  do  additional  procedures 
to  earn  more  money.  Employers  are 
shifting  toward  paying  fixed 
amounts — known  as  capitation 
rates — for  the  total  care  of  their  em- 
ployees. Under  capitation,  providers 
make  their  profits  from  keeping  costs 
down  rather  than  by  the  volume  of 
work  they  perform.  Today  25%  of 
insured  employees  in  the  100  largest 
U.S.  markets  are  members  of  capita- 
tion svstems;  the  figure  is  expected  to 
be  50%  in  1997. 

HealthSpan  Health  Systems  in 
Minneapolis  has  been  aggressive  at 
acquiring  physician  practices,  some  of 
which  already  have  capitation  rates.  A 
not-for-profit  operator  of  17  hospi- 
tals and  45  medical  groups,  Health- 
Span  will  double  its  revenues  this 
summer  when  it  completes  a  pending 
merger  with  Medica,  a  Twin  Cities 
HMO  that  serves  600,000  members. 
Together,  the  two  companies — to  be 


called  Allina  Health  System — will  be 
come  one  of  the  three  major  "inte 
grated  delivery  systems"  in  the  Twit 
Cities  area.  Gordon  Sprenger,  Allina'j 
executive  officer,  says  the  two  compa- 
nies merged  because  of  pressure  frorrj 
groups  like  the  Business  Health  Card 
Action  Group,  an  organization  of  21 
major  employers  in  the  Twin  Cities. 

"It  became  clear  to  us  that  the 
[the  employers]  believed  the  old  wa; 
of  giving  premium  dollars  to  somd 
insurer  or  HMO  was  just  not  going  to 
get  costs  under  control,"  Sprengei 
says.  "They're  looking  for  a  single 
point  of  accountability."  One  health 
care  consultant  told  Forbes  that,  aftet 
examining  a  proposed  merger  of  a 
group  of  hospitals  and  an  insurer, 
executives  figured  that  they  could 
save  15%  to  20%  on  administrative 
costs  alone. 

The  name  of  the  game  is  integra- 
tion: creating  one-stop  medical  fac- 
tories that  eliminate  redundancy, 
middlemen,  overutilization  and  ex- 
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trolled  physician  association.  It's  now 
the  second-largest  group  practice  in 
the  state.  The  largest,  Kaiser  Perma- 
nente,  employs  more  than  6,000  phy- 
sicians in  California.  With  so  many 
physicians  operating  under  a  single 
corporate  umbrella,  Mullikin's  doc- 
tors are  effective  competitive  bidders 
on  employers'  health  care  business. 

In  Savannah,  Ga.,  Memorial  Medi- 
cal Center  Inc.,  a  $375  million  (reve- 
nues) hospital  and  home  health  pro- 
vider, has  recently  acquired  the  prac- 
tices of  100  physicians.  One  of  its 
competitors,  $194  million  (revenues) 
Candler  Health  System,  Inc.,  has 
bought  9  physician  practices  and 
hopes  to  buy  50  to  75  more  over  the 
next  three  years.  Says  Memorial  Presi- 
dent John  Ives:  "We  would  like  to 
make  sure  we  participate  as  equal 
partners  with  the  physicians,  rather 
than  what's  going  to  happen  in  other 
places,  where  the  hospitals  will  be  at 
the  mercy  of  the  physicians." 

Some  insurers  are  integrating  back- 
wards into  health  care.  Cigna  owns 
Lovelace  Health  Systems  in  Albu- 
querque, N.M.,  an  integrated  system 
that  includes  a  146,800-member 
hmo,  a  235-bed  hospital  and  15  pri- 
mary care  centers  around  the  state. 
Cigna  also  recently  acquired  a  primary 
care  practice  in  Salt  Lake  City  and  has 
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essive  administrative  costs  inherent 
n  individual  medical  practice. 
•  In  California,  widely  regarded  as 
he  most  integrated  health  care  mar- 
.et  in  the  U.S.,  physician-owned 
pullikin  Medical  Centers  has  com- 
peted 12  mergers  with  independent 
physician  groups  since  1991.  It  has 
;rown  from  150  to  more  than  2,500 
physicians  who  are  salaried,  on  con- 
tact or  members  of  a  Mullikin-con- 


selected  at  least  ten  major  markets 
where  it  hopes  to  buy  more  practices. 
Meanwhile,  Aetna  has  acquired  physi- 
cian practices  in  the  Dallas  and  Balti- 
more areas  and  is  building  company- 
operated  primary  care  clinics  in  Atlan- 
ta, Charlotte,  Chicago,  Cleveland  and 
Washington,  D.C. 

For  younger  doctors,  being  part  of 
a  corporate  practice  comes  easily.  It's 
tougher  for  older  docs.  But  young  or 


old,  going  to  work  for  a  company 
relieves  them  of  lots  of  hassles  and  of 
economic  uncertainty.  Less  worry 
about  insurance  forms,  government 
regulations,  malpractice  insurance, 
rent  and  other  costs  that  typically  eat 
up  50%  to  60%  of  a  solo  practitioner's 
revenues. 

Larry  LeDuc,  36,  is  a  psychiatrist 
soon  to  graduate  from  a  residency 
program  in  Atlanta.  He  originally 
planned  to  open  his  own  practice  but 
began  to  envy  the  financial  security  of 
his  wife,  a  pediatrician  with  the  Geor- 
gia division  of  Kaiser  Permanente.  "It 
gave  her  the  benefits  of  a  large  group 
practice,  more  regular  hours,  predict- 
able and  consistent  income,  stabili- 
ty," LeDuc  says.  In  July  LeDuc  will 
join  Kaiser's  staff  at  a  salary  of  about 
$80,000  a  year,  plus  fringes. 

In  surrendering  their  indepen- 
dence, however,  many  doctors  feel 
they  are  losing  something  quite  valu- 
able. As  corporate  employees,  they 
must  answer  to  regional  managers 
and  accounting  departments  and  play 
corporate  politics.  They  lose  autono- 
my over  how  they  practice  medicine. 
As  the  capitation  system  spreads,  doc- 
tors and  hospitals  will  follow  what  the 
trade  calls  "practice  protocols."  That 
means  spending  the  least  possible 
amount  of  money  on  tests  and  treat- 
ments while  still  curing  and  healing 
patients.  Medicine  by  the  book. 

The  capitation  approach  scares  the 
specialists.  With  capitation,  primary 
care  physicians  become  responsible 
for  managing  each  patient's  health 
efficiently.  Efficiently  means  mini- 
mizing use  of  expensive  specialists. 

Reflecting  their  relative  scarcity, 
primary  care  physicians'  pay  (median, 
$109,400)  is  rising  and  is  expected  to 
continue  rising.  Last  year  pay  rose 
11%  and  16%,  respectively,  for  hospi- 
tal-based and  group-based  primary 
care  physicians.  Specialists'  salaries, 
meanwhile,  are  expected  to  fall  from 
last  year's  median  level  of  $181,000. 

"They  [the  specialists]  will  still 
make  more  than  primary  care  physi- 
cians," says  Edward  Peddie,  president 
of  AvMed  SantaFe,  an  integrated 
Florida-based  health  care  concern. 
"But  instead  of  some  of  them  making 
five  times  more,  they'll  make  twice  as 
much."  Many  will  find  themselves 
retiring  early  or  forced  to  relocate 
and/or  be  retrained. 
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A  promise  to  treasure  tke  day  I  became  both  a  husband  and  a  father. 


A  promise  to  be  the  first  one  up  when  something  goes  bump  in  the  night. 


A  promise  to  care  for  each  of  you  from  this  day  forward. 


Nothing  binds  us  one  to  tke  other  like  a  promise  kept.  For  more  than  140  years,  we've  heen 
helping  people  keep  their  promises  hy  ensuring  we  have  the  financial  strength  to  keep  ours.  That's 
why  families  and  businesses  rely  on  us  to  insure  their  lives,  their  health  and  their  financial  futu  re. 
Life  Insurance  &  Annuities    »    Group  Life  &  Health  Insurance    *    Retirement  Plan  Products    *    Investment  Management 

<Xti>  

luera  MassMutuaT 

&&^<  official  sponsor  of  the  u  s  open  ^ffe  help  you  keep  vour  promises. 


are 


Fearful  that  his  region's  big,  inte- 
grated health  care  companies  would 
contract  with  a  select  few  specialists 
and  leave  many  without  a  source  of 
referrals,  Minneapolis  gastroenterol- 
ogist  Dr.  Cecil  Chally  has  organized 
200  specialists  into  a  physician- 
owned  collective  known  as  Minnesota 
Specialty  Physicians,  Inc.  "We  want- 
ed to  make  sure  we  have  some  bar- 
gaining power,"  Chally  says. 

If  the  nation's  specialists  are  wor- 
ried about  losing  business,  the  hospi- 
tals are  terrified.  Growth  of  managed 
care  plans  and  reductions  in  Medicare 
reimbursement  rates  have  already  ex- 
acted heavy  pressure  to  reduce  patient 
days  in  hospitals.  Dr.  Jacque  Sokolov, 
chief  executive  officer  of  Los  Angeles- 
based  Advanced  Health  Plans,  Inc. 
and  a  leading  authority  on  the  con- 
solidation of  health  care  services,  pre- 
dicts the  number  of  hospital  beds  in 
the  100  largest  markets  will  drop 
another  25%  to  40%  by  1999  as  the 
market  converts  from  fee -for- service 
to  capitation  and  turns  hospitals  from 
profit  centers  into  cost  centers.  In  a 
fully  integrated  health  care  system, 
hospitals  are  used  as  last  resorts,  since 


Cecil  Chally,  Minneapolis  gastroenterologist 
He  formed  Minnesota  Specialty  Physi- 
cians to  give  doctors  bargaining  power. 


they  eat  up  the  greatest  portion  of 
health  care  expense  (40%  of  the  na- 
tion's health  care  expenditures). 

"The  bottom  line,"  Sokolov  says, 
"is  if  you  are  one  of  many  small 
community  hospitals  in  a  multiple 
hospital  market,  you  may  not  survive 
this  transition." 

Change  is  always  painful,  and  this 
change  is  especially  so  to  many  peo- 
ple. But  there  are  benefits  for  the 
nation.  Growth  rates  in  national 
health  care  costs  have  fallen  for  four 
consecutive  years,  from  an  average  of 


9.3%  in  1990-91  to  5.6%  in  1993-94. 
The  number  should  shrink  further  as 
more  people  move  out  of  the  fee-for- 
service  system  and  into  capitated 
plans.  In  Minneapolis/St.  Paul,  for 
example,  70%  of  the  residents  are  now 
enrolled  in  managed  care  plans,  and 
health  care  costs  there  are  nearly  20% 
below  the  national  average. 

In  Los  Angeles,  where  more  than 
70%  of  the  commercial  market  is  en- 
rolled in  managed  care,  seven  big, 
integrated  delivery  systems  have 
helped  reduce  average  annual  health 
care  premiums  for  individual  mem- 
bers to  about  $1,340  today.  That's 
$1 14  a  year  less  than  the  premiums  of 
integrated  systems  in  Atlanta,  a  city 
whose  cost  of  living  is  27%  below  that 
of  Los  Angeles. 

This  is  not  to  say  political  pressures 
haven't  hastened  the  process  of  cor- 
poratization  and  control  of  medical 
costs.  They  have.  But,  just  when  mar- 
ket forces  seem  to  be  working  to  bring 
down  health  care  costs,  the  politicians 
are  about  to  interfere  in  the  process. 
It's  probably  too  much  to  hope  for, 
but  the  best  thing  Congress  could  do 
right  now  is  to  keep  hands  off.  H 


"I  need  a  couple  of  raincoats  cleaned  overnigfhi 


Merely  say  trie  word,  and  our  valetj 
will  clean  and  deliver  your  clothing  by 
morning,  if  it's  wrinkled,  they  will  prea 
it  with  equal  dispatch. 

Our  shoeshine  hutlers  will  polish 
your  shoes  with  a  virtuoso's  touch,  ar| 
if  need  he,  even  provide  new  laces— all 
with  our  compliments. 

And  our  room  service  chefs  will 
ensure  your  breakfast  arrives  well  befol 
your  5:30  a.m.  taxi  does.  In  this  valuei 
conscious  era,  the  demands  of  business 
demand  nothing  less.  For  reservation! 
please  telephone  your  travel  counselled 
or  call  us  toll  free. 


Four  Seasons  Hotels 

Four  Seasons  •  Recent 
hotels  and  resorts 

I'nur  Seasons  •  Regent.  Defining  iL  art  af. en-ice  at  40  LleL  in  IQ  eou 


Still  Paying  Your  Broker 
$100  A  Year  For  An  Asset 
Management  Account? 

Switch  To  The  No-Fee  Fidelity  Ultra  Service  Account 


Compare  the  Fidelity  Ultra  Service  Account 
With  Other  Leading  Asset  Management  Accounts 

Annual 
Fee 

Consoli- 
dated 
Statement 

Worldwide 
ATM 

Access 

No  Trans-  Discount 
action  Fee  Commis- 

Mutual  sions 

Funds 

Checking 

Brokers 
Available 
Weekends 
&  Evenings 

Minimum 
Invest- 
ment 

Fidelity  Ultra  Service  $0 

Yes 

Yes 

Yes 

Yes1 

Yes 

Yes 

$10,000 

Merrill  CMA®  $100 

Yes 

Yes 

No 

No 

Yes 

No 

$20,000 

Smith  Barney  FMA  $100 

Yes 

Yes 

No 

No 

Yes 

No 

$10,000 

Prudential  Command  $100 
Account 

Yes 

Yes 

No 

No 

Yes 

No 

$10,000 

Dean  Witter  AAA  $80 

Yes 

Yes 

No 

No 

Yes 

No 

$10,000 

Today,  many  brokers  are  charging  you  more  than  ever  for  an  asset  management  account.  But  you're  already 
paying  higher  commissions;  why  should  you  pay  so  much  in  extra  fees,  too? 

Now,  you  don't  have  to.  The  Fidelity  Ultra  Service  Account  gives  you  all  the  tools  for  efficient  financial 
management  -  a  wide  range  of  investment  choices,  a  single  consolidated  statement,  checkwriting  and  much  more 
-  but  without  an  annual  fee.  So  you  never  pay  for  services  you  don't  want  or  need.  And  it  only  makes  sense  that 
an  account  designed  to  help  you  stay  on  top  of  your  finances  should  have  complete,  24-hour  account  service. 

Call  Today.  Find  out  why  so  many  investors  are  switching  to  the  Fidelity  Ultra  Service  Account.  Call  our 
financial  representatives  anytime  for  a  free  fact  kit  to  learn  how  Ultra  Service  can  save  you  money  and  help  you 
manage  your  portfolio  the  way  you  want. 

For  Personal  Service,  Visit  a  Fidelity  Investor  Center  or  Call  24  Hours 

1-800-544-6262 


Fidelity  f|/--3  Investments 


'Commissions  are  discounted  up  to  76%  compared  to  those  of  full  cost  brokers.  Based  on  April  1994  commission  survey.  Minimum  commission  $38.  Fidelity 
Ultra  Service  is  a  service  of  Fidelity  Brokerage  Services,  Inc.,  161  Devonshire  Street,  Boston,  MA  021 10.  Member  NYSE,  SIPC. 


I  take  it  \ 

agencies  or  action  groups  are  not  the  enemy, 
are  our  partners  in  managing  the  environi 
We  may  not  always  agree,  but  we  all  have  the 
goal.  They  know  I  care  about  the  environrr 

f  the  world's  leading  companies  in  selected  areas  of  chemicals,  coatings,  health  care  products  and 
More  than  73,000  people,  active  in  50  countries  around  the  world,  make  up  the  Akzo  Nobel  workforce.  For  more  information,  jj 
call:  Corporate  Communications  Department/  S6,  300  South  Riverside  Plaza,  Chicago,  II.  60606.  Phone  (312)  906-7500. 


"Environmental  issues  are  often  controversial. 
I  try  to  take  the  politics  out  of  it.  I'm  an  engineer. 
The  solutions  I  propose  are  based  purely  on  facts. 
Technical  and  scientific  facts.  To  me,  governmental 


Mariam  Tehrani,  Manager  of  Environmental  Affairs,  Chemicals  North  America: 

rsonally 


ssionally  and  personally.  I'm  not  afraid  to 
up.  When  I  do,  the  company  listens  because 
environmental  policy  is  good  business, 
he  best  way  to  create  the  right  chemistry." 


CREATING  THE  RIGHT  CHEMISTRY        AKZO  NOBEL 


In  a  generally  timid  and  unimaginative  industry, 
Missouri's  UtiliCorp  has  blazed  trails  far  from  home. 

Kansas  City 
and  the  world 


By  Richard  C.  Morais 

Regulators  in  the  U.K.  announced 
six  months  ago  that  they  were  break- 
ing the  monopoly  held  by  British  Gas 
over  the  market  for  supplying  gas  to 
smaller  users.  The  utility's  strongest 
competitor,  a  three-year-old  outfit 
called  United  Gas  Ltd.,  is  now  poised 
for  fast  growth  as  it  moves  to  deliver 
gas  directly  into  British  homes.  This  is 
a  huge  market:  about  $8.5  billion  in 
annual  revenue,  according  to  Paul 
Spedding,  energy  analyst  at  Kleinwort 
Benson.  If  United  Gas  wins  only  a 
modest  5%  market  share,  its  revenues, 
currently  a  little  over  $100  million 
(with  a  net  income  of  only 
$500,000),  will  reach  $425  million. 

The  new  contender  for  the  British 
market  is  as  American  as  you  can  get: 
UtiliCorp  United  of  Kansas  City, 
Mo.  owns  United  Gas.  Plenty  of  big 
U.S.  utilities,  such  as  SCEcorp 
(Forbes,  Dec.  6,  1993),  are  muscling 
into  foreign  markets,  but  UtiliCorp  is 
an  old-timer  at  selling  utility  sendees 
in  other  climes  and  other  places.  Fac- 
ing limited  growth  in  Missouri,  this 
tiny  meter-reader  overcame  its  re- 
mote location  and  limited  resources 
to  uncover  opportunities  on  the  other 
side  of  the  globe.  That's  no  mean  feat. 

In  1985  UtiliCorp  Chairman  Rich- 
ard C.  Green  Jr.,  at  31,  started  push- 
ing the  then  small  and  sluggish  $234 
million  (revenue)  Missouri  utility 
across  borders.  UtiliCorp  first  diversi- 
fied into  other  U.S.  states,  from  Min- 
nesota to  Colorado.  The  following 
year  it  was  Canada's  turn:  UtiliCorp 
bought  West  Kootenay  Power  of  Brit- 
ish Columbia,  an  electric  utility  with 
$87  million  in  revenue. 

Sounds  simple.  It  was,  in  fact,  hell. 
Few  businesses  engender  more  heat 
from  populist  politicians  and  the  para- 
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noid  than  utilities.  Public  hearings 
dragged  on  for  18  months,  sending 
Green  on  his  weary  way  through  small 
towns  from  Penticton  to  Rossland. 
Fist-shaking  Canadians  accused  him 
of  wanting  to  steal  their  water;  a  local 
paper  ran  a  story  claiming  "UtiliCorp 
works  for  KGB  and  CIA";  the  company 
was  burned  in  effigy.  "It  was  an  eye- 
opener,"  says  Edward  Muncaster,  a 


UtiliCorp  consultant.  "We  were  tv| 
hours  from  Spokane  and  we  wer 
called  foreigners." 

In  the  fall  of  1987  the  deal  finall 
was  approved.  The  experience  wa 
invaluable  to  Green.  He  realized  thq 
any  future  forays  abroad  meant  he  haj 
to  have  the  "attitude  and  understand 
ing  that  I  was  starting  with  zero  credj 
bility  and  I  needed  to  build  the  re 
spect  and  relationship  from  zero." 

But  he  also  realized  there  wer 
plentiful  opportunities  for  expandinj 
outside  his  hometown.  Green  and  hi 
executives  drew  up  a  plan  of  pri<  >rhie 
for  expanding  abroad.  The  prioritj 
list  included  comfort  issues  like  Ian 
guage  (preferably  English),  official 
who  didn't  have  their  hands  out,  sta 
bility  of  the  currency  and  politics 
system — and  the  usual  financial  con) 
siderations  of  opportunity  for  growtl 
and  profitability. 

The  West  Kootenay  management 
had  contacts  in  New  Zealand,  when 
utilities  were  being  privatized.  Thii 


UtiliCorp  United 
Chairman 

Richard  C.  Green  Jr. 
at  St.  Paul's 
Cathedral 
in  London 
Has  ambition, 
will  travel  from 
America's  heart- 
land around  the 
globe,  seeking 
business. 


ed  to  a  $2 1  million  share  in  a  joint 
enture  with  WEL  Energy  Group  (for- 
merly Waikato  Electric),  of  Hamil- 
pn,  New  Zealand.  Green  got  another 
lose  of  culture  shock  in  an  English- 
peaking  land. 

|  On  one  trip  Green  emerged  dazed 
rom  a  17-hour  flight,  only  to  be 
■mmediately  hustled  off  to  a  media 
pefing.  He  was  put  back  on  a  plane 
nd  flown  to  Wellington  to  meet  the 
:nergy  minister,  who  brusquely 
,sked,  "Why  are  you  here?"  The  U.S. 
mbassador  was  also  in  a  snit.  "She 
ps  mildly  upset  I  hadn't  come  to  her 
arlier,"  says  Green. 

Exhausted,  he  made  his  way  to  an 
nn  for  dinner  with  his  new  Waikato 
•artners.  "I  was  having  dinner  and  all 
)f  a  sudden  people  started  popping  up 
nd  making  toasts,"  he  says.  "I  had  to 
lake  return  toasts,  and  the  next  thing 

know  I  was  making  some  kind  of 
erbal  contract." 

By  then  Green  was  an  old  hand  at 
nvading  foreign  turf — and  adapting 
o  it.  He  now  routinely  does  such 
hings  as  treating  a  British  consul  to 
Kansas  City  "high  tea,"  and  sponsor- 
rig  a  U.S.  tour  for  young  politicians 
rom  the  former  Eastern  bloc.  "Out 
f  the  hundred  opportunities  we 
ome  across,  maybe  one  or  two  might 
»e  real,"  he  says.  "But  the  more  you 
an  get  that  flow  of  contacts,  the  more 
ou  can  build  the  relationships,  the 
nore  people  think  about  you.  And 
hat's  what  you  really  want." 

Recently  UtiliCorp  has  bid  for  utili- 
y  projects  in  Portugal,  Chile,  Vene- 
uela  and  Argentina.  It  was  outbid  in 
very  case  by  people  who  were  willing 

0  pay  what  Green  regards  as  excessive 
rices  or  who  were  willing  to  commit 
lore  capital  than  Green  thought 
JtiliCorp  could  prudently  commit. 

For  all  his  labors,  Green  has  so  far 
;arnered  only  a  bit  over  $100  million 

1  foreign  revenues  on  a  base  of  $1.6 
illion,  but  he  has  gained  valuable 
xperience.  He  wants  20%  of  Utili- 
]orp's  net  income  coming  from  over- 
leas  by  1998. 

Its  international  experience  has  al- 
eady  brought  value  to  shareholders, 
ince  January  1993  UtiliCorp's 
hares  are  up  3.2%,  compared  with  a 
6.7%  dive  in  the  Dow  Jones  utility 
idex.  "The  market  is  [rewarding] 
ompanies  that  attempt  to  broaden 
^ieir  base,"  says  Green.  9M 


If  any  investment  house  knows  the  wide  world,  it's 
Baring  Securities,  which  has  been  around  for  a  couple 
of  centuries  and  was  a  pioneer  in  financing  developing 
economies.  Here's  a  rundown  on  which  markets 
look  hot  and  which  look  cold  to  its  analysts. 


Baring's 
best  buys 


By  Robert  Lenzner 

HERE'S  A  rough  rule  of  thumb  for 
avoiding  the  carnage  that  proved 
treacherous  to  emerging  stock  mar- 
kets in  the  first  half  of  1994:  Watch 
the  central  banks.  When  they  tighten 
and  interest  rates  go  up,  get  out. 
When  they  loosen  and  money  is 
cheap,  jump  in  with  both  feet. 

That's  the  gospel  according  to  the 
global  strategists  at  Baring  Securities, 
the  oldest  merchant  bank  in  the 
world.  Established  in  1762,  Baring 
played  a  key  role  in  raising  money  for 
Argentina,  Mexico  and  Chile  during 
the  19th  century.  One  of  the  Barings, 
Lord  Northbrook,  was  viceroy  of  In- 
dia from  1872  to  1876. 

Today  Baring  specializes  as  an 
emerging-markets  research  house, 
and  here's  how  it  sees  the  emerging 
markets  todav:  Beware  of  Argentina, 


where  money  supply  is  drying  up.  Go 
heavy  in  Mexico,  where  high  interest 
rates  are  likely  to  go  down  soon.  Peru 
is  expected  to  outperform  Brazil, 
based  on  Baring's  liquidity  analysis. 

Baring  has  been  telling  clients  to 
sell  their  holdings  in  Hong  Kong  and 
Singapore,  where  money  is  tighten- 
ing, and  shift  the  proceeds  to  Korea 
and  Taiwan,  where  loose  domestic 
monetary  policies  are  expected.  It  also 
likes  India  (despite  raised  reserve  ra- 
tios at  the  banks)  and  Pakistan. 

The  U.S.?  Since  last  fall  Baring  has 
been  bearish  on  our  markets,  suggest- 
ing clients  reduce  U.S.  stock  holdings 
and  move  the  proceeds  into  Japan. 
This  is  a  bet  that  monetary  stimulus  in 
the  land  of  the  rising  sun  will  get  the 
economy  moving  again.  Baring's  tar- 
get is  25,000  for  the  Nikkei  index 


Baring  Securities 
Chief  Executive 
Peter  Norris 
"Over  the  next 
five  to  ten  years 
I  expect  U.S. 
and  Japanese 
institutions  to 
commit  vast  sums 
to  emerging 
markets." 
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Bat  ing  Securities 


over  the  next  12  months,  about  a  17%  * 
gain  over  today's  level.  By  contrast, 
Baring  sees  the  Standard  &  Poor's 
500  index  declining  from  458  to  400 
or  lower  over  the  next  12  months,  a 
drop  of  more  than  12%. 

For  the  short  to  medium  range, 
Baring  is  somewhat  standoffish  about 
most  developing  country  markets. 
"We  expect  flow  of  funds  to  emerging 
markets  to  slow  down  over  the  short 
run  because  of  political  uncertainties 
and  the  correction  in  bond  and  equity 
markets,"  says  Peter  Norris,  Baring's 
chief  executive.  But  he  adds:  "Over 
the  next  five  to  ten  years  I  expect  U.S. 
and  Japanese  institutions,  the  two 
largest  liquid  markets  in  the  world, 
to  commit  vast  sums  to  emerging 
markets." 

The  Baring  strategy  is  really  quite 
simple:  Piay  the  developing  markets 
but  shift  funds  among  them,  depend- 
ing on  whether  a  given  country  is  in  an 
expansion  phase  or  in  a  phase  where 
the  government  has  had  to  apply  the 
brakes  to  check  overheating. 

To  follow  unfamiliar  stocks  in  vola- 
tile markets  halfway  across  the  world 
requires  firsthand  analysis  on  the 
scene,  and  Baring  doesn't  stint  on 
research.  In  Mexico  it  has  a  larger 
presence  than  any  of  the  much  larger 
securities  firms.  In  1994  it  opened 


new  offices  in  Santiago,  Lima,  Shang- 
hai, Bombay  and  Karachi. 

Baring  combines  two  methods  of 
analysis  in  its  research:  Its  global  strat- 
egists start  with  a  top-down  ap- 
proach— that  is,  they  first  .analyze 
overall  economic  conditions.  Being 
intensely  money-supply  conscious, 
these  analysts  make  monthly  calls  on 
central  banks,  scrutinizing  such  vari- 
ables as  interest  rates,  bond  yields, 
deposit-to-loan  ratios,  cost  of  mon- 
ey, money-supply  growth  and  cur- 
rency exchange  rates.  The  country 
analysts  work  from  the  bottom  up, 
focusing  on  macroeconomic  factors 
and  the  fundamentals  of  corporate 
earnings.  The  two  meet  halfway  to 
formulate  their  recommendations 
(see  table). 

Recently,  this  kind  of  analysis 
helped  Baring  become  more  bullish 
on  Mexican  shares,  especially  large- 
cap  stocks  (Forbes,  June  6).  It  found 
that  the  monetary  base  continued  to 
expand  despite  higher  interest  rates 
introduced  to  protect  the  peso. 
Among  the  Mexican  stocks  its  ana- 
lysts favor  are  Soriana,  a  supermarket 
retailer,  and  Grupo  Cementos  de  Chi- 
huahua, a  cement  company — both 
smaller-cap  stocks  not  generally 
owned  in  the  U.S. 

Baring  thinks  Korea  will  be  one 


Baring's  favored  picks  for  1994 


Company 

Price 

Mkt  cap 

12-month 

Earnings  per  share 

1993 

Dividend 

5/31 

($mil) 

high 

low 

1993 

1994E 

P/E 

yield 

Japan 

Daiwa  Securities 

$17.19  $23,082 

$17.38  $10.37 

$0,175* 

$0.194t 

98.2* 

0.72% 

Matsushita  Elec  Industrial 

17.47 

36,606 

17.82 

11.60 

0.200* 

0.220t 

87.4* 

0.74 

Sumitomo  Marine  &  Fire 

9.55 

6,373 

9.89 

8.11 

0.165* 

0.172t 

57.9* 

0.70 

Korea 

Posco 

82.65 

7,586 

85.47 

30.64 

3.020 

6.480 

27.4 

0.75 

Samsung  Electronics 

110.28 

6,841 

116.23 

46.22 

3.430 

5.890 

32.2 

0.80 

Mexico 

Grupo  Cementos  Chihuahua 

1.25 

420 

1.33 

0.68 

0.060 

0.070 

20.8 

0.80 

Soriana 

1.02 

472 

1.13 

0.68 

0.058 

0.070 

17.6 

0.70 

Taiwan 

China  Steel 

0.92 

6,730 

1.12 

0.65 

0.040 

0.040 

23.0 

4.28 

Taiwan  Styrene  Monomer 

1.84 

479 

2.03 

0.69 

0.0037 

0.030 

497.3 

'Fiscal  year  ended  Mar.  31,  1994.   tFiscal  year  ending  Mar.  31,  1995.  E:  Estimate. 

Lighten  up  in  the  U.S.,  Hong  Kong  and  Singapore,  and  commit  more 
to  Japan,  Korea  and  Taiwan. 


of  the  best-performing  Asian  mail 
kets  this  year,  especially  if  the  go\l 
eminent  raises  the  permitted  level  < 
foreign  ownership  in  individual 
companies,  from  10%  to  15%.  High! 
ly  recommended  are  Samsung  Elecjl 
tronics,  one  of  Korea's  largest  cleql 
tronics  producers,  and  Posco,  thjl 
world's  second-largest  steelmaker 
Their  price/earnings  multiples  an 
still  low  in  relation  to  other  Asian  o 
U.S.  valuations. 

Analysts  at  Baring  are  also  hot  oit 
the  Taiwan  market,  which  they  thinjl 
will  rise  from  a  depressed  level  q 
5900  to  7000  on  the  Taiwan  weight! 
ed  index.  The  opening  of  ten  ne\| 
closed-end  mutual  funds  and  rll 
movement  of  time  deposits  into  th| 
stock  market  could  trigger  a  frenzy  c| 
buying. 

Baring's  John  Bai  feels  the  best  wf| 
to  play  Taiwan  is  by  buying  industrial 
companies  like  Taiwan  Styrenn 
Monomer,  which  is  expected  to  bene 
fit  from  the  expanding  Chinese  de 
mand  for  plastic  products.  Chinj 
Steel,  the  nineteenth-largest  stee) 
company  in  the  world  based  on  Barl 
ing's  production  estimates,  is  also  om 
of  its  most  profitable  manufacturers. 

Hong  Kong  and  Singapore,  on  tho 
other  hand,  look  vulnerable  to  Baring 
because  they  are  vulnerable  to  highe] 
U.S.  interest  rates  and  inflation.  I 
also  thinks  Hong  Kong  real  estate  if 
overpriced  and  that  a  correction  then 
could  trigger  a  decline  in  the  stocl 
market. 

But  Japan,  not  the  developing 
countries,  is  Baring's  favorite  spot 
right  now.  Japan  has  $7  trillion  in 
licjuid  assets  at  a  time  when  Japanest 
investors  "have  their  lowest  exposun 
to  domestic  equities  since  198 1 ,"  say| 
Michael  Howell,  Baring's  global 
strategist. 

Baring's  select  international  list 
published  even'  month,  recently  reci 
ommended  East  Japan  Railway  ancj 
Matsushita  Electric  Industrial  as  inex| 
pensive  ways  to  play  the  developing 
economic  recover}'.  Baring,  however! 
thinks  that  investors  in  Japan  may 
need  a  bit  of  patience.  A  recent  review 
of  international  markets  said:  "Valua 
dons  [in  Japan]  are  sufficient 
stretched  that  the  market  needs  reasj 
surance  of  substantial  earnings  recovj 
ery  (plus  25%  to  30%)  for  the  fiscal 
year  ending  March  1995."  W 
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Invest  for  maximum 
total  real  return," 


Founder's  Investment  Principle* 


284.4% 

1 0-year 


Templeton  Growth  Fund 

The  performance  numbers  of  an  investment  tell  only  part  of  the  story. 

At  the  very  least,  your  investment  should  seek  to  protect  your 
purchasing  power  by  growing  fast 
enough  to  outpace  inflation. 

That's  why  the  numbers  of  the 
Templeton  Growth  Fund  are  so  appeal- 
ing. They  represent  the  result  of  a 
simple  but  sound  philosophy  of  search- 
ing worldwide  for  securities  that  appear 
to  be  priced  unusually  low  in  relation 
to  their  true  value.  Of  course,  past 
performance  does  not  guarantee  future 
results.  The  goal  of  the  Templeton 
Growth  Fund  is  capital  appreciation. 

Call  today  for  more  information. 


78.1% 

5  -year 


Average  Annual 
Total  Returnst 
(3/31/94) 


15.5% 

1 -year 


12.2% 

5-year 


14.4% 

1 0-year 


"Sir  John  Templeton,  who  currently  serves  as  Chairman  of  the  fund's  Board,  is  not  involved  in 
investment  decisions,  which  are  made  by  the  fund's  investment  manager. 

tCumulative  total  returns  show  the  percent  changt  in  value  of  an  investment  over  the  10-  and 
5-year  periods.  Average  annual  total  returns  represent  the  average  annual  increase  in  value  of  an 
investment  over  the  indicated  periods.  All  calculations  include  the  maximum  5.75%  initial  sales 
charge  and  assume  reinvestment  of  dividends  and  capital  gams  at  net  asset  value.  Prior  to  July  I, 
1992,  fund  shares  were  offered  at  a  higher  sales  charge.  Thus,  actual  total  returns  to  purchasers 
of  shares  during  that  period  would  have  been  somewhat  less  than  noted  above. 

Fund  share  prices  and  returns  will  fluctuate  with  market  conditions,  currencies,  and  the  economic  and 

political  climates  where  investments  are  made. 

Principal  Underwriter:  Franklin /Templeton  Distributors,  Inc. 


Call  1-800- 
342-FUND 
Ext.  T273 

Templeton  Worldwide 

700  Central  Avenue 
St.  Petersburg,  FL  33701-3628 

^ki/I  would  like  a  free  prospectus  con- 
taining more  complete  information  on  the 
Templeton  Growth  Fund,  including  charges 
and  expenses.  I  will  read  it  carefully  before 
I  invest  or  send  money. 


ni 


am  curren 


tly  a  Templeton  shareholder. 


Name 


Address 


City 


Scate/Zip 


Daytime  Phone 


Templeton 

*  WORLDWIDE 


A  Member  of  the  $112  Billion  Franklin /Templeton  Group 


Last  year  Congress  tried  to  save  some  money  by  making 
t  harder  for  old  folks  in  nursing  homes  to  get  Medicaid. 
You  can  get  around  the  new  rules— but  be  careful. 

Battling 

the  bureaucrats 


By  Brigid  McMenamin 

The  daunting  task  of  keeping  elder- 
ly parents  in  a  private  nursing  home 
without  running  through  all  the  fam- 
ily's assets  has  just  been  made  more 
difficult  by  Congress  as  part  of  the 
Omnibus  Budget  Reconciliation  Act 
of  1993  (OBRA). 

To  qualify  for  Medicaid  an  elderly 
person  must  meet  both  asset  and  in- 
come tests.  You  must  have 
less  than  $1,338  in  monthly 
income  or  be  deemed  "med- 
ically needy,"  depending  on 
the  state  where  you  live.  As 
for  personal  property,  you 
can  have  only  a  couple  of 
thousand  dollars  in  cash  or 
securities,  but  you  can  have  a 
home  of  unlimited  value,  a 
car  and  some  miscellaneous 
items  like  a  burial  fund. 

Sounds  stringent,  but 
many  people  of  means  were 
getting  around  the  restric- 
tions by  giving  away  their 
personal  wealth  to  their  chil- 
dren. Under  the  old  rules 
you  could  transfer  as  much 
money  as  you  wanted,  wait 
2V2  years,  and  then  get  Med- 
icaid to  pay  your  nursing 
home  costs. 

Gotcha!  The  new  law- 
makes  that  little  ploy  harder  to  carry 
out.  Now  you  have  to  wait  at  least 
three  years  before  applying  for  Medic- 
aid. If  you  apply  within  the  three 
years,  the  more  you  give  away  the 
longer  you  have  to  wait  before  getting 
on  Medicaid.  Say  a  parent  gave  away 
$90,000  and  had  to  enter  a  nursing 
home  within  three  years  of  that  asset 
transfer.  If  the  local  nursing  home 
cost  $30,000  a  year,  the  parent  could 


qualify  after  waiting  just  three  years — 
up  from  the  old  2V2.  But  if  the  parent 
gave  away  $180,000,  she'd  have  to 
wait  six  years.  Meanwhile  she'd  have 
to  pav  her  own  nursing  home  bills. 

The  biggest  change  wrought  by 
obra  has  to  do  with  what  happens  to 
assets  after  death.  Previously,  state 
Medicaid  bureaucrats  were  empow- 


ered to  recover  the  cost  of  a  parent's 
care  from  her  probate  estate  after 
death.  They  could  even  take  her 
house,  for  instance.  Few  states  both- 
ered to  enforce  such  harsh  provisions. 
But  obra  now  requirpsxhc  states  to  go 
after  all  assets  held  by  the  deceased, 
and  they  can  even  go  after  things  like 
joint  bank  accounts,  that  pass  outside 
of  probate. 

In  short,  about  the  only  way  an 


affluent  family  can  protect  parent 
assets  from  nursing  home  costs  is 
arrange  for  parents  to  die  broke. 

What  about  stashing  parental  asse| 
in  a  trust?  obra  has  substantially  limi 
ed  the  ways  in  which  trusts  can  now  tj 
used  to  shelter  assets.  When  an  irrevc 
cable  trust  is  created  to  shift  assets,  f<j 
instance,  there  may  be  a  five-year  wa 
before  eligibility  kicks  in.  And  trus 
that  entitle  the  parent  to  too  mucl 
income — even  if  none  is  paid — maj 
preclude  eligibility  altogether. 

Needless  to  say,  the  lawyers  aru 
accountants  have  been  probing  tli 
new  laws  for  loopholes.  They  thin) 
they've  found  some. 

A  clever  but  chancy  way  of  making 
parent  eligible  for  Medicaid  and  stij 
keeping  family  assets  intact  is  a  Farm] 
Limited  Partnership.  This  involve 
putting  all  the  parents'  assets,  inclucj 
ing  their  house,  into  a  partnership  ij 
which  the  children  are  the  limitej 
partners.  The  parents  have  the  right  t| 
live  in  the  house  for  the  rest  of  thej 
lives  and  get  some  incomi 
from  the  partnership.  Bui 
since  the  parents  now  haw 
few  tangible  assets,  the| 
could  get  nursing  horru 
benefits  just  three  years  froil 
the  date  of  the  transfer — m 
matter  how  big  it  was.  An 
other  advantage:  Medicaid 
probably  can't  come  after  thj 
parents'  assets  after  death  bq 
cause  they're  all  held  in  thj 
partnership. 

Be  careful.  The  Famil 
Limited  Partnership  strata 
gy  seems  to  be  within  th| 
letter  of  the  law,  but  it  i| 
obviously  not  what  Con 
gress  had  in  mind  when  i 
wrote  the  Medicaid  legislal 
tion.  You  may  someday  havt 
to  defend  such  a  partnershij 
in  court. 

Another  possibility  is  J 
charitable  remainder  trust.  All  paren 
tal  assets  are  placed  in  the  trust.  Wheij 
the  parent  dies,  the  estate  goes  t| 
charity,  but  in  the  meantime  the  inj 
come  has  been  used  to  purchase  lira 
insurance,  which  can  be  passed,  tas 
free,  to  heirs. 

The  new  law  is  chock-full  of  traps) 
so  before  you  make  these  or  any  othej 
moves,  consult  an  estate  planning  ex^ 
pert  who  is  familiar  with  obra.  ■ 
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Who  helps 


Hughes  Aircraft's  business  reach  new  heights? 


Who  helps 


Pearle  Vision's™  Pusiness  see  great  results? 


Who  helps 


Graebel  Van  Lines5  move  more  Pusiness? 


Who  helps 


Princess  Cruises'-  Pusiness  put  more  hands  on  deck? 


Wo 
Help 

Business 
Do  More 
Business 


Sprint 

Business 

Successful  businesses  across  the 
country  have  one  thing  in  common. 
Sprint  Business  We're  committed  to 
helping  our  customers  improve  their 
business  performance  by  designing 
communications  solutions  that  enhance 
productivity,  shorten  response  time, 
and  maximize  the  flow  of  information. 
We  apply  our  advanced  technology  to 
meet  your  needs  -  customizing  solutions 
for  your  business  from  hundreds  of  voice 
and  data  products  and  services. 
Everything  from  flexible  800  service 
to  global  high-speed  data  transmission. 
The  result?  We  can  help  you 
turn  communications  technology  into 
a  powerful  business  tool  One  that 

Financial  Management  ♦  Sales  And  Marketing  ♦  Customer  Management 

can  help  your  business  do  more 
business.  That's  what  Sprint  Business 
is  all  about.  Call  1-800-598-5000 


All  trademarks  are  property  of  their  respective  owners.©! 994  Sprint  Communications  Company  LP 


Roger  Tamraz  claims  he's  the  man  to  lead  the 
oil  industry  into  the  promised  land  of  Turkmenistan. 
But  how  come  Tamraz  can't  visit  his  own  country? 

Mr.  Five 
Percent? 


By  Zina  Moukheiber 


"I'M  like  A  financial  commando  who 
crosses  the  river  and  doesn't  know  if 
he'll  be  shot  or  not.  If  I'm  alive,  then 
they  [the  major  oil  companies]  are 
safe,"  says  Middle  Eastern  financier 
Roger  Tamraz. 

Commando  Tamraz  has  invaded 
the  former  Soviet  republic  of  Turk- 


menistan, 188,456  square  miles  bor- 
dering the  Caspian  Sea  thought  to 
contain  large  oil  and  gas  reserves. 

Tamraz  is  a  diminutive  man  who 
talks  big,  very  big.  He  claims  his  oil 
and  gas  concessions  in  Turkmenistan 
have  3.8  billion  barrels  of  recoverable 
reserves  with  a  present  value  of  $1.7 


billion.  It  would  be  wise,  however,  tc 
take  his  oil  with  a  tumbler  full  of  salfl 
Tamraz  is  a  Lebanese  national  wanteJ 
for  questioning  by  Lebanese  justid 
authorities  who  charged  him  in  198*j 
with  mishandling  the  funds  of  thj 
country's  second-largest  bank,  caus| 
ing  its  collapse.  Tamraz,  54,  fled  td 
Paris  after  the  collapse  and  stil 
lives  there. 

Whatever  his  past,  Tamraz  ha 
some  strong  sponsors.  G.  Chris  An 
dersen,  the  vice  chairman  a 
Paine  Webber,  is  helping  him  raise  thj 
$1  billion  needed  for  the  project,  ano 
Tamraz  is  having  some  trouble  get| 
ting  the  commitments.  He  concedei 
Tamraz's  past  is  '''something  people 
review  and  try  to  get  comfortable  wid 
before  getting  comfortable  with  thi 
project."  Tamraz  argues  that  th« 
Lebanese  charges  are  trumped  up 
that  he's  a  scapegoat  because,  as 
close  associate  of  former  presiden 
Amin  Gemayel,  he  pushed  for  a  peac< 
treaty  with  Israel.  Tamraz  thus  cast! 
himself  as  a  premature  dove. 

He  also  claims  that  Japanese  trad 
ing  house  Itochu  intends  to  pick  up  i\ 
25%  to  30%  equity  stake  in  the  Turk  ; 
menistan  project.  Itochu  owes  him 
one:  In  1973  Tamraz  used  his  conj 
tacts  in  Saudi  Arabia  to  obtain  fo| 
Itochu  100  million  barrels  of  desperl 
ately  needed  Saudi  oil  during  the  Aral 
oil  embargo. 

Those  were  Tamraz's  glory  days 
when  he  was  acting  like  a  junior  Ca 
louste  Gulbenkian  (see  box).  Gulben 
kian  accumulated  a  huge  fortune  ir 
the  1920s  by  introducing  Western  oi 
companies  to  the  powers-that-be  ir 
the  Middle  East,  and  Tamraz  musj 


The  original 

Thanks  to  his  contacts  in 
the  dying  Ottoman  Em- 
pire, Calouste  Gulben- 
kian, an  English-educated 
Armenian,  became  one  of 
the  richest  men  in  the  world 
in  the  oil  business  of  the 
1920s.  Gulbenkian  intro- 
duced the  big  European 
and  American  oil  compa- 
nies into  the  oil-rich  fields 
of  the  Middle  East,  gaining 
huge  oil  concessions 


from  the  sultan  and  doling 
out  parts  to  Royal 
Dutch/Shell,  the  Anglo 
Persian  Oil  Co.,  Standard 
Oil  and  others.  In  return  he 
demanded  and  got  5%  of 
the  Iraq  Petroleum  Co., 
thus  earning  the  nick- 
name Mr.  Five  Percent.  He 
was  a  deft  negotiator,  flu- 
ent in  several  languages, 
and  knew  the  importance 
of  small  talk  and  baksheesh. 

Roger  Tamraz  seems 
almost  an  incarnation.  A 


Harvard  Business  School 
graduate, Tamraz,  like  Gul- 
benkian, is  smart  in  both 
Western  and  Levantine 
ways  of  doing  business. 
Back  in  the  late  1960s  and 
early  1970s,  he  used  his 
contacts  in  the  Shah's  Iran 
to  get  American  Trans- 
continental Pipeline  its  deal 
to  liquefy  natural  gas  in 
Iran.  In  post-Nasserite 
Egypt,  he  helped  Bechtel 
Corp.  clinch  the  bid  for  the 
Suez-Mediterranean 


pipeline  over  a  consortium 
of  11  European  firms. 

Now,  while  trying  to 
peddle  a  share  in  his  conces- 
sions, Tamraz  is  negotiat- 
ing with  Turkish  and  Irani- 
an officials  to  establish  a 
pipeline  across  Turkey  and; 
Iran  to  earn'  the  Turk- 
meni  oil  to  ports. 

Unlike  the  mysterious 
Gulbenkian,  Tamraz  relish- 
es the  spotlight.  "I  enjoy  j 
notoriety,"  he  says.  Times 
change.  -Z.M.  M 
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Every  man  over  50  should  rake  rhis 

PROSTATITES 


pleased 


questions1 


often,  esp** 


,We  starting 


_  r-n  Do  7«>tt  purine  stream- 


r~~\  VJOes 


,rfee\Vvte^outo 


If  you  answered  "yes"  to  any  question,  you  should  see  your  doctor. 
You  may  be  experiencing  the  symptoms  of  a  condition  called 
benign  prostatic  hyperplasia  (BPH),  which  is  an  enlargement  of 
the  prostate  gland. 

Affecting  one  out  of  three  men  over  the  age  of  50,  symptomatic 
BPH  can  be  caused  by  a  tightening  of  muscles  inside  the  prostate. 
These  tightened  muscles  can  slow  the  flow  of  urine,  leading  to 
the  kinds  of  urinary  symptoms  described  above. 

There  are  three  basic  treatment  options  for  symptomatic  BPH: 
"watchful  waiting,"  which  entails  having  regular  checkups 
over  time;  surgery;  and  medication. 

HYTRIN:  A  New  Treatment  Option 

HYTRIN  is  a  once-a-day  medication  that  can  rapidly  treat 

bothersome  BPH  symptoms.  HYTRIN  works  by  relaxing  the 


Please  see 

patient  information 

on  adjacent  page. 

©  1994,  Abbott  Laboratories 


muscles  that  have  tightened  in  the  prostate,  increasing 
urine  flow  and  decreasing  urinary  symptoms.  With  HYTRIN, 
you  can  see  improvement  in  2  to  4  weeks. 

HYTRIN  can  cause  a  sudden  drop  in  blood  pressure  at 
the  beginning  of  treatment  (or  if  you  miss  doses  and  then 
start  taking  the  medication  again).  You  may  feel  dizzy,  faint, 
or  "light-headed,"  particularly  after  getting  up  from  a 
chair  or  bed. 

If  you  have  any  urinary  symptoms,  see  your  doctor. 

Only  your  doctor  can  properly  diagnose  symptomatic  BPH 

(or  other  conditions  such  as  prostate  cancer). 

And,  only  your  doctor  can  treat  your  bothersome  BPH  symp- 
toms with  HYTRIN.  For  FREE  information  on  symptomatic 
BPH  and  HYTRIN,  please  call  I  800  866  5955 


a 


301-500-1361C 


ASK  YOUR  DOCTOR  U^fVE^MM 
TODAY  ABOUT  MM  M  M  IIIII 

(terazosin  hciI 


HYTRIN 

(terazosin wj 

PATIENT  INFORMATION 
ABOUT 
HYTRIN®  (HI-TRIN) 

Generic  Name: 
terazosin  (ter-A-zo-sin) 
hydrochloride 

When  used  to  treat 
BENIGN  PROSTATIC 
HYPERPLASIA  (BPH) 

Please  read  this  leaflet  before  you  start  taking 
HYTRIN.  Also,  read  it  each  time  you  get  a  new  pre- 
scription. This  information  should  NOT  take  the  place 
of  a  full  discussion  with  your  doctor.  You  and  your 
doctor  should  discuss  HYTRIN  and  your  condition 
before  you  start  taking  it  and  at  your  regular  check- 
ups. 

HYTRIN  is  used  to  treat  benign  prostatic  hyperplasia 
or  BPH.  HYTRIN  is  also  used  to  treat  high  blood  pres- 
sure (hypertension).  This  leaflet  describes  HYTRIN 
only  as  a  treatment  for  BPH. 

What  is  BPH? 

The  prostate  is  a  gland  located  below  the  bladder.  It 
surrounds  the  urethra  (you-REETH-rah),  which  is  a 
tube  that  drains  urine  from  the  bladder.  BPH  is  an 
enlargement  of  the  prostate  gland.  The  symptoms  of 
BPH,  however,  can  be  caused  by  an  increase  in  the 
tightness  of  muscles  in  the  prostate.  If  the  muscles 
inside  the  prostate  tighten,  they  can  squeeze  the  ure- 
thra and  slow  the  flow  of  urine.  This  can  lead  to  symp- 
toms such  as: 

•  a  weak  or  interrupted  stream  when  urinating 

•  a  feeling  that  you  cannot  empty  your  bladder 
completely 

•  a  feeling  of  delay  when  you  start  to  urinate 

•  a  need  to  urinate  often,  especially  at  night,  or 

•  a  feeling  that  you  must  urinate  right  away. 

Treatment  options  for  BPH 

There  are  three  main  treatment  options  for  BPH: 

•  Program  of  monitoring  or  "Watchful  Waiting". 
Some  men  have  an  enlarged  prostate  gland,  but  no 
symptoms,  or  symptoms  that  are  not  bothersome. 
If  this  applies,  you  and  your  doctor  may  decide  on 
a  program  of  monitoring  including  regular  check- 
ups, instead  of  medication  or  surgery. 

•  Medication.  There  are  different  kinds  of  medica- 
tion used  to  treat  BPH.  Your  doctor  has  prescribed 
HYTRIN  for  you.  See  "What  HYTRIN  does" 
below. 

•  Surgery.  Some  patients  may  need  surgery.  Your 
doctor  can  describe  several  different  surgical  pro- 
cedures to  treat  BPH.  Which  procedure  is  best 
depends  on  your  symptoms  and  medical  condi- 
tion. 

What  HYTRIN  does 

HYTRIN  relaxes  the  tightness  of  a  certain  type  of 
muscle  in  the  prostate  and  at  the  opening  of  the  blad- 
der. This  may  increase  the  rate  of  urine  flow  and/or 
decrease  the  symptoms  you  are  having. 

•  HYTRIN  helps  relieve  the  symptoms  of  BPH.  It 
does  NOT  change  the  size  of  the  prostate,  which 
may  continue  to  grow.  However,  a  larger  prostate 


does  not  necessarily  cause  more  or  worse  symp- 
toms. 

•  If  HYTRIN  is  helping  you,  you  should  notice  an 
effect  on  your  particular  symptoms  in  2  to  4  weeks 
of  starting  to  take  the  medication. 

•  Even  though  you  take  HYTRIN  and  it  may  help 
you,  HYTRIN  may  not  prevent  the  need  for 
surgery  in  the  future. 

What  you  should  know  while  taking 
HYTRIN  for  BPH 

WARNINGS 

HYTRIN  Can  Cause  A  Sudden  Drop  in  Blood 
Pressure  After  the  VERY  FIRST  DOSE.  You  may 

feel  dizzy,  faint,  or  "light-headed"  particularly  after 
you  get  up  from  bed  or  from  a  chair.  This  is  more 
likely  to  occur  after  you've  taken  the  first  few  doses, 
but  can  occur  at  any  time  while  you  are  taking  the 
drug.  It  can  also  occur  if  you  stop  taking  the  drug  and 
then  re-start  treatment. 

Because  of  this  effect,  your  doctor  may  have  told  you 
to  take  HYTRIN  at  bedtime.  If  you  take  HYTRIN  at 
bedtime  but  need  to  get  up  from  bed  to  go  to  the  bath- 
room, get  up  slowly  and  cautiously  until  you  are  sure 
how  the  medicine  affects  you.  It  is  also  important  to 
get  up  slowly  from  a  chair  or  bed  at  any  time  until  you 
learn  how  you  react  to  HYTRIN.  You  should  not  drive 
or  do  any  hazardous  tasks  until  you  are  used  to  the 
effects  of  the  medication.  If  you  begin  to  feel  dizzy,  sit 
or  lie  down  until  you  feel  better. 

•  You  will  start  with  a  1  mg  dose  of  HYTRIN.  Then 
the  dose  will  be  increased  as  your  body  gets  used 
to  the  effect  of  the  medication. 

•  Other  side  effects  you  could  have  while  taking 
HYTRIN  include  drowsiness,  blurred  or  hazy 
vision,  nausea,  or  "puffiness"  of  the  feet  or  hands. 
Discuss  any  unexpected  effects  you  notice  with 
your  doctor. 

Other  important  facts 

•  You  should  see  an  effect  on  your  symptoms  in 
2  to  4  weeks.  So,  you  will  need  to  continue  seeing 
your  doctor  to  check  your  progress  regarding  your 
BPH  and  to  monitor  your  blood  pressure  in  addi- 
tion to  your  other  regular  check-ups. 

•  Your  doctor  has  prescribed  HYTRIN  for  your 
BPH  and  not  for  prostate  cancer.  However,  a  man 
can  have  BPH  and  prostate  cancer  at  the  same 
time.  Doctors  usually  recommend  that  men  be 
checked  for  prostate  cancer  once  a  year  when  they 
turn  50  (or  40  if  a  family  member  has  had  prostate 
cancer).  These  checks  should  continue  even  if  you 
are  taking  HYTRIN.  HYTRIN  is  not  a  treatment 
for  prostate  cancer. 

•  About  Prostate  Specific  Antigen  (PSA).  Your 
doctor  may  have  done  a  blood  test  called  PSA. 
Your  doctor  is  aware  that  HYTRIN  does  not 
affect  PSA  levels.  You  may  want  to  ask  your  doc- 
tor more  about  this  if  you  have  had  a  PSA  test 
done. 

How  to  take  HYTRIN 

Follow  your  doctor's  instructions  about  how  to  take 
HYTRIN.  You  must  take  it  every  day  at  the  dose  pre- 
scribed. Talk  with  your  doctor  if  you  don't  take  it  for 
a  few  days,  you  may  have  to  restart  it  at  a  1  mg  dose 
and  be  cautious  about  possible  dizziness.  Do  not  share 
HYTRIN  with  anyone  else;  it  was  prescribed  only  for 
you. 

Keep  HYTRIN  and  all  medicines  out  of  the  reach  of 
children. 

FOR  MORE  INFORMATION  ABOUT  HYTRIN 
AND  BPH,  TALK  WITH  YOUR  DOCTOR, 
NURSE,  PHARMACIST  OR  OTHER  HEALTH 
CARE  PROVIDER. 
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Roger  Tamraz 

have  hoped  to  duplicate  the  feat. 

At  the  time  of  the  oil  embargdl 
Tamraz  was  a  self-assured  33-year  oil 
investment  banker  working  at  Riddel 
Peabody  who  put  together  the  1971 
plan  to  build  and  finance  the  Sudl 
Canal  pipeline.  He  then  quit  Ridde  l 
having  won  the  backing  of  wealth! 
Arab  investors,  and  went  on  to  buy  on 
refineries  and  later  Amoco's  refiner 
and  gas  stations  in  Italy. 

Now  Tamraz  is  controlling  share 
holder  of  a  Delaware-  and  Panama 
registered  company,  Oil  Capital  Ltd 
with  $50  million  in  capital.  This  pas 
fall,  Oil  Capital  bid  $50  million  t] 
develop  two  oil  and  gas  fields  in  west 
ern  Turkmenistan  in  a  50/50  ventur 
with  the  regime  of  President  Sapaj 
murad  Niyazov,  an  ex-Communis 
bigwig  turned  local  dictator.  Tamral 
likes  to  drop  names  like  Niyazov's. 

He  also  drops  company  names 
Arco  is  interested  in  the  Turkmen 
deal,  he  says,  and  so  is  Occidents 
Petroleum.  Occidental  will  only  say  i 
has  had  discussions  regarding  use  | 
its  oilfield  services.  Arco  refuses  t^ 
comment. 

Why  would  the  big  boys  need  Tarn) 
raz?  A  smile  spreads  over  his  face  anJ 
he  confides  in  a.trust-me  tone:  "j 
know  how  to  talk  to  the  Turkmenis 
I'm  a  Middle  Easterner.  Your  averagi 
American  is  uncomfortable  dealinj 
with  the  Turkmeni  functionary." 

He  does  have  a  point.  Developinj 
oil  in  the  corruption-ridden  forme 
Soviet  republics  is  proving  difficult  foi 
the  big  oil  companies.  Chevron  ha 
already  sunk  close  to  $700  million  ii 
neighboring  Kazakhstan  and  1 
bogged  down  in  an  argument  ove 
financing  for  a  pipeline  for  transport! 
ing  Kazakh  oil.  A  consortium  of  eighi 
Western  oil  companies  in  Azerbaijan 
is  growing  impatient  with  the  slow 
moving  negotiations.  Meanwhile! 
Russia  is  bullying  everyone  to  get  ; 
piece  of  the  oil  projects. 

"Even  with  Exxon,  British  Petro 
leum  and  all  these  huge  companies,  1 
can  bring  something  to  the  table 
equal  to  them,'1''  Tamraz  says,  "be 
cause  it  is  not  a  question  of  200  guyj 
working  for  you.  It's  one  guy  with  the 
right  brain  and  the  right  approach." 

Are  the  days  of  swashbucklers  like 
Gulbenkian  long  past?  Or  is  the  tur 
moil  in  the  former  Soviet  Union  ere 
ating  opportunities  for  new  ones?  ■ 
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\s  the  old  Japan  slowly  breaks  apart, 

i  new  class  of  entrepreneurs  is  taking  over. 

Japan's  new 
business  heroes 


ly  Gale  Eisenstodt 

)n  a  Saturday  in  May,  juniors  and 
sniors  at  Tokyo's  Waseda  University 
ocked  to  hear  lectures  on,  of  all 
hings,  entrepreneurship.  Now  here 
/as  a  very  un- Japanese  subject.  Until 
jery  recently,  graduates  of  Waseda 
nd  other  elite  Japanese  schools 
ought  for  jobs  at  big  companies  or 


government  bureaucracies,  the  safe 
jobs,  the  prestigious  jobs.  At  Sumi- 
tomo Heavy  Industries,  say,  or  the 
Ministry  of  Finance,  you  had  a  job  for 
life  and  a  salary  that  would  automati- 
cally advance  with  your  age,  regard- 
less of  your  ability. 

Work  for  a  small  company?  Start  a 


company?  For  many  Japanese,  these 
options  were  for  losers. 

But  read  this  passage  from  a  leaflet 
promoting  Waseda's  forum:  "In  the 
U.S.,  top  students  don't  join  big  com- 
panies." So  now  here  is  Japan,  from 
whom  Americans  so  badly  wanted  to 
learn  a  few  years  back,  looking  to  the 
U.S.  for  examples. 

As  the  U.S.  regards  entrepreneurs 
like  Bill  Gates  as  heroes,  so  is  Japan 
beginning  to,  especially  now  that  the 
big  companies  aren't  doing  as  much 
hiring.  Seiji  Tsutsumi  never  went  to 
college.  He  entered  the  jewelry  busi- 
ness as  a  teenage  apprentice;  when  he 
was  19  he  set  up  his  own  business 
producing  platinum  rings  for  big 
jewelry  houses.  But  during  the  oil- 
shock  recession  in  the  early  1970s, 
Tsutsumi's  big-company  customers 
cut  back  on  their  orders  from  him. 
"I  realized  then  that  I  didn't  like 
being  at  the  mercy  of  somebody 

s  Misumi  Corp. 
I  President 
I  Hiroshi  Taguchi 
|  with  some  of  his 
B  American  pop  art 
collection 
As  a  purchasing 
agent,  Taguchi  is 
helping  Japan's 
big  companies  cut 
costs  by  offering 
them  a  cheaper 
way  to  order 
parts. 
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Japan's  new  business  heroes 


else,"    recalls  Tsutsumi. 

So  he  began  retailing  his 
rings  from  a  hole-in-the- 
wall  shop  he  opened  near 
his  little  factory  in  Saitama 
Prefecture,  a  Tokyo  sub- 
urb. At  the  time  it  was  virtu- 
ally unheard  of  for  a  sub- 
contractor like  Tsutsumi  to 
go  into  retail  competition 
against  his  big  customers. 
By  selling  directly  to  the 
public  without  using 
wholesalers,  Tsutsumi  was 
able  to  price  his  products 
30%  to  50%  lower  than 
competitors'.  As  the  busi- 
ness grew  he  added  new 
jewelry  designs  and  dis- 
patched his  own  buyers  to 
India,  Thailand  and  other 
gemstone  centers,  further 
reducing  his  unit  costs. 

Tsutsumi  Jewelry  now 
has  71  retail  outlets,  mosdy 
in  the  greater  Tokyo  area. 
The  company's  net  profit  margins  of 
8%  are  more  than  double  those  of  his 
rivals.  Despite  the  recession,  Tsutsu- 
mi's  revenues  and  profits  have  nearly 
doubled  over  the  past  four  years.  In 
1991  Tsutsumi,  now  51,  took  his 
company  public.  Current  market  val- 
ue: $1.5  billion.  Tsutsumi  and  his 
family  own  77%  of  the  shares,  worth 
$1.2  billion.   

Unlike  U.S.  small  ' 
growth  companies,  many 
of  which  have  pioneered 
new  technologies,  Japan's 
upstarts  tend  to  be  low 
tech.  But  like  their  U.S. 
counterparts,  they  are  of- 
ten superb  at  identifying 
unexploited  market  niches. 
"It  is  these  nimble,  small 
companies  which  are  add- 
ing new  jobs  and  introduc- 
ing fresh  ideas,"  says  Hiro- 
shi  Kobayashi,  a  senior 
consultant  at  Nomura  Re- 
search Institute. 

Hiroshi  Taguchi  is  an- 
other highly  successful  Jap- 
anese entrepreneur.  Sur- 
rounded by  a  Roy  Lie  h  ten - 
stein  silk  screen  and  other 
pieces  of  his  American  pop 
art  collection,  Taguchi  talks 
about  how  he  built  Misumi 
Corp.  from  virtually  noth- 


Melco,  Inc.'s  Makoto  Maki 
"We  are  Japan's  true  merchants." 


ing  17  years  ago  to  $200  million  in 
sales  by  offering  an  alternative  to  Ja- 
pan's keiretsu  system. 

The  keiretsu  system,  of  course,  is 
the  network  of  small  contractors  and 
subcontractors  that  produce  compo- 
nents primarily  for  one  large  custom- 
er— Toyota  Motor,  say,  or  Matsushita 
Electric.  During  Japan's  rapid  growth 


ill iona ire  Kenshin  Oshima,  president  of  Shohkoh  Fund 
As  a  boy  he  dreamed  of  becoming  very  rich. 


years,  the  keiretsu  systenjl 
L^kv  worked  fairly  well.  WheJ 
they  needed  new  compojl 
nents  fast,  the  big  compal 
nies  could  lean  on  theil 
keiretsu  suppliers  to  worll 
overtime  and  deliver  th<( 
goods.  And  during  ecol 
nomic  downturns,  the  sub  I 
contractors  could  be  leanedl 
on  to  absorb  most  of  th«l 
pain,  while  the  big  custom 
ers  maintained  full  payroll} 
in  the  spirit  of  "lifetime 
employment." 

But  the  strong  yen  and 
increased  foreign  competii 
tion  are  forcing  Japanese 
companies  to  become  more 
efficient,  and   cracks  art 
opening  in  the  keiretsu  alli- 
ances. Because  they  can  selj 
a  tailor-made  part  only  to 
one  big  customer,  man^ 
subcontractors  cannot  dej 
velop  long  production  runs- 
and  economies  of  scale.  Yet  until  re^ 
cently  the  big  companies  felt  obligati 
ed  to  buy  from  these  increasingly 
inefficient  suppliers. 

This  is  where  Hiroshi  Taguchi  and 
his  Misumi  Corp.  come  in.  In  effect] 
Misumi  is  a  distributor  of  thousands  o\ 
standardized  parts  and  components) 
for  many  industries,  with  the  majority! 

  of  sales  going  to  the  auto^ 

motive  and  consumer  elec-| 
tronics  industries. 

Suppose  you're  Toyota! 
and  you  need  a  new  mold 
for  a  door.  You  could  get 
the  parts  for  the  mold  by 
negotiating  with  your  reg- 
ular supplier,  which  would 
craft  the  parts  to  your  speci- 
fications. Or  you  could 
consult  one  of  Misumi's 
thick  catalogs  to  see  if  you 
could  buy  a  standardized 
part  made  for  Msumi  by 
another  contractor.  Misu- 
mi's catalogs  note  the  price 
and  the  number  of  days  re- 
quired for  delivery — typical- 
ly three  days.  Orders  are  ac- 
cepted by  fax  or  telephone. 

In  other  words,  thanks  to 
Taguchi's  Misumi  Corp., 
ambitious  contractors  now 
have  the  chance  to  sell  to  a 
much    broader  customer 
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pase  than  if  they  stay  strictly  within 
Jheir  traditional  keiretsu  groups.  The 
big-company  customers  benefit  even 
more.  They  can  procure  parts  more 
|frcaply  and  efficiently  from  Misumi. 
iraguchi  maintains  an  arm's-length 
relationship  with  the  suppliers  he 
|vorks  with,  cutting  them  off  if  he  can 
nource  cheaper  elsewhere, 
i  Japan's  beverage  industry  is  also 
undergoing  big  changes.,  thanks  to 
iction  by  another  bold  entrepreneur, 
n  the  mid-1970s  Itoen  Ltd.'s 
bunder,  Masanori  Honjo,  now  60, 
ealized  that  opportunities  were  limit- 
Ed  in  his  business,  packaging  and 
vholesaling  dried  tea.  At  the  same 
lime,  Honjo  saw  that  Japan's  new 
:onvenience-oriented  consumers 
jvere  swilling  lots  of  Coca-Cola  and 
other  canned  sugar}'  drinks.  He 
;ensed  they  might  go  for  a  drink  not 
'hen  on  the  market:  unsweetened  teas 
packaged  in  cans.  When  he  intro- 
duced the  drink  in  1981  it  was  a  huge 
nit;  Coca-Cola  (Japan)  Co.  has  since 
launched  a  competing  canned  tea 
drink.  Since  then  the  company  has 
wrought  a  steady  stream  of  new  bever- 
iges  to  market,  and  often  forced  Coke 
n  Japan  to  play  catch-up.  Itoen's  sales 
nave  nearly  doubled  since  1989,  to 
tround  $700  million  last  year, 
i  It  is  a  lot  tougher  in  Japan  for  an 
mtrepreneur  to  raise  startup  capital 
;han  it  is  in  the  U.S.  In  Japan  small 
;uppliers  have  in  the  past  been  fi- 
nanced by  the  larger  members  of  a 
ceiretsu  group,  and  are  dependent 
Irpon  them.  Makoto  Maki's  Melco, 
Inc.  is  a  big  success  today  but  might 
nave  been  a  success  sooner  had  it  been 
n  the  U.S.  Maki  founded  Melco  in 
1975  to  produce  a  device  to  improve 


Jeweler  Seiji  Tsutsumi 

He  competed  with  his  customers. 


the  sound  of  audio  equipment.  In 
1980  he  saw  that  personal  computer 
sales  were  taking  off  in  Japan  and 
realized  there  was  opportunity  to 
make  money  selling  memory  expan- 
sion boards  and  other  computer  peri- 
pherals. But  Maki  could  barely  finance 
his  older  business.  It  took  him  four 
years  to  get  his  first  bankloan,  and  then 
only  when  his  father  put  up  some  real 
estate  as  collateral. 

Today,  with  the  proliferation  of 
Microsoft's  Windows  software  in  Ja- 
pan, demand  for  Melco's  memory 
boards  is  taking  off.  Melco  increased 
its  payroll  by  nearly  30%  this  year  and  is 
still  aggressively  hiring.  Sales  for  the 
fiscal  year  ended  in  March  were  up 
57%,  to  $254  million.  A  public  compa- 
ny since  October  1991,  Melco  has  a 
market  value  of  $  1 .2  billion;  Maki  and 
his  family  are  worth  over  $700  million. 

"Large  companies  here  are  always 
looking  to  the  government  for  direc- 


tion— they  are  like  subsidiaries  of  the 
bureaucracy,"  says  Maki.  "We  are 
Japan's  true  merchants." 

Fortunately  for  Japan's  entrepre- 
neurs and  the  overall  economy,  the 
public  equity  market  has  become 
more  hospitable  to  promising  small 
businesses.  Japan's  over-the-counter 
market  is  up  30%  this  year,  versus  24% 
for  the  first  section  of  the  Tokyo  Stock 
Exchange.  This  year  more  than  a  hun- 
dred companies  are  expected  to  list  on 
the  o-t-c — a  record. 

Kenshin  Oshima,  himself  an  entre- 
preneur, started  Shohkoh  Fund  & 
Co.,  Ltd.  in  1978  and  has  grown  rich 
catering  to  the  financing  needs  of 
small  companies.  Shohkoh  Fund 
makes  short-term  commercial  loans 
to  small  businesses,  an  area  that  Ja- 
pan's large  banks  (and  the  foreign 
banks  which  operate  in  Japan)  have 
shunned.  Rates  on  Shohkoh  Fund's 
loans  usually  run  around  20%  for  an 
11 -month  loan.  Since  January  1993, 
the  price  of  Shohkoh  Fund's  stock  has 
more  than  doubled  and  Oshima,  only 
46,  is  another  new  member  of  Japan's 
billionaire  circle. 

"This  business  has  a  rather  dirty' 
image  in  Japan,  so  it  doesn't  attract 
smart  people,"  says  Oshima  of  his 
version  of  venture  capitalism.  "It  is 
easier  to  compete  with  stupid  peo- 
ple." Oshima  adds  that  he  is  expand- 
ing into  other  poor-image  businesses. 
He  runs  pachinko  parlors  and  talks 
about  getting  into  garbage  collection 
and  funeral  parlors. 

Oshima  argues  that  more  and  more 
Japanese  share  his  dream  of  becoming 
wealthy.  "You  can't  do  that  as  a  sala- 
ryman,"  he  notes. 

Akio  Hosono  appreciates  that  fact. 
He  heads  $260  million  (sales)  IO  Data 
Device,  a  fast-growing  computer  pe- 
ripherals maker  situated  in  northwest- 
ern Japan's  charming  old  castle  town 
of  Kanazawa.  Here  employees  are 
compensated  based  on  individual 
ability  rather  than  age  and  seniority. 
As  a  symbol  of  his  independent- mind- 
edness,  Hosono,  50,  drives  a  green 
four-wheel-drive  Cherokee  rather 
than  the  big  black  car  typically  favored 
by  Japan's  corporate  brass. 

"I  was  once  a  salaryman,  and  two- 
thirds  of  the  people  that  work  with  me 
now  were  once  salarymen  in  large 
companies,"  says  Hosono.  "We 
don't  want  that  lifestyle."  H 
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jfthe 

iction 


By  the  end  of  the  year 
there  will  probably  be 
around  580  small,  entre- 
preneurial companies  listed 
on  Japan's  over-the- 
counter  market,  up  from 
450  just  a  year  and  a  half 
ago.  There  are  a  couple  of 
relatively  new  U.S.  funds 
specializing  in  small  Japa- 
nese companies.  Japan 
OTC  Equity,  a  $107  million 
(assets)  closed-end  fund 


that  is  listed  on  the  New 
York  Stock  Exchange,  re- 
cently traded  at  around 
12%  a  share,  a  14%  premi- 
um to  net  asset  value. 
There's  also  an  open-end 
fund,  $300  million  (as- 
sets) dfa  Japanese  Small 
Company.  Note,  howev- 
er, that  dfa  requires 
a  $100,000  minimum 
investment. 

-Jason  Zweig  WM 
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A  new  disease  threatens  the  American  public: 
an  epidemic  of  power-hungry  puritanical  bigots. 

Thank  you 
for  smoking.  •  • : 


s 


By  Peter  Brimelow* 

THE  HANGPERSON'S  NOOSE  is  unmis- 
takably around  the  tobacco  industry's 
neck.  In  Florida  and  Mississippi,  state 
governments  are  attempting  to  force 
tobacco  companies  to  pay  some 
smoking-related  health  care  costs.  In 
Washington,  D.C.,  the  Environmen- 
tal Protection  Agency  has  claimed 
that  "'secondhand  smoke'"  is  a  signifi- 
cant risk  for  nonsmokers  and  the 
hood  &  Drug  Administration  is  mak- 
ing noises  about  regulating  nicotine 
as  a  drug.  And  recently  the  American 
Medical  Association  agreed,  reassert- 
ing that  nicotine  is  addictive.  Smokers 
have  already  been  driven  from  many 
workplaces  into  the  street  for  a  furtive 
puff,  but  further  legal  harassment,  to 
the  point  of  w  hat  an  industry  spokes- 
man calls  ""backdoor  prohibition," 
seems  unstoppable. 

Lost  in  this  lynching  frenzy:  the  fact 
that  smoking  might  be,  in  some  small 
ways,  good  for  you. 

Hold  on  now!  Let's  be  clear:  The 
Surgeon  General  has  indeed  deter- 
mined that  smoking  is  dangerous  to 
your  health.  Lung  cancer  and  cardio- 
vascular diseases  are  highly  correlated 
with  cigarette  consumption.  Annual 
smoking  related  deaths  are  common 
ly  said  to  be  over  400,000  (although 
critics  say  the  number  is  inflated). 

But  so  is  driving  automobiles  dan- 
gerous to  your  health  (over  40,000 
deaths  a  year).  Yet  people  do  it,  be- 
cause it  has  rew  ards  as  well  as  risk.  And 
they  judge,  as  individuals,  that  the 
reward  outweighs  the  risk. 

This  is  called  freedom. 

Well,  what  are  the  rewards  of  ciga- 
rette smoking?  Apart  from  intangible 
pleasure,  the  most  obvious  is  behav- 

*  Nonsmoker,  but  tolerant. 


ioral.  A  battery  of  studies,  such  as 
those  by  British  researcher  D.M.  War- 
burton,  show  that  cigarettes,  whatev- 
er their  other  effects,  really  do  stimu- 
late alertness,  dexterity  and  cognitive 
capacity. 

And  alertness,  dexterity,  etc.  can  be 
useful.  Such  as  when  driving.  Or  fly- 
ing— as  Congress  recognized  when  it 
exempted  airline  pilots  from  the  ban 
on  smoking  on  domestic  flights. 

These  behavioral  benefits  suggest 
an  answer  to  the  Great  Tobacco  Mys- 
tery: why  almost  a  third  of  adult 
Americans  continue  to  do  something 
they  are  told,  incessantly  and  insis- 
tently, is  bad  for  them.  ( Duke  Univer- 
sity economist  W.  Kip  Viscusi  report- 
ed in  his  1992  book,  Smoking:  Mak- 
ing the  Risky  Decision,  that  survey  data 
show  smokers,  if  anything,  exaggerate 
the  health  danger  of  their  habit.) 

Smokers,  according  to  numerous 
studies  such  as  those  by  University  of 
Michigan  researchers  Ovide  and  Cyn- 
thia Pomerleau,  are  different  from 
nonsmokers.  They  tend  toward  de- 
pression and  excitability.  Current  un- 
derstanding is  that  nicotine  is  "am- 
photeric"— that  is,  it  can  act  to 
counter  both  conditions,  depending 
on  how  it  is  consumed.  (Quick  puffs 
stimulate,  long  drags  calm.) 

The  implication  is  fascinating:  A 
large  part  of  the  population  seems  to 
be  aware  of  its  significant  although 
not  pathological  personality  quirks, 
and  to  have  discovered  a  form  of  self- 
medication  that  regulates  them. 

Of  course,  this  explanation  for  the 
stubbornness  of  smokers  is  not  as 
satisfying  as  what  Washington  prefers 
to  believe:  mass  seduction  by  the 
wicked  tobacco  companies  and  their 
irresistible  advertising.  Nor  would  it 


Smokers  rebel? 
To  promote  this 
new  comic  novel 
about  a  tobacco 
industry  spokes- 
man, the  publish- 
er boldly  held  a 
"smoking  party" 
in  Washington. 


justify  huge  rescue  operations  by  he- 
roic politicians  and  bureaucrats. 

Beyond  its  behavioral  effects, 
smoking  seems  also  to  offer  subtler 
health  rewards  to  balance  against  its 
undisputed  risks: 

■  Parkinson's  disease.  The  frec]uency 
of  this  degenerative  disorder  of  the 
nervous  system  among  smokers  ap- 
pears to  be  half  the  rate  among  non- 
smokers — an  effect  recognized  by  the 
Surgeon  General  as  long  ago  as  1964. 

■  Alzheimer's  disease.  Similarly,  the 
frequency  of  this  degenerative  mental 
disorder  has  recently  been  found  to  be- 
as  much  as  50%  less  among  smokers 
than  among  nonsmokers — for  exam- 
ple, by  the  11  studies  reviewed  in  the 
International  Journal  of  Epidemiolo- 
gy in  1991. 
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I  Endometrial  cancer.  There  is  exten- 
ive  and  long-standing  evidence  that 
.his  disease  of  the  womb  occurs  as 
nuch  as  50%  less  among  smokers — as 
locumented  by,  lor  example,  a  New 
znjjland  Journal  of  Medicine  article 
iack  in  1985.  The  triggering  mecha- 
lism  appears  to  be  a  reduction  in 
:strogen  levels. 

i  Prostate  cancer.  Conversely,  smok- 
ng  seems  to  raise  estrogen  levels  in 
inen  and  may  be  responsible  for  what 
appears  to  be  a  50%  lower  rate  of 
prostate  cancer  among  smokers,  al- 
though this  needs  corroboration. 

II  Osteoarthritis.  This  degenerative 
disorder  of  bone  and  cartilage  is  up  to 
ive  times  less  likely  to  occur  among 
leavy  smokers — as  documented,  for 
example,  by  the  federal  government's 


first  Health  and  Nutrition  Examina- 
tion Survey. 

■  Colon  cancer,  ulcerative  colitis. 
These  diseases  of  the  bowel  seem  to 
be  about  30%  and  50%  less  frequent 
among  smokers — documented,  for 
example,  by  articles  in  the  Journal 
of  the  American  Medical  Associa- 
tion and  in  the  New  England  Jour- 
nal of  Medicine  in  1981  and  1983, 
respectively. 

Other  benefits  that  have  been  sug- 
gested for  smoking:  lower  rates  of 
sarcoidosis  and  allergic  alveolitis, 
both  lung  disorders,  and  possibly 
even  acne.  Smokers  are  also  lighter — 
ironic,  because  obesity  is  a  leading 
cause  of  the  cardiovascular  disease 
that  smoking  is  also  supposed  to  exac- 
erbate. So  you  could  quit  smoking 


and  still  die  of  a  heart  attack  because 
of  the  weight  you  put  on. 

None  of  these  health  benefits  is 
enough  to  persuade  doctors  to  rec- 
ommend occasional  cigarettes,  in  the 
way  that  some  now  occasionally  rec- 
ommend a  glass  of  wine. 

But  consider  this  theoretical  possi- 
bility: Should  60-year-olds  take  up 
smoking  because  its  protection 
against  Alzheimer's  is  more  immedi- 
ate than  its  potential  damage  to  the 
lungs,  which  won't  show  up  for  30 
years  if  at  all? 

A  theoretical  possibility — and  likely 
to  remain  theoretical.  Research  into 
possible  benefits  of  tobacco  and  nico- 
tine is  widely  reported  to  be  stymied 
by  the  absolutist  moral  fervor  of  the 
antismoking  campaign. 

Under  the  Carter  Administration, 
the  federal  government  abandoned  its 
research  into  safer  cigarettes  in  favor 
of  an  attack  on  all  smoking.  No  effort 
is  made  to  encourage  smokers  to 
switch  to  pipes  and  cigars,  although 
their  users'  lung  cancer  and  heart 
disease  rates  arc  five  to  ten  times  lower 
(somewhat  offset  by  minor  increases 
in  mouth  and  throat  cancers).  There  is 
no  current  support  for  studies  of  the 
marginal  increase  in  danger  for  each 
cigarette  smoked,  although  it  appears 
the  human  system  can  clear  the  effects 
of  three  to  five  of  the  (much  stronger) 
pre- 1960  cigarettes,  if  dispersed 
across  a  day,  with  relatively  little  risk. 

Instead,  the  extirpation  of  smoking 
has  become  another  "•moral  equiva- 
lent of  war" — as  President  Carter 
called  the  energy  crisis  in  the  1970s, 
and  as  price  and  wage  controls  were 
viewed  earlier.  There  is  no  role  for 
tradeoffs,  risk-reward  calculations  or 
free  choice. 

Why  don't  tobacco  companies 
point  out  the  potential  offsetting  re- 
wards of  smoking?  Besides  the  usual 
corporate  cowardice  and  bureaucratic 
inertia,  the  answer  may  be  another, 
typically  American,  disease — lawyers. 
Directing  the  companies'  defense, 
they  apparently  veto  any  suggestion 
that  smoking  has  benefits  for  fear  of 
liability  suits  and  of  the  possible  regu- 
latory implications  if  nicotine  is  seen 
as  a  drug. 

Which  leaves  smokers  defenseless 
against  a  second  typically  American 
disease:  the  epidemic  of  power- 
hungry  puritanical  bigots.  ■  I 
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OBSERVATIONS 

You  can  leave  college  today  with  a  beautifully 
embossed  diploma  without  having  encountered 
Shakespeare,  Plato,  the  Constitution  of 
the  United  States  or  Abraham  Lincoln. 


A  gentleman's  'A' 


BY  THOMAS  SOWELL 


Dr.  Thomas  Sowell  is  an  economist 

and  a  senior  fellow  at  the  Hoover  Institution 

in  Stanford,  Calif. 


At  ONE  time,  a  college  student  of  only 
average  ability  might  expect  to  receive 
what  was  called  a  "'gentleman's  C." 
Today  the  average  student  is  more 
likely  to  receive  a  gentleman's  A  or  a 
lady's  A.  At  Stanford  University,  by 
no  means  unique,  the  most  frequently 
given  grade  is  A. 

The  next  most  frequently  given 
grade  is  A- minus.  Altogether,  the 
grades  of  A,  A-  and  A+  add  up  to 
about  40%  of  all  grades  at  Stanford. 
Fewer  than  10%  of  all  grades  are  C, 
C-  or  C+.  As  for  failing  grades,  no 
one  has  received  one  of  those  at 
Stanford  for  the  past  20  years, 
though  F's  are  now  being  reinstat- 
ed— and  may  even  be  given  to  an 
occasional  student  by  some  of  the 
bolder  professors. 

Similar  grading  practices  are  found 
at  similar  colleges  and  universities 
across  the  country.  During  the  entire 
decade  of  the  1980s,  A's  never  fell 
below  40%  of  all  grades  at  Yale. 

If  I  taught  at  Stanford — which  I 
never  have,  despite  being  on  the  pay- 
roll there  for  14  years — I  would  be 
even  more  out  of  step  educationally 
than  I  am  philosophically.  Back  when 
I  did  teach  (at  UCLA,  Cornell,  Am- 
herst, etc.)  I  thought  nothing  of 


flunking  a  fourth  of  the  class  if  a 
fourth  of  the  class  deserved  flunking. 
In  the  UCLA  economics  department, 
that  was  not  uncommon  in  those 
days.  Only  the  chemistry  department 
flunked  a  higher  percentage  of  its 
students  than  economics. 

If  you  think  that  today's  grades  are 
higher  because  today's  students  are  so 
much  smarter  than  students  in  the 
bad  old  days,  then  you  just  haven't 
seen  the  studies  of  how  little  time 
today's  students  put  into  their  aca- 
demic work — and  how  little  even  the 
graduates  of  Ivy  League  colleges 
know  about  things  that  people  with  a 
high  school  education  used  to  know. 

You  can  graduate  from  some  Ivy 
League  colleges  (and  other  colleges) 
without  taking  a  single  course  in  his- 
tory, math,  economics,  or  many  of  the 
sciences.  You  can  leave  with  a  beauti- 
fully embossed  diploma  without  hav- 
ing once  encountered  Shakespeare, 
Plato,  the  Constitution  of  the  United 
States,  Abraham  Lincoln  or  contem- 
porary writers  like  Milton  Friedman. 
You  are,  however,  almost  guaranteed 
to  encounter  Karl  Marx  at  least  once 
and  probablv  more  than  once. 

Whether  you  will  encounter  a  pro- 
fessor is  also  problematical  during  the 
freshman  year  at  many  of  the  larger 
universities,  where  teaching  assistants 
do  most  of  the  teaching.  We  are  not 
talking  about  Podunk  A&M  here. 
Most  of  the  introductory  calculus 
courses  at  Harvard  have  been  taught 
by  people  who  were  not  members  of 
the  Harvard  faculty. 

It's  not  that  Harvard  doesn't 
have  some  great  professors.  It's  just 
that  many  freshmen  will  have  to 
take  that  on  faith.  Parents  who  are 
shelling  out  25  grand  a  year  for  their 
children  to  go  to  Harvard  will  also 
have  to  take  it  on  faith.  And  Har- 


vard is  by  no  means  unique  in  this. 

Usually  when  someone  points  out  a 
social  problem,  there  immediately 
follows  a  solution  which  requires 
more  of  the  taxpayer's  money — or 
"funding"  as  it  is  called  in  squeamish 
circles.  Actually,  massive  government 
funding  is  a  major  part  of  the  prob- 
lem, according  to  George  Rocha 
president  of  Hillsdale  College  in 
Michigan  and  author  of  the  recent) 
book  The  Tall  of  the  Ivory  Tower. 

In  relentless  factual  detail,  Dr, 
Roche  demonstrates  how  colleges 
large  and  small,  famous  and  ob- 
scure, have  made  the  pursuit  of  gov- 
ernment money  paramount.  In  the! 
process,  they  have  sacrificed  teach- 
ing to  research,  principle  to  expedii 
ency  and  their  own  autonomy  tc 
federal  largesse. 

In  a  sense,  that's  easy  for  him  to  say, 
Hillsdale  College  remains  a  teaching 
institution  and  refuses  to  accept  any 
government  money  whatever.  On  the 
other  hand,  it  is  by  no  means  easy  for  a 
college  to  survive  under  those  condi- 
tions, with  the  federal  Treasury  subsi- 
dizing its  competitors. 

Hillsdale  received  some  media  at- 
tention a  few  years  ago  when  il 
clashed  with  the  federal  government) 
over  whether  it  had  to  submit  paper- 
work to  Washington  documenting 
the  racial  composition  of  its  student! 
body.  The  irony  in  all  this  is  that) 
Hillsdale  promoted  equal  opportuni- 
ty more  than  a  century  before  the 
federal  government  did:  It  admitted 
black  students  before  the  Civil  War. 
In  our  own  times,  I  have  always  seerj 
black  students  whenever  I  have  been 
on  the  Hillsdale  campus. 

Why  won't  they  document  this 
then,  by  filling  out  the  forms  anq 
submitting  them  to  the  Washington 
bureaucrats?  The  answer  is  princi- 
ple— however  alien  that  concept  has 
become  among  academics. 

Why  is  George  Roche  so  complete- 
ly out  of  step  with  his  fellow  college 
presidents  across  the  country,  who  file 
mountains  of  government  forms  and 
maintain  an  army  of  lobbyists  iri 
Washington  and  in  the  state  capitals 
to  get  ever  more  of  that  government 
funding  which  Hillsdale  College  re- 
fuses to  accept?  Perhaps  there  is  just) 
no  accounting  for  tastes.  Certainly  in 
today's  academic  environment  there 
is  no  accounting  for  principles.  ■ 
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Mitsubishi  Luxury 


You  can  take  it  to  the  Ritz. 
You  can  take  it  to  Baja. 
Or  you  can  take  it  up  to  159  mph. 


DIAMANTE 


M    0    N    T    E    R  0 


3    0    0    0    G  T 


The  Mitsubishi  Diamante  LS. 
What  it  does  for  your  eyes,  it  does 
for  your  other  senses  as  well. 


The  interplay  of  lines  and  shapes  com- 
municates what  might  be  called  "elegant 
aggression " —  a  fitting  expression  of  the 
driving  experience  that  awaits  you.  There 
is  nothing  bland  or  reticent  about  the 
Diamante  LS.  Its  rewards  are  emotional, 
sensual,  as  a  luxury-performance  sedan's 
rewards  should  be.  A  perfect  embodiment 
of  what  Mitsubishi  calls  "The  New  Thinking 
in  Automobiles'."" 

From  behind  the  wheel  it  feels  taut, 
yet  supple,  giving  a  vivid  tactile  impression 


of  the  road,  minus  the  sharp  edges.  The  . 
7-way  adjustable  driver's  seat  comes  with 
power  assist  and  is  easily  contoured  to 
your  frame.  Once  adjusted,  it  soothes  you 
as  you  drive.  Precise  orthopedics,  with  the 
opulence  of  leather. 

The  24-valve  V6  engine  moves  you  alor 
with  exhilarating  swiftness  and  gratifying 
quietness.  Allowing  you  to  fully  appreciate 
the  extraordinary  stereo  system,  designed  L 
cooperation  with  Infinity®,  renowned  makers 
of  fine  audio  equipment.  Meanwhile, 


subishi's  patented  ETACS-IV" 
:om passes  ten  separate  con- 
lience  features  to  enhance  your 


comfort  and  safety,  from  speed-sensitive 
windshield  wipers  to  a  comprehensive 
security  system.  :  , 

Dual  air  bags,  ABS  anti-lock  brakes, 
side-impact  protection,  optional  traction 
control,  and  an  enormously  strong  pas- 
senger cage  all  contribute  to  your  sense  of 
security  and  well-being.  Which,  in  turn, 
serve  to  intensify  the  boundless  other 
pleasures  to  be  enjoyed  in  the  Diamante 
LS.  For  more  information,  or  the  Mitsubishi 
Dealer  nearest  you,  call  1-800-55MITSU.  . 


fhe  Mitsubishi  Montero  SR. 
Unruffled  by  mud,  rocks,  snow 
or  the  freeway  on  Monday  morning. 


r 


A  fine  luxury  car  is  expected  to  display 
poise,  unflappability,  masterful  control. 
But  only  on  reasonably  passable  roads. 

The  Montero  SR  displays  those 
traits  on  roads  that  would  not  be 
passable  for  any  conventional  luxury 
vehicle.  As  well  as  surfaces  that  don't 
remotely  qualify  as  roads,  and  in 
forbidding  weather. 

With  Active-Trac"4WD,  Montero 
even  adapts  to  the  severity  of  the 
conditions  at  hand.  From  a  lightly 


rain -slicked  road  all  the  way  to  deep 
mud  and  snow.  And  with  Multi-Mode 
ABS,  anti-lock  braking  is  preserved 
in  every  drive  mode.  It's  a  highly 
versatile,  ruggedly  proficient  luxury 
sport-utility.  In  essence,  a  "go-any- 
where "  luxury  vehicle. 

To  go  with  its  smooth,  unruffled 
handling  of  almost  any  condition, 
there's  a  smooth  24-valve  V6  engine 
capable  of  generating  215  horsepowe 
There's  also  a  host  of  amenities, 


.<  >  ■'■ . 


The  Mitsubishi  3000GT  VR-4. 
It  reaches  159  mph  on  a  race  track 
and  is  equally  thrilling  in  a  parking  lot 


There  are  roads  on  which  it's  perfectly 
legal  to  extract  maximum  performance 
from  the  3000GT  VR-4.  Such  roads  are 
usually  oval  tracks,  closed  to  normal 
traffic.  But  who  knows?  You  may  decide 
to  seek  one  out  someday. 

On  the  other  hand,  you  may  well 
be  content  with  the  challenges  offered 
by  public  roads — the  slow-moving  truck 
or  the  snaking  back  road,  for  example. 
Under  such  circumstances,  terms  like 
"all-wheel  drive,"  "four-wheel  steering," 


"twin  turbochargers"  "320  horsepdwe 
and  "six-speed  gearbox" take  on  sped 
meaning.  You'd  never  believe  an 
automobile  could  do  such  things. 
And  with  such  gratifying  smoothness 
and  finesse. 

The  truth  is,  the  3000GT  VR-4 
represents  new  thinking  in  high-perfor- 
mance driving.  It  looks  and  performs 
like  an  exotic  sports  car,  but  isn't 
priced  like  one.  Moreover,  it's  equally 
gratifying  as  a  grand-touring  sports  ca, 


•pped  with  such  luxury  features  as  a 
er-adjustable  driver's  seat,  leather 
,  a  superb  Mitsubishi/Infinity9 


stereo  system  and  comprehensive 
safety  equipment. 

All  of  which  make  it  enormously 
enjoyable  to  spend  time  in.  Whether 
you're  negotiating  a  race  track,  taking 
an  all-day  trip  or  just  sitting  still  in  a 
parking  lot.  And  that  says  nothing 
about  the  fun  you'll  have  watching 
heads  turn.  For  more  information 
oh  the  3000GT,  or  the  Mitsubishi 
Motors  Dealer  nearest  you,  please 
call  1-800-55MITSU. 


Mitsubishi  introduces  the  Spyder. 
Luxury  taken  to  the  extreme. 


Mitsubishi  Spyder 


For  Mitsubishi,  new  thinking  is  corporate  policy.  And  if  that 
thinking  expands  accepted  parameters  of  luxury,  so  much 
the  better.  The  new  Spyder  does  just  that,  combining 
extremes  in  performance  and  design,  with  a  major  advance 
in  what  might  be  called  "open-air  technology" 

One  moment,  the  Spyder  is  a  weather-tight  hardtop. 
Push  a  button,  and  in  approximately  thirty  seconds  the  top 
folds  neatly,  smoothly,  and  quietly  into  the  trunk  to  create  a 
stunning,  open-top  roadster.  Push  the  button  again,  and  the 
top  reappears,  latching  snugly  into  place  overhead.  No  bolt- 
ing, unbolting,  lifting  or  storing  are  required.  It  all  happens 
automatically,  via  microprocessors  and  precision  design. 
Making  the  Spyder  the  world's  only  production  convertible 
with  an  automatically  retracting  hardtop! 

Of  course,  the  Spyder  perfectly  exemplifies  Mitsubishi 
luxury  in  every  other  respect,  as  well.  From  its  extraordinary 
performance,  to  its  opulent  interior  design,  including  rich 
leather  trim  and  a  magnificent  Mitsubishi/Infinity® sound 
system  with  a  6-disc  CD  auto-changer.  So,  if  your  tastes  in 
luxury  go  to  the  extreme,  please  note  that  the  Spyder  will 
be  introduced  in  the  fall  of  1994.  For  more  information,  or 
the  Mitsubishi  Dealer  nearest  you,  call  1-800-SPYDER1. 

*Road  &  Track.  February'  1994.  Top  speed  obtained  under  test  track  conditions  by  professional  drivers  using  special  equipment  ana 
orocedures.  Mitsubishi  does  not  advocate  exceeding  speed  limits.  *  'Won  by  race-prepared,  two-door  version  of  the  Mitsubishi  Montero. 
*  The  Spyder's  computer-controlled  retractable  hardtop  was  designed  jointly  by  Mitsubishi  Motors  and  ASC  Incorporated  and  meets  all 
federal  safety  standards  for  a  convertible.  Vehicle  shown  is  a  pre-production  1995  VR-4  model.  SL  model  will  also  be   ^  fYCf* 
available.  Final  production  models,  available  fall  1994,  may  feature  minor  trim  variations.  wClCA*, 

amitsubishi 
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It  should  come  as  no  surprise  that  Southwest  Airlines' 
huge  success  is  spawning  many  imitators.  Chicago's  old 
Midway  Airport  is  a  favorite  breeding  ground. 

Opportunity 
beckons 


By  Gary  Samuels 

If  you  want  to  see  the  future  of  the 
airline  business,  go  to  Chicago's  Mid- 
way Airport.  Just  two  and  a  half  years 
ago  it  became  a  ghost  airport  after  its 
main  tenant,  Midway  Airlines,  col- 
lapsed. But  while  politicians  were  argu- 
ing over  where  to  spend  $15  billion 
dollars  building  a  proposed  third  Chi- 
cago airport,  clever  airline  entrepre- 
neurs saw  an  opportunity  in  Midway's 
empty  hangars  and  deserted  gates. 
They  understood,  if  the  politicians  did 
not,  that  once  the  Chicago  Tran- 
sit Authority  opened  die  Orange 
elevated  train  line  to  Midway  late 
in  1993,  it  would  take  only  25 
minutes  and  $1.50  to  get  to  the 
airport  from  Chicago's  down- 
town Loop  business  district, 
compared  wirii  40  minutes  on 
the  O'Hare  train.  These  days  you 
don't  hear  much  talk  about  third 
airports. 

Today  Midway  Airport  is  bus- 
ding  with  so  much  activity  that  a 
new  X-ray  machine  and  metal 
detector  had  to  be  installed  to 
shorten  lines  because  it  some- 
times took  half  an  hour  just  to  get  MB 
past  the  security  checkpoints. 

Southwest  Airlines  has  replaced  Mid- 
way Airlines  as  anchor  tenant  and  ac- 
counts for  about  half  of  the  airport's 
traffic.  The  remaining  service  is  provid- 
ed by  16  other  airlines,  just  about  all 
low-cost  carriers,  many  brand  new. 
Midway  has  become  die  country's  big- 
gest laboratory  for  the  new  breed  of 
airline — stamped  mostly  in  die  image 
of  Southwest. 

As  is  often  the  case,  Southwest 
showed  the  way.  Southwest  began  fly- 
ing 7  flights  a  day  out  of  Midway  to  St. 


Louis  in  1985.  By  the  time  Midway 
Airlines  went  under,  Southwest  was  up 
to  44  daily  flights  to  four  cities.  Filling 
the  gap  left  by  Midway's  demise, 
Southwest  now  has  77  flights  a  day  to  9 
cities,  including  Baltimore-Washing- 
ton on  the  East  Coast,  and  plans  to  run 
100  flights  a  day  out  of  Midway  by  die 
end  of  next  year.  Soudiwest's  Chicago 
payroll  has  climbed  from  120  at  the  end 
of' 1991  to  1,220  today.  "Low-cost 
startup  carriers  can  use  Midway  to  serve 


■i 

Chicago's  Midway  Airport 
Deserted  gates  and  empty  hangars  no  more. 


bodi  East  and  West  coasts,"  explains 
Bob  Montgomery,  Soudiwest's  direc- 
tor of  properties. 

"We  have  the  lowest  per- mile  oper- 
ating cost  of  any  airline,"  brags  Michael 
Bergt,  president  of  Alaska -based  Mark 
Air,  which  emerged  from  bankruptcy 
earlier  this  year  and  flies  from  Midway 
to  Newark,  Minneapolis,  Denver  and 
Phoenix.  "We're  operating  our  airline 
at  6.5  cents  a  seat-mile,  while  South- 
west is  about  7.2  cents  a  seat-mile,"  he 
says.  Am tran  Inc.  claims  its  American 


Trans  Air  unit  operates  at  5.6  cents. 
Valu  Jet,  an  Adanta  startup,  says  its  costs 
are  6.6  cents  before  paying  employee 
bonuses. 

There  may  be  some  exaggeration 
here,  but  there  is  no  question  that  these 
stripped-down  airlines  have  a  big  cost 
advantage  over  die  big  full-service  carri- 
ers. Add  to  this  Midway's  low  airport 
usage  costs — $4.96  per  emplaned  pas- 
senger, versus  $7.81  at  O'Hare.  Mark 
Air's  unrestricted  fare  between  Midway 
and  Minneapolis  is  $66,  versus  $283 
full-fare  on  Northwest.  Valujet  flies 
Midway/Atlanta  for  a  top  fare  of  $109 
each  way,  one -third  the  price  on  Delta 
out  of  O'Hare.  A  startup  diat  calls  itself 
Midway  Airlines  charges  $124  to  La- 
Guardia,  versus  American's  $393. 

Unlike  Southwest,  which  enters  new- 
markets  with  a  blitz  of  flights,  die  new 
shoestring  low-cost  carriers  skim  busi- 
ness with  only  a  few  flights.  But  there 
are  so  many  of  diem  that  in  combina- 
tion they  are  draining  business  from  the 
big  carriers.  On  the  Midway/Adanta 
route,  for  example,  Kiwi  flies  only  tiiree 
flights  a  day,  but  Valujet,  a  startup,  has 
four  flights,  National  Airlines  has  one 
and  Continental's  budget  CALite  op- 
eration runs  four  connecting 
flights  a  day. 

Midway's  close-to-downtown 
geography  makes  it  unique,  but 
there  are  plenty  of  potential  Mid- 
ways around  die  country.  "You'll 
see  reliever  airports  around  big 
cities  playing  a  more  important 
role,"  says  Larry  Crawford,  presi- 
dent of  Avitas,  a  Washington  avi- 
ation consultant.  Some  cities  will 
revive  old,  abandoned  airports. 
Detroit  is  trying  to  expand  the 
5,200-foot  runway  at  its  close-in 
city  airport,  where  only  USAir 
now  flies.  With  so  many  military 
bases  closing,  some,  like  Austin's 
Bergstrom,  El  Toro  in  Irvine, 
Calif,  and  Norton  Air  Force  Base  in 
San  Bernardino,  have  clear  commercial 
potential. 

Will  the  startups  survive?  Too  early  to 
tell.  But  with  die  cost  of  entry  not  much 
more  dian  the  cost  of  leasing  a  few 
planes,  others  can  be  expected  to  arise  if 
some  of  the  early  starters  falter.  Where 
there's  opportunity,  diere  will  always  be 
opportunists.  (For  a  detailed  report  on 
troubles  facing  the  big  airlines,  see  "A 
Sixties  industry  in  a  Nineties  econo- 
my," Forbes,  May  9.)  H 
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The  lives  and  careers 
of  eight  pioneering 
women  at  Harvard 
Business  School. 
Like  others  who 
have  followed  them 
to  Cambridge,  they 
have  learned  the 
lesson  that  success 
isn't  always  measured 
by  rungs  on  a  ladder. 


By  Dana  Wechsler  Linden 

ELAINE  Luthy,  a  20-year-old  Stanford  senior  majoring  in 
English,  opened  a  Western  Union  telegram  on  Mar.  20, 
1963.  Congratulations,  it  said,  you  have  been  chosen  as 
the  first  woman  to  be  admitted  to  the  two-year  M.B.A. 
program  at  Harvard  Business  School. 

Graduating  from  Stanford  University  a  few  months 
later,  Luthv  took  a  Greyhound  bus  across  the  country  to 
join  a  class  of  624  men  and  8  women  in  the  redbrick 
buildings  across  the  Charles  River  from  Harvard  College. 
For  a  brief  time,  Luthy  was  a  minor  celebrity.  "Blond 
Bomb  for  Han  arch"  read  a  Boston  Herald  headline. 

That  was  the  newspaper's  way  of  looking  at  Luthy's 
admission,  not  Luthy's  way.  Today  she  says  she  had  just 
one  main  thought  on  her  mind:  having  a  career.  She  and 
other  female  members  of  the  class  of  '65  were  primly 
housed  in  Radcliffe  dorms  across  the  river  from  the 
business  school  and  began  attending  classes  with  a  group 
that  included  such  luminaries-to-be  as  Louis  Gerstner  Jr., 
now  chief  executive  officer  of  IBM;  Stephen  Kaufman,  now 
chairman  of  Arrow  Electronics;  and  Arthur  Martinez, 


chief  executive  of  Sears,  Roebuck's  merchandising  group. 
The  class'  most  notorious  figure  was  to  be  Ghaith  Pha- 
raon,  who  became  one  of  Saudi  Arabia's  most  prominent 
financiers  before  being  indicted  for  allegedly  acting  as 
front  man  for  acquisitions  by  the  Bank  of  Credit  & 
Commerce  International. 

Intellectually  and  in  motivation,  those  first  women  were 
well  equipped  to  meet  the  competition  among  that  talent- 
ed group.  Recalls  Professor  Emeritus  Wickham  Skinner: 
"The  Admissions  Department  was  told  it  had  to  be  sure 
about  them,  there  shouldn't  be  more  than  a  5%  chance  of 
their  failing.  Those  women  were  pretty  darned  good." 
And  they  were.  Whereas  up  to  30  of  their  male  classmates 
didn't  graduate  with  their  class,  all  of  the  women  did. 

How  have  they  realized  all  that  promise?  Where  are  they 
now?  Like  any  pioneering  group,  this  one  sustained  heavy 
casualties.  Only  two  of  the  eight  followed  a  traditional 
career  path,  and  one  of  those  two  is  dead.  Most  of  the 
others,  faced  with  the  conflict  between  a  traditional 
woman's  role  and  a  career,  chose  the  former.  One  of  the 
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;ight  decided  that  business  was  not  for  her  and  tried 
3ther  careers. 

That  all  eight  faced  hurdles  higher  than  those  facing 
:oday's  women  M.B.A.s  goes  without  saying.  The  first 
iiirdle  came  with  the  recruiters  who  come  to  Harvard 
Business  School  each  spring.  Many  of  the  men  in  the  class 
got  five  or  six  job  offers.  Most  of  the  women  got  none. 

"They  were  polite  and  everything,,,  recalls  '65 -er  Lynne 
Sherwood,  "but  you  knew  it  was  futile  just  from  the 
questions  they  asked  you.  Like,  'How  do  we  know  we 
.von't  train  you  and  then  you'll  get  married  and  have 
ads?'  " 

Some  of  the  women  started  signing  up  for  interviews 
asing  only  their  first  initials.  It  helped  a  little,  says  Sharon 
3aum,  who  joined  the  eight  women  for  their  second  year 
jit  the  business  school.  (Baum  had  completed  her  first  year 
inder  a  separate  Harvard- Radcliffe  program  for  women,  a 
few  of  whom  completed  their  M.B.A.s  at  Harvard  Busi- 
ness School  between  1959  and  1965.)  "The  guy  was  so 
aken  aback  that  you  could  get  all  your  points  across  before 


The  first  eight  women  admitted  to  Harvard's  two- 
year  M.B.A.  program.  Back  row,  left  to  right: 
Elizabeth  Trotman,  Susan  Holt,  Cecilia  Rauch, 
Lynne  Sherwood,  Elaine  Luthy. 
Front  row,  left  to  right:  Michelle  Turnovsky, 
Dixie  Marchant,  Caryl  Brackenridge. 


he  could  ask  those  stupid  questions,"  she  says. 

As  a  second-year  student,  Elaine  Luthy  hoped  to  get  a 
job  as  an  advertising  account  executive  and  remembers 
interviewing  with  Young  &  Rubicam.  "They  told  me 
they'd  just  hired  a  woman.  They  wanted  to  wait  a  few  years 
to  see  how  she  turned  out."  And  '65-er  Elizabeth  Trot- 
man says:  "Our  job  prospects  were  really  dismal.  All  the 
men  had  multiple  offers.  One  of  the  women  in  the  class 
used  to  say,  'Well,  at  least  when  I  go  shopping  I'll  be  able 
to  figure  out  if  I'm  benefiting  from  the  10-cent  sale.'  " 

Eor  two  of  the  women,  recruiting  posed  a  particularly 
thorny  problem  since  they  were  engaged  to  classmates. 
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''•Recruiting  for  me  was  a  disaster,"  says  Cecilia  Rauch. 
"No  one  would  think  of  interviewing  me  until  hehzd  a  job. 
So  I  kind  of  gave  up." 

She  gave  up  on  recruiters  but  not  on  seeking  a  career. 
Rauch  followed  her  fiance,  Dudley,  to  Los  Angeles,  and 
five  months  later  finally  landed  a  position  with  Times 
Mirror,  doing  research  on  potential  acquisitions.  She  was 
determined  to  succeed.  "I  probably  felt  I  had  as  much 
chance  as  anyone  else  of  becoming  president  of  Times 
Mirror  someday,"  she  says.  When  she  became  pregnant, 
she  refused  to  leave  work  three  months  before  the  birth,  as 
company  rules  prescribed.  And  three  weeks  after  her 
daughter  was  born,  Rauch  was  back  at  her  desk. 

But  then  came  the  crisis — a  crisis  similar  to 
those  faced  by  many  of  her  female  classmates. 
Her  husband's  employer,  Teledyne,  transferred 
him  to  Alabama.  They  decided  he  would  accept 
the  job  and  she  would  take  her  chances.  "It  was 
clearly  a  good  move  for  him,  and  I  didn't  expect 
to  have  problems.  I  was  still  pretty  darned  naive 
about  life,"  she  says.  Rauch  did  land  a  job  in 
Huntsville  administering  a  federally  funded 
project  to  set  up  day  care  centers.  Then  Tele- 
dyne  transferred  her  husband  again,  this  time  to 
Mobile.  "I  was  in  the  deep  South.  I  truly  could 
not  find  a  job.  That  was  the  end  of  the  career," 
she  says. 

Scratch  one  ladder-climbing  M.B.A.  But 
Rauch  does  not  sound  resentful  about  her  aban- 
doned career.  She  says  she  has  found  other  ways 
to  make  her  life  meaningful,  like  being  the 
nonpaid  chairman  of  the  retirement  home  in 
Claremont,  Calif,  where  her  father  lived.  The 
home  is  doing  a  $21  million  renovation  and 
expansion,  and  she  says  her  M.B.A.  is  coming  in 
very  handy.  Rauch  also  works  part  time  for  H&R 
Block  as  a  tax  preparer  and  teacher. 


Elaine  Luthy,  "I'm  sometimes  frustrated  I  haven't  fulfilled  more  wi 

the  "blond  bomb"    the  education  I  have,"  she  admits.  "But  my  daughter 
"I've never  Princeton  graduate]  just  decided  to  marry,  and  I'm  nj 

gone  to  a  sure  the  decisions  will  be  any  easier  for  her.  If  one  finds 

reunion.  job,  how  does  that  limit  [the  spouse]?  There  will  always  I 

I  can't  the  same> choices." 

afford  to."  For  Elizabeth  Trotman,  family  complicated  her  carei 

unm  in  a  different  way.  Because  of  a  tragic  mishap  during  h« 

first  child's  delivery,  he  was  born  with  cerebral  pals 
"What  made  me  a  self-employed  person  is  I  had  a  kid  wii 
a  major  problem,"  she  says  matter- of- factly.  A  woman 
career  is  shaped  by  so  many  circumstances  that  have  a  less* 
effect  on  men's,  she  says.  "The  same  thing  happened  1 
George  [her  husband],  but  his  job  didn't  change." 

Trotman  did  some  part-time  consulting  from  hon 
until  her  son  was  old  enough  for  kindergarten,  and  the 
eased  into  a  career  with  flexible  hours.  She  bought  an 
now  manages  six  small  apartment  buildings  near  her  hon 
in  downtown  Philadelphia.  She  says  the  banks  would  nev< 
have  lent  her  money  if  it  hadn't  been  for  her  M.B.A.  ' 
overwhelmed  them  with  pro  formas  and  projections  froi 
J.  Keith  Butters'  finance  class,"  she  laughs. 

"I  turned  around  and  made  the  best  of  it,"  she  says.  ' 
was  able  to  make  difficult  choices  under  uncertainr 
Wasn't  that  what  they  taught  us  in  business  school?" 

The  same  kind  of  choices  Rauch  and  Trotman  mac 
were  taken  by  Caryl  Brackenridge,  Susan  Holt  and  M 
chelle  Turnovsky.  All  put  marriage  and  children  ahead  ( 
their  careers  and  all  claim  they  made  the  right  choice  fc 
themselves.  Brackenridge  jokes  about  trouble  filling  oi 
alumni  questionnaires.  "There's  no  way  I'm  going  to  pi 
housewife,  forget  it.  I  always  put  volunteer."  There's 
touch  of  embarrassment  in  that  confession  but  no  hea\ 
regret. 

Brackenridge  is  proud  that  as  a  mother  she  missed  only 
few  of  her  two  sons'  soccer  games,  though  they  played  for 
total  of  18  years.  Her  husband,  James,  is  a  business  schoc 


Real  estate  manager  Elizabeth  Trotman 
"I  overwhelmed  them  with  pro  formas. 
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Cecilia  Rauch  followed  her  husband's  moves 
It  won't  be  any  easier  for  her  daughter. 


classmate,  and  she  says  proudly  that  she  does  not  feel  her 
career  in  the  home  is  any  less  successful  in  its  way  than  his  in 
the  office.  Recendy  she  has  been  devoting  her  time  to  the 
Washington  Township  (New  Jersey)  land  trust,  which  is 
trying  to  preserve  farmland  and  restore  an  18th-century 
grist  mill  to  working  condition. 

"I  really  think  it's  a  defensible  position  to  say  people  use 
their  education  in  many  different  ways,"  she  says,  with  no 
ring  of  defensiveness.  "I'm  not  sure  I  didn't  do  more  for 
Dur  society  than  a  woman  who  earned  a  salary." 

Her  husband,  too,  has  stepped  off  the  career  ladder. 
\fter  20  years  working  in  distribution  for  large  companies 
ike  Du  Pont,  he  is  currently  finishing  a  dissertation  in 
narketing,  which  he  teaches  at  Middlesex  County  Col- 
ege.  Like  his  wife,  he  thinks  that  people  should  make  their 
pwn  choices  without  feeling  pressured  by  society  to  take 
bne  direction  rather  than  another.  "Maybe  you  want  to  go 
bff  and  teach  at  a  little  school,  or  do  civic  work  or  become  a 
jnissionary,"  he  says.  "You  ought  to  pursue  whatever  skills 
rau  have  to  the  maximum  and  then  make  the  choice 
[yourself. " 

\  Susan  Holt's  first  job  after  business  school  was  a 
Itereotypical  woman's  position:  a  marketing  job  at  lingerie 
naker  Olga.  But  then  she  quit  two  weeks  before  the  birth 
)f  her  first  child.  Ready  to  go  back  to  work,  she  sought 
eferrals  from  the  local  Harvard  Business  School  alumni 
lub.  She  was  told  by  the  chairman  of  the  placement 
ommittee  that  he  didn't  know  of  any  companies  that 
vould  be  interested  in  hiring  a  woman. 
Holt  dropped  out  of  the  work  force — and  stayed  out  for 
8  years,  until  the  older  of  her  two  children  was  off  to 
ollege.  Now  she  is  putting  her  business  school  training  to 
;ood  use  as  director  of  an  annual  music  festival  at  Thou- 
and  Oaks,  Calif,  and  recently  she  and  her  husband 
>ought  a  small  temporary  placement  agency  that  she  is 
unning.  "I  still  feel  young  and  vital.  I  have  a  lot  left  to 
lo,"  Holt  says. 
Michelle  Turnovsky  never  questioned  the  fact  that 


family  comes  first,  and  she  followed  her  hus- 
band, Stephen,  a  professor  of  economics, 
around  the  world  as  he  switched  jobs.  She 
pursued  the  same  career,  starting  a  Ph.D.  in 
economics  at  Tufts  right  after  business  school. 
But  she  didn't  finish  the  degree  until  13  years, 
three  moves — including  one  to  Canberra,  Aus- 
tralia— and  two  children  later. 

Today  Turnovsky  and  her  husband  teach 
economics  at  the  University  of  Washington  in 
Seattle,  he  as  a  chaired  professor,  she  as  a  non- 
tenured  senior  lecturer.  Does  it  bother  her  that 
her  husband  got  further  in  his  career  than  she 
got  in  hers?  "Oh,  no,  not  at  all,"  she  says.  "I've 
really  enjoyed  taking  care  of  my  kids."  But  then, 
she  adds,  aware  that  many  women  frown  on 
such  an  attitude:  "Maybe  I  shouldn't  admit 
such  a  thing." 

Just  two  of  the  eight  stayed  with  full-time 
business  careers.  The  shining  example  is  Lynne 
Sherwood.  She  remembers  being  too  nervous  to 
talk  in  class  during  business  school.  "It  was  a 
little  intimidating  with  94  men  and  you,"  she 
says.  But  she  faced  down  her  nervousness,  found  she  liked 
accounting  and  decided  to  pursue  a  career  in  investment 
banking.  Easier  said  than  done. 

Sherwood  graduated  without  any  appealing  job  offers 
but  a  few  months  later  got  in  touch  with  an  investment 
banker,  a  friend  of  a  friend,  who  took  an  interest  in  her 
career.  He  arranged  interviews  for  her  at  a  number  of 
Wall  Street  firms,  and  she  became  the  first  woman 
M.B.A.  ever  hired  by  Goldman,  Sachs  &  Co.  After  six 
years  as  a  securities  analyst,  Sherwood  moved  over  and 
started  editing  other  analysts'  reports.  Today  she  is 
associate  director  of  the  research  department — and  its 


Caryl  Brackenridge  chose  family  over  career 
She  didn't  miss  many  soccer  games. 
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most  senior  woman. 

"My  career  has  pretty  much  been  my  life,"  she  says, 
explaining  that  she  works  11 -hour  days.  "I  never  found 
the  person  I  wanted  to  change  my  life  for,  so  I  didn't  have- 
to  make  that  choice.'1 

Dixie  Marchant,  too,  chose  career  over  family,  and  for 
her  it  was  not  a  tough  decision.  Marchant  was  one 
determined  character.  Five  feet  tall  with  a  bouffant  hairdo 
that  added  several  inches  to  her  height,  she  wore  short 
skirts  and  had  a  very  public  fling  with  classmate  Ghaith 
Pharaon.  This  despite  her  conservative,  Mormon  upbring- 
ing in  tiny  Peoa,  Utah. 

Marchant's  first  job  was  marketing  passenger  cruises  for 
shipping  company  Moore  &  McCormack.  After  taking  a 
job  with  Bank  of  Boston  in  Brazil,  she  switched 
to  publishing  and  eventually  became  editor  and 
general  manager  of  the  monthly  trade  magazine 
Supermercado  Moderno.  At  age  42  she  was 
found  dead  in  her  apartment — officially  of  bron- 
chitis and  asthma,  although  her  family  suspects 
she  was  murdered  by  a  recent  boyfriend  with 
whom  she  had  had  a  falling-out. 

That's  seven  of  the  eight.  What  of  Elaine 
Luthy,  the  "blond  bomb"  whom  Harvard  Busi- 
ness School  designated  as  the  "first  woman" 
admitted?  "I  was  a  success  at  age  20,"  she  says, 
laughing.  "It  was  all  downhill  from  there." 

What  went  wrong?  From  the  beginning, 
Luthy  says  she  noticed  that  her  values  and 
ambitions  weren't  in  sync  with  those  of  her 
classmates.  She  remembers  a  business  school 
assignment  in  which  second-year  students  were 
told  to  write  an  essay  on  where  they  wanted  to 
be  in  25  years.  Luthy  wrote  that  she  couldn't 
foresee  any  particular  job  or  salary  but  could 
describe  what  kind  of  person  she  hoped  to 
become  and  what  books  she  hoped  she'd  be 
reading. 


Susan  Holt  at  her  Her  first  job  after  business  school  was  in  public  relation 
temp  agency  at  Eastern  Air  Lines.  She  switched  jobs  four  times  in  fif 

Back  in  the  years.  When  she  was  working  as  a  research  director  ; 

workforce  advertising  agency  Needham,  Harper  &  Steers,  she  had 

after  an  nervous  breakdown — or,  as  she  calls  it,  a  "nerval 

18-year  break        breakthrough" — and  abandoned  her  business  career, 
for  kids.  After  nine  years  of  doing  everything  from  teaching  ; 

BH0H  the  Integral  Yoga  Institute  to  being  administrator  of 

performing  arts  foundation,  she  completed  a  master  tj 
divinity  course  at  Union  Theological  Seminary  in  Ne\| 
York  but  passed  up  the  chance  to  be  ordained.  She  marriet 
seven  years  ago,  and  today  Elaine  Luthy- Brennan  is  a  se 
employed  book  indexer  and  copy  editor,  working  out  0 
her  cramped  Manhattan  apartment  and  grossing  som 
$25,000  a  year. 

Her  voice  occasionally  turns  bitter  when  she  implies  tha 
breaking  the  barriers  against  women  wore  her  down. 

What  does  all  this  prove  about  women  and  society?  Yo 
could  argue  that  most  of  these  women  subordinate! 
careers  to  family  because  the  odds  were  stacked  againa 
them  in  business,  but  you  won't  get  much  support  in  tha 
argument  from  the  way  these  women  feel  today. 

Yes,  with  the  barriers  lowered,  fewer  of  today's  femal 
M.B.A.s  are  likely  to  drop  out  of  the  career  race  thai 
dropped  out  from  the  Harvard  Business  School  class  a 
'65.  Caryl  Brackenridge,  who  wanted  to  work  in  labo 
relations,  puts  it  this  way:  "I  discovered  the  most  like! 
scenario  was  I'd  be  sent  to  a  small  plant,  and  if  I  did  well  t^ 
a  bigger  plant,  and  eventually  to  headquarters.  I  didn' 
foresee  married  life  with  me  being  transferred  all  oven 
Maybe  a  career-oriented  woman  today  would  say  n* 
problem,  we'll  see  each  other  weekends.  That  wasn 
anything  that  even  occurred  to  me. 

"I  think  it's  easier  for  women  today  to  combine  both,1 
she  continues.  "The  younger  generation  of  men  is  mucl 
more  supportive  of  that.  Men  are  more  helpful  around  th 
home.  And  there  are  more  day  care  options." 


Lynne  Sherwood  of  Goldman,  Sachs  &  Co. 
"My  career  has  been  my  life." 
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Dial  calls  with  your  voice. 


speed 

will  be  lip 


Let  your  computer 
work  the  phones. 


Where  does  your  business  want  to  go? 
And  what  do  you  w  ant  to  do? 

Want  to  roll  out  a  better  way  to  work 
in  over  70  countries,  without  leaving  head- 
quarters? Go  to  a  conference,  right  now, 
on  the  other  side  of  the  country?  Pop  up 
information  on  your  customers,  the 
second  you  take  their  calls? 
With  a  little  help,  you  can.  AT&T 
lobal  Business  Communications 
stems  can  give  you  the  communi- 
ttions  equipment  and  support  to  do  all 
lese  things  today.  And  we  can  take  your 
stems  and  make  them  do  things  you 


never  imagined.  Because  the 
future  is  about  turning  what's 
possible  into  what's  real.  Working 
the  way  you  want  to,  instead  of  how 
you  have  to.  Anytime,  anywhere. 

You  can  make  great  things  happen 
for  your  business.  Starting  now.  Just  ca 
AT&T  at  1  800  325-7466,  ext.  385. 


AKT.  Where  innovation  leads 


AT&T 
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Economics  lecturer  Michelle  Turnovsky 
No  misgivings  about  her  sacrifices. 


But  there  isn't  much  regret  in  Brackenridge's  tone  when 
she  speaks  like  this.  She  doesn't  blame  society  for  thwart- 
ing her.  Quite  the  contrary.  She  says:  "Working  women 
lose  out  a  bit.  ...  I  had  a  lot  of  experiences  they  missed  out 
on."  She  mentions  getting  to  know  her  children  and  their 
friends  intimately  and  sharing  many  of  their  experiences 
and  feelings.  She  says:  "Nowadays  younger  women  are  so 
involved  in  thinking  about  their  careers,  they're  some- 
times contemptuous  of  me,  but  I  know  it  was  die  right 
decision  for  me." 

She's  saying — and  most  of  her  female  classmates 
agree — that  dropping  out  of  the  career  race  is  by  no  means 
a  sign  of  weakness.  "The  business  school  gives  people  the 
self-confidence  that  you  can  do  anything  well,"  says 
former  Harvard  assistant  professor  Lyn  Christiansen.  "It 
gives  you  the  self-confidence  to  follow  your  values." 

Some  may  value  professional  accomplishment  above  all. 
Others  may  value  family  life  more  highly.  Most  people 
probably  stand  somewhere  between.  "How  did  we  ever 
get  to  some  idea  that  success  is  a  ladder,  anyway?"  The 
question  was  put  to  a  recent  panel  organized  by  the 
Harvard  Business  School  alumni  magazine  by  former  Stop 
&  Shop  president  Carol  Goldberg,  who  recently  coau- 
thored  Members  of  the  Club:  The  Coming  of  Age  of 
Executive  Women. 

To  a  surprising  degree,  the  choices  made  by  the  women 
of '65  mirror  those  of  women  with  more  recent  Harvard 
M.B.A.s.  The  business  school  doesn't  release  information 
on  the  employment  status  or  income  of  its  alumni,  except 
for  the  graduating  class.  But  former  professor  Christian- 
sen, who  surveyed  the  class  of  '77,  found  that  15  years 
after  graduation  only  43%  of  the  women  in  the  class  have 
children  and  work  full  time. 

Is  this  weakness?  Christiansen  doesn't  think  so.  "It's 
actually  very  satisfying,"  she  says,  "to  discover  that  people 
gained  personal  goals  that  are  more  complex  than  just  the 
school's  assumption  about  success  in  a  business  hierarchy. 


Our  ideas  of  success  have  evolved 
become  broader,  more  mature." 

But  weren't  many  members  of  thi 
class  of '65  held  back  by  then  prevail 
ing  attitudes  toward  women  and  b 
the  way  most  women  then  viewe< 
their  lives?  Of  course  they  were  hek 
back.  Of  course  they  faced  discour 
agements  and  rejections  that  fewer  o 
today's  women  must  fear.  Attitude] 
among  employers  and  women  them 
selves  have  changed  dramatically  in 
the  years  since  the  class  of  '65  tooi 
their  M.B.A.s.  Back  then,  women 
held  only  15%  of  all  management  anc 
executive  positions.  That  has  climbec 
to  over  40%  today — and  at  rising  lev 
els  of  seniority. 

So  the  barriers  have  mostly  fallen 
but  that  doesn't  mean  that  the  choice! 
facing  women  have  become  easier.  I 
anything,  those  choices  are  more  ago 
nizing  than  they  were  three  decadei 
ago.  Women  are  no  longer  prepro 
grammed  to  put  family  first,  but  today  the  social  pressure! 
on  educated  women  are  in  the  other  direction.  "Housewil 
fe"  has  become  a  term  of  contempt. 

The  writer  of  this  article  is  herself  a  Harvard  Busines^ 
School  M.B.A.,  a  professional  journalist  and  the  mother  oj 
a  5-month-old  child.  After  making  peace  with  my  own 
decision  to  balance  both  a  family  and  a  career,  I  waj 
stunned  to  be  verbally  assaulted  recently  while  pushing  m) 
daughter  in  her  stroller  down  Broadway  in  Manhattan  by : 
woman  who  had  an  antipornography  placard  and  who  \ 
assume  considers  herself  a  radical  feminist.  She  screamed  a) 
me:  "You  breeder!" 

If  the  careers  of  these  early  Harvard  female  M.B.A.s 
prove  anything,  it  is  the  shallowness  of  that  kind  oj 
doctrinaire  drivel.  I 


Dixie  Marchant 
put  career  first 
But  she  died 
too  young 
to  capitalize 
on  her  potential. 
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SPECIAL  ADVERTISING  SUPPLEMEN  I 


Saudi  Arabia 

TODAY    AND  TOMORROW 


rhe  Kingdom  of  Saudi 
Vrabia  Today 

,  The  Saudi  Arabian  national  soccer 
earn  arrived  in  the  United  States  in 
une,  1994  to  take  part  for  the  first  time 
n  the  World  Cup.  The  Saudi  Arabians 
re  relative  newcomers  to  world  soccer, 
I  it  is  only  in  the  last  20  years  that  the 
port  has  been  properly  organized  in  a 
ational  league  system.  The  first  signal 
^iat  Saudi  soccer  had  arrived  on  the 
/orld  scene  was  in  1984  when  the  Saudi 
earn  won  the  Asian  Cup,  then  in  1989 
rs  Youth  Team  won  the  World  Junior 
Championship.  In  1993-1994,  the  Saudi 
|eam  has  come  through  two  qualifying 
bunds  to  join  the  24  top  national  teams 
br  the  World  Cup  Final  Round. 
1  The  participation  in  the  1994  World 
Cup  is  symbolic  of  the  Kingdom's 
Irrival  in  a  number  ot  other  world 
renas,  and  1994  could  be  a  significant 


year.  A  new  U.S.  ambassador  will  take 
up  his  post  in  Riyadh,  filling  a  two-year 
vacancy.  TWA  will  commence  direct  air 
service  between  the  two  countries.  1994 
is  also  an  anniversary  in  Saudi  economic 
development,  as  it  is  20  years  since  oil 
revenues  increased  to  enable  its  intensive 
national  development  program.  Indeed, 
it  is  possible  to  see  the  changes  in  Saudi 
development  as  falling  into  decade-long 
phases. 

Thus,  1974  to  1984  was  the  decade  of 
high  oil  revenues  and  heavy  investment 
in  both  physical  infrastructure  and  the 
institutions  and  human  resources  for 
later  growth.  1984  to  1994  was  the 
decade  of  economic  diversification  and 
restructuring,  when  the  Kingdom 
moved  on  from  construction  to  foster  its 
productive  sectors  and  started  to  reap 
the  benefits  of  earlier  investment.  It  was 
also  the  decade  when  Saudi  Arabia 
confronted  and  met  two  serious 
challenges:  The  oil  price  collapse  of  the 


mid-1980s  and  the  Iraqi  invasion  of 
Kuwait  in  1990-91.  For  the  future, 
1994  to  2004  should  be  the  decade  of 
achievement  when  Saudi  Arabia  will  be 
recognized  as  a  world-class  newly 
industrialized  economy  and  emerging 
market  —  and  also  as  major  oil  producer. 
This  transformation  is  the  result  of  not 
only  economic  evolution  but  also  of  a 
deliberate  long-term  strategy,  imple- 


Agriculture  is  expanding  strongly,  with 
wheat  a  major  export 


National  Industrialization  Co. 


National  Industrialization  Company  -  NIC  -  continues  its 
commitment  to  Saudi  Arabia's  industrial  development  through  its 
joint-venture  participation. 

Incorporated  in  1985  as  the  Kingdom's  first  industrial  joint  stock 
holding  company  fully  owned  by  the  private  sector,  NIC  is  a 
partner  in  45  industrial  and  service  projects. 

NIC  has  established  its  reputation  by  implementing  appropriate 

advanced  technologies  and  capital  investments  in  petrochemicals, 

chemicals,  electrical  and  manufacturing  industries. 

In  the  establishment  of  new  industries,  the  investment  in  existing 

industries  and  the  promotion  of  new  projects,  NIC  is  seeking  new 

standards  of  excellence  in  the  diversification  of  the  Saudi  Arabian 

economy. 


PO  BOX  26707  -  RIYADH  1  1496,  SAUDI  ARABIA.  TEL:  476  71  66  FAX:  477  0898  TELEX:  406  662  TASWAT  SJ 


merited  through  the  country's  successive 
economic  development  plans.  The  first 
plan  in  1970  was  prepared  with  the 
vision  of  a  diversified  economy  by  the 
year  2000,  and  the  next  decade  is 
intended  to  convert  the  vision  into  a 
reality. 

In  fact,  the  Saudi  Arabia  of  today 
could  be  described  already  as  a  newly 
industrialized  country  in  terms  of  the 
size  and  sophistication  of  its  non-oil 
economy.  It  is  estimated  that  the  non-oil 
private  sector  is  the  largest  part  of  the 
economy,  accounting  for  39%  of  Gross 
Domestic  Product,  the  oil  sector  for 
35%  and  the  non-oil  government  sector 
26%.  Saudi  Arabia  has  a  vibrant 
economy  that  is  a  unique  combination  of 
international  oil  major,  new  industry 
and  services,  with  extensive  application 
of  advanced  technology. 

The  Saudi  Arabia  of  tomorrow  can  be 
expected  to  be  a  world  player  among  the 
newly  industrialized  countries  and 
emerging  markets,  with  a  leading 
position  in  the  energy  industry  and  a 
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strong  niche  in  several  other  world  and 
regional  markets.  Future  growth  is 
likely  to  derive  from  the  increasing 
strength  and  integration  of  the  oil  sector, 
the  size  and  diversity  of  the  non-oil 
economy,  exports  to  the  regional  GCC 
and  Middle  East  markets,  an  aggressive 
manufacturing  sector  and  the  dynamism 
of  the  financial  sector. 

But  first  it  is  appropriate  to  note  one- 
feature  of  1994  that  merits  special 
attention.  The  structure  of  government 
will  be  strengthened  by  the  addition  of 
a  60-member  national  advisory  council, 
the  Majlis  As  Shoura,  and  of  regional 
councils.  Eight  specialist  committees 
have  already  been  appointed  among  the 
Majlis  As  Shoura  members,  which 
indicates  that  these  councils  will  be 
practical  organizations  as  well  as 
advisory  assemblies. 

SHORT-TERM  CHALLENGES  AND 
PROSPECTS 

The  1994  to  2004  decade  of  achieve- 


ment commences,  however,  with  sorr 
tough  short-term  economic  challenge 
for  the  government,  many  of  which  wei 
exacerbated  by  the  Kuwait  crisis.  Th 
could  not  have  come  ar  a  much  mo 
difficult  time  for  the  Kingdom.  DurirJ 
the  1980s,  the  government  sustains 
annual  budget  and  balance  of  paymerj 
deficits  to  counteract  the  recessional] 
effects  and  adjustment  problems  of  th 
combination  of  low  oil  revenues  arJ 
economic  restructuring.  Growth  wa 
resumed  in  1988  and  1989  but  then  tn 
Kuwait  war  was  a  sudden  addition* 
financial  burden,  due  to  both  the  direcj 
costs  of  the  war  and  to  the  need  fq 
increased  government  expenditure  c 
sustain  business  confidence  and  grown 
after  the  war. 

As  a  result,  the  cumulative  tota 
government  budget  deficits  were  ovej 
$50  billion  between  1990  and  199 
alone,  compared  to  the  Saudi  GDP  d 
SI 20  billion.  The  challenge  for  th 
government  is  to  eliminate  its  budge 
deficits  and  reduce  its  debt.  This  will  h) 


Riyad  Bank,  the  Saudi  Bank,  has  strengthened  its 
posit  ion  as  the  most  highly  capitalized  bank  in  the 
Kingdom  of  Saudi  Arabia. 

Combined  with  the  experience  gained  from  35  years 
of  banking  operations  in  the  Kingdom  and 
worldwide,  this  latest  capitalization  gives  true 
strength  and  quality  of  service. 

The  large  scale  of  our  operations  enables 
Riyad  Bank  to  offer  expertise  on  all  aspects  of  retail, 
corporate,  private  and  investment  banking.  Our 
facilities  include  177  branches  throughout  the 
Kingdom,  the  USA  and  the  UK,  and  a  worldwide 
correspondent  network  to  serve  all  of  our 
customers'  needs. 

Whatever  your  international  business  requirements, 
Riyad  Bank  offers  a  wide  range  of  services  borne  of 
strength,  quality,  value  and  dedication  to  constant 
improvement. 
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RIYAD  BANK 


HEAD  OFFICE 

King  Abdul  Aziz  Street, 
PO  Box  22622, 
Riyadh  11416, 
Saudi  Arabia. 
Telephone. 01-401-3030 
Fax  01  404-1255 
Telex:  407490  RDX  SJ 


LONDON  BRANCH  AND      RIYAD  BANK  EUROPF 


RIYAD  BANK  EUROPE 

Riyad  Bonk  Mouse, 
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chieved  by  a  19%  reduction  in  the 
994  budget  compared  to  1993  actual 
xpenditure,  controls  over  cash  flow  and 
kroject  expenditure,  restructuring  loan 
greements  and  innovations  in  project 
inance.  However,  although  serious,  the 
audi  government's  financial  challenges 
ieed  to  be  seen  in  context.  There  are  still 
ntapped  potential  revenue  and 
inancing  sources:  There  are  no  income 
axes,  corporate  taxes  on  Saudi-owned 
ompanies,  nor  sales,  value-added  or 
uxury  taxes.  The  government  has  not 
et  embarked  on  any  major  privatization 
■rograms  to  raise  revenues,  nor 
xtensively  utilized  fairly  conventional 
lethods  of  project  finance  such  as 
luild-Operate-Transfer  and  supplier 
xport  credits. 
The  private  sector,  however,  is 
nconstrained  by  financial  shortages  and 
xpanding  rapidly.  The  days  when  the 
•rivate  sector  was  dependent  on 
overnment  projects  have  long  gone, 
dter  the  Kuwait  crisis,  the  non-oil 
conomy  grew  by  5%  in  1992  and  5.1% 
n  1993,  when  total  GDP  grew  by  only 
%.  Some  projections  for  1994  suggest 
lat  total  GDP  will  decline  by  3%,  the 
overnment  non-oil  sector  by  8%,  but 
tie  non-oil  private  sector  will  grow  by 
%.  The  private  sector  repatriated  an 
stimated  $40  billion  for  investment  in 
he  Kingdom  after  the  Kuwait  crisis, 
nd  a  frequent  opinion  among  Saudi 
usinessmen  is  that  Saudi  Arabia  and 
be  GCC  are  among  the  best  locations 
worldwide  for  investment.  Their  main 
hallenge  is  to  find  sufficient  numbers  of 
iable  investment  opportunities  to 
bsorb  the  available  funds. 

HE  POSITION  OF  SAUDI  ARABIA 
N  WORLD  BUSINESS 

The  business  map  of  the  world  has 
hanged  completely  in  the  last  five 
ears,  and  most  international  executives 
ave  been  preoccupied  with  Eastern 
urope,  China,  India  and  the  newly 
idustrializing  economies  of  the  Pacific 
m  and  Southeast  Asia.  Yet  for  any 
Dmpanies  competing  in  global  markets, 
audi  Arabia  and  the  GCC  countries  are 

tal  markets  that  need  continuing 
ttention  for  two  reasons:  First,  Saudi 

rabia  is  a  large  market  that  merits 
ifgular  monitoring;  second,  the  market 
:ructure  is  continuously  changing. 

!he  Oil  Sector 

The  size  of  the  Saudi  economy  has  to 
e  appreciated  in  both  oil  and  non-oil 
erms.  The  Kingdom  is  the  world's 
irgest  oil  exporter  and  has  the  most 
xtensive  oil  reserves,  but  it  has  also 
ieen  quietly  extending  its  position  in 
he  oil  market  through  a  set  of 
onsistent  strategic  thrusts.  Following 
n  extensive  investment  program,  Saudi 
trabia  has  an  effective  installed  crude  oil 


Jeddah  Commercial  Center  is  one  of  the  most  modern  in  the  Middle  East 


production  capacity  of  10  million  barrels 
per  day  (MBD),  which  is  probably  the 
largest  of  any  single  country.  Part  of  the 
new  capacity  is  in  the  recently 
discovered  oil  fields  south  of  Riyadh, 
which  hold  'sweet'  oil.  All  this  supports 
the  strategy  of  securing  market  share, 
and  of  increasing  the  ratio  of  light  to 
heavy  crude  oils  in  the  sales,  to  improve 
revenues. 

After  the  1993  amalgamation  of 
Saudi  Aramco  (the  upstream  crude  oil 
producer  company)  and  SAMAREC  (the 
downstream  oil  refining  company), 
Saudi  Arabia  now  has  a  vertically 
integrated  national  oil  company  —  the 
largest  in  the  world  in  terms  of  reserves 
and  assets  —  that  has  been  diversifying 
into  refining  and  distribution  systems 
internationally.  The  first  expansion  was 
the  Star  Enterprise  joint  venture  with 


The  recently  expanded  Rabigh  Power  Plant, 
owned  and  operated  by  Sceco-West 

Texaco  in  the  Southeastern  U.S.  in  1988. 
Since  then  there  has  been  a  thrust 
toward  Asia,  starting  in  1991  with  a 
one-third  stake  in  the  South  Korean 
SsangYong  Corporation's  oil  refining 
division,  which  is  now  planning  a  new 
refinery  in  China.  In  early  1994  Saudi 
Aramco  acquired  a  40%  share  of  the 
Philippines  market  with  the  purchase  of 
the  state  oil  company  Petron.  A  planned 
joint  venture  with  a  Japanese 
consortium  was  announced  in  1991,  but 
this  was  canceled  in  late  1993,  although 
there  are  rumors  that  some  parts  of  the 
proposal  may  be  revived. 


The  thrust  into  Asia  has  not  been  at  the 
expense  of  other  parts  of  the  world:  In 

1993  Saudi  Aramco  acquired  a  third 
share  of  a  large  Texaco-Esso  crude  oil 
terminal  in  Rotterdam,  while  in  early 

1994  private  Saudi  investors  bought  OK 
Petroleum  of  Sweden,  with  the  largest 
refinery  in  Scandinavia.  Saudi  Aramco 
has  invested  in  tankers,  and  will  soon 
have  a  fleet  of  27.  The  Saudi  National 
Shipping  Company  has  also  acquired  oil 
tankers  and  a  chemical  carrier  fleet, 
making  Saudi  Arabia  a  regional  force  in 
shipping.  In  conclusion,  Saudi  influence 
in  the  oil  industry  derives  not  only  from 
its  position  in  OPEC,  but  also  from 
Saudi  Aramco  as  an  integrated 
commercial  oil  major.  This  will 
consolidate  the  Kingdom's  position  as  an 
oil  capital  of  the  world,  and  extend  the 
range  of  opportunities  for  oil-based 
industry,  supplies  and  services. 

The  Non-Oil  Economy 

Apart  from  oil,  Saudi  Arabia  has  one 
of  the  largest  and  one  of  the  more 
diversified  newly  industrialized  econ- 
omies in  the  world.  The  total  Saudi 
Gross  Domestic  Product  is  at  a  level  of 
$120  billion,  which  makes  the  Kingdom 
about  the  tenth-largest  economy  outside 
the  OECD,  and  the  largest  market 
located  between  Europe  and  Asia.  The 
non-oil  GDP  of  Saudi  Arabia  is  at  a  level 
of  $80  billion,  which,  based  on  World 
Bank  data,  makes  it  larger  than  the  total 
economies  of  some  of  the  smaller  OECD 
countries,  and  many  of  the  newly 
industrializing  countries,  and  larger 
than  all  the  Eastern  European  economies 
other  than  Russia  and  the  Ukraine. 

The  significance  of  the  Saudi  market 
is,  however,  not  only  in  its  size,  but  also 
its  purchasing  power.  The  Saudi  per 
capita  GDP  is  at  a  level  of  $7,500, 
compared  to  less  than  half  that  in  the 
larger  non-OECD  economies.  Hence 
Saudi  Arabia  is  a  major  importer  of  a 
broad  range  of  capital  and  consumer 
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products  from  all  over  the  world,  and, 
with  relatively  low  external  tariffs,  a  free 
marker  and  no  foreign  exchange  con- 
trols, it  is  a  greater  importer  than  much 
larger  <  conomies  such  as  Brazil  or  India. 

Changing  Saudi  Economy 

Although  most  international 
companies  have  already  established 
themselves  in  the  Saudi  market,  and 
executives  believe  that  they  have  this 
large  market  "covered,"  discussions  with 
many  reveal  that  they  have  not  fully 
perceived  the  changes  continuously  in 
process  in  Saudi  Arabia.  The  pattern  of 
demand  has  shifted  significantly  over 
the  decades:  From  1974  to  1984  the 
market  was  dominated  by  the  needs  of 
the  construction  sector  and  by 
government  expenditure.  From  1984  to 
1994,  the  pattern  moved  toward  the 
growing  consumer  market,  (Saudi 
Arabia  has  a  youthful  population), 
agriculture  and  the  regions.  From  1994 
to  2004,  there  is  likely  to  be  another 
shift  at  the  sectoral  level  toward  the 
demands  of  manufacturing,  export 
growth,  the  needs  of  corporate  customers 
and  continuing  strong-middle-income 
consumer  demand.  Also,  the  more  subtle 
changes  in  business  practices  and 
capacities  tend  to  be  overlooked  by 
executives  whose  main  memories  are  of 
the  past  conditions.  All  the  sectors  are 
now  so  sophisticated  that  today  most 
services  can  be  provided  within  the 
Kingdom  —  the  time  has  long  gone 
when  a  manager  had  to  look  to  Europe, 
or  possibly  Bahrain  or  Dubai,  for  tasks 
like  the  repair  of  a  computer  or 
advertising  design  and  printing  work. 

THE  REGIONAL  MARKET:  THE 
GULF  COOPERATION  COUNCIL  AND 
BEYOND 

The  six  countries  of  the  Gulf 
Cooperation  Council  (Saudi  Arabia, 
Bahrain,  Kuwait,  Oman,  Qatar  and  the 
United  Arab  Emirates)  have  a  combined 
GDP  of  over  $200  billion,  a  population 
of  about  22  million,  and  a  per  capita 
GDP  of  over  $9,000.  They  comprise  a 
customs  union  that  stands  as  a  single 
trading  bloc  in  international  trade 
negotiations.  At  present,  the  amount  of 
GCC  intra-trade  is  relatively  small,  at  a 
level  of  5%  of  total  GCC  trade,  but  it 
has  been  growing  at  a  higher  rate  than 
non-GCC  trade,  while  in  certain 
products  GCC  producers  have  gained  a 
60%  and  sometimes  an  80%  share  of  the 
import  market.  Indeed,  most  Saudi 
companies  consider  the  GCC  market  to 
be  an  extension  of  their  domestic 
operations. 

The  combination  of  new,  smaller-scale 
technology  and  access  to  the  wider 
regional  markets  increases  the  number  of 
manufacturing  projects  that  can  be 
viably  established  in  Saudi  Arabia.  The 


opportunities  for  regional  growth  are 
not  confined  to  the  GCC.  About  60%<  of 
Saudi-manufactured  exports  are  destined 
for  the  GCC,  but  at  least  another  20% 
go  to  other  countries  in  the  Middle  East 
region,  which  has  two  entirely  new 
frontiers  of  opportunities:  One  in  the 
Central  Asian  Islamic  states  of  the 
former  Soviet  Union,  and  the  other  in 
the  new  business  environment  that  has 
been  created  by  peace  in  Palestine, 
Lebanon  and  Israel.  Saudi  Arabia  has  a 
full  range  of  modern,  competitive 
manufacturing  and  service  industries 
that  can  satisfy  a  wide  spectrum  of  the 
demand  for  reconstruction  in  these 
countries. 

Saudi  businessmen  have  had  their  eyes 
on  Central  Asia  for  years.  Some  have 
family  connections  dating  from  the 
ancient  trading  and  pilgrimage  routes 
between  Mecca  and  such  cities  as 
Tashkent  and  Samarkhand,  and  there  are 
now  more  modern  affinities  with  the  oil 
economy  of  Khazakhstan.  A  Saudi- 
owned  bank,  Al  Baraka,  was  the  first 
international  finance  institution  to  start 
operations  in  the  Central  Asian  states, 
with  a  branch  in  Khazakhstan.  The 
Central  Asian  markets  are  not  an  area  of 
numerous  and  profitable  opportunities 
today,  but  they  form  a  whole  new  source 
of  export  growth  for  the  future. 

MANUFACTURING 

Among  the  productive  sectors, 
manufacturing  has  the  greatest  long- 
term  potential.  Total  manufacturing 
value  added  is  at  a  level  of  $9  billion, 
which  is  the  largest  in  the  Arab  world, 
and  larger  than  some  of  the  smaller 
OECD  countries.  Saudi  manufacturing 
is  also  much  more  diversified  than  many 
newly  industrialized  countries,  consist- 
ing of  oil  refining,  petro-chemicals, 
metals,  engineering,  building  materials, 
processed  foods  and  packaging.  The 


range  is  being  further  extended  ini 
aerospace  industries.  Under  the  Pea< 
Shield  Offset  Program,  first  launched  b 
Boeing  and  now  managed  by  HugH 
Aircraft,  a  whole  new  aircraft  and  engir 
maintenance  and  support  complex  hi 
been  established. 

A  list  of  the  major  projects  undi 
implementation  or  planning  in  earl 
1994  illustrates  the  scope  of  SauJ 
industry.  The  largest  manufacturing 
enterprises  are  the  refining  operations  { 
Saudi  Aramco  and  the  chemicals  an 
metal  industries  of  SABIC,  which  ! 
commencing  its  sixteenth  major  proje« 
to  produce  polyester  fibre  as  a  first  mo\| 
towards  aromatics.  SABIC  has  recent 
announced  its  profits  for  1993  as  $5q 
million  on  total  revenues  of  $2] 
billion,  which  is  a  good  turnaround  froii 
preceding  years.  SABIC  is  nearini 
completion  of  a  massive  expansio 
program  of  12  separate  projects,  whitl 
will  increase  output  capacity  67%  to  2 
million  tons  by  1997.  This  will  hell 
extend  its  basic  product  range,  protec 
its  market  share  against  new  producer1 
consolidate  its  position  as  one  of  trj 
world's  largest  producers  of  MTBE  am 
propel  SABIC  into  the  league  of  tfj 
world's  biggest  chemical  companies. 

Elsewhere,  the  private  sector  is  vera 
active.  The  National  Industrialization 
Company  (NIC)  was  established  as 
joint  stock  company  with  the  mission  rji 
be  a  leader  for  Saudi  industrialization 
and  is  at  the  forefront  of  at  least  six  neil 
projects  with  total  invested  capital  ill 
excess  of  $700  million.  Xenel  Industrie 
is  another  leader  of  industry  and  j 
privately  owned  billion-dollar  compani 
Its  industrial  flagship  is  the  Saudi  Cab] 
Company,  which  recently  reportei 
profits  up  26%  to  a  level  of  $14. 
million  in  1993,  and  the  winning  of 
$100  million  contract  to  supply  1001 
kilometers  of  500  KV  transmission  lifl 
to  Pakistan.  Xenel  is  the  leading  backs 


Ministry  of  Interior,  one  of  Riyadh's  spectacular  landmarks  and 
an  impressive  constructural  achievement 


hidada  ltd,  safra  ltd,  ami  saudi  arabia, 
Saudi  Services  and  Operating  Company 


During  the  past  two  decades  these  companies  have 
demonstrated  their  dual  commitment  to  the  transfer  of 
technology  and  the  development  of  a  solid  industrial 
infrastructure  for  the  kingdom. 

These  companies  are  active  in  the  fields  of  industry, 
construction,  systems,  operations,  trade,  healthcare  and 
investment. 

Xenel  Industries 

P.O.  Box  2824  jeddah  21461,  Saudi  Arabia 
TEL:   643  7619   FAX:   643  8405  TELEX:   601166  XENEL  SJ  CABLE:  ZENOGRAM 
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of  the  Alujain  group,  which  has  plans  for 
a  $400  million  copper  smelter,  a  ferrous 
alloys  project  and  a  pesticides  plant. 

A  few  other  examples  of  the  current 
industrial  investment  projects,  which 
reflect  the  confidence  and  dynamism  of 
the  private  sector,  are  two  large  projects 
under  the  British  Aerospace  Al 
Yamamah  Offset  Program:  A  $175 
million,  520,000  ton  sugar  refinery  (a 
joint  venture  between  the  Savola  group 
and  Tate  &  Lyle),  and  a  pharmaceutical 
manufacturing  plant  involving  Glaxo. 
The  Binladin  Group  is  developing  a 
world-class  fertilizer  plant  with  a 
Chinese  company,  which  will  take  50% 
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of  the  output. 

Two  particular  features  of  Saudi 
industry  are  quality  and  the  level  of 
'technology.  The  quality  of  products  is 
invariably  high,  maintained  both  by 
competition  and  by  the  enforcement  of 
specifications  by  the  Saudi  Arabian 
Standards  Organization.  Many  Saudi 
factories  are  investing  in  quality 
management  and  seeking  ISO  9000 
certification,  with  the  encouragement  of 
the  Chambers  of  Commerce. 

Most  Saudi  industries  can  be 
characterized  as  capital  intensive,  mid- 
level  technology  projects,  normally 
using  state-of-the-art  techniques  and 


often  applying  high  technolog; 
processes.  Saudi  manufacturers  hav< 
developed  a  national  competitivi 
advantage  based  on  a  combination  o 
indigenous  capital  resources,  low-cos 
energy,  mostly  petroleum-based  loca 
raw  materials,  imported  low-cost  labo 
and  imported  technology.  Thi 
combination  was  introduced  more  that 
20  years  ago,  and  has  been  considerablj 
refined  and  improved.  Many  Saud 
factories  have  developed  their  owrj 
second  and  third-generation  models  o 
their  basic  products.  This  is  a  useful  basJ 
for  the  growth  of  an  indigenoui 
technological  capacity,  especially  as  therd 
is  cross-fertilization  from  exposure  tc 
high  technology,  which  is  bein| 
deliberately  transplanted  into  Saud; 
Arabia  through  some  of  the  large 
supplies  and  services  contracts 
especially  in  the  defense  and  medical 
sectors,  and  through  the  U.S.,  Britisn 
and  French  military  offset  programs) 
Hence  the  absorptive  capacity  for  higlj 
technology  is  being  increased  constantly] 
to  establish  a  foundation  for  future 
industrial  development. 

Exports 

Yet  despite  these  strengths  it  ig 
evident  that  Saudi  industry  has  by  nq 
means  achieved  its  full  potential  as  ar| 
exporter.  Saudi  private-sector  products; 
have  penetrated  such  distant  and  toughl 
markets  as  Singapore,  Taiwan,  Malaysia 
and  Western  Europe  as  well  as  the  U.Sj 
Saudi  Arabia  exports  well  over  200 
manufactured  products  to  othefl 
countries  in  the  GCC,  but  a  mucn 
smaller  range  to  other  parts  of  the  world] 
For  example,  only  about  70  produce 
types  are  exported  to  other  countries  in) 
the  Middle  East  and  fewer  than  30  tq 
Europe,  Asia  and  North  America] 
Traditionally  little  attention  was  paid  ta 
exports,  other  than  petrochemicals  ana 

011  products,  but  this  deficiency  is  being 
corrected.  In  1984,  Saudi  manufactured! 
exports,  (other  than  refined  oil  and 
petrochemicals),  were  at  a  level  of  onlw 
SI 00  million;  by  1990  this  had  jumped] 
to  over  $600  million,  and  by  the  end  off 
1994  it  is  estimated  that  it  will  exceed! 
the  $1  billion  mark.  Saudi  manu- 
facturers have  discovered  exporting,  sffl 
there  are  good  prospects  for  export-led 
industrial  growth. 

THE  FINANCIAL  SECTOR 

The  Saudi  banks  have  demonstrated 
that  they  are  not  only  profitable  and 
efficient,  but  also  innovative.  There  arffll 

12  banks  licenced  to  operate  in  the 
Kingdom,  and  11  had  announced  their) 
1993  results  by  the  time  of  writing. 
Aggregate  profits  had  risen  by  25%  an<a 
total  assets  by  7%  over  1992,  and  the 
first-quarter  results  for  1994  continue 
the  pattern.  These  high  profits  have 


We  planted  the  seeds  forty  years  ago, 
when  we  established  Abbar  &  Zainy.  Since 
then,  the  fruits  of  our  labor  have  multiplied 
a  hundred  fold. 

This  tremendous  growth  further  strengthens 
our  commitment  -  to  serve  the  people  only 
with  the  best  in  products  and  services. 

Today,  our  farms  grow  the  wheat,  raise  the  cattle 
and  the  poultry  to  provide  food  for  the  people. 

Our  plants  manufacture  products  that  make 
life  easier. 

Our  ships  provide  transport  for  importers  and 
exporters. 

And  our  skilled  people  build  homes  for 
families  and  entire 
communities. 

These  are  but  a  few 
of  the  fruits  of  our 
labor  that  touch  the 
lives  of  millions  in  the 
Kingdom  of  Saudi 
Arabia. 

We're  honored 
to  serve  the  people 
and  proud  of  our 
achievements. 


We've  grown 

in  many 
ways  to  meet  the 
Kingdom's  needs. 

Abbar  &  Zainy 


P.O.Box  5700  Jeddah,  21432.  Saudi  Arabia 
Telex:  401062  MOTSIM  SJ  403256  ABAZCO  SJ 
Fax:"  647-5542  Tel:  647-4000 


>OIL  &  MARINE  SERVICES  •  FOOD  &  CONSUMER  PRODUCTS  •  CONSTRUCTION  &  INDUSTRIAL  SERVICES 


jSAUDI  BINLADIN  GROUP  is  the 
construction  leader  in  the  Middle  East 


'<BG  new  headquarters  in  Jeddah 


)BG  was  honored  to  design  and  build  the  expansion  of  the  two  Holy  Mosques  in  Makkah  and  Medinah. 
lence,  continuing  to  grow  along  with  the  Kingdom,  developing  new  resources,  gaining  more  expertise 
a  helping  in  building  a  stronger,  modern  Kingdom  of  Saudi  Arabia. 

>BG  qualifications  include: 

►  CITY  PLANNING 

►  AIRPORT  CONSTRUCTION 

►  HOUSING  COMPLEXES 
•  HIGHWAYS 
j  HIGH-RISE  STRUCTURES 
\  TUNNELS 

►  BRIDGES 

►  UNDERPASSES 

►  REAL  ESTATE  DEVELOPMENT 


•  HOSPITAL  MANAGEMENT 

•  PETROLEUM  FACILITIES  SERVICES 

•  MARINE  WORKS 

•  MARBLE,  GRANITE 

•  POWER  GENERATION 

•  INDUSTRIAL  WORKS 

•  MAINTENANCE 

•  FOOD  &  CONSUMER  PRODUCTS 


SAUDI  BINLADIN  GROUP 


.O.  BOX  8918  JEDDAH  21492   SAUDI  ARABIA  TEL:  6692666   FAX :  669646 1 /669722  5   TLX  :  607438  S.  B  .G  SJ 


The  old  cliche-"  it's  not  what  you 
know  but  who  you  know" -no  longer 
counts  in  today's  world.  It's  who  you 
know  and  what  you  know.  Both  are 
vital  to  success. 


WE  KNOW 


1  xlrL  rJLUrLJii 


Wherever  you  do  business,  it  pays  to 
know  the  culture  and  the  people.  It  is 
even  more  important  to  know  how  to 
communicate  in  the  new  environ- 
ment. 

Effective  communications  manage- 
ment in  Saudi  Arabia  is  our  specialty. 
We  know  how  to  talk  to  the  Saudi 
people  because  we  are  Saudis.  In 
short,  we  know  their  hearts  and 
minds. 


YOU'D  LIKE 


TO 


KhalcJ  Al  Maeena 

Saudi  Public  Ri  I  n  urns  (  '.  impany 
POBox  17507 
Jeddafi  21494 
Saudi  Arabia 
Fax.966  2  642  9809 


Being  part  of  the  largest  publishing 
group  in  the  Middle  East  also  helps. 
Our  sister  organisation,  Saudi  Research 
and  Publishing  Company., publishes  the 
world's  leading  pan- Arab  daily, 
Asharq  Al  Awsat,  read  by  key  Arab 
decision  makers  on  four  continents. 
Included  among  their  fourteen  other 
publications  is  Arab  News, the  fore- 
most English  language  newspaper  in 
the  Gulf, and  A!  Eqtisadiah,t\ne  inter- 
national Arab  business  daily. 

If  you  are  interested  in  knowing  more 
about  the  art  of  communication  in 
Saudi  Arabia  and  the  Gulf  or  simply 
want  to  know  who  to  approach  for 
new  business,  fax  or  write  to  us.  We 
know  who  can  help. 


sRac 

S  AUDl\PUBLlC 
RELATIONS  Co. 


PART  OF  SAUDI  RESEARCH  AND  MARKETING  GROUP 


SPECIAL  ADVERTISING  SUPPLEMENT 


een  achieved  at  the  same  time  as  the 
anks  have  introduced  a  range  of  new 
ervices  and  technology  for  their 
ustomers.  Automated  Teller  Machines 
\TMs)  are  round  in  most  branches  in  all 
ities,  and  a  special  convenience  for 
ustomers  is  that  there  is  an  inter-bank 
ystem  that  allows  an  ATM  card  from 
ne  bank  to  work  in  the  machines  of  all 
he  others.  In  March  1993,  the  national 
FTPOS  system  (Electronic  Funds 
Yansfer  at  Point  Of  Sale)  was  launched 
nd  expanded  with  enthusiasm  by  the 
anks.  There  are  now  2,000  terminals 
istalled.  Most  of  the  banks  offer  Visa 
nd  MasterCard,  and  some  are 
itroducing  their  own  credit  or  debit 
ards. 

Competition  has  encouraged  all  banks 
3  provide  similar  high  quality  services 
d  their  clients,  and  some  late  developers 
re  catching  up  with  the  innovators, 
liyad  Bank  is  the  largest  joint-stock 
ank  in  Saudi  Arabia,  and  has  launched 
drive  to  consolidate  its  market 
osition.  A  restructuring  program  has 
|een  initiated  by  the  top  management 
earn  led  by  Ahmed  Abdullatif,  a  former 
leputy  governor  of  the  Saudi  Arabian 
lonetary  Agency  (SAMA,  the  central 
ank).  Riyad  Bank's  recent  share  issue 
/as  four  times  oversubscribed. 
|  In  addition  to  technology,  the 
^novations  have  included  financial 
roducts  and  services  for  corporate  and 
lovernment  customers:  All  provide 
raining  and  introductory  courses  for 
heir  clients  (some  of  the  banks  made  a 
aluable  contribution  to  the  industrial 
xports  drive  by  providing  training 
rograms  in  export  finance)  and  are  able 
b  provide  their  clients  with  almost 
very  type  of  service  without  relying  on 
utside  assistance.  Some  of  the  most 
nteresting  innovations  have  been  in 
nvestment  instruments  using  Islamic 
anking  principles.  The  Al  Rajhi 
ianking  and  Investment  Corporation, 
he  only  Islamic  bank  of  the  twelve,  has 
eveloped  a  $160  million  housing 
onstruction  and  leasing  program  for 
ne  of  the  universities,  following  an 
arlier  project  to  build  and  lease  schools 
o  the  government.  The  Abdul  Latif 
ameel  Group,  Toyota  agents  for  the 
kingdom,  have  formulated  a  $267 
lillion  "Musharaka"  financing  arrange- 


:redit  cards  continue  to  expand 
i  the  Kingdom 


Saudi  American  Bank's  ATM  network  control  center  -  the  banks  continue 
to  invest  strongly  in  technology 


ment  with  Riyad  Bank,  Saudi  American 
Bank,  (which  is  30%  owned  by 
Citibank),  The  National  Commercial 
Bank  and  commencing  with  The  Saudi 
British  Bank.  Musharaka  is  a  type  of 
joint  venture  which  shares  contribu- 
tions, profits  and  risks. 

The  banks  also  operate  in  the  capital 
markets,  which  are,  however,  carefully 
regulated  by  SAMA.  SAMA  started 
raising  government  debt  in  1983 
through  bankers'  deposit  accounts,  and 
phased  these  out  in  favor  of  government 
bonds.  These  were  sold  to  the  banks 
which  were  gradually  permitted  to  form 
a  secondary  market,  but  selling  only  to 
Saudi  investors,  and  more  recently  to 
GCC  institutions.  The  outstanding 
stock  of  bonds  is  estimated  at  a  level  of 
$50  billion  and  the  secondary  market  at 
$100  million  a  week.  The  government 
also  issues  treasury  bills,  usually  in 
tranches  of  about  $400  million  a  week. 
Again,  there  are  restrictions  on  the 
instruments  and  investment.  The  stock 
market  is  also  carefully  regulated,  with 
strong  memories  of  the  1983  crash  of  the 
Kuwaiti  unofficial  market,  the  Suq  al 
Manaq.  There  is  a  total  of  77  listed 
companies,  of  which  66  are  publicly 
traded.  The  total  capitalization  is  $44 
billion  (the  market  index  is  currently 
30%  down  from  the  end  of  1992,  but 
has  rebounded  in  late  April  and  early 
May  1994),  and  41%  of  the  shares  are 
held  by  the  government.  GCC 
shareholders  are  permitted  to  trade  in  a 
few  stocks,  mostly  SABIC,  but 
foreigners  are  not  allowed.  All  trading  is 
done  through  the  banks'  Electronic 
Securities  Information  System,  but  the 
banks  are  not  permitted  to  take  a 
position.  New  share  issues  are  tightly 
regulated  by  SAMA  and  the  Ministry  of 
Commerce. 

There  have  been  numerous  sugges- 


tions for  the  liberalization  of  the  stock 
market  and  capital  markets,  but  the  past 
caution  of  SAMA  suggests  that  any  form 
of  London-style  "Big  Bang"  deregu- 
lation is  highly  unlikely.  Nevertheless,  it 
is  likely  that  there  will  be  a  trend  of 
gradual  and  progressive  liberalization,  so 
there  are  realistic  prospects  that  the 
Saudi  capital  markets  will  be  among  the 
most  dynamic  in  the  world  in  the  course 
of  the  next  decade.  In  particular,  if  and 
when  the  large  family-owned  corp- 
orations decide  to  realize  their  capital 
through  flotations,  or  when  Saudi 
Industrial  Development  Fund  loans  are 
open  to  conversion  to  stock,  there  is 
likely  to  be  very  active  trading,  and  the 
Saudi  stock  market  could  become  one  of 
the  most  attractive  of  all  emerging 
markets. 

CONCLUSION 

The  conclusions  on  the  Saudi  Arabian 
business  prospects  today  and  tomorrow 
can  be  stated  briefly.  In  the  context  of 
the  changes  and  uncertainties  of  the 
global  markets,  Saudi  Arabia  is  a  well- 
known  entity.  Saudi  companies  have 
developed  close  business  relationships 
and  personal  trust  with  international 
corporations  for  more  than  20  years,  and 
in  many  cases  for  more  than  half  a 
century. 

Saudi  Arabia  has  all  the  attractions  of 
the  dynamic  growth  of  a  newly 
industrialized  country  and  an  emerging 
market,  and  it  has  the  additional  solid 
foundation  of  its  unique  position  in  the 
world  oil  market.  Hence,  in  today's 
world  business  conditions,  Saudi  Arabia 
is  a  country  of  continuity  and  stability  as 
well  as  opportunity. 

Written  by  Michael  G.  Gillibrand 
Produced  by  Adil  Jilla,  ME  I  AC 
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A  new  wave  of  Midwest  farmers'  co-ops 
is  challenging  the  processors. 


"Getting  the 
middleman's  share" 


By  Norm  Alster 


On  a  crisp  North  Dakota  morning  in 
early  May,  Jack  Dalrymple  steers  his 
van  through  vast,  flat  fields  of  newly 
planted  durum  wheat.  In  the  deep 
black  soil  of  North  Dakota  grows  over 
80%  of  America's  durum  wheat, 
source  of  the  semolina  flour  from 
which  pasta  is  made. 

Dalrymple's  family  has  been  raising 
wheat  in  this  prolific  soil  since  1875, 
and  selling  it  to  big  processors  like 
Archer  Daniels  Midland  and  CargiJJ 
Inc.  But  this  year,  for  the  first  time, 
the  Dalrymples  and  1,100  neighbor- 
ing farmers  will  be  processing  the 
wheat  and  marketing  their  own  pasta 
through  their  newly  formed  Dakota 
Growers  Pasta  Cooperative.  The  co- 
op will  buy  the  farmer/owners'  wheat 
at  market  prices.  Profits — if  any — 
from  processing  and  marketing  the 
pasta  will  be  distributed  to  the  co-op's 
owners  as  taxable  dividends. 

Says  Dalrymple,  a  1970  Yale  gradu- 
ate and  a  powerful  state  representative 


who  ran  for  (and  lost)  the  U.S.  Senate 
as  the  Republican  nominee  in  1992: 
"It  took  us  farmers  100  years  to  figure 
out  the  big  grain  and  flour  milling 
companies  and  sugar  refiners  were 
making  all  the  money." 

American  farmer  co-ops — and  the 
war  between  the  farmers  and  the  mid- 
dlemen— date  back  to  the  19th  cen- 
tury'. But  now  a  new  wave  of  farmer 
co-ops  is  dramatically  broadening  the 
movement,  transforming  the  eco- 
nomics of  agriculture  and  threatening 
the  role  of  traditional  grain  mer- 
chants, millers  and  other  food  proces- 
sors across  the  upper  Middle  West. 
Says  Gary  Blahosky,  a  stockholder  in 
the  Minnesota  Corn  Processors  co-op 
and  a  senior  loan  officer  with  the 
Minnesota  Department  of  Agricul- 
ture: "The  farmer  is  getting  the  prof- 
its otherwise  made  by  a  Cargill  or  a 
Continental  Grain." 

Traditionally,  farmer  cooperatives 
have  been  limited  mainly  to  perish- 


LEFT: 

North  Dakota 
farmer 

Jack  Dalrymple 
Selling  his  wheat 
to  the  pasta  co-op 
takes  out  the 
middleman. 


RIGHT: 

Durum  wheat 
pasta  factory 
in  North  Dakota 
Processing  the 
wheat  of  over 
1,100  farmers. 
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able  produce — milk,  butter,  sug, 
and  cranberries,  for  example — whic 
require  processing  facilities  close  1 
the  farm.  But  the  new  co-ops  like  Jac 
Dalrymple's  Dakota  Growers  Pas 
Cooperative  grow  and  process  cro| 
such  as  wheat,  beans  and  corn,  whic 
do  not  require  local  processing  ar 
have  typically  been  stored  and  tran 
ported  by  middlemen  and  large  foe 
companies.  Learning  from  co-op  fai 
ures  of  the  past,  the  new  co-ops  als 
rely  on  professional  managers  recruii 
ed  from  large  food  processing  firms 
Thousands  of  farmers  have  grow 
quietly  rich  on  their  co-op  inves 
ments.  Take  the  Minnesota  Con 
Processors  co-op.  Begun  in  1981 
mcp  is  one  of  the  world's  large 
producers  of  ethanol;  it  will  soon  ha\ 
the  capacity  to  process  70  millic 
bushels  of  corn  in  Minnesota  an 
Nebraska.  If  you  were  one  of  tl 
original  1,000  farmers  in  souther 
Minnesota  who  made  the  minimui 
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North  Dakota 
corn  grower  and 
co-op  investor 
Harvey  Pyle 
"Farmers  need 
to  diversify." 


10,000  investment  in  MCP  shares  in 
982,  your  stake  would  now  be  worth 
ver  $100,000,  and  you  would  have 
ist  year  received  a  dividend  of  nearly 
0%  on  your  original  investment, 
i  In  Moorhead,  Minn.,  American 
Crystal  Sugar  has  emerged  as  a  highly 
fficient  beet-sugar  producer.  Sugar, 
>f  course,  benefits  enormously  from 
nport  quotas,  but  the  $542  million 
1993  revenues)  American  Crystal 
o-op  has  used  the  excess  profitability 
lat  results  from  the  quotas  to  invest 
ver  $200  million  in  productivity  im- 
rovements.  ACS  President  Joseph  Fa- 
lalette,  formerly  a  top  executive  with 
processor  giant  International  Multi- 
bods,  says  that  within  two  years 
anerican  Crystal  will  be  profitable 
|ven  if  U.S.  import  quotas  are 
;ropped.  Meanwhile,  the  farmers 
'ho  paid  $105  a  share  in  1972  to  buy 
lto  the  then  struggling  company 
ave  seen  their  stock  appreciate 
wentyfold.  "I  think  farmer  co-ops 


are  going  to  be  the  next  boom  indus- 
try in  the  U.S.,"  Famalette  gushes. 

Spurred  by  success  stories  like  Min- 
nesota Corn  Processors  and  American 
Crystal,  the  pace  of  co-op  organiza- 
tion has  accelerated.  In  Minnesota 
and  North  Dakota  alone  two  new 
wheat  processing  co-ops  are  in  the 
early  stages  of  formation.  Also  in  the 
works  are  co-ops  to  process  corn, 
broccoli,  cauliflower,  navy  and  pinto 
beans,  hogs,  cattle  and  buffalo.  Farm- 
er interest  is  keen.  The  new  Northern 
Corn  Processors  co-op,  also  in  Moor- 
head, for  example,  offered  14.5  mil- 
lion shares  to  farmers  and  received 
offers  for  17.5  million  shares  within 
the  first  24  hours. 

"Farmers  need  to  diversify,'1  says 
Harvey  Pyle  of  Casselton,  N.D.,  who 
has  invested  $26,000  in  Dakota 
Growers  Pasta  Cooperative  and  is 
also  putting  $120,000  into  Northern 
Corn  Processors,  which  will  make 
high-fructose  corn  syrup.  "We  want- 


ed the  option  of  getting  the  middle- 
man's share." 

To  big  farm  belt  middlemen  like 
Cargill  and  Continental  Grain,  the  co- 
ops are  a  growing  though  still  manage- 
able threat.  But  Archer  Daniels  Mid- 
land, which  produces  ethanol  and 
fructose  from  corn,  is  already  feeling 
the  heat  of  co-op  competition. 
Minnesota  Corn  Processors  has 
grabbed  the  lion's  share  of  booming 
ethanol  sales  in  Minnesota  and  is  ex- 
panding into  high-fructose  corn  syr- 
up. And  Northern  Corn  Processors, 
capitalized  at  $2  50  million,  will  build  a 
corn  syrup  plant  that  will  immediately 
make  it  the  fourth-largest  producer  in 
a  market  in  which  ADM  is  the  leader. 

Concedes  an  executive  with  Conti- 
nental Grain:  "They  [the  co-ops]  will 
have  a  strong  role  in  this  industry." 

American  Crystal  Sugar's  Fama- 
lette goes  further.  He  thinks  that 
through  cross-investments  among 
co-ops,  farmers  are  laying  the  founda- 
tions for  what  will  one  day  become 
major  food  companies.  For  example, 
his  own  co-op  and  another  sugar  beet 
co-op  will  invest  $51  million  in 
Northern  Corn  Processors.  This  will 
give  the  two  beet  producers  51%  of 
ncp's  equity,  with  farmers  individual- 
ly owning  the  other  49%. 

"If  I  have  flour,  sugar  and  high- 
fructose  corn  syrup,  there  aren't  a  lot 
of  food  products  I  can't  make,"  ar- 
gues Famalette.  "This  is  a  revolution, 
and  you're  just  beginning  to  see  the 
pieces  of  it  coming  together."  H3B 
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■31994  J.P  Morgan  &  Co  Incorporated 


There  are  a 
lot  of  people 
who  claim  to  be 
financial  gurus. 
But  are  they? 


undit  has  his  "niche."  Another  has  her  "forte."  But  how  can  they  claim  to  know  what's  best 
ur  situation  unless  they're  looking  at  your  whole  situation?  The  very  reason  a  Morgan  team 
les  you  with  a  variety  of  global  investment  options.  Tax  ideas.  Wealth  transfer  solutions.  And 
>ulls  them  all  together  to  create  the  smartest  long-term  strategy  for  you.  How  brilliant  is  any 
vestment  decision  if  it's  out  of  synch  with  the  rest?  If  you  have  assets  of  $5  million  or  more, 
ichard  B.  Jones  at  (213)  489-9339  or  call  George  W.  Rowe  T  l\/f^kw»rVO  "fl 
5)  954-3200,  J.P.  Morgan  California.  Private  Banking  J  "IVllJI  wClIl 

Wilmington,  Del  ,  Palm  Beach.  Los  Angeles,  San  Francisco,  Brussels,  Frankfurt,  London.  Madrid,  Milan.  Nassau.  Paris,  Geneva,  Zurich.  Hong  Kong,  Singapore.  Tokyo 
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Russell  Mortenson  roars  through  toll  booths 

)n  the  Dallas  North  Tollway.  So  do  most  motorists, 

thanks  to  Mortenson's  Amtech  Corp. 


Fast  lane 


By  R,  Lee  Sullivan 

Russell  Mortenson  boasts  he's 
driven  through  toll  plazas  on  the  Dal 
las  North  Tollway  at  speeds  as  high  as 
90mph.  Mortenson  is  no  hot- rodder 
or  toll  dodger.  He's  testing  the  elec- 
tronic toll  collectors  made  by  Dallas- 
based  Amtech  Corp.,  of  which  he  is 
chief  executive  officer. 

Here's  how  the  Amtech  system 
works:  Transceivers,  installed  at  toll 
plazas  throughout  Oklahoma  and  on 
16  other  tollways  worldwide,  bounce 
radio  beams  off  small  tags  attached  to 
car  windshields.  In  a  split  second  the 
tag  identifies  the  motorist  and  debits 
his  or  her  toll  account. 

Amtech  devices  aren't  just  a  conve- 
nience for  travelers;  they  are  big  mon- 


ey savers  for  hard-pressed  local  au- 
thorities. The  $60  million  (1993  rev- 
enues) company  has  all  but  eliminated 
new  toll  collectors  in  Oklahoma,  low- 
ering the  state's  annual  toll  collection 
costs  from  $180,000  a  lane  to 
$16,000  a  lane — a  $4  million  annual 
savings.  The  system  cost  the  state  $12 
million  to  install. 

Drivers  like  the  automatic  toll  col- 
lection devices,  too:  Half  of  Oklaho- 
ma's commuters  use  the  tags. 

Amtech  got  its  start  in  1983  when 
the  Agriculture  Department  turned 
over  the  patents  on  an  1 1  -year-old 
project  to  track  livestock  to  the  five 
scientists  who  developed  the  radio- 
beam  system.  The  fledgling  company 


■■■■■ 

attracted   the   attention   of  Daji 
Cook,  the  Dallas  computer  whiz  w 
pioneered  modeling  of  oil  and  j 
reserves,   and   who   later  found 
Blockbuster  Video.  Cook,  now  *  , 
bought  half  of  Amtech  for  $500,0  1 
and  put  up  another  $2  million  to  kc : 
the  company  afloat.  Investors,  inch 
ing  Cook's  next-door  neighbor  Rc 
Perot,  put  in  $20  million. 

As  backers  often  do,  Cook  gr 
impatient  with  his  new  baby.  He  ori 
nally  expected  fast  development 
commercial  applications  in  everythi 
from  inventory  control  to  ski  lifts, 
looked  easier  than  it  turned  out  to  b< 
admits  Cook.  A  year  later  he  turned 
attention  to  another  startup,  Blo< 
buster  Video.  Amtech  languished. 

But  two  years  later  Cook  ced 
control  of  Blockbuster  to  Wayne  Hi 
zenga,  and  Amtech  was  moved  ba 
to  the  front  burner.  To  run  the  coi 
pany  he  brought  in  Russell  Morte 
son,  a  Dallas  attorney  who  imme< 
ately  realized  the  company  needed 
play  to  the  technology's  strengtl 
He  scrapped  applications  like  wai 
house  tracking  systems,  where  Ai 
tech's  system  offered  no  advanta 
over  bar  coding.  He  turned  the  foe 
to  transportation,  where  speedy  d£ 
reading  would  be  an  asset.  In  191 
Mortenson  struck  a  deal  with  t 
Lincoln  Tunnel  in  New  York  City 
use  the  system  to  collect  tolls  f 
commuter  buses. 

Now  focused,  Amtech  was  off  ai 
running.  Dallas  and  New  Orleans  i 
stalled  Amtech's  toll  collection  s\ 


Impatient  entrepreneur  and  investor 
David  Cook  (above)  relaxes  with  the  big  cats 
at  the  Texas  Exotic  Feline  Foundation; 
Amtech's  Russell  Mortenson  (left) 
From  toll  roads  to  railroads. 
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Sure  they're  fast. 


Sitting  behind  the  wheel 
of  a  Pentium  "  processor  is 
like  driving  one  of  those 
sports  cars  that  private  eyes 
in  Hawaii  drive. 


screen,  windows  open  like 
they've  got  some  grease  in 
the  tracks,  and  everything 
just  plain  moves  faster. 
But  if  that's  not  fast 


Pentium 

■processor 


But  at  these  prices, 


But  maybe  you're  not  a 
private  eye  in  Hawaii. 
Maybe  you  have  to  stick 
to  a  budget. 

That's  not  a  problem 
anymore. 


enough  for  you,  we'll  soup 
the  whole  thing  up  to  66 
MHz  for  a  few  bucks 
more.  Just  ask  for  our 
LPx  566. 
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The  new  DECpc'"LPx 
560  has  a  high-performance 
Pentium  chip  and  a  low 
sticker  price.  Just  $2,499.* 

Not  only  that,  the  LPx 
has  our  local  PCI  bus. 


Of  course, 
both  models 
come  standard  with 
our  three-year  limited 
warranty. 

Now  you  can  blow 


the  speeding  tickets. 


Put  any  other  bus  with  a 
Pentium  chip  and  you're 
sticking  a  dinky  carburetor 
on  a  racing  engine. 

With  a  local  PCI  bus, 
graphics  snap  onto  the 


down  the  highway  without  a 
lot  of  money  in  your  pocket. 

That  expensive  speed 
trap  is  gone. 

Call  1-800-868-255Z 

Please  reference  JAD  whenyou  call. 
8:30  a.m.  (o  8:00  p.m.  Mon-Fri  ET. 
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"Monitor  not  included. 
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n  in  1989,  and  sales  hit  $6  million^ 
p  from  $300,000  when  he  took 
over.  But  development  costs  were 
eating  up  the  original  capital  fast.  In 
late  1989  Smith  Barney  drew  fresh 
capital  by  selling  60%  of  Amtech's 
equity  to  the  public,  raising  $22  mil- 
lion, helped  by  the  strength  of  Perot 
and  Cook's  names.  Getting  antsy 
again,  Cook  sold  his  own  shares  into 
the  aftermarket;  his  12%  stake,  which 
cost  him  $2.5  million,  yielded  $10 
million. 

Mortenson  kept  the  company's  fo- 
cus on  transportation.  He  moved  into 
the  railroad  industry,  signing  up  cus- 
tomers like  Norfolk  Southern,  which 
soon  clamored  for  Amtech  equip- 
ment to  become  the  industry  stan- 
dard for  tracking  boxcars.  That  hap- 
pened in  1991,  when  the  Association 
of  American  Railroads  mandated  that 
all  U.S.  railroads  employ  the  system. 
European  railroads  endorsed  the  sys- 
tem last  year.  Railroad  sales  now  make 
up  67%  of  Amtech's  volume. 

Amtech  is  modifying  its  tags  to 
measure  and  transmit  the  level  of 
hydraulic  brake  fluid  in  railcars,  allow- 
ing inspection  without  stopping 
trains.  On  the  highways,  a  joint  ven- 
ture with  Motorola  is  exploring  send- 
ing data  to  automobiles  for  on-board 
navigation. 

Amtech  posted  profits  of  $10  mil- 
lion, or  70  cents  a  share,  last  year — a 
remarkable  17%  net  margin.  Noting 
that  the  fat  margins  are  certain  to 
attract  more  competition,  short-sell- 
ers have  been  active  in  the  stock.  After 
affiliates  of  Texas  Instruments  and 
AT&T  beat  out  Amtech  on  two  big 
tollway  contracts  earlier  this  year,  the 
short-sellers  seemed  vindicated.  Am- 
tech's stock  dropped  from  33  to  14;  it 
has  since  recovered  to  17. 

Analyst  Richard  Davis  of  the  re- 
search firm  Louis  Nicoud  Associates 
in  San  Francisco  is  looking  long  term. 
He  points  out  that  Amtech  has  no 
debt  and  $39  million  in  cash.  Davis 
expects  Amtech's  earnings  to  climb 
20%  this  year  and  to  double,  to  $1.50 
a  share,  in  1995.  As  for  the  heavy-duty 
competition,  Mortenson  points  out 
that  most  of  Amtech's  revenues  now 
come  from  rail,  where  it  has  no  com- 
petition, thanks  to  the  aar  mandate. 
Blusters  Mortenson,  "There's  noth- 
ing the  short-sellers  can  do  to  dimin- 
ish that."  mm 


Bhavarlal  Jain  trained  to  become  a  bureaucrat 
in  the  sprawling  Indian  government. 
His  mother  thought  he  could  do  more. 

Mother 
knew  best 


By  Michael  Schuman 

Amid  the  dusty,  barren  hills  outside 
Jalgaon,  a  small  city  250  miles  north- 
east of  Bombay,  lies  an  oasis  of  neatly 
cultivated  green  fields  of  banana  trees, 
grapevines  and  papaya  plants.  This  is 
where  Bhavarlal  Hiralal  Jain  watches 
over  his  $34  million  (revenues)  Jain 
Irrigation  Systems  Ltd.,  one  of  India's 
most  successful  and  forward -looking 
agricultural  companies. 

The  arid  soil  blooms  because  of  Jain 
Irrigation's  drip  irrigation  systems, 
which  provide  a  specified  amount  of 
water  directly  to  the  base  of  each 
plant.  This  technology  increases  aver- 
age yields  by  45%  and  takes  only  30% 
of  the  water  used  by  traditional  canal 
irrigation  systems — a  critical  factor  in 
water-scarce  areas  like  Jain's  home 
state  of  Maharashtra  in  western  India. 

As  a  boy  Jain  helped  farm  his  fami- 
ly's land  in  the  village  of  Vakod  (pop. 
2,000),  near  Jalgaon.  But  after  earn- 
ing a  law  degree  from  Bombay  Uni- 
versity in  1962,  Jain,  now  56,  pre- 


Jain  Irrigation's  Bhavarlal  Jain 
"Now  I  can  really  grow." 


pared  to  settle  into  a  comfortable  ci| 
service  post.  Fortunately,  his  moth 
had  other  ideas.  "My  mother  co 
vinced  me  to  take  more  risks  and  st; 
a  business  on  my  own,"  Jain  recalls 

In  1962  a  major  petroleum  comp 
ny  was  looking  for  a  distributor 
rural  Maharashtra.  Jain  convinced  1 
family  to  contribute  their  total  savini 
of  7,000  Indian  rupees — abo 
$1,500  back  then — to  become  t] 
distributor.  He  bought  secondhai 
containers  and  took  kerosene  frq 
village  to  village  by  pushcart.  As  tl 
business  grew,  he  brought  in  iincH 
brothers  and  cousins  to  help  out. 

Over  the  next  20  years  the  Jaii 
expanded  from  petroleum  distrib 
tion  into  trading  tires,  tractors,  m 
torcycles,  fertilizers,  seeds  and  electi 
motors.  They  also  manufactured  pla 
tic  pipes  and  papain,  an  enzyme  dl 
rived  from  papayas  that  is  used 
brewing  beer.  Sales  hit  $13  million  ( 
current  exchange  rates)  by  1985. 

"But  I  am  a  farmer  at  heart,"  Jail 
says.  His  heart  leaped  in  1985  wh^ 
he  visited  an  agricultural  produd 
trade  show  in  Fresno,  Calif,  and  saw 
drip  irrigation  system.  Turning  tl 
trading  businesses  over  to  fami 
members,  Jain  set  out  to  license  tl 
irrigation  technology  and  start  a  bui 
ness  to  manufacture  it.  The  Italia 
owners  were  willing,  but  not  so  tH 
Indian  bureaucracy.  "The  bureai 
crats  didn't  understand  why  we  neeo 
ed  a  technology  to  distribute  water] 
says  Jain.  "The}'  didn't  understan 
how  crucial  it  was  for  the  farmers." 

After  18  months  of  haranguin 
government  bureaucrats  in  Delh 
Jain  was  finally  given  a  license  to  staj 
his  irrigation  company  in  1987.  A 
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AT  TOYOTA,  we're  committed  to  building  in 
America.  In  fact,  almost  half  the  Toyota 
passenger  vehicles  sold  in  America  are  built 
in  our  Kentucky  and  California  plants.  And 
over  the  last  three  years,  we've  doubled  our 


U.S.  made  parts  purchasing  to  over  $4.4  billion 
per  year.  From  our  manufacturing  facilities 
to  our  U.S.  research  and  design  centers, 
our  operations  here  provide  more  than 
16,000  direct  jobs  and  give  an  economic 
boost  to  communities  right  across  America. 


Toyota's  Camry  manufacturing  plant,  Georgetown,  Kentucky. 


Investing    in    the    things    we    all    care    about.  TOYOTA 

For  more  information  about  Toyota  in  America  write  Toyota  Motor  Corporate  Services,  9  West  57th  Street,  Suite  4900-B2.  New  York,  NY  10019. 


Jay  Tallon's  termite  control  system  is  neither 
100%  effective  nor  cheap,  but  it  is  convenient 
and  politically  correct.  So  it  has  found 
a  market  in  a  business  dominated  by  giants. 

A  chilling  tale 


fii  st  the  farmers  were  almost  as  tough 
to  convince  as  the  bureaucrats.  "We 
had  to  educate  them  about  how  it 
could  help,"  says  Jain.  As  a  kind  of 
showroom,  Jain  created  the  oasis  in 
Jalgaon,  as  well  as  other  demonstra- 
tion farms  around  the  country,  and 
invited  farmers  to  visit  so  they  could 
witness  firsthand  the  miracles  his  sys- 
tems could  perform. 

Still,  few  farmers  could  afford  the 
$500-and-up  cost  of  Jain's  drip  sys- 
tem, and  Jain  was  unable  to  reduce 
prices  because  of  low  volumes  and 
high  tariffs  on  imported  raw  materials 
for  the  system's  plastic  parts.  So  he 
went  into  a  higher- margin  business  to 
support  his  irrigation  project:  plastic 
sheets,  used  as  signs  and  windows. 
Today  plastic  sheets  account  for  40% 
of  Jain  Irrigation's  revenues. 

Ironically,  Jain  got  his  biggest 
break  from  the  same  bureaucracy  that 
had  at  first  stifled  him:  In  1990  the 
Indian  government  created  a  subsidy 
program  for  small  irrigation  systems, 
paying  up  to  50%  of  their  total  cost. 
The  following  year  Jain  Irrigation's 
sales  nearly  doubled,  to  $5.5  million; 
this  year  irrigation  sales  are  expected 
to  hit  $27  million. 

"As  farmers  become  more  aware  of 
the  benefits,  word  of  mouth,  instead 
of  the  subsidy,  is  driving  sales,"  ex- 
plains Tapasije  Mishra,  an  analyst  who 
follows  the  company  for  SSKI-Smith 
New  Court,  a  Bombay-based  securi- 
ties firm.  Noting  that  only  one-half  of 
1%  of  the  agricultural  land  in  India 
suitable  for  drip  irrigation  uses  drip 
systems,  Mishra  expects  the  market  to 
grow  at  30%  for  at  least  the  next 
four  years. 

Thanks  to  Prime  Minister  Nara- 
simha  Rao's  liberalization  program 
(Forbes,  May  23),  businessmen  no 
longer  need  government  approval  for 
every  investment.  Jain  is  using  his 
newfound  freedom  to  diversify.  He 
has  begun  to  manufacture  green- 
houses, liquid  fertilizers  and  solar  wa- 
ter heaters. 

To  Rind  these  projects,  Jain  Irriga- 
tion raised  $30  million  in  equity  capi- 
tal on  the  Luxembourg  Stock  Ex- 
change early  this  year.  Jain  and  his 
family  own  31%  of  the  company,  a 
stake  worth  $36  million. 

"This  wouldn't  have  been  possible 
before  the  [Rao]  liberalization,"  says 
Jain.  "Now  I  can  really  grow."  WM 


By  Damon  Darlin 

When  Burt  Stern  noticed  tiny  pel- 
lets under  his  kitchen  sink  in  his 
Chatsworth,  Calif,  home,  he  expected 
the  worst.  A  pest  control  company 
then  confirmed  it:  dry  wood  termite 
droppings,  calling  cards  of  pests  that 
were  lunching  on  the  frame  of  his 
stucco  house. 

The  obvious  solution:  Fumigate 
the  place.  But  that  meant  moving 
family,  pets,  food  and  plants  out  of  the 
house  for  two  days  while  a  big  tent 
was  erected  over  the  house  and  a 
deadly  gas  pumped  in.  The  gas  is  so 
strong  it  kills  the  bougainvilleas  and 
fuchsias  alongside  the  house. 

That's  when  Stern  recalled  some 
catchy  radio  commercials  of  Tallon 
Termite  &  Pest  Control.  "We  freeze 
their  little  buns  off,"  says  the  an- 
nouncer. The  family-run  pest  control 
company  has  a  novel  approach  to 
termite  control.  Joseph  Tallon  Jr.,  44, 
patented  the  idea  of  applying  liquid 
nitrogen  to  the  inside  of  walls,  lower- 
ing the  temperature  of  the  wood  to 
minus  20  degrees  Fahrenheit  and 
freezing  the  little  pests. 

Tallon  Termite,  run  by  his  brother 
Jay,  35,  has  grown  to  $9  million  in 
sales  this  year  from  $436,000  in 
1986,  when  the  brothers  started  us- 
ing the  process.  Jay  and  Joe's  father, 
Joe  Sr.,  began  killing  bugs  in  1965  in 
southern  California  after  moving 
from  Montana.  California's  a  good 
place  for  the  bug  business  because 
50%  of  the  houses  have  some  infesta- 
tion. More  than  $300  million  in  dam- 
age, or  30%  of  the  nation's  total,  is 
done  in  southern  California  each  year 
by  termites. 

As  kids,  Jay  and  his  brother  rode  the 
truck  and  helped  their  dad  run  a  pest 
control  business  using  conventional 
chemicals.  But  margins  were  low  and 


the  $4  billion  industry  was  increasi 
ly  dominated  by  Rollins  Inc.'s  Ork 
and  ServiceMaster's  Terminix.  Whi 
working  on  a  degree  in  environment 
studies  at  California  State  Universii 
at  Dominguez  Hills,  Joe  Jr.  seizejj 
upon  the  idea  of  freezing  termites  \ 
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tie  way  to  give  his  family  an  edge  in 
ae  business.  The  selling  point  was  its 
afety.  Nitrogen  dissipates  into  the 
Biosphere,  which  is  already  78%  ni- 
•ogen.  It  doesn't  harm  living  things, 
nlike  methyl  bromide  or  sulfuryl 
uoride,  which  has  actually  killed  bur- 
lars  who  broke  into  houses  that  were 
eing  treated. 

Tallon's  technicians,  on  the  other 
and,  probe  a  house's  walls  looking 
:>r  termites.  When  they're  located, 
quid  nitrogen  is  pumped  into  the 
'alls — 7  gallons  per  stud.  After  about 
0  minutes,  the  termites  crystallize 
nd  shatter. 

The  first  idea  back  in  1986  was  to 
cense  the  "Blizzard  System"  to  oth- 
b  pest  control  operators.  "We 
lought  we  would  make  a  million  on 
,"  says  Jay  Tallon.  Instead,  he  re- 
Ills,  "They  laughed  and  called  it  a 


Popsicle  machine."  Undaunted,  Tal- 
lon patented  the  system  and  tried  to 
use  it  on  its  own. 

The  Tallon  system  isn't  cheap.  The 
job  at  the  Sterns',  along  20  feet  of 
exterior  wall,  cost  about  $2,000,  or 
slighdy  less  than  the  cost  of  tenting  an 
average  home.  But,  for  big  infesta- 
tions, freezing  the  bugs  costs  signifi- 
cantly more.  And  it  only  kills  the  pests 
you  know  about;  on  several  occasions 
Tallon  has  come  back  to  jobs  to  do  a 
whole-house  fumigation  with  chemi- 
cals when  previously  undetected  ter- 
mites appeared  in  other  parts  of  a 
house.  Nonetheless,  many  Califor- 
nians,  Stern  included,  opt  for  the  less 
disruptive  Tallon  treatment. 

What  the  Tallons  hadn't  anticipat- 
ed was  that  they  would,  like  many 
entrepreneurs  before  them  and  since, 
have  to  fight  powerful  government 


bureaucracies.  The  California  De- 
partment of  Agriculture  got  into  the 
act,  ruling  that  the  liquid  nitrogen 
had  to  be  registered  as  a  pesticide, 
even  though  it  was  the  cold  that  killed 
the  creatures,  not  the  nitrogen.  To 
get  that  registration,  the  Tallons  had 
to  get  the  approval  of  the  federal 
Environmental  Protection  Agency. 
The  EPA  also  said  it  was  a  pesticide. 
After  several  frustrating  rounds  with 
the  bureaucrats,  Tallon  enlisted  the 
help  of  his  senator,  Pete  Wilson,  now 
the  governor  of  California.  In  1987 
Tallon  got  the  approval.  But  the  bat- 
tle had  just  started. 

The  pest  control  industry,  through 
its  members  on  the  state  Structural 
Pest  Control  Board,  insisted  that  if 
nitrogen  was  a  pesticide,  Tallon 
would  have  to  tent  houses  before 
using  it.  Not  only  was  this  technically 
unnecessary,  it  actually  made  the  pro- 
3  cess  dangerous.  High  concentrations 
=  of  liquid  nitrogen  can  cause  suffoca- 
tion. Finally,  in  1989,  after  running 
up  $700,000  in  legal  fees,  Tallon 
Termite  won  approval  to  operate 
without  tents.  Revenues  jumped  to 
$7  million  the  following  year. 

The  Tallon  treatment  has  its  draw- 
backs. While  conceding  that  it  does 
kill  termites,  rivals  dispute  whether  it 
is  effective  for  a  house  riddled  with  the 
beasts.  Freezing  is  basically  a  spot 
treatment,  they  argue,  and  is  only  as 
good  as  the  human  inspectors  who 
must  find  the  termites.  Academics  say 
whole-house  fumigation  remains  the 
best- known  way  to  kill  all  the  bugs  a 
structure  may  shelter. 

Nevertheless,  Tallon  is  finding 
markets.  With  five  offices  in  Califor- 
nia, the  Long  Beach  company  has  just 
begun  expansion  into  bug- infested 
Florida.  Jay  Tallon  says  he  hopes  reve- 
nues will  hit  $12  million  next  year.  So 
far  the  regulatory  problems  haven't 
been  repeated,  partly  because  he 
spent  days  at  the  Florida  statehouse 
buttonholing  officials. 

Jay  Tallon  doesn't  think  that  either 
the  bureaucrats  or  the  high  cost  of  his 
process  will  stop  him  in  the  long  run, 
because  his  nonchemical  treatment  is 
in  tune  with  the  times.  "If  we  had 
tried  this  in  the  early  Seventies,  I  don't 
think  we  would  have  succeeded.  The 
awareness  of  chemicals  just  wasn't 
there."  He  smiles:  "What's  nice  is 
that  we  are  politically  correct."  U 
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State  and  federal  regulators  force  the  telephone 
companies  to  report  phony  earnings. 
U  S  West  isn't  playing  ball  anymore. 

Honesty  isn't 
such  a  bad  policy 


By  Riva  Atlas 

Last  September  U  S  West  Inc.  took 
a  $5.4  billion  pretax  charge  against 
earnings.  That  worked  out  to  $7.45 
per  share  on  aftertax  earnings  and 
wiped  out  a  little  over  one-third  of  the 
shareholders'  equity. 

Wall  Street's  response  was  equally 
stunning.  Within  hours  of  the  an- 
nouncement, Colorado- based  U  S 
West's  stock  rose  4%. 

In  bidding  up  U  S  West's  stock, 
Wall  Street  was  sending  two 
messages.  One,  that  U  S  West 
should  be  rewarded  for  honest 
bookkeeping.  Two,  that  its 
bookkeeping — like  that  of  the 
other  Bell  companies — has 
not  been  very  honest  in  recent 
years. 

U  S  West's  huge  one-time 
charge  resulted  mainly  from 
the  way  it  carried  its  invest- 
ments into  equipment — cop 
per  wire,  switches,  software 
and  other  tools  of  the  tele- 
phone trade.  Telecommunica 
tions  technology  and  legal 
barriers  to  entry  into  the  in- 
dustry are  changing  so  rapidly 
these  days  that  telephone 
companies  should  depreciate 
their  equipment  rapidly.  Yet 
until  U  S  West  took  its  big 
charge,  the  company  had  been  using 
depreciation  schedules  that  stretched, 
for  some  equipment,  to  30  years.  This 
method  resulted  in  skimpy  deprecia- 
tion charges  to  earnings  and  higher 
reported  earnings. 

In  reporting  these  phony  earnings 
did  U  S  West,  which  serves  25  million 
customers  in  14  states  from  the  Great 
Plains  to  the  Pacific  Northwest,  mean 
to  deceive?  Not  at  all.  The  lengthy 


depreciation  schedules  have  been 
forced  upon  it  (as  well  as  the  other 
Bell  companies)  by  state  regulators 
and  the  Federal  Communications 
Commission. 

The  regulators  are  political  animals; 
their  primary  concern  is  to  keep  rates 
low.  But  the  regulators  must  also 
allow  the  telephone  companies  to 
charge  rates  that  are  high  enough  to 
recover  their  capital  costs.  By  telling 


the  companies  to  depreciate  their  as- 
sets over  long  periods  of  time,  the 
regulators  meet  both  objectives:  low 
rates  and  an  appearance  of  adequate 
profitability.  This  explains  why  over 
the  past  decade  or  so  the  regional 
Bells  have  lobbied  state  regulators 
and  the  FCC  to  let  them  speed  up 
equipment  depreciation  periods,  but 
to  little  avail. 

Finally,  U  S  West  got  tired  of  re- 


porting phony  earnings.  On  the 
nancial  statements  it  files  with  t 
Securities  &  Fxchange  Commissio| 
U  S  West  stopped  using  the  regul 
tors'  old  depreciation  schedules  aij 
adopted  the  much  shorter  schedul 
that  are  consistent  with  Generally  A 
cepted  Accounting  Principles.  In  oi 
fell  swoop  U  S  West  cut  the  numb 
of  years  over  which  it  depreciate 
some  equipment  by  as  much  as  43' 
The  cost  of  the  adjustment:  that  $5 
billion  charge  last  September. 

In  its  filings  with  the  regulatoi 
U  S  West  must  still  use  the  old  schet 
ules.  This  means  the  regulators  ci 
deny  the  company's  pleas  for  high 
rates,  on  the  ground  that,  with  cd 
rent  rates,  the  company  is  alreac 
recovering  its  costs  in  a  timely  mai 
ner.  Comfortable  with  this  fictio 
most  regulators  will  move  glacially  t 
allow  U  S  West — and  other  Bell  con 
panics — to  adopt  more  realistic  d 
preciation  schedules.  Says  Scott  G) 
rard,  who  runs  the  Oregon  Pub! 
Utility  Commission's  telecommun 
cations  division:  "We  have  not  bee 
convinced  yet." 

As  things  stand,  none  of  tl| 
other  Bell  companies  has  fa| 
lowed  U  S  West's  lead 
adopting  more  honest  depr 
ciation  schedules.  "We'd  ratl( 
er  see  regulatory  change  firstj 
admits  John  Edwardson,  chit 
financial  officer  at  Ameritec 
Corp. 

But  the  capital  markei 
clearly  approve  of  U  S  Wesfl 
new  bookkeeping.  Goldmai 
Sachs  telecommunicatioi) 
analyst  Robert  Morris  bi 
lieves  that  with  its  big  chard 
behind  it,  U  S  West  will  no] 
begin  to  report  earnings  ths 
are  both  strong  and  hones 
He  points  out  that  eve| 
though  U  S  West  has  iri 
creased  its  average  depreci. 
tion  rate,  the  new  carrying  value  of  i 
equipment  is  lower  (thanks  to  tfj 
one-time  charge)  and  future  deprecj 
arion  charges  to  earnings  will  be  lei 
than  before.  All  told,  Morris  expeci 
the  accounting  change  will  actual] 
add  23  cents  a  share  to  the  company 
1994  earnings,  which  he  estimate 
will  be  up  8.5%,  to  $2.95. 

For  the  other  Bell  companies 
big  bath  still  shimmers. 
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We're  all  in  it  together. 


Environmental  protection  is  everyone's  business. 
AM-RE  SERVICES,  INC.,  a  wholly  owned  subsidiary  of 
American  Re-Insurance  Company,  has  specialists  in 
environmental  technology  and  reinsurance.  We 
believe  it's  time  to  stop  focusing  our  efforts  on  who's  to 
blame  for  past  pollution  and  start  opening  lines  of 
communication  on  how  to  minimize  it  for  the  future. 
We  need  to  establish  achievable  goals  for  cleaning  up 
existing  sites.  To  resolve  disputes  outside  the 
courtroom  to  lessen  'frictional  costs'  so  our  nation's 
Superfund  dollars  aren't  wasted  on  litigation.  To  pool 


our  resources  in  research  and  technology  so  we're  all 
not  wasting  so  much  energy  tackling  the  same 
problems.  To  accept  that  our  economic  behavior  may 
have  to  change  in  the  short-term,  if  we  are  to  achieve 
our  long-term  goals.  And  most  importantly,  we  have  to 
build  trust.  Because  though  we  may  compete  in  the 
marketplace,  we're  all  in  this  world  together. 

Communication  is  the  first  step  toward  cooperation. 
Let's  start  talking  about  ways  we  can  work  together. 
For  more  information  on  Corporate  Environmentalism, 
call  Corporate  Communications  at  609-243-4339. 


AM-RE  SERVICES,  INC. 

555  College  Road  East,  Princeton,  NJ  08543-5241  (609)  243-4200 


Atlanta,  Bermuda,  Bogota,  Boston,  Brussels,  Cairo.  Chicago,  Columbus,  Dallas.  Hartford,  Kansas  City,  London,  Los  Angeles,  Melbourne,  Mexico  City, 
Minneapolis,  Montreal,  New  York,  Philadelphia,  San  Francisco,  Santiago,  Singapore,  Sydney,  Tokyo.  Toronto,  Vienna 
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.  nee  may  not  be  bliss,  but  it  can  force 
managements  to  ask  questions  that  badly  need  to  be 
asked.  Consider  Joe  Cannon  and  Robert  Grow,  lawyers 
who  found  themselves  running  a  big  steel  company. 

Steelmen  in  wing  tips 


i 


By  Seth  Lubove 

"The  fact  of  the  matter  is,  we  didn't 
know  a  thing  about  the  steel  indus- 
try," admits  Joseph  Cannon,  chief 
executive  of  Geneva  Steel  Corp.  "We 
were  too  stupid  to  know  it  was  stupid 
to  buy  a  steel  mill."  But  they  weren't 
too  stupid  to  ask  some  very  basic 
questions  that  helped  turn  a  white 
elephant  into  a  successful  company. 

Cannon,  a  cherubic,  bespectacled 
lawyer,  has  demonstrated  how  cre- 
ative entrepreneurship  can  increase 
economic  value  in  an  ingrown  indus- 
try. Formerly  a  division  of  U.S.  Steel, 
and  the  only  integrated  steel  mill  west 
of  the  Mississippi,  the  sprawling  Ge- 
neva Steel  Works  in  Vineyard,  Utah 
was  a  rusting  relic  of  World  War  II, 
when  it  was  built  as  part  of  the  war 
effort  and  as  a  move  to  decentralize 
industrial  production  away  from  the 
militarily  vulnerable  coasts. 

In  1986  U.S.  Steel  faced  a  choice: 
Spend  $1  billion  to  modernize  Gene- 
va or  shut  the  mill  down.  For  the 
Pittsburgh-based  U.S.  Steel  manage- 
ment, it  wasn't  a  tough  choice.  It  had 
just  signed  a  deal  to  get  cheaper  raw 
steel  for  its  finishing  mill  in  California 
from  Korea's  Pohang  Iron  &  Steel 
Co.  Good-bye,  Geneva.  Who  needed 
its  high-cost  steel  that  had  to  be 
hauled  over  land  to  the  coast?  U.S. 
Steel  decided  to  shut  the  mill  and  lay 
off  its  1,850  workers. 

The  shuttering  would  be  a  blow  to 
Utah.  Almost  1%  of  the  total  personal 
income  in  the  state  was  generated  by 
the  mill's  payroll.  Its  belching  smoke- 
stacks may  have  been  offensive  to 
trendy  skiers  on  their  way  to  actor 
Robert  Redford's  Sundance  ski  re- 
sort, but  they  meant  jobs  with  good 
benefits  that  pay  a  lot  more  than  does 
scrubbing  toilets  at  Redford's  resort. 

At  the  time  of  the  threatened  clos- 


ing, Cannon,  a  Utah  native  and  a 
Mormon,  was  practicing  environ- 
mental law  in  San  Francisco,  after  a 
stint  in  the  Reagan  Administration's 
Environmental  Protection  Agency. 
He  proposed  to  Robert  Grow,  a  Salt 
Lake  City  lawyer  and  longtime  friend, 
that  they  try  to  save  Geneva  Steel  to 
help  the  community.  Grow  knew  as 
little  about  steel  as  Cannon  did.  He 
had  been  practicing  real  estate  and 
corporate  law. 

U.S.  Steel  was  happy  to  sell.  It 
asked  $44  million — a  tiny  fraction  of 
what  the  mill  had  cost.  Cannon  and 
Grow  scratched  around  for  capital, 
finally  borrowing  $34  million  of  the 
purchase  price.  They  tapped  a  now 
tailed  Texas  savings  and  loan,  Union 
Carbide's  pension  fund,  ITT  Financial 
Corp.  and  an  insurance  company.  To 
sweeten  the  pot,  Cannon  and  Grow 
gave  the  lenders  49.6%  of  the  equity 
in  the  newly  formed  company.  U.S. 
Steel  agreed  to  defer  payment  on  the 
remaining  $10  million  (which  has 
since  been  paid  off).  To  get  the  plant 
running  again,  Cannon  and  Grow 
and  some  local  law  and  accounting 
firms  put  in  $4  million. 

The  United  Steelworkers  of  Ameri- 
ca also  made  concessions,  and  U.S. 
Steel  agreed  to  absorb  the  mill's  ex- 
tensive liabilities  for  paying  retired 
pensioners.  The  steel  giant  also  ac- 
cepted partial  liability  for  previous 
environmental  costs. 

But  to  whom  would  Geneva  sell  its 
steel?  With  its  costs  sharply  reduced 
and  heavy  environmental  and  pension 
costs  shed,  Geneva  could  produce  at  a 
very  competitive  price.  Luck  was  with 
it,  too.  Demand  was  picking  up.  Can- 
non and  Grow  began  selling  on  the 
spot  market  in  the  South  and  Midwest 
through   independent  distributors. 


Geneva  Steel's 
Robert  Grow  (left) 
and  Joseph  Cannon 
"We  were  too 
stupid  to  know 
it  was  stupid 
to  buy  a 
steel  mill." 


From  1988  onward,  the  plant  w! 
profitable. 

It  was  soon  after  they  took  over  thi 
Cannon  and  Grow  demonstrated  wD 
motivated  and  shrewd  outsiders  q 
sometimes  breathe  new  life  into 
hidebound  business.  Cannon  had  ii 
tended  to  leave  management  to  tl 
steelmen,  but  when  orders  begs 
pouring  in  12  days  after  the  de 
closed  in  August  1987,  he  asked  til 
management  to  restart  a  second  bla 
furnace.  The  plant  manager  balke- 
arguing  that  it  was  financially  too  risl 
to  bet  that  heavily  on  continuing  d: 
mand.  Prove  it,  Cannon  told  hir 
After  a  cost  study  to  quantify  the  ris 
conducted  at  Cannon's  request,  tl 
plant  manager  changed  his  mind.  Tl 
furnace  was  relined  and  started  ij 
again.  It  has  run  ever  since. 

This  experience  was  a  kind 
epiphany  for  Cannon.  "For  a  comp 
ny  to  modernize  and  stay  competitil 
takes  more  than  just  the  technic 
skills,"  he  says.  "Strategic  vision 
important."  To  Cannon,  that  visic 
was  the  ability  to  see  the  big  pictur 
He  adds:  "The  lesson  for  me  was,  he 
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/e  can  add  value.  We're  not  just  a 
■unch  of  lawyers  here."  To  bone  up 
>n  steeimaking,  Cannon,  44,  read 
trough  a  pile  of  Harvard  Business 
ichool  case  studies.  Grow,  also  44, 
hecked  out  60  books  on  steeimaking 
■om  the  University  of  Utah  library. 
Then  we  talked  to  people  every- 
where,1' Grow  says. 

There  remained  the  problem  of 
modernization.  Now  profitable,  Ge- 
leva  could  borrow  more  readily,  and 
orrow  it  did.  So  far  Geneva  has  spent 
•354  million  on  modernizing  the 
ilant,  with  another  $59  million  slated 
)r  the  next  two  years.  Debt  has 
lounted  to  $325  million  and  carry- 
ng  costs  are  $33  million  a  year,  but 
le  modernization  came  in  at  just  4 1  % 
If  the  $1  billion  U.S.  Steel  had  esti- 
mated. For  instance,  U.S.  Steel 
lought  it  would  cost  more  than 
250  million  to  replace  a  set  of  obso- 
:te  open  hearth  furnaces  with  more 
lodem  basic  oxygen  furnaces.  "We 
lid  we  can't  afford  that,"  says  Grow, 
:anding  in  front  of  a  cracked  confer- 
ence table  inherited  from  U.S.  Steel, 
p  Cannon  and  Grow  scrounged 


around  for  used  basic  oxygen  fur- 
naces, which  they  found  in  a  shuttered 
Republic  Steel  mill.  Total  cost:  just 
$80  million.  That  upgrade  cut  costs 
significantly.  Economics  Associates 
Inc.,  a  consulting  firm,  estimates 
Geneva's  production  cost  for  hot- 
rolled  steel  at  $280  per  ton,  second 
only  to  Nucor's  $265  per  ton  and  far 
lower  than  Armco's  $315  per  ton. 

The  other  major  part  of  the  mod- 
ernization, just  completed,  is  a  new 
continuous  caster.  The  caster,  made 
by  the  same  firm  that  built  Nucor 
Corp.'s  innovative  casting  system,  is 
designed  to  produce  die  industry's 
widest  steel  slabs,  a  high-margin 
product  used  in  railcars,  ships  and 
holding  tanks. 

That  will  open  up  Geneva's  market 
enormously.  Before,  the  plant  made  a 
lot  of  flat- rolled  steel  coils  out  of 
ingots.  The  total  market  for  that 
product  is  about  5  million  tons,  for 
which  Geneva  must  battle  with  the 
big  integrated  steel  mills  and  some 
minimills.  When  the  modernization 
program  is  completed  next  year,  its 
costs  will  have  been  reduced  by  $39  a 


ton  since  1992,  to  $270  a  ton.  Total 
capacity  will  expand  to  1.9  million 
tons  from  1 .4  million  tons. 

Geneva's  unionized  labor  force  was 
accustomed  to  the  autocratic  man- 
agement of  a  big  company.  "The 
workers  still  felt  they  could  check 
their  brains  at  the  gate,"  Cannon  says. 
He  and  Grow  have  encouraged  work- 
ers to  offer  their  ideas  to  cut  costs. 
One  suggestion:  Plant  workers  ar- 
gued that  they  could  dispose  of  the 
detritus  from  the  mill's  scrubbers  at  a 
lower  cost  than  the  waste  company 
that  had  the  contract.  Geneva  now 
has  a  "supersucker"  truck  to  clean  out 
the  scrubber's  baghouses.  In  return 
for  waiving  work  rules,  Cannon  and 
Grow  agreed  to  distribute  10%  of 
pretax  profits  (after  deducting  a  por- 
tion of  capital  expenses). 

In  the  intensely  cyclical  steel  busi- 
ness, the  recent  recession  took  a  toll. 
Sales  fell  to  $465  million  last  year 
from  $525  million  in  1989.  After 
reporting  earnings  for  the  four  years 
following  the  acquisition,  Geneva  lost 
$25  million  in  fiscal  1992  and  1993. 
It  was  barely  profitable  in  the  first 
fiscal  quarter  that  ended  Dec.  31,  and 
reported  a  loss  for  the  second  quarter 
due  to  startup  costs  of  the  new  caster 
and  the  early  retirement  of  debt.  But 
analysts  who  follow  the  company  ex- 
pect Geneva  will  be  back  in  the  black 
by  the  fourth  quarter.  In  a  market  that 
is  turning  upward,  Geneva  benefits 
early  since  it  sells  entirely  to  the  spot 
market,  where  price  increases  show 
first.  Piper  Jaffray  analyst  Bob  Too- 
mey  estimates  Geneva's  operating 
profit  per  ton  will  increase  from  just 
over  $10  in  1991  to  $83  in  1995. 

Cannon  and  Grow  took  the  com- 
pany public  in  March  1990,  raising 
$28  million  for  22%  of  the  shares.  The 
original  lenders  cashed  out  their  near- 
ly 50%  interest  at  that  time.  Cannon 
and  Grow  ended  up  with  15%  of  the 
shares,  with  a  market  value  of  $40 
million,  but  62%  of  the  voting  shares. 
The  company's  shares  more  than 
doubled  in  value  to  21,  before  falling 
back  to  187/8  recently. 

"To  this  day,  I  still  can't  make 
steel,"  says  Cannon.  "My  added  val- 
ue was  in  seeing  a  bigger  picture  and 
being  extremely  future  oriented."  In- 
experience when  combined  with  in- 
tense curiosity  and  entrepreneurial 
drive  can  be  a  virtue  in  business.  MS. 
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MARKETING 

EDITED  BY  JOSHUA  LEUINE 


Ermenegildo  Zegna  makes  some  of  the  finest 
Italian  suits  you  never  heard  of  and  has  become 
a  master  of  whisper  marketing. 

Armani's 
counterpoint 


IT'S  NOT  easy  to  tell  that  menswear 
manufacturer  Ermenegildo  Zegna 
takes  over  the  Ligurian  resort  of  Por- 
tofino  each  May  to  host  the  glittering 
regatta  that  kicks  off  the  yacht-racing 
season.  There  are  no  garish  banners  or 


other  obvious  huckstering  to  mar  the 
pastel  waterfront.  But  here  and  there 
among  the  moneyed  crowd  you  can 
spot  some  impeccably  groomed  pea- 
cocks wearing  blue- and  white  yacht- 
ing shirts  with  the  words  "Trofeo 


Anna  and 

Ermenegildo 

Zegna 

From  tailors  to 
engineers  in  three 
generations. 


Zegna's  fabric  for 
the  Saab  9000 
Zegna  wants 
Saab's  customers, 
not  its  business. 


Krmenegildo  Zegna  1994" — thi 
Zegna  trophy — stitched  discreetly  tcj 
the  breast. 

This  is  the  kind  of  understated 
whisper  marketing  that  Zegna  uses  td 
push  its  plush,  high-priced  woolen] 
and  sportswear.  "Our  customers  hat< 
to  show  they  are  w  earing  the  brand— < 
it's  not  like  Armani,11  says  Ann 
Zegna,  35.  A  granddaughter  of  th« 
company's  founder,  Anna  Zegm 
scans  Portofino's  harborside  piazzai 
"There's  DeBenedetti,  there's  Pirel 
li,"  she  says,  pointing  out  some  of  thi 
magnates  who  flock  to  the  regatta 
"They're  here  because  they  don't  feej 
they're  being  used  to  promote  tin 
brand." 

But  word  gets  around,  and  as 
does  Zegna  prospers.  The  past  threi 
years  have  not  been  kind  to  the  men' 
suits  business  in  general— the  $2.. 
billion  (retail)  market  for  men's  suitj 
in  the  U.S.  fell  slightly  in  each  of  thos» 
years,  and  it's  headed  further  down 
GFT,  the  proud  Italian  manufacture: 
that  makes  Armani's  menswear,  is  stil 
looking  for  a  buyer  to  bail  it  ouj 
(Forbes,  Oct.  11,  1993).  But  Zegna 
whose  off-the-rack  suits  retail  for  be: 
tween  $1,200  and  $1,500,  thrives. 

Neiman  Marcus,  which  started  cad 
tying  the  Zegna  line  five  years  ago) 
claims  that  sales  have  been  growinj 
roughly  20%  every  year.  "It's  been 
remarkable  business  success,"  say 
Derrill  Osborn,  Neiman's  head  d 
men's  clothing. 

Zegna's  worldwide  sales  hit  a  red 
ord  464  billion  lire  in  1993 — abou| 
$285  million  at  current  rates  of  e» 
change.  The  company  forecasts  sale 
of  500  billion  lire  this  year.  The  U.S 
accounts  for  roughly  20%  of  that. 

Zegna's  clothing  doesn't  make  an) 
radical  fashion  statements.  It's  morj 
about  classic  tailoring  of  rich  am 
supple  fabrics,  with  obsessive  atteri 
tion  to  detail.  The  wool  in  Zegna" 
new  top -of- the -line  fabric  is  spun  inra 
strands  so  fine  that  1  kilogram  of  then 
stretches  150,000  meters.  Buttons  o| 
Zegna's  most  expensive  jackets  art 
hand-sewn.  Before  leaving  the  factor 
Zegna's  suit  jackets  are  hand-pressed 
a  task  that  takes  45  minutes. 

The  market  for  $  1 ,200  suits  is  limit 
ed,  of  course — Zegna  says  that  halt  c 
Neiman  Marcus'  shoppers  have  neve 
even  heard  of  the  brand.  But  Zegna' 
customers  tend  to  be  ardent  and  well 
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In  an  increasingly  demanding  world  in  which  time  always  seems 
to  be  of  the  essence,  computer  chip  technology  is  allowing  us  to  be 
faster,  smarter... and  ultimately,  more  productive.  And  leading  the 
way  is  NEC's  new  MIPS*  RISC  microprocessor.  Designed 
for  the  raw  speed  of  Windows  NT"  computing,  it  can  perform 
millions  of  advanced  commands  in  a  split  second-faster  than  just 
about  any  other  processor  today.  Now,  people  can  complete  the 
most  complex  tasks  in  a  mere  fraction  of  the  time  it  took  just  a 
few  years  ago. Whether  ifs  processing  data.  Manipulating  spread- 
sheets. Or  analyzing  10  years  of  sales  figures.  Because  of  this  chip, 
millions  will  complete  projects  in  a  way  they  were  rarely  able  to 
before... ahead  of  schedule.  In  fact,  every  product  NEC  makes-from 
cellular  phones  to  high-resolution  color  monitors-is  designed  to 
enhance  human  potential.  And  they're  backed  by  the  expertise 
of  a  world  leader  in  computer  and  com- 
munications technology.  In  public  and 
private  institutions.  In  businesses  large 
and  small.  In  homes  across  the 
country.  NEC  is  a  part  of  people's  lives. 
For  more  information,  cult  us  at  1-800-338-9549. 


A  part  of  people's  lives  everywhere. 

Windows  NT  and  MIPS  are  trademarks  of  their  respective  owners 


NEC 
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heeled  loyalists.  The  average  Zegna 
buyer  buys  two  complete  outfits  a 
season — the  company  also  makes  and 
sells  shirts  (at  $150  and  up)  and  ties 
($90  and  up) — worth  between 
$5,000  and  $10,000  a  year.  In  addi- 
tion to  Neiman  Marcus,  Zegna's  line  is 
sold  at  Barneys;  Louis,  Boston;  and 
Ultimo  in  Chicago. 

Zegna  prospects  for  new  customers 
in  unusually  creative  ways.  For  in- 
stance, Zegna  manufactures  the  wool 
seat  coverings  for  Saab's  top-of-the- 
line  9000  sedan.  For  Zegna,  it's  a  tiny 
business,  but  that's  not  the  point. 
Zegna's  seat  covers  are  promoted  in 
Saab's  catalog  and  corporate  maga- 
zine. And  Saab's  dealers  troop  to 
Zegna's  wool  mill  in  Trivero,  in  Italy's 
Piedmont  region,  so  they  can  explain 
to  every  Saab  prospect  why  only  Zegna 
can  produce  the  wool  for  the  car. 

Zegna  also  keeps  the  names  and 
purchases  of  nearly  all  its  customers 
on  a  database.  Several  times  a  year,  it 
sends  its  best  customers  fabric  swatch- 
es for  a  coordinated  suit,  shirt  and  tie, 
based  on  past  purchasing  patterns. 
The  mailing  costs  maybe  $10  per 
prospect.  But  Zegna  claims  that  near- 
ly 2%  of  the  people  it  mails  swatches  to 
respond  with  an  order  for  the  outfit 
Zegna  suggests — a  very  high  and 
profitable  percentage.  The  average 
man  shops  twice  a  year,  versus  eight 
times  a  year  for  women.  Zegna  figures 
that  smart  marketing  can  goose  the 
men's  average  up  to  four. 

While  Zegna's  main  showroom  is  in 
Milan,  its  soul  is  in  the  alpine  region  of 
Biella,  about  halfway  between  Milan 


and  Turin.  That's  where  the  Italian 
weavers  built  their  woolen  mills  in  the 
19th  century,  drawn  by  the  local  wa- 
ter's low  mineral  content.  The  water  is 
key.  Finishing  the  wool,  the  real  test  of 
the  weaver's  art,  requires  massive 
amounts  of  the  purest  water.  Ermene- 
gildo  Zegna  built  his  fortress-like  mill 
in  the  nearby  town  of  Trivero  in  1 9 1 0, 
and  it  still  dominates  the  surrounding 
valley  from  a  perch  in  the  misty  foot- 
hills. Zegna  quickly  made  a  name  for 
producing  some  of  the  choicest  fabrics 
in  the  region,  weaving  the  family  name 
onto  the  borders  of  his  worsteds  to 
create  one  of  the  first  fabric  brands. 


A  suit  from  the  new  winter  collection 
Hand-sewn  buttons,  patient  pressing. 


Zegna  magazine  ad 
Marketing  that  doesn't 
shout  but  whispers. 


In  the  1960s  Ermene 
gildo  (who  died  in  196d 
turned  the  business  over  t) 
his  two  sons,  Aldo  and  An 
gelo,  who  started  craftin 
Zegna's  thistle-combe 
cashmere  and  other  woo) 
ens  into  ready-to-wear  tai 
lored  clothing.  Today  fiv 
of  Aldo's  and  Angelo' 
eight  children  oversee  Zeg 
na's  day-to-day  operation! 
which  now  extend  from  th 
looms  of  Trivero  to  13 
Zegna  shops  and  in-stor 
boutiques  around  the  world — one  c 
the  few  fashion  houses  integrate 
from  fabric  to  final  sale. 

This  high  degree  of  vertical  integrs 
tion  helps  Zegna  get  its  products  tt 
market  faster  than  most  of  its  compel 
itors.  The  traditional  cycle  from  th 
mill  to  delivery  used  to  take  eigh 
months  for  Zegna.  "That's  ridicu 
lous— eight  months  when  no  value  I 
added,"  says  Ermenegildo  (Gildc 
Zegna,  the  grandson  who  runs  Zeg 
na's  formal-wear  division.  Since  tn 
company  began  opening  retail  oui 
lets,  Zegna  says  the  company  has  ci| 
that  cycle  almost  in  half  by  compute! 
izing  manufacturing  and  speeding  u 
deliver}'  time.  He  believes  he  ca, 
eventually  chop  it  to  two  month: 
"•The  shorter  the  cycle,  the  less  work 
ing  capital  you  need,"  says  Zegna. 

To  further  compress  the  cycle  th 
company  is  now  working  on  a  centra 
inventory  checking  system  that  wil 
anticipate  when  retailers  will  need  t| 
restock — a  month  before  they  an 
ready  to  place  an  order.  And  Zegna' 
new  "soft"  line  of  more  casual  fash 
ions  aimed  at  younger  buyers  no\ 
needs  roughly  one-third  of  the  asserri 
bly  stations  Zegna  uses  for  forma 
garments,  and  can  be  produced  ij 
two-thirds  the  time.  All  these  efforts 
plus  the  falling  lira,  have  enable 
Zegna  to  cut  its  prices  in  the  U.S.  151 
over  the  past  two  years,  withou 
crimping  profit  margins. 

"We  are  moving  away  from  bein, 
tailors  to  being  engineers,"  say 
Gildo  Zegna.  Engineers  with  sil 
gloves.  -J.L.  ■ 
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You  worked  til  10 
When  others  were  buying  posters 

You  bought  limited  editions 
When  others  were  renting 

You  closed  on  your  2nd  home 

Now  /  ^wtfl 
Has  your  homeowners  insurance 

kept  pace  with  your  lifestyle? 


After  years  of  sweat  and  sacrifice,  you  owe  it  to  yourself  to  protect  what  you've  earned  with  a  Prestige  policy  from 
Fireman's  Fund.  A  Prestige  policy  offers  broader  coverage  and  higher  limits  than  standard  homeowners  insurance.  There's  also  a 
difference  in  the  way  we  handle  claims.  In  the  event  of  a  loss,  you'll  be  quickly  and  fairly  compensated  — rather 

k 

man  interrogated  — by  a  company  that  respects  your  status  and  achievements.  As  a  financially  powerful  insurance 


company  with  an  'A  rating  from  A.  M.  Best,  Fireman's  Fund  appreciates  success  and  what  it  takes  to  earn  it.  To  learn  FillBIlUin'S 
ore  about  the  benefits  of  a  Prestige  policy,  talk  to  an  independent  insurance  agent  representing  Fireman's  Fund.  Fund 


m 


PRESTIGE*  HOMEOWNERS  INSURANCE.  DESIGNED  FOR  ACHIEVERS. 


c  1994,  Fireman's  Fund  Insurance  Company  •  Prestige"'  is  a  registered  servicemark  of  Fireman's  Fund  Insurance  Company 


What  happens  when  every  cable  operator  gets  two  new  competitors 
in  the  sky?  There  could  be  throat-slashing  price  wars. 

Kamikaze  satellites? 


By  Nikhil  Hutheesing 

S(  >METIME  NEAR  the  summer  solstice, 
if  all  went  according  to  plan,  a  gm 
Hughes  satellite  broke  open  local  ca- 
ble monopolies  all  across  the  conti- 
nent. From  its  position  22,300  miles 
over  the  center  of  the  U.S.,  the  high- 
power  satellite  can  beam  75  television 
channels  directly  to  subscribers' 
homes.  The  satellite  is  shared  by 
DirecTV,  an  arm  of  General  Motors, 
and  U.S.  Satellite  Broadcasting,  a 
company  founded  by  entrepreneur 
Stanley  S.  Hubbard.  A  sister  satellite 
to  be  installed  alongside  it  later  this 
year  will  double  the  channel  capacity. 

The  satellites'  content  will  be  simi- 
lar to  what  cable  television  offers  but 
with  more  choices:  Home  Box  Office, 
espn,  the  Disney  Channel  and  CNN, 
plus  about  55  channels  of  pay-per- 
view  movies.  Pricing:  about  the  same 
as  cable,  at  least  to  start. 

There's  more  trouble  for  cable 
where  this  came  from.  By  the  fall 
of  1995  Englewood,  Colo. -based 
EchoStar  Communications  Corp. 
plans  to  provide  a  similar  satellite 
service  from  a  different  slot  in  the  sky. 
Initial  pricing:  a  bit  lower  than  the 
going  rates  for  cable. 

And  then?  There's  no  telling  what 
will  happen.  Fiber-optic  cabling  by 
telephone  companies  represents  a 
fourth  potential  vendor  in  what  is 
now  a  market  pretty  much  monopo- 
lized by  cable  systems;  signal-splitting 
by  broadcast  stations  is  a  fifth  poten- 
tial threat.  But  even  if  these  technolo- 
gies' day  is  a  long  way  off,  an  unset- 
tling question  arises:  What's  to  stop  a 
price  war  between  cable  and  satellite 
deliverers  of  tv  signals? 

Faced  with  competition  from 
EchoStar,  the  Hughes/Hubbard  op- 
eration might  abandon  the  sort  of 
gentlemanly  competition  it  has  in 
mind  now.  It  might  respond  with 
crass  price  discounting.  That  would 
greatly  expand  its  market.  Instead  of 


appealing  primarily  to  prosperous 
viewers  willing  to  pay  extra  for  a  few 
new  channels,  it  would  be  reaching 
out  to  average  Americans  who  just 
don't  like  $30  monthly  cable  bills. 

Once  the  customer-stealing  starts, 
there  is  little  to  stop  it.  Cable  opera- 
tors would  presumably  retaliate  with 
price  cuts  of  their  own.  Then  the 
satellite  owners  might  cut  prices  some 
more.  The  TV  signal  business  could 
start  to  look  like  the  airline  industry. 

Running  an  airline  and  distributing 
television  shows  have  this  in  com- 
mon: Fixed  costs  are  high  and  mar- 
ginal costs  are  low.  For  the  airline,  the 
big  fixed  cost  is  the  plane;  it  costs 
about  as  much  to  fly  a  plane  empty  as 
with  all  the  seats  filled.  For  a  cable 
operator,  the  big  cost  is  either  in 
stringing  wires  or  in  buying  (at  up  to 
$2,500  per  subscriber)  an  existing 
system.  For  the  Hughes/Hubbard 
and  EchoStar  ventures,  the  fixed  cost 
is  the  $500  million  to  $1  billion  it 
costs  to  loft  satellites  and  set  up 
ground  transmitters. 

Airlines  constantly  offer  cut-rate 
deals  because  anything  they  can  get 
for  an  otherwise  empty  seat  is  found 
money.  So,  too,  with  TV  signals,  with 
one  difference:  A  distributor  of  televi- 
sion shows  does  pay  a  fee  to  the  owner 
of  the  show  based  on  the  number  of 
sets  that  watch  the  show.  When  the  TV 
free-for-all  breaks  out,  those  program 
owners  are  going  to  be  in  the  catbird 
seat.  There's  only  one  Super  Bowl, 
and  the  owner  can  dictate  his  price — 
so  many  cents  per  household  that 
receives  it. 

The  distribution  outlets,  by  con- 
trast, will  be  more  or  less  inter- 
changeable. They  will  try  to  get  ex- 
clusive programming,  but  the  satel- 
lites can't  afford  too  much  of  this  and 
the  cable  systems  are  greatly  inhibit- 
ed from  having  it.  (A  1992  federal 
law  mandates  that  cable -financed 


EchoStar's  7,000-pound  bird 
This  high-powered  satellite 
can  transmit  60  channels 
to  an  18-inch  antenna. 


programming  be  made  available  on 
reasonable  terms  to  cable's  competi- 
tors.) So  there's  every  reason  to  ex- 
pect that  traffic  will  gravitate  to  the 
distributor  with  the  lowest  markup 
between  show  supplier  and  show 
consumer. 

In  a  price  war,  a  distributor  desper- 
ate for  business  might  be  willing  tc 
take  any  price  that  covers  its  margina 
cost.  Once  you've  got  the  satellite  up 
in  the  sky,  any  revenue  at  all  (beyonc 
the  program  fees)  is  better  than  noth- 
ing,  even  if  it  falls  tar  short  of  what  you 
need  to  pay  off  the  loan  you  took  oul 
for  the  launch.  Such  economics,  ai 
any  rate,  explains  why  a  lot  of  airlines 
went  bust. 

Alfred  Kahn,  a  retired  professor  ol 
economics  at  Cornell,  witnessed  the 
airline  mess  firsthand  as  chairman  o! 
the  former  Civil  Aeronautics  Board 
Once  the  cab  stopped  setting  minij 
mums  for  airline  fares,  price  wars 
broke  out.  Eventually,  they  got  out  o: 
hand.  They  continued  until  the  in- 
dustry was  in  dire  straits.  Kahn's  vie\M 
of  the  coming  cable/ satellite  compe- 
tition: 1 'There  could  be  unstable  anc 
extreme  price  wars." 
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Charles  Ergen, 
EchoStar's 
chief  executive 

love  the  high 
barriers  to  entry." 


Some  wary  media  owners  seem  to 
gree,  although  they  aren't  exactly 
roadcasting  the  fact.  In  the  U.S.,  at 
:ast,  Rupert  Murdoch  has  decided  to 
mphasize  ownership  of  entertain- 
ment shows  over  ownership  of  distri- 
lUtion  outlets  (Forbes,  Mar.  14). 
fimes  Mirror  Co.  just  announced  a 
lan  to  ditch  its  cable  properties  in 
rder  to  focus  on  program  content. 

Don't  try  to  tell  any  of  this  to  a 
able  system  operator  or  to  the  exu- 
erant  entrepreneurs  who  are  putting 


up  satellites.  Hubbard  says  his  USSB 
can  cover  its  costs  with  2  million 
subscribers — and  will  sign  up  10  mil- 
lion to  30  million  within  five  years. 

The  folks  at  rival  EchoStar  are  no 
less  enthusiastic.  Charles  Ergen,  41, 
the  founder  and  chief  executive  of  the 
company,  argues  that  his  firm  will  be 
even  better  positioned  than  the 
Hughes/Hubbard  team.  Let  the  ear- 
ly birds  spend  the  marketing  dollars  to 
promote  satellite  TV,  Ergen  says;  he'll 
sweep  in  later  with  a  slightly  cheaper 


service.  EchoStar  plans  to  charge  $19 
a  month  for  about  60  channels  of 
basic  service  (including  CNN,  ESPN, 
MTV  and  Discovery),  and  another  $7 
to  $8  a  month  apiece  for  such  premi- 
um sendees  as  HBO  and  Cinemax. 

Ergen  founded  EchoStar  in  1980 
and  built  it  into  a  $221  million  (1993 
revenues)  manufacturer  and  distribu- 
tor of  satellite  equipment.  This  side  of 
EchoStar's  business  is  geared  to  an 
older  technology  that  uses  the  so- 
called  C  band,  a  range  of  broadcast 
frequencies  near  4  gigahertz  (billions 
of  cycles  per  second).  C  band  satellites 
are  primarily  used  to  distribute  shows 
to  operators  of  cable  systems.  Individ- 
uals can  tap  into  the  system  directly, 
but  not  many  do.  The  receiving 
equipment  costs  $2,500  and  includes 
a  10-foot  dish  antenna,  an  eyesore 
that's  hard  to  hide  in  the  shrubbery. 

The  new  satellites  broadcast  on  the 
Ku  band  near  12  gigahertz,  where 
federal  regulations  permit  a  tenfold 
higher  broadcasting  power.  The  re- 
ceiving equipment  shrinks  to  a  price 
of  $700  (projected  to  fall  within  a  year 
to  $500);  the  antenna  shrinks  to  18 
inches,  small  enough  to  hang  from  a 
window.  This  could  generate  an  ex- 
plosion in  demand  for  home  receiv- 
ers, particularly  if  the  ouday  for  the 
equipment  were  offset  by  discounts 
on  monthly  programming  fees. 

As  the  Hughes/Hubbard  system 
counted  down  to  its  much-hyped 
startup,  there  was  a  waiting  list  to  buy 
the  receiving  equipment.  Once  the 
novelty  wears  off,  don't  be  surprised  if 
satellite  operators  start  offering  free 
receivers  to  customers  willing  to  sign 
up  for  a  certain  period,  much  as  cellu- 
lar telephone  services  do  now. 

The  Federal  Communications 
Commission  has  set  aside  eight  orbit- 
al slots  for  high-power  direct  broad- 
cast. Three  are  particularly  valuable 
because  they  are  within  broadcasting 
range  of  the  entire  continental  U.S. 

In  1992  EchoStar  won  a  license  to 
broadcast  from  one  of  those  three 
desirable  slots,  the  one  above  Los 
Angeles.  Hughes/Hubbard  already 
had  another.  A  license  has  been 
awarded  for  the  third,  but  the  winner 
is  a  long  way  from  getting  a  satellite 
up  in  the  sky. 

In  January  Ergen  announced  that 
EchoStar  would  merge  with  a  subsid- 
iary of  sse  Telecom  (another  vendor 
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Introducing  the  Ascentia'"  900n 

PERFORMANCE  NOTEBOOK.  Not  since 

you  bumped  up  to  the  front  row  in 
an  old  Chevy  at  sunset,  and  looked 
up  at  a  screen  the  size  of  a  building 
has  something  looked  so  striking. 
This  is  one  monster  screen,  with  up 
to  10.4  inches  of  TFT  active-matrix 


or  dual-scan  STN  color.  It's  the  big 
gest  screen  you  can  get  right  now. 

Your  presentations  will  dazzle 
with  rich  and  vibrant  color.  Your 
audience  will  appreciate  the  kind  ■ 
high  resolution  that  makes  compl 
charts  and  graphs  quite  readable. 

Still,  there's  more  to  the  9001 
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ian  an  eye-popping  screen.  This 
very  much  the  high  performance 
otebook.  It  comes  with  a  powerful 
itel  486  processor,  up  to  7  5  MHz. 
ocal  bus  architecture  combined 
ith  hardware  accelerated  graphics 
sliver  up  to  16  million  WinMarks. 
OU'LL      LIKE  THE 


There's  also  an  intelligent  power 
management  system  inside.  So  the 
computer  actually  adjusts  itself  to 
your  work  habits,  taking  a  breather 
whenever  you  do.  Battery  life  is  longer 
than  Compaq  or  Toshiba,  from  four 
to  eight  hours.  Or  about  the  length 
of  a  Godzilla  film  festival. 

In  fact,  everything  you  need  to 
be  truly  mobile  is  right  here.  Even 
the  pointing  stick  is  well  positioned 
at  your  fingertips.  There's  also  a 
docking  station  and  PCMCIA  slots 
for  expandability.  So  you  can  add  a 
modem  or  LAN  adapter  to  stay  in 
touch  with  the  office  or  your  clients. 

Of  course,  AST  includes  a  3 -year 
worldwide  limited  wananty*  with  a 
year  of  48-hour  rapid  repair  service.** 
And  our  knowledgeable  support 
group  is  here  every  day,  24  hours  a 
day,  to  help  you  over  the  telephone. 

You've  got  to  see  the  new  AST 
Ascentia  notebook.  Remember  the 
first  time  you  went  to  the  drive-in, 
and  you  were  certain  you  were  in 
love?  Well,  it'll  be  just  like  that. 

For  information  or  a  screening, 
please  call  us  at  800-876-4AST. 
WAY      WE  WORK 


Intel  DX4/75MHZ  or 
DX2/50MHZ  models  with 
either  10.4"  or  9.5"  diag. 
TFT,  or  10.3"  diag.  DS-STN 
color  display.  340MB  or  51 0MB 

removable  hard  drive, 
4MB  or  8MB  RAM,  upgradable 

to  32MB,  1MB  video  RAM. 
Two  PCMCIA  slots,  two  type  II 
or  one  type  III.  "Hot 
swappable"  NiMH  battery 
with  60-minute  FastCharge. 

Pre-loaded  software: 
Windows,  Lotus  Organizer, 

Delrina  WinFax 
and  COMit  Lite,  ConnectSoft 
E-mail  Connection,  Traveling 

Software  LapLink  Remote 
Access,  CompuServe,  America 
Online,  and  Prodigy. 


COMPUTER 
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COMPUTERS/COMMUNICATIONS 


of  satellite  equipment),  which  had 
also  won  a  license  to  put  a  satellite 
above  Los  Angeles.  Pooling  their  li- 
censes and  their  capital,  EchoStar  and 
the  sse  subsidiary  will  offer  110  chan- 
nels of  television,  250  audio  channels 
and  data  feeds  with  financial  informa- 
tion and  the  weather.  EchoStar  is 
preparing  to  spend  $500  million  to 
construct  and  launch  two  7,000- 
pound,  120-foot  satellites. 

To  finance  it  all,  Ergen  went  to 
Wall  Street  last  month  to  sell  $335 
million  in  junk  bonds  with  interest 
deferred  until  1999,  at  which  point 
debt  service  will  cost  EchoStar  $80 
million  a  year.  Also  helping  out:  $66 
million  in  loans  from  Martin  Mariet- 
ta, which  is  constructing  the  satellites, 
and  from  China,  which  will  launch 
them.  Evidently  somebody  on  Wall 
Street  isn't  too  worried  about  price 
wars.  The  EchoStar  bonds,  yielding 
127/8%,  are  trading  at  a  premium. 

Ergen  plans  to  push  his  new  satel- 
lite service  with  EchoStar's  existing 
distribution  network  of  5,000  deal- 
ers. And  he  hopes  to  interest  several 
manufacturers  in  making  the  receiv- 
ing sets.  In  contrast  to  the  Hughes/ 
Hubbard  venture,  which  has  given 
exclusive  rights  for  up  to  18  months 
to  Thomson  Consumer  Electronics 
to  manufacture  the  receiving  equip- 
ment, EchoStar  will  allow  anybody  to 
make  receiving  sets,  at  no  royalty. 

Ergen  also  plans  to  be  a  player  in 
the  development  of  interactive  satel- 
lite service.  He  envisions  a  home 
shopping  service  that  would  enable 
impulse  buyers  to  place  orders  by 
tapping  keys  on  the  remote  control. 
The  order  would  be  transmitted  by 
telephone  to  an  EchoStar  computer 
that  would  know  the  customer's 
charge  card  number  and  address. 

"One  of  the  things  I  love  about  the 
[satellite]  business  is  the  high  barriers 
to  entry,"  breezes  Ergen.  "You  need 
FCC  licenses,  and  it  takes  a  long  time 
to  build  a  satellite.  We  just  about  have 
all  those  things  now." 

Ergen  is  right,  up  to  a  point.  A 
$500  million  entrance  fee  is  indeed  a 
barrier  to  entry.  But  it's  also  a  barrier 
to  exit.  Once  you've  committed  the 
capital,  you  can't  get  it  out  of  the 
business.  That  simple  economic  fact 
could  possibly  make  for  some  very 
hungry  players  a  few  years  down  the 
road.  Ml 


Watch  out,  Oracle-.  A  German  outfit  is  gaining  on  you 
in  one  important  variety  of  corporate  software. 

Client  serving 


By  David  S.  Fondiller 

It  there's  one  computer  catchphrase 
as  prevalent  as  "client-server,"  it's 
"integrated  software."  The  former 
refers  to  decentralized,  usually  desk- 
top, computing,  with  the  computers 
loosely  connected  to  a  central  data 
repository  called  the  server.  The  latter 
refers  to  the  concept  that  all  the  com- 
puting functions  of  an  enterprise 
should  be  consolidated  in  a  seamless 
web.  Example:  When  a  company  adds 
an  employee,  programs  that  handle 
payroll,  personnel  and  profit  and  loss 
are  all  automatically  made  aware. 

To  some  degree, 
integration  and  cli- 
ent-server comput- 
ing are  concepts  in 
conflict.  But  die 
conflict  must  be  re- 
solved if  the  users 
are  to  get  what  diey 
want.  They  don't 
like  the  cost  and  in- 
flexibility of  central- 
ized mainframe 
computing,  but 
they  also  don't  like 
the  anarchy  and  du- 
plication diat  can 
come  with  personal ■■■i 
computer  networks. 

And  so  the  experts  are  busy  devel- 
oping what  they  call  integrated  client- 
server  applications. 

In  a  business  where  Americans  are 
usually  leaders  and  the  Europeans 
followers,  the  front-runner  here  is 
something  of  a  surprise.  It  is  SAP  AG, 
headquartered  in  Walldorf,  Germany. 

SAP  is  giving  two  big  U.S.  competi- 
tors, Oracle  Corp.  and  Dun  &  Brad- 
street's  D&B  Software  division,  a  run 
for  their  money.  Although  sap's  $665 
million  in  worldwide  revenues  makes 
it  less  than  half  Oracle's  size,  it's  the 
leading  provider  of  integrated  client- 
server  applications,  with  sales  of  $185 
million,  to  Oracle's  $148  million. 

Founded  22  years  ago  by  four  ex- 


SAP  America  chief  Klaus  Besier 
He's  got  competitors  worried 


iBM-ers,  SAP  became  Europe's  largest 
applications  vendor  by  dint  of  its  inte 
grated  mainframe  packages.  By  the 
time  it  arrived  in  the  U.S.  in  1 988,  the 
sun  was  already  setting  on  the  main 
frame.  Nonetheless,  working  from  its 
early  strengths  in  the  chemical,  drugl 
and  oil  industries,  SAP  made  quick) 
progress  here.  Last  year  the  compa- 
ny's North  American  subsidiary1 
based  in  suburban  Philadelphia,  had 
revenues  of  $140  million,  up  150%. 

sap's  client-server  product,  called 
R/3,  treats  accounting,  personnel] 
manufacturing  ancj 
sales  and  distribu- 
tion much  like  cells 
in  a  spreadsheet] 
Change  an  item  in 
one  function  and 
you  change  related 
items  in  all  the  othj 
ers.  Scrolling  be^ 
tween  order  entrfi 
inventory  controj 
and  pricing  sched-i 
ules  is  supposed  tdi 
be  as  easy  as  moving 
a  cursor  through  a 
spreadsheet.  Cus- 
tomers pay  hefty 
sums  for  this  kind  of  integration — $lf 
million  for  a  typical  installation. 

Is  Oracle  worried?  Raymond  Lane 
president  of  worldwide  operations 
concedes  sap  is  a  tough  foe  but  argues 
that  it  has  pursued  integration  at  th( 
price  of  flexibility.  "You  can't  hav< 
the  best  of  everything  and  have  it  al 
integrated,"  he  says.  "It  [may  be 
logical  to  believe  there  might  be  bet- 
ter integration  if  it's  all  designed  b> 
one  person,  but  the  question  is,  car) 
you  get  one  company  to  design  it  all 
and  deliver  it  all  to  the  marketplace!! 
The  answer  is  no." 

Answers  sap  America's  chief  execu- 
tive, Klaus  Besier:  "Look  at  the  re- 
sults. There  are  obviously  some  peo- 
ple scared  of  sap."  ■ 
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In  search  of  the 
elusive  ten-bagger 


COMMENTARY  BY  ANDREW  J.  KESSLER 


\ndrew  J.  Kessler  is  a  managing  director  at 
Jnterberg  Harris,  an  investment  banking  firm  in 
San  Francisco;  his  MCI  mail  address  is  akessler. 


Dnce  upon  a  time  technology  was 
ust  another  cyclical  sector.  It  would 
50  up  when  capital  spending  was 
good  and  down  when  it  wasn't.  You 
Either  bought  or  you  sold  IBM,  per- 
haps also  dabbling  in  a  little  Digital 
Equipment  Corp.  or  Control  Data, 
out  only  a  little. 

Those  days  are  over.  Today  tech- 
nology is  about  individual  companies, 
Each  attempting  to  obsolete  all  the 
Dther  companies  in  its  field.  On  any 
single  bet  you  either  win  big  or  get 
,viped  out.  And  it  is  senseless  to  trade. 
Don't  settle  for  a  50%  gain;  you  won't 
make  enough  from  small  gains  to  pay 
for  your  many  losers.  And  have  the 
zonfidence  so  when  they  trade  down 
50%  (and  they  will),  you  are  prepared 
co  buy  some  more. 

So  how  do  you  find  the  winners? 
(The  most  important  part  of  the  an- 
twer  is:  products.  Has  Kopin  Corp. 
Forbes,  Jan.  4,  1993)  really  rein- 
vented the  flat  screen?  If  so,  it  will  be  a 
giant  moneymaker;  if  not,  it's  a  goner. 
Will  newly  public  Fore  Systems  suc- 
:eed  with  its  asynchronous  transfer 
■node  switches?  If  so,  that's  big  trou- 
ble for  Cisco  Systems,  which  has  a 
■ival  method  for  connecting  wide  area 
letworks  of  computers. 
*  The  product  is  everything.  With 
:he  right  one  your  chosen  company 
von't  succumb  to  price  wars,  cheap 
imports  or  obsolescence  of  its  own. 


With  the  wrong  one  nothing  will 
save  it. 

Peter  Lynch  popularized  the  term 
ten- bagger  to  refer  to  a  stock  that 
goes  up  900%.  He  cited  stocks  like 
Wal-Mart  and  Home  Depot.  You 
can  try  to  do  the  same  with  technol- 
ogy stocks.  \ 

Here's  one  I  bet  on:(lntel)l  have 
been  with  it  for  a  long  time,  enough 
to  pay  for  plenty  of  disasters,  of  which 
I  have  had  my  full  share. 

I  recommended  Intel  in  mid- 1986 
(adjusted  for  splits).  The  pitch  back 
then:  Intel  could  charge  a  fat  markup 
over  its  manufacturing  costs  because 
its  386  microprocessor  occupied  a 
then  unassailable  position  in  the  com- 
puter industry.  Intel  dropped  to  5% 
after  announcing  a  $100  million  loss 
and  layoffs.  The  unhappy  investors 
who  took  my  advice  called  me  a  cre- 
tin. I  then  lived  through  a  lot  of  ups 
and  downs,  plenty  of  sell  points  and 
buy  points,  but  after  it  passed  5%  it 
never  looked  back.  The  stock  is  now 
trading  at  60. 

Another  case  in  point.  Five  years 
ago  Microsoft  was  thought  of  highly, 
but  did  not  yet  have  the  dominant 
position  it  enjoys  today.  At  a  crowd- 
ed meeting  of  security  analysts,  then- 
president  Jon  Shirley  got  up  to  dis- 
cuss business  conditions  and  earn- 
ings projections.  At  one  point  he 
diverged  from  the  slides,  stared  out 
into  the  group  of  analysts  taking 
furious  notes  and  said,  "As  our  prod- 
uct mix  shifts  towards  applications 
from  operating  systems,  our  margins 
will  have  to  come  down,  so  those  of 
you  with  the  high  earnings  estimates, 
and  you  know  who  you  are,  will  have  to 
bring  them  down." 

The  room  emptied  out.  The  hall 
was  filled  with  people  hunched  over 
cellular  phones  calling  into  trading 
desks,  cutting  earnings  estimates, 
changing  ratings,  pleading  with  insti- 
tutional sales  forces  not  to  think  lowly 
of  them.  Within  hours  the  stock  was 


off  eight  points,  to  51.  It  went  lower 
over  the  next  few  weeks. 

What  has  happened  since  then?  The 
stock  split  2-for-l  three  times,  giving 
people  who  bought  on  the  day  of  the 
profit  margin  panic  a  716%  gain. 

Six  steps  to  find  and  keep  a  ten- 
bagger. 

1.  Find  a  stock  with  a  story,  well 
before  the  stow  has  played  out.  In 
short,  take  a  chance.  Here's  a  long  shot: 
Sigma  Designs.  (It's  one  of  my  firm's 
clients.)  Here's  the  story:  PC  owners 
aren't  happy  with  the  little  window  of 
jerky  video  diey  get  with  their  multime- 
dia programs.  Sigma  makes  a  board 
that  upgrades  the  video. 

2.  Don't  be  unnerved  by  25% 
moves  (either  way)  in  the  stock.  Some 
of  the  ones  that  go  down  25%  proceed 
to  go  all  the  way  to  zero.  Live  with  this 
fact.  If  you  keep  putting  in  stop-loss 
orders  at  25%  below  the  market,  you 
won't  hang  on  to  anything  long 
enough  to  get  a  big  gain. 

3.  Welcome  controversy.  But  do 
your  homework  to  assure  you  are  on 
the  right  side  of  the  controversy.  Ad- 
vanced Micro  Devices'  clone  of  the 
386  was  supposed  to  start  a  price  war 
and  damage  Intel  badly.  That  never 
really  happened.  Intel  pushed  the 
manufacturing  curve  faster  than 
AMD  could. 

4.  Figure  out  what  a  company's 
new  products  will  be  before  they  are 
announced.  Read  the  trade  press,  go 
to  trade  shows,  take  data  processing 
department  managers  to  lunch.  Pay 
little  attention  to  a  company's  mar- 
keting department,  and  pay  even  less 
attention  to  its  competitors'  market- 
ing departments. 

5.  Note  and  then  ignore  earnings 
forecasts  from  Wall  Street  analysts, 
who  are  spoon-fed  by  the  company. 
All  these  numbers  will  tell  you  is  why 
the  stock  is  where  it  is  today. 

6.  Set  your  sights  on  1,000%  gains 
over  ten  years,  not  a  20%  move  in 
two  months.  ■£ 
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SCIENCE  &  TECHNOIOGY 


Fact  versus  quack 


COMMENTARY  BY  PETER  HUBER 


Peter  Huber,  a  senior  fellow  of  the  Manhattan 
Institute,  is  the  author  of  1994  and  After 
(Free  Press,  forthcoming,  fall  1994). 


In  the  search  for  justice,  the  rule  of 
law  is  important,  to  be  sure,  but  get- 
ting facts  right  is  more  important  still. 
One  of  the  most  heartening  things 
about  Judge  Stephen  Breyer's  nomi- 
nation to  the  Supreme  Court  is  that  it 
will  solidify  the  federal  judiciary's  re- 
newed interest  in  the  rule  of  fact. 

The  table  on  top  is  from  Judge 
Breyer's  1993  book,  Breaking  the  Vi- 
cious Circle  ( Harvard ) .  There's  nothing 
new  in  the  numbers:  Breyer  drew  them 
from  Doll  and  Peto's  landmark  The 
Causes  of  Cancer,  published  in  1981 
(Oxford).  What  is  new  is  finding  these 
particular  numbers  occupying  the 
book-length  thoughts  of  a  judge  on  his 
way  to  the  Supreme  Court. 

Serious  scientists  have  long  agreed 
that  much  of  the  regulatory  and  legal 
fever  around  cancer  involves  trivial 
hazards — like  food  additives,  which 
may  actually  reduce  cancer  rates,  not 
increase  them — rather  than  major 
hazards,  like  tobacco.  But  for  a  time  in 
the  1970s  and  early  1980s,  too  many 
judges  seemed  to  think  that  scientific 
facts  were  as  malleable  as  legal  doc- 
trine, just  waiting  to  be  formed  into 
politically  correct  shape.  In  tort  cases 
judges  were  too  willing  to  accept 
testimony  from  "experts"  with  scien- 
tifically wacky  views.  In  regulatory 
appeals  they  were  too  ready  to  toler- 
ate regulations  that  purported  to  ad- 
dress scientific  reality  but  didn't. 
Judge  Breyer's  book  calmly  argues  for 
an  "improved,  coherent,  risk-regulat- 
ing system"  that  would  direct  regula- 
tor)' effort  toward  big  problems,  not 
little  or  entirely  illusory  ones. 


By  coincidence,  Judge  Breyer's 
nomination  comes  as  we  celebrate  the 
first  anniversary  of  the  Supreme 
Court's  junk  science  ruling  in  Dau- 
bert  v.  M'errell  Dow.  Handed  down  in 
June  1993,  that  decision  set  out 
guidelines  for  when  federal  judges 
should  exclude  unreliable  or  unverifi- 
able  pseudoscientific  testimony  from 
the  courtroom.  Judge  Breyer's  book 
focused  on  the  administrative  arena. 
Daubert  addressed  the  decay  of  sci- 
ence under  the  fungus  of  litigation. 

Immediately  after  Daubert,  both 
sides  claimed  victory.  The  plaintiffs' 
bar  insisted  that  the  opinion  loosened 
the  standards  for  scientific  evidence. 
Anyone  who  read  it,  however,  found 
only  sensible  guidelines  for  distin- 
guishing serious  science  from  junk — 
and  a  clear  mandate  to  trial  judges  to 
screen  evidence  accordingly. 

In  the  year  since,  federal  judges  have 
had  more  than  40  occasions  to  apply 
the  Daubert  standard  in  other  cases. 
The  bottom  table,  based  on  work  done 
by  lawyer  David  Bernstein  for  the  Man- 
hattan Institute,  stacks  up  the  results. 
They  are  very  reassuring. 

Two  federal  courts  have  applied  the 
standard  in  cases  involving  Bendectin, 
the  morning  sickness  drug  involved  in 
Daubert  itself.  Both  concluded  that 
evidence  purporting  to  link  the  drug 
to  birth  defects  was  either  inadmissi- 
ble or  insufficient.  In  toxic  tort  cases 
generally,  courts  applying  Daubert 
have  come  down  11  to  2  against 
fringe  science.  These  victories  for  fact 
over  quack  involved  claimed  links  be- 
tween such  things  as  ibuprofen  and 
kidney  disease,  asthma  medicine  and 
birth  defects,  and  pesticides  and 
"multiple  chemical  sensitivities." 

The  score  is  closer,  as  it  should  be, 
in  cases  involving  traditional  claims 
like  car  accidents,  where  the  scientific 
evidence  is  often  much  more  solid.  In 
criminal  cases,  judges  are  consistently 
admitting  dna  evidence,  excluding 
polygraphs  and  casting  a  dubious  eye 
on  the  mushy  scientific  indisciplines 
of  psychology  and  psychiatry. 

Daubert,  in  short,  is  working;  the 
High  Court  won't  need  to  revisit  the 
issue  any  time  soon.  But  it  will  have 


to  resolve  similar  issues  repeatedly  ii 
other  contexts,  in  reviewing  the  regj 
ulation  of  workplace  pollutants  or  ca 
safety,  or  the  licensing  of  abortioi 
pills.  Neither  corporate  defendant! 
nor  their  sky-is-falling  critics  should 
suppose  that  a  Justice  Breyer  wij 
vote  reflexively  in  their  camp.  Hi) 
decade-long  record  on  the  federa 
bench,  and  every  line  of  his  legd 
scholarship,  demonstrate  that  he  is 
face-the-facts  and  apply-the-law  kini 
of  man,  not  an  ideologue.  That  wa 
the  spirit  of  Daubert,  too.  For  mos 
of  the  business  community,  however 
the  rehabilitation  of  the  rule  of  fact  ij 
good  news  indeed.  Mi 


Scientific  evidence2 
Type  of      excluded  or  ruled  admitted 
case  insufficient 


Bendectin  cases 

2 

0 

Other  toxic  torts 

9 

2 

Traditional  torts 

2 

6 

Pollution  cases 

1 

1 

Other  civil  cases 

2 

2 

DNA  identification 

0 

4 

Polygraph 

2 

0 

Other  forensic 

1 

4 

Psychological/ 

3 

1 

psychiatric 

20ffered  in  federal  cases  in  the  past  year. 
Source:  Manhattan  Institute. 

Fringe  science  is  faring  poorly  in  the  fed 
erai  courts.  The  top  table,  putting  popula 
bugaboos  in  perspective,  is  from  a  bool 
by  a  Supreme  Court  nominee.  The  botton 
table  shows  how  federal  judges  art 
weeding  out  some  "scientific"  evidence 


Courtroom  science 

Factor  Fraction  of  all  cancer  deaths 


best 

acceptable 

estimate 

estimate 

Tobacco 

30% 

25-40% 

Alcohol 

3 

2-  4 

Diet 

35 

10-70 

Food  additives1 

<1 

-5-  2 

Sexual  behavior 

7 

1-13 

Occupation 

4 

2-  8 

Pollution 

2 

<1-  5 

Industrial  products 

<1 

<1-  2 

Medicines  &  medical 

1 

0.5-  3 

Geophysical  factors 

3 

2-  4 

Infection 

10? 

1-  ? 

'Antioxidant  effects  may  reduce  cancer  rates. 
Source:  Breaking  the  Vicious  Circle,  by  Stephen  Breyer. 
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"In  my  business,  distance  and  accuracy  are  everything. 
Especially  when  it  comes  to  international  faxing? 


61994  AT&T 

hUHi^HH  "Distributors  all  over  the  world  sell  my  golf  clubs,  so  I  need  international  fax  service 
ADVXN1AGE  that  performs.  That's  why  I  use  AT&T.  They  provide  clear,  reliable  faxes  to  Japan,  my 
biggest  overseas  market.  That's  important  when  you  rely  on  the  fax  for  things  like  orders,  shipping  and 
design  instructions."  Ely  Callaway  knows  a  lot  about  performance  in  the  international  marketplace.  So  it's 
no  surprise  he  chooses  AT&T  for  all  his  faxes.  Only  AT&T  has  the  International  FAX 
Service  Center,  which  uses  leading  edge  technology  to  help  ensure  that  faxes  get 
through.  That's  Ely's  AT&T  Business  Advantage. 

Find  out  what  AT&T's  fax  troubleshooting  center  can  do  for  your  business. 
Call  1  800  222-0900.  And  let  AT&T  work  for  you. 


Ely  Callaway 
CEO,  Callaway  Golf 


AT&T 
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Survival  of  cancer  patients  depends  to  a  remarkable 
degree  on  mental  attitude.  Confronting  the  disease  can 
actually  inhibit  the  production  of  harmful  chemicals. 

Faith  healing 


By  Vicki  Contavespi 

Is  it  possible  that  a  deep  connection 
between  mind  and  body  explains 
some  of  the  variation  in  survival  times 
of  patients  with  life-threatening  ill- 
nesses? Not  many  years  ago  most 
doctors  would  have  scoffed  at  the 
idea.  Nowadays  they  are  more  open- 
minded.  The  notion  that  faith  and 
hope  have  something  to  do  with  heal- 
ing has  a  scientific  basis. 

Dr.  David  Spiegel,  a  professor  of 
psychiatry  and  behavioral  sciences  at 
Stanford  University  School  of  Medi- 
cine, studied  86  women  with  breast 
cancer.  Those  who  attended  a  sup- 
port group  as  part  of  their  treat- 
ment regime  lived,  on  average,  18 
months  longer  than  the  ones  who 
didn't. 

Dr.  Fawzy  I.  Fawzy  of  the  Depart- 
ment of  Psychiatry  and  Biobehavioral 
Sciences  at  UCLA  studied  patients  with 
melanoma,  the  most  malignant  type 
of  skin  cancer.  One  group  of  patients 
didn't  get  any  psychological  support. 
The  other  group  participated  in  a  six- 
week  program  of  group  support 
wherein  they  were  taught  about  the 


nature  of  the  disease,  about  nutrition 
and  about  stress  management  tech- 
niques like  relaxation.  Five  to  six  years 
later,  10  of  the  34  patients  who  didn't 
get  psychological  help  had  died  and  3 
others  had  had  recurrences.  Among 
the  34  who  got  psychological  sup- 
port, there  were  only  3  deaths  and  4 
recurrences. 

What  physiologic  connection 
could  there  be  between  the  psyche 
and  the  cancer?  Dr.  Fawzy's  team 
found  a  hint.  The  patients  who  re- 
ceived psychological  counseling  had 
an  increase  in  the  activity  of  killer 
cells,  which  mop  up  intruders  like 
cancer  cells. 

But  how  does  the  mind  influence 
this  process?  Under  stress — and  peo- 
ple who  are  seriously  ill  are,  naturally, 
distressed — the  human  brain  pro- 
duces substances  that  stimulate  the 
release  of  Cortisol,  a  hormone. 

Cortisol  is  a  natural  anti-inflamma- 
tory, beneficial  at  times  but  potential- 
ly harmful  to  someone  fighting  cancer 
because  it  suppresses  the  immune  sys- 
tem. Thus  stress  leads  to  a  reduction 


Dr.  Jimmie  Holland, 
chief  of  psychiatry  at 
Memorial  Sloan- 
Kettering 

"When  patients 
face  their  illnesses 
and  death  direct- 
ly, they  become 
less  anxious  and 
distressed,  not 
more." 


in  the  system's  ability  to  fight  cancel 

Other  mind/body  relationshijl 
come  into  play.  Stress  causes  the  bra]l 
to  release  more  prolactin.  In  womeil 
this  hormone  stimulates  the  produJ 
tion  of  milk,  in  part  by  stimulating  trl 
growth  of  breast  cells.  This  prolacql 
can  have  the  same  stimulating  effe<| 
on  breast  cells  that  have  turned  caol 
cerous.  Women  in  support  group! 
who  manage  their  stress  better,  mil 
secrete  less  of  this  hormone  and  thJ 
experience  less  metastasis  of  the  uj 
mor,  which  is  what  kills  a  breast  caJI 
cer  patient. 

The  support  groups  help  the  pi\ 
tients  confront  their  illness  rath« 
than  try  to  ignore  it.  "When  patieni 
face  their  illnesses  and  death  direct!; 
they  become  less  anxious  and  dii 
tressed,  not  more,"  says  Dr.  Jimmi 
Holland,  chief  of  psychiatry  at  Mar 
hattan's  Memorial  Sloan-Ketteriri 
Cancer  Center.  With  stress  reduced 
so  is  the  production  of  cancer-en 
couraging  substances. 

A  support  group  deals  with  urj 
pleasant  things  rather  than  trying  ti 
suppress  them.  It  might  discuss  type 
of  bandages  and  dressings,  medics 
tion  and  its  effects,  how  your  spous 
feels  about  having  to  take  care  of  yoi 
fear  of  becoming  dependent  or  di^ 
abled,  fear  of  abandonment  and,  a 
course,  the  fear  of  death. 

Don't  count  on  doctors  to  recorr 
mend  support  therapy.  Stanford  Uni 
versity's  Spiegel  says  that  doctors  sej 
dom  recommend  a  support  group  a 
part  of  routine  care.  "It's  an  aftei 
thought  or  an  add-on,"  he  says.  Pg 
tients  with  medical  insurance  tha 
covers  psychological  treatment  caj 
hire  an  individual  therapist,  but  this 
not  necessary,  since  most  hospital 
have  support  groups,  therapists  d 
social  workers.  Other  places  to  go  fc 
help  include  the  American  Cance 
Society  (800-227-2345),  Americai 
Heart  Association  (800-242-8721 ; 
American  Lung  Association  (800 
586-4872 )  and  National  Stroke  AssO 
ciation  (800-787-6537).  They  orga 
nize  various  types  of  support  group 
and  lectures  on  such  topics  as  biofeed 
back,  meditation,  diet  and  relaxatior 
There  are  groups  for  family  members 
for  those  who  have  finished  thei 
treatments,  for  those  just  diagnose* 
and  for  those  who  are  trying  to  ge 
back  to  work.  ■ 
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Chest  pain 
you  should  tell 
your  doctor  about 

If  pain  or  discomfort  occurs: 

•  at  rest,  or  even  during  sleep 

•  at  varying  levels  of  exertion 

•  at  specific  times  of  the  day,  usually 
upon  waking 

•  upon  exposure  to  cold  temperatures 

•  under  emotional  stress 

It  may  actually  be  mixed  angina. 

Thousands  of  people  are  diagnosed  every  year  for  mixed  angina— a  medical 
problem  of  the  heart  that  requires  the  attention  of  your  doctor  Often  the 
pain  resembles  simple  heartburn,  or  shortness  of  breath,  yet  the  consequences 
are  not  so  simple.  Do  your  heart,  yourself  and  your  family  a  favor  See  your 
doctor 

Send  for  a  free  poster-sized  reprint  of  this  message.  Write:  Pfizer  Pharmaceuticals, 
P.O.  Box  3852,  Grand  Central  Station,  New  York,  NT  10163. 

Amessage  in  the  interest  of  better  health 
Pharmaceuticals 

A  PARTNER  IN  HEALTHCARE™ 


fen  Oil  NHL  fUTHina 

EDITED  BY  WILLIAM  G.  FLANAGAN 

Pack  light,  take  a  good  pa i r  of  sneakers  and  an  open 
mind.  There's  a  travel  experience  awaiting  you. 

On  the  road 
to  Mandalay 


By  Christie  Brown 

Five  hours  east  of  Rangoon,  across 
the  Gulf  of  Martaban,  lies  one  of  the 
holiest  spots  in  all  of  Southeast  Asia — 
Kiak-tiyo  (pronounced  Jy-tee-oh). 
Teetering  on  the  lip  of  a  4,000-foot 
cliff  is  an  enormous  boulder,  covered 
with  gold  leaf  and  topped  with  an  18- 
foot-high  golden  pagoda.  You  tense. 
It  looks  ready  to  crash  into  the  valley 
far  below  at  any  moment. 

But  it  never  will,  for  it  is  balanced 
by  a  strand  of  the  Buddha's  hair. 


Burma — now  Myanmar — is  a  na- 
tion where  religion  is  alive.  Well  over 
90%  of  the  population  is  Buddhist— 
with  a  strong  mixture  of  animism.  Its 
friendly,  open  people  and  wondrous 
sights  like  Kiak-tiyo  have  seldom  been 
seen  by  this  generation  of  Westerners. 
In  1962  the  military  dictatorship  of 
General  Ne  Win  virtually  slammed 
Burma's  doors  on  the  outside  world 
and  enforced  isolation  on  the  40  mil- 
lion Burmese.  For  many  years  visas 


were  valid  only  for  one-week  stai 
But  as  of  April  1994  the  charm  Lx 
came  more  accessible.  Visas  are  no\ 
good  for  four  weeks,  making  it  possj 
ble  to  see  more  than  a  glimpse  of  thi 
extraordinary  country,  from  its  crum 
bling  colonial  cities  to  its  pagoda 
studded  plains  to  its  hill  tribe  villages 

Visitors  will  find  a  country  that  haj 
not  yet  been  spoiled  by  tourism.  Thj 
people  laugh  easily  and  display  a  gcii 
erous  friendliness  toward  foreign 
ers — perhaps  because  they  haven 
seen  many  of  us.  You  may  even  b 
welcomed  to  lunch  with  monks 
cloistered  monasteries,  or  to  reve]  <. 
roadside  festivals. 

To  see  Burma  you  won't  need  dj 
rough  it,  but  neither  can  you  expec 
gourmet  cooking,  orthopedic  mat! 
tresses  and  French  wines.  There  an 
government-run  tours  that  hustl| 
groups  by  plane  and  bus  to  sever*) 
cities  around  the  country.  But  this 
not  the  way  to  really  see  Burma.  Beti 
ter  is  to  hire  a  car  and  driver  at  hotel 
and  airports  at  major  cities  for  aboii 
$50  a  day.  I  hired  a  pair  of  professiona 


ABOVE:  The  deserted 
city  of  Pagan 
Once  sacked  by 
Kublai  Khan. 


LEFT:  Burma's 
Golden  Rock 
Worth  the  five- 
hour  jungle  trek. 
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[aide-translators  and  their  trusty 
loyota  for  ten  days.  Total  cost: 
580,  including  gasoline. 
I  But  also  be  prepared  to  travel  by 
[oat,  truck,  pony  cart,  train,  tri- 
ia\\ ',  bicycle  and  foot. 

Riding  on  Burma's  poorly  paved 
jne-lane  roads  is  not  for  the  ner- 
bus.  Private  cars  swerve  to  avoid 
ncoming  oxcarts,  buses  and  vin- 
lge  army  trucks.  It  takes  six  to 
i  ght  hours  to  cover  100  miles, 
t  Rangoon,  w  here  most  Western - 
j:s  arrive  via  Bangkok,  still  evokes 
le  days  of  British  rule,  but  its  once 
ately  buildings  are  now  in  bad 
eed  of  repair.  Its  streets  are  alive  with 
;ndors,  hawking  curries,  hot  greasy 
ananas  and  mounds  of  dead  beetles 
rtd  caterpillars  the  size  of  yo  yos, 
ery  good  wrapped  around  an  onion, 
ccording  to  my  driver. 

The  pride  of  the  city  is  the  Shweda- 
on  Pagoda,  which  has  a  massive  bell- 
laped  stupa  (tower)  326  feet  high. 

Rangoon  has  a  thriving  black  mar- 
;t — as  you  would  expect  in  a  country 
lat  has  suffered  a  half-baked  social- 


;m  for  a  third  of  a  century.  Every- 
riing  from  Sony  Walkmans  to  Johnny 
Valker  Black  is  smuggled  in  from 
eighboring  Thailand  and  sold  open- 
j  in  die  markets. 

Rangoon's  landmark  hotel  is  the 
trand,  an  old  colonial  holdover  and 
Dng  a  favorite  hangout  for  Western- 
rs.  But  it  was  totally  renovated  this 
ast  year  and  lost  much  of  its  charm, 
ts  $200-a-night  rooms  are  now  pris- 


Painted  face  of  Burmese  child 
Festivals  everywhere. 


tine — and  empty.  The  restaurant, 
however,  still  buzzes — the  only  place 
in  town  with  ice  for  drinks,  and  a  great 
chocolate -and -whiskey  pie. 

A  better  choice  for  accommodation 
is  the  Best  Inn,  at  about  $50  per 
night,  complete  with  comfortable 
beds,  telephones  and  Australian  cable 
TV.  Not  the  Ritz,  but  it's  clean  and 
pleasant. 

A  two- hour  flight  north  of  Ran- 
goon lies  the  ancient  capital  city  of 
Pagan.  Some  13,000  glistening  pago- 
I  das  once  covered  the  flat  plains  of 
I  Pagan,  until   Kublai  Khan's  army 
I  sacked  the  city  in  1287.  About  2,200 
|  pagodas  survive.  Pony  carts,  the  local 
|  transportation,  wait  at  the  airport  to 
|  take  tourists  (mostly  Burmese)  to  one 
i  of  Pagan's  four  hotels. 
|     Many  visitors  rent  bicycles  (75 
§  cents  for  the  day)  and  pedal  across 
roads  and  fields  to  visit  the  pagodas. 

Long  empty,  they  bake  in  the  sun, 
with  no  one  in  sight.  Some  are  small 
and  stumpy,  others  have  stupas  and 
spires  soaring  200  feet.  Wall  paintings 
of  royal  battles  are  still  visible  in  some. 

Mount  Popa  is  a  two-hour  drive  to 
the  east  of  Pagan.  The  sugarloaf  peak, 
5,000  feet  high,  arose  after  an  earth- 
quake in  442  B.C.  It  is  home  to  the 
Mahagiri  Nat  gods,  animal  spirits  that 
many  Burmese  worship.  On  top  of  the 
peak  is  a  brilliant  white-and-gold  tem- 
ple filled  with  statues  of  the  different 
Nats,  to  which  worshipers  offer  food 
and  money.  The  only  way  up  is  a 
ladder-like  staircase  that  zigzags  up 
the  peak.  Allow  an  hour  to  get  up, 
feeding  monkeys  along  the  way.  It 
takes  20  minutes  to  scramble  down. 

An  eight-hour  drive,  or  30-minute 
flight,  northeast  from  Pagan  is  Man- 
dalay,  on  the  broad  Irrawaddy  River, 


which  flows  south  to  Rangoon.  It's 
the  crafts  center  of  Burma,  thick 
with  workshops  pounding  out 
statues  of  Buddha  in  bronze,  mar- 
ble and  teak. 

Stiflingly  hot  and  dusty,  the  city 
itself  offers  little  more  of  note  for 
the  visitor,  as  the  old  palace 
grounds  at  the  center  of  town  are 
in  an  army  compound  and  largely 
off-limits. 

But  nearby  are  several  ancient 
cities  worth  seeing,  most  notably 
Mingun,  where  there  is  a  massive 
pagoda  straight  out  of  Indiana 
Jones  and  the  Temple  of  Doom.  The 
enormous  brick  edifice,  450  feet 
square  and  160  feet  high,  has  a  jagged 
split  right  down  its  middle,  caused  by 
an  earthquake  in  1838.  To  get  there, 
hire  a  boat  (cost:  $7  per  day)  for  the 
one- hour  trip  up  the  Irrawaddy,  past 
old  wooden  felucca  boats  heavy  with 
loads  of  sand,  oil  and  crops. 

An  eight- hour  drive  southeast  from 
Mandalay  is  Inle  Lake.  It  is  21  miles 
long  and  only  10  feet  deep,  with 
entire  vegetable  farms  floating  on  the 
water.  Monasteries  and  houses  are 
built  on  stilts  at  the  lake's  edge.  Chil- 
dren swan  dive  off  the  backs  of  water 
buffalo,  and  fishermen  in  sampans 
silently  cast  huge  bamboo  nets  while 
rowing  with  one  arm  and  a  foot.  Take 
along  your  bathing  suit  for  a  swim. 

Just  west  of  the  lake  the  old  British 
hill  town  of  Kalaw  makes  a  good  base 
for  day  treks  to  different  hill  tribe 
villages. 

Note:  Don't  schedule  a  tight  itiner- 
ary in  Burma — getting  around  can 
take  a  lot  longer  than  you  think.  And 
before  you  leave,  especially  if  you  plan 
to  visit  outside  the  cities,  call  the 
regional  U.S.  Public  Health  Service 
for  guidance  on  malaria  pills,  inocula- 
tions and  such. 

The  best  time  to  go  to  Burma  is 
during  the  cool  season,  from  Novem- 
ber through  February,  when  the  tem- 
perature stays  around  80.  The  heat 
rises  to  about  110  during  March  and 
April.  Then  the  monsoons  begin,  and 
don't  let  up  until  October.  Casual 
but  modest  clothing  is  the  rule  of 
thumb,  and  don't  take  more  than 
you  are  willing  to  carry.  A  light  pair 
of  pants  or  a  loose  skirt,  a  windbreaker, 
a  few  shirts  and  sneakers  should  suf- 
fice. Hotels  do  laundry  overnight. 
Forget  shorts — many  pagodas  for- 
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bid  entry  to  anyone  wearing  them.„ 

Burma  is  cheap,  but  don't  forget  to 
bring  cash.  Traveler's  checks  can  be 
exchanged  at  banks  for  local  currency 
or  tourist  scrip.  But  on  the  streets 
nothing  beats  dollars.  Whatever  the 
currency  markets  may  think  about  the 
U.S.  greenback,  Burmese  cherish  it. 
The  official  exchange  rate  is  6  Bur- 
mese kyat  to  the  dollar,  but  money- 
changers on  ever)'  corner  will  give  you 
100.  Naturally,  this  is  illegal,  but  ev- 
erybody does  it. 

Dinner,  usually  rice  with  curry,  at 
Rangoon's  trendiest  restaurant  costs 
$7.  The  best  tourist  hotels  rarely  cost 
over  $50  a  day  (Visa  cards  accepted). 
But  few  have  real  mattresses,  air  con- 
ditioning or  hot  running  water.  Elec- 
tricity is  at  best  spotty.  Swimming 
pools?  Forget  them. 

But  you  don't  come  here  for  swim- 
ming pools.  The  high  point  of  my  trip 
was  the  trek  up  to  Kiak-tiyo,  the 
Golden  Rock,  situated  in  the  Mon 
state.  To  visit  that  area,  foreigners 
need  a  permit,  which  was  arranged  by 
my  two  guides.  When  we  arrived  at 
the  Mon  border,  a  soldier  escort 
joined  us — supposedly  to  prevent  kid- 
napping but  probably  to  keep  an  eye 
on  the  foreigner. 

There's  a  road  up  the  mountain  to 
the  rock,  but  so  many  cars  crash  into 
the  jungle,  we  opted  to  walk  with 
hundreds  of  Burmese.  It  takes  five 
hours  to  trek  up  the  6  miles  of  jungle 
path,  worn  smooth  by  centuries  of 
pilgrims.  (Three  hours  to  descend.) 
At  the  top  there  is  a  small  hotel. 

Half  the  fun  was  being  with  the 
crowd  of  Burmese  pilgrims.  Young 
and  old  are  dressed  in  colorful  longyis 
(the  Burmese  sarong).  The  women 
wear  yellow  makeup,  ground  from 
the  thanaka  tree,  which  doubles  as 
perfume  and  sunblock.  There  are  saf- 
fron-robed monks  and  hill  tribe  peo- 
ple with  jangling  jewelry.  Professional 
porters  wearing  loincloths  stride  by 
with  babies,  luggage  and  livestock 
backpacked  in  tall  woven  baskets. 
Young  people  flirt  laughingly  at  lean- 
tos  that  line  the  rocky  path,  offering 
tea,  soft  drinks  and  fried  snacks,  or  a 
pallet  to  nap  on. 

At  the  summit  the  majesty  of  Kiak- 
tiyo  is  worth  every  sweaty  step.  Sur- 
rounded by  giddy  fellow  travelers,  we 
watch  the  setting  sun  make  the  gold- 
en rock  glitter.  HH 


Have  any  tube-based  audio  gear  gathering  dust  in  the 
attic?  It  may  pay  to  rebuild  it.  Tube-based  audio  is  bacli 

Blasts 

from  the  past 


By  Toddi  Gutner 


Yoshino  XXXB  amplifier,  costing  $40,000 
Showing  off  tubes  to  both  eye  and  ear. 


For  music  lovers,  the  vacuum  tube 
is  making  a  comeback  in  the  age  of  the 
semiconductor.  "Listening  to  music 
through  a  tube-based  amplifier  gives 
you  the  feeling  that  you're  in  the  same 
room  with  the  performer,"  says  Tom 
Havens,  a  Manhattan  attorney  and 
audiophile. 

He's  not  exaggerating.  The  differ- 
ence is  so  pronounced  even  a  casual 
listener  can  easily  discern  sound  pro- 
duced from  tube-based  amplifiers. 
Music  sounds  warmer,  more  natural 
and  realistic. 

It's  still  true,  of  course,  that  transis- 
tors produce  less  musical  distortion — 
as  measured  by  a  distortion  analyzer. 
But  the  distortion  a  listener  hears 
from  a  tube-based  amplifier  is  less 
shrill  and  more  harmonious. 

If  tubes  are  so  superior,  why  did 
they  almost  disappear?  Economics. 
Transistors,  developed  by  Bell  Labs  in 
the  1950s,  are  cheaper,  smaller  and 
cooler  than  tubes,  and  can  easily  be 
mass-produced.  Moreover,  tubes 
burn  out,  chips  don't.  A  high-end 
amplifier  has  a  dozen  or  so  tubes, 


costing  $10  to  $50  each.  Small  wor 
der  tubes  were  soon  relegated  to  sp^ 
cialty  markets,  like  guitar  amplifiers., 

But  serious  audiophiles  are  dfl 
manding  tube-based  amplifiers  fd 
their  systems  and  the  tubes  are  mox 
ing  back  into  midpriced  amplifien 
and  into  the  preamplifiers  that  enlarg 
the  signal  ( the  amplifier  adds  power  tj 
the  signal  to  drive  the  speakers). 

A  tube-based  system  still  isn 
cheap.  Prices  start  at  $1,000  for  pre 
amplifiers;  the  better  multitube  am 
plifiers  can  top  $15,000.  And  fc 
audio  freaks  there's  the  British-mad 
Yoshino  xxxb,  a  double  amplifier  sya 
tern  costing  $40,000. 

There's  another  attraction  ti 
tubes — they're  pretty  to  look  at.  Th 
clear  tubes  glow  with  bright  dancin 
light,  and  smart  manufacturers  ar 
using  them  to  enhance  the  appeal,  b 
exposing  the  tubes  instead  of  hidin; 
them  in  a  box.  With  tubes  positione< 
next  to  shiny  chrome,  copper  an« 
black  finishes,  the  equipment  has 
sleek,  art  deco  look. 

Longtime  manufacturers  of  tube! 
based  equipment  like  Conrad -John 
son  Design,  Inc.  in  Fairfax,  Va.  an<| 
Audio  Research  in  Minnetonka 
Minn,  report  tube  sales  have  beeil 
compounding  at  a  1 5%  annual  rate  fol 
the  last  half-decade — from  a  tiny  base) 
of  course.  At  least  a  dozen  new  com 
petitors  have  sprung  up  since  19891 
"There's  a  lot  of  room  for  growth  it] 
the  tube  market,"  says  William 
Wright,  co-owner  of  five-year-olo 
Cary  Audio  Design  in  Cary,  N.C. 

Most  high-end  hi-fi  stores  offe; 
tube-based  amplifiers,  including 
some  rebuilt  older  models.  Some  25- 
year-old  tube  amplifiers  are  selling  foi 
more  than  new  models.  ■ 
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Igm  her  a  diamond  ring 
1  the  answer.  I  saw  it!' 


Fit  always  remember  that  face. 
The  smite  bordering  on  a  tear. 
Eyes  as  lively  as  the  diamond 
I  nervously  slipped  on  her  finger. 
And  now  that  we  have  come 
so  far  together,  perhaps  it s  time  to 
celebrate  that  love,  agfdn,  with  a 
diamond  as  exceptional  as  our  love. 


^^pnkmd woman, 
vccepriond  diamond. 

I  1  '■  ' 

A  diamond  is  forever. 
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That  Schwinn  you  had  when  you  were  a  kid? 
If  it  still  exists,  it's  a  valuable  collectible. 

The  Phantom 
rides  again 


By  Lisa  Gubernick 

On  Fan.  LI,  L982  J.R.  Planck's  up 
stale  New  York  car  lot  went  up  in 
flames,  taking  with  it  his  collection  oi 
12  vintage  ears.  "I  figured  there  was 
something  else  I  could  have  run  w  ith 
that  wouldn't  cost  a  lot  of  money  anil 
wouldn't  take  up  as  much  room,"  he 
recalls. 

I  [e  did — old  hikes.  Starting  with  a 
rusty  1949  Monark  Super 
Cruiser  for  $60  in  1983, 
Planck,  now  55,  has  spent 
lens  of  thousands  of  dollars 
on  his  collection  of  300 
bikes. 

Planck  caught,  and 
helped  fuel,  a  trend.  Bikes 
from  the  1930s,  1940s  and 
1950s  are  now  in  demand. 
At  a  recent  auction  held  by 
Michael  Fallon  in  Copake, 
N.Y.,  a  1937  Elgin  Skylark 
fetched  $3,000;  a  1953 
Firestone  Super  Cruiser 
went  for  $1,050;  a  1950 
Rollfast  I  lopalong  ( lassidy 
brought  $1,300;  and  a 
1953  Schwinn  Panther 
went  lor  $900.  IIIMI 

Planck  spent  six  months 
restoring  that  old  Monark  to  its  for 
mer  glory,  reusing  skills  he  had  per 
fected  as  a  teen.  Planck  used  to  spend 
school  breaks  at  the  local  dump,  pick- 
ing up  olil  bikes  and  rebuilding  gus 
sied  up  two  wheelers  out  of  those 
discards.  Even  then  he  had  taste: 
"While  other  kids  were  paint  brush 
ing  theirs,  I  used  spray  paint.  A  more 
professional  look."  That  old  Monark 
is  now  worth  about  $800. 

"I  never  had  a  new  bike  when  I  was 
a  kid,"  Planck  confides,  explaining 
the  appeal  for  him.  "'These  guys  arc- 
looking  for  bikes  that  they  rode  when 


they  w  ere  kids  -  or  else  the  ones  they 
wanted  to,"  says  auctioneer  Fallon. 

Boys'  bikes  are  scarcer  and  hence 
more  valuable  than  girls',  thanks  to 
tinkerers  like  Planck,  who  cannibal- 
ized bikes  as  kids.  And  boys  beat  their 
bikes  up  more  than  girls  did,  cutting 
the  survival  rate. 

Planck  finds  his  bikes  through  ga- 


1fcf&S\ 


i 


J.R.  Planck  and  old  Schwinn  Black  Phantom,  now  worth  $2,000 
"I  never  had  a  new  bike  when  I  was  a  kid." 


rage  sales,  dealers,  auctions  and  bike 
shows,  the  biggest  of  which  is  held  in 
Ann  Arbor,  Mich,  every  April,  at  the 
Washtenaw  County  Fairgrounds. 
Planck  has  restored  most  of  his  bikes 
himself,  at  times  fixing  up  one  com 
plete  bike  from  the  parts  of  three. 

Some  of  the  stars  of  Planck's  collec- 
tion are  his  few  mint -condition  bikes 
that  were  either  never  sold  or,  if  sold, 
never  used.  "People  want  the  original 
finish,"  Fall< >n  says. 

The  golden  years  for  bikes  were  the 
1930s.  It  wasn't  until  the  1920s, 
when  the  bicycle  dropped  from  favor 


as  serious  adult  transportation,  tin 
bicycle  makers  shifted  to  the  chl 
dren's  market.  At  first,  bicycle  makej 
like  Schwinn,  Shelby  and  Columq 
created  functional  but  unadonu 
two  wheelers,  but  in  the  early  1931 
the  manufacturers  began  adding  cc 
or,  chrome,  fenders  and  tanks.  Ki< 
loved  them.  Between  1932  and  194| 
despite  the  Depression,  production 
Schwinn,  the  best  known  manufaj 
Hirer,  went  from  17,152  to  346,48!| 
Schwinn  went  into  gradual  decline 
speedy,  lightweight  bikes  became  tl 
rage,  and  it  was  eventually  purchase 
by  Scott  USA. 

But  its  old  bikes  live  on,  especial 
the  Phantom  models,  produced  b» 
tween  1949  and  1959  in  red,  greo- 
and  black,  and  retailing  for  $79.95  t 
$89.95.  The  Black  Phantom  is  ffl 
most  prized,  typically  fetchin 
$2,000  or  more. 

But  it  was  a  rare  Shelby  Super  A 
Flow  Deluxe  that  fetched  the  highe 
price— $8,000— at  Ml 
chael  Fallon's  annual  biq 
cle  auction  the  first  weei 
end  in  April.  It  has  arche 
chain  guards,  a  missik 
shaped  tank  and  high 
curved  handlebars  thf 
seem  about  to  take  flight. 

Planck  owns  a  pair  ( 
Shelby  Air  Flows,  but  on 
of  his  favorites  is  a  194! 
Whizzer,  produced 
Whizzer  Motor  Co.,  a  Por 
tiac,  Mich. -based  compart 
that  coupled  a  standar 
Schw  inn  w  ith  a  4-cycle  er 
gine  to  offer  cheap  tranS 
portation.  He  paid  just  nil 
der  $1 ,000  for  it  five  yeaa 
ago  from  a  "picker,11  a  low 
level  dealer  who  scours  ga 
rage  sales  and  flea  markets.  A  simila 
model  would  probably  fete 
$3,500  today. 

And  yes,  Planck  has  taken  his  priz 
Whizzer  out  on  the  road.  "I've  had  i 
to  55, 11  he  says.  "That  fast,  on 
bicycle,  you've  got  to  hang  on  fo 
dear  life.  But  I  had  to  find  out  how  fas 
it  could  go.11 

Like  most  collectors  of  models- 
Planck  has  little  interest  in  M 
stripped-down,  chromeless  model 
made  after  1960.  "I'm  sure  they  riJ 
just  fine,11  says  Planck,  "but  the 
aren't  much  to  look  at." 
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No  compromise  in  a  GMC  Truck.  Industrial  strength  or 
handy  take-home  size,  you  get  full  strength.  As  it  has 
been  through  nearly  a  century:  GMC  Truck,  delivering 
the,  strengths  of  trucks.  ' 
What  have  we  done  for  you  lately?  The  1994  GMC 
Sierra.  It's  got  something  you  probably  don  'f  expect 
from  a  truck- refined  road  manners. 


A  vibration-eating  balance  shaft  in  Sierra's  standard 
engine  quiets  your  fears. 

[independent  front  suspension  smothers  road  shock 
before  it  can  reach  you.  While  a  commanding  view  of  the 
road  makes  Sierra  decidedly  uncar-like. 
[When  you  look  into  your  next  truck,  look  into  luxuri- 
ous, take-home-sized' industrial  strength.  To  learn  more 


Skeptical?  Understood.  But  put  Sierra  through  its  paces.      about  GMC  Sierra,  call  1-800-GMC  TRUCK. 


OFFICIAL  SPONSOR 

Wdrid'cui&ism  sl5 


All  Rights  Reserved.  Buckle  up.  America! 


MMO. 


©1994  GM  Corp..  GM.  GMC.  GMC  Truck  Sierra  and  the  GMC  Truck  logo  are  registered  trademarks  of  General  Motors  Corporation. 


How  16  years  as  a  welfare  bureaucrat  drove 
Steve  Moses  screaming  into  the  private  sector, 
where  he's  doing  well  by  fixing  mistakes 
his  bosses  in  the  bureaucracy  preferred  to  ignore. 

Bouncing  around 
in  a  rubber  room 


By  Brigid  McMenamin 

Fresh  from  two  years  in  the  Peace 
Corps  and  a  master's  degree  from  the 
University  of  Maryland  in  political 
theory,  Stephen  Moses  wanted  to  put 
his  youthful  idealism  to  work.  In 
1973  the  27-year-old  hired  on  at 
$9,500  a  year  to  work  with  welfare 
families  for  the  San  Francisco  office  of 
what  is  now  the  Department  of 
Health  &  Human  Services. 

Five  years  later  he  was  working  for 
Medicaid's  Seattle  regional  office. 
The  government-run  medical  and 
long-term  care  program  for  poor  peo- 
ple had  rapidly  increased  the  demand 
for  nursing  home  beds. 

"I  figured  if  the  government  was 
doing  it,  it  must  be  the  right  thing  to 
do,"  Moses  explains. 

He  soon  learned  that  the  bureau- 
cracy was  hopelessly  rigid  and  a  good 
deal  less  beneficent  than  he  had  ex- 
pected. Some  poor  people  couldn't 
get  any  help  at  all;  Moses  discovered 
lots  of  money  was  going  to  others 
who  already  had  insurance.  In  1981 
he  proposed  identifying  the  Medicaid 
recipients  who  had  other  insurance — 
and  making  them  use  it.  Moses  pre- 
pared a  fancy  report,  which  promised 
annual  savings  of  $3  billion.  His  boss 
told  him  to  forget  it.  "They  didn't 
want  creative  ideas,"  he  says.  "It's  so 
much  easier  just  to  give  away  the 
money  and  not  worry  about  who  was 
getting  it  or  why." 

One  day  Moses'  wife  gave  him 
Atlas  Shrugged,  Ayn  Rand's  novel 
about  how  big  government  crushes 
initiative.  It  was  an  epiphany.  "That 
tuned  me  into  free  market  philoso- 
phy," he  recalls.  His  idealism  had 


LTC,  Inc.  research  director  Stephen  Moses 
Big  government  isn't  the  answer. 


been  misplaced.  Government  wasn't 
"us."  It  was  just  another  "them." 

Moses  took  a  leave  of  absence  and 
went  to  work  for  a  small  Oregon 
franchise  outfit,  but  the  business 
floundered,  and  Moses  was  back 
working  for  Medicaid,  bored  and 
depressed. 

But  not  defeated.  While  some  of  his 
bureaucrat  colleagues  tilled  empty 
work  hours  selling  Avon  products  to 
friends  over  the  phone,  Moses 
searched  for  more  productive  ways  to 
keep  busy.  Like  figuring  out  how  to 
spend  Medicaid  money  to  benefit 
those  who  really  needed  it. 

Moses  learned  that  Oregon  had 
come  up  with  a  new  w  ay  to  discourage 
affluent  families  from  putting  their 
old  folks  on  Medicaid  to  preserve  the 
parental  assets.  Under  the  plan,  the 


state  would  seize  assets  from  the 
estates.  That  had  the  effect  of  forcinl 
people  who  could  afford  it  to  bu 
private  nursing  home  insurand 
However  expensive  such  insuranq 
might  be,  it  was  probably  cheapa 
than  losing  everything  the  paren 
had  saved. 

Figuring  the  same  technique  migrj 
work  in  other  states,  Moses  prepare! 
yet  another  report  for  his  superior: 
Which  they  again  told  him  to  forge] 
But  this  time  Moses  made  an  end  rurj 
He  sent  copies  to  the  Office  of  th|J 
Inspector  General.  The  governmai 
watchdog  group  asked  Moses  t 
come  to  Washington  to  help  devise 
plan.  "They  were  delighted  to  get  if 
of  me,"  he  laughs. 

But  Ayn  Rand  was  right,  and  i 
1989  Moses  happily  said  good-bye  t 
bureaucracy.  He  then  signed  on  a 
director  of  research  for  a  private! 
held  Seattle,  Wash. -based  marketinj 
company  called  LTC,  Inc.  ( 1993  rev^ 
nues,  $16  million),  which  was  tryin 
to  sell  long-term-care  insurance. 

"You're  trying  to  sell  somethin 
the  government's  giving  away,"  h 
said.  "You've  got  to  get  the  govern 
ment  to  stop  giving  it  away." 

Moses  proposed  offering  his  sen 
vices  to  state  officials,  showing  therj 
how  to  reduce  costs  by  tightening  uj 
eligibility  rules  and  recovering  asset 
after  the  patient  died.  And  he'd  offe 
to  do  the  asset  recoverv  work  in  returj 
for,  say,  20%  of  the  take. 

So  far  Florida,  Massachusetts 
Montana  and  Wisconsin  have  hirej 
LTC  to  help  tighten  up  their  Medics 
programs.  Moses  is  now  bidding  o 
an  asset  recovery  project  in  Iowa 
where  he  figures  he  can  recover  mor| 
than  S10  million  a  year. 

A  good  business?  Moses  says  h 
isn't  making  much  more  than  th 
$60,000  he  was  making  at  Medicaid 
but  he  at  least  feels  he  is  now  accomj 
plishing  something.  Down  the  roadj 
ltc's  bosses  have  promised  him  a  sho| 
at  an  equity  stake. 

He  now  describes  his  governmed 
jobs  as  "years  and  years  and  years  o 
bouncing  around  in  that  rubber  room 
where  there's  an  inverted  relationsrjl 
between  how  hard  you  work  and  hov 
well  you  do."  Any  advice  for  idealisa 
young  people  considering  a  career  ill 
government  service?  Yes.  "Don't  dc 
it,"  he  says. 
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Singapore  hotel  that 
devotes  unrelentingf 
attention  to  something? 


of  gfreat  interest  to  you. 


Yc 


ou. 


Introducing  Four  Seasons  Hotel  S  1  ng a  pore. 

Singapore  kas  become  Soutkeast  Asia's  crossroads  of  business.  To  kelp  you  give  it  your  full  attention,  Four 
oeasons  gives  its  full  attention  to  you.  Do  you  need  a  skirt  pressed  in  an  kour,  or  a  new  plane  ticket  in  minutes? 
Our  24-kour  concierges  are  poised  to  serve  you.  What  akout  a  low-ckolesterol  omelette — at  4  a.m.?  A  Business 
Center  open  365  days?  Or  a  private  Residents  Lounge,  wkere  you  can  collect  your  tkougkts 
for  tke  d  ay  akead.  You  may  even  kave  time  for  our  3,000  -square-meter  kealtk  cluk,  witk 

Singapore's  only  air-conditioned  tennis  courts.  Call  your  travel  counsellor    JTqjjj^  SEASONS  HOTEL 
or  Four  Seasons  reservations  office  for  details  akout  tke  new  kotel  tkat's  q5 
centered  not  only  around  tke  keart  of  downtown  Singapore,  kut  around  you.      A  Four  Seasons  •  Recent  Hotel 

190  ORCHARD  BOULEVARD,  SINGAPORE  1024  SINGAPORE.  PHONE:  (65)  734-1110.  FAX:  (65)  733-0682.  OPENS  JULY  1W4. 
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The  REIT  stuff 

"Every time  I  get  public- 
ity, I  get  a  thousand  letters 
begging  me  for  money," 
growls  86-year-old  billion- 
aire Walter  Annenberg. 

Case  in  point:  Spieker 
Properties,  a  Menlo  Park, 
( lalif.-based  real  estate  in- 
vestment trust  that  came 
public  last  fall.  But  w  hen 
Spieker  called,  Annenberg 
stayed  on  the  line. 

Attracted  by  its  indus- 
trial and  commercial  prop- 
erties in  northern  Califor- 
nia and  the  Pacific  North- 
west, Annenberg  already 
owned  $13  million  of  the 
company's  common 
stock.  In  May,  after  hearing 
that  Spieker  was  raising 
more  money  for  acquisi- 
tions, he  cashed  in  the 
common  and  wrote  a  check 
for  an  entire  issue — $25 
million — of  new  preferred 
convertible. 

"I'm  bullish  on  the  Pa- 
cific Rim,"  he  explains. 
Some  of  Spieker's  tenants 
include  Canon  U.S.A.,  NEC 
and  Okidata.  Annenberg 
figures  that  occupancy  rates 
and  rents  for  its  proper- 
tics  should  rise  as  U.S.  trade 
with  Asia  increases. 

"Investing  in  real  es- 
tate is  an  honorable  practice 
in  this  country,"  he  says. 
"Besides,  preferred  con- 
vertible yielding  7.8% 
isn't  a  bad  return,  don't  you 
think?"      -Lisa  Sanders 


Ambassador 
Walter  Annenberg 
A  soft  touch? 


144 


Jim  McCann,  1-800-Flowers 

Buying  up 

the  competition. 


Flower  power 

Jim  McCann  is  in  a  fix.  A 
former  social  worker,  he 
bought  1-800-Flowers  in 
1987  for  $7  million. 
McCann  turned  the  hem- 
orrhaging flower  delivery 
service  into  a  $100  mil- 
lion (1993  sales)  success 
story,  largely  by  convinc- 
ing people  to  order  flowers 
by  phone  instead  of  visit- 
ing the  local  florist. 

McCann  sends  his 
phone  orders  through  ftd, 
the  23,000-member  flo- 
rist delivery  cooperative.  As 
a  member,  he  keeps  a  20% 
fee  on  each  order.  He  also 
competes  now  with  ftd, 
which  began  its  own  phone 
service,  1-800-Send-FTD, 
18  months  ago.  That  an- 
noyed a  lot  of  members 
who  didn't  want  to  com- 
pete with  their  own  co-op 
for  the  20%  fee.  ftd  com- 
pounded the  criticism  by 
losing  money  on  the  opera- 
tion, up  to  $13  million  by 


Making  his  own  mark 

Following  a  successful 
father  into  the  family  busi- 
ness can  be  tricky,  but  Jef- 
frey Hines  seems  to  be  oft" 
to  a  good  start.  His  fa- 
ther, Gerald  Hines,  is  one 
of  the  great  real  estate  de- 
velopers, builder  of  more 
than  1 00  million  square 
feet  of  commercial  space, 
including  one-fifth  of 
downtown  Houston.  Jef- 
frey signed  on  after  pick- 
ing up  an  M.B.A.  from 
Harvard  in  1981 — just  as 
the  Texas  real  estate  boom 
was  peaking.  "It  was 
downhill  from  the  day  I  ar- 
rived," he  laughs  today. 

Fortunately,  dad  sold 
enough  assets  before  the 
crash  hit  to  stay  solvent. 
Hines  Sr.,  now  68,  spends 
his  time  on  projects  in  ex- 
otic locales  like  Berlin, 


Moscow,  Mexico  City, 
and  on  re-creating  a  Euro- 
pean skiing  village  near 
Aspen,  Colo. 

Which  leaves  Jeffrey, 
39,  now  free  to  make  his 
own  mark  on  the  firm  as 
president.  What's  he  do- 
ing? For  the  first  time,  the 
Hines  organization  is  in- 
vesting in  buildings  it 
didn't  build,  paying  $370 
million  for  three  prime 
properties  in  Washington, 
D.C.,  suburban  Mary- 
land and  Houston. 

In  another  first,  start- 
ing this  summer  Hines  will 
help  American  Capital 
manage  a  new  mutual  fund 
specializing  in  real  estate 
investment  trusts.  Mutual 
funds?  Hines  says  it's  a 
good  way  to  leverage  the 
firm's  expertise.  It's  also  a 


some  estimates. 

Result:  The  FTD  board 
is  now  weighing  offers  to 
buy  the  co-op.  But 
there's  a  proviso:  All  bid- 
ders must  sign  a  one-year 
noncompete  agreement. 
That's  a  problem  for 
McCann,  who  wants  to 
make  a  bid  himself. 
"These  assets  are  already 
owned  by  the  members," 
he  says.  "Why  can't  we  bic 
on  our  own  assets?" 

The  obstacles  may 
clear  soon.  At  a  recent 
meeting  in  Chicago,  a 
group  of  ftd  members 
learned  that  one  bid  that 
has  been  received — from 
the  son  of  a  former  ftd 
comptroller — includes  pay 
ments  of  $150,000  to 
current  board  members. 
McCann  expects  the  flap 
over  that  disclosure  to  leaci 
to  a  more  open  auction. 
Says  he,  "If  ftd  would  jus< 
hunker  down  to  running 
the  clearinghouse,  it  couldj 
make  a  load  of  money." 
-Stephen  S.  Iohnsoi) 


Jeffrey  Hines,  Hines  Interests 
Breaking  new  ground. 


clever  way  to  study  how 
Wall  Street  measures  the 
real  estate  market.  Not  a 
bad  thing  for  a  young 
man  in  his  position  to  track 
-Christopher  Palmeri 
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When  the  architect  in 
Boston  showed  her  drawings 
via  computer  to  the  client  in 
Seattle,  he  looked  puzzled 
until  she  walked  him  through 
each  room. 


Now  you  can,  too. 


Introducing  AT&T  WorldWorx™  Solutions: 
video,  voice  and  instantaneous  data 
sharing. 

It's  simple  to  use.  It's  affordable.  And 
it  enables  you  to  AI&I 
collaborate  on  every-  AD\/VN"IAGE 
thing  from  spreadsheets  to  word  process- 
ing to  design.  Because  you'll  not  only  see 
and  hear  each  other,  you'll  be  able  to 
work  on  the  same  document  at  the  same 


time,  just  as  if  you  were  sitting  next  to 
each  other  instead  of  across  the  country. 
So  you'll  be  able  to  save  time  and  make 
decisions  faster.  Which  could  be  the  busi- 
ness advantage  you've  been  waiting  for. 

So  whatever  your  business,  find  out 
how  AT&T  WorldWorx  Solutions  can  help 
you  transform  the  way  you  work  with  other 
people.   

Just  call  us  at 


1 800  828-WORX. 


M8S  WorldWorx™  Solutions. 
Changing  the  way  people  work.. .together 

AT&T 


©1994  AT&T 

WorldWorx  is  a  trademark  of  AT&T 


IF  YOU  CAN'T  RELAX  HERE,  YOU  CAN'T  RELAX 


Vacation  in  your  own  private  paradise.  As  tropical, 
as  quaint,  as  secluded  as  any  undiscovered  island. 
Laucala,  a  Forbes  Magazine  South  Pacific  Property  - 
the  perfect  island  resort. 

Enjoy  our  spectacular  sun-drenched  beaches  in  all 
their  secluded  beauty.  This  pristine  paradise  offers  the 

world's  finest 
scuba  diving  and 
snorkeling.  Fish. 
Windsurf.  Sail. 
Play  tennis. 
Water-ski.  Relax 
by  the  pool. 
Do  it  all.  Or  do 
nothing  at  all. 
There  are  no 
schedules,  none 
of  life's  pressures. 

Laucala  is  for 

people  who  want  the  ultimate  vacation  experience  - 
the  finest  amenities  without  the  formalities.  Go  deep 
sea  fishing  on  board  the  island's  private  fishing  boat.  If 
you  wish,  our  master  chef  will  prepare  your  catch  for  > 
your  dining  pleasure.  Dive  in  azure  waters,  world 
renowned  for  the  beauty  and  abundance  of  their 
tropical  fish  and  the  marvel  of  their  coral  reefs. 


All  this  for  just 
$2,100  pp  for  8  days 
and  7  nights  (plus 
Fiji  tax).  And  that 
includes  everything. 
ALL  meals,  ALL  drinks, 
UNLIMITED  use  of  ALL 
recreational  facilities, 
whenever  and  as  often 
as  you  wish  at  NO 

EXTRA  COST.  ■HEmHhShBHB 

Though  it's  far  from  the  stresses  of  everyday  life, 
Laucala  is  easily  accessible.  Our  island  has  its  own 
private  runway  and  daily  scheduled  commercial  flight. 

Find  out  more  about  this 
paradise  in  the  Fijis  and  our 
Special  Island  Exclusive. 
Laucala,  owned  and  operated 
by  Forbes  Magazine.  For 
more  information  write  to: 
Errol  Ryland,  Manager.  F70 
Box  149,  Fort  Garland,  CO 
81133,  or  call  1-800-FORBES-5 
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BY  ERIC  S.  HARDY 


The  overall  market 


itephen  Lieber,  who  manages  the 
>600  million  (net  assets)  Evergreen 
;und,  has  paced  the  market  by  seek- 
ng  out  small-capitalization  companies 
vhose  businesses  aren't  well  under- 
tood  by  other  investors.  One  of 
Leber's  current  favorites  is  West- 
America  Bancorporation,  which  owns 
>2  branches  in  northern  California. 
Although  most  of  California  is  in  a 
ccession,  the  Sonoma  and  Napa  val- 
:ys,  where  WestAmerica  is  dominant, 
re  doing  better  than  most  of  the 
tate.  The  stock  trades  on  the  Nasdaq 
narket  and  pays  a  modest  yield  of  2%. 
Another  of  Lieber's  significant  posi- 
ions  is  Anthony  Industries,  best 
jiown  for  its  seasonal  swimming  pool 
tusiness.  But  the  company  has  some 
ounterseasonal  businesses,  too. 
jeber  points  out  that  Anthony  man- 
ifactures  snow  skis  under  the  brand 
lames  K2,  Olin  and  PRE,  makes 
>hakespeare  fishing  gear  and  also 
iwns  a  building  materials  division. 


Special  focus 


These  mutual  funds  are  all  fully  invested 
in  the  stock  market  and  therefore  have 
negligible  amounts  of  cash  on  hand  to 
meet  redemptions.  Should  stock  prices 
go  down  sharply,  these  funds  would 
probably  be  forced  to  sell  stock  into  a 
falling  market  to  satisfy  fundholders' 
redemptions. 
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The  Barra  All-US  price  index  as  of  6/9/94 

Market  value:  $5,045.7  billion 

P/E:  22.4 

P/E  minus  negative  EPS:  16.3 
Price/book:  2.6 
Yield:  2.5% 


12-month  closeup 


2900 
2800 
2700 
2600 
2500 
2400 


■  Barra  index 

-J  200  day  moving  average 


'85     '86     '87  '88 


'90     '91     '92     '93  '94 


JJASONDJFMAI 

'93  '94 


Closeup  on  the  market 


%  change  from 


Index  or  investment 

2-week  change 

1  year  ago 

5-year  high 

Barra  All-US  index 

-0.1  % 

1 

3.0  % 

-6.4% 

S&P/Barra  Growth  index1 

0.4 

J 

3.0 

-4.1 

S&P/Barra  Value  index 

0.1 

1 

7.4 

-3.9 

Dowlones  industrials 

0.0 

7.5 

-5.7 

S&P  500 

0.2 

J 

2.8 

-5.0 

NYSE 

0.2 

J 

3.1 

-5.5 

Nasdaq 

-0.4 

1 

5.9 

-9.3 

Ainex 

0.4 

J 

1.2 

-9.6 

EAFE3 

1.0 

_l 

12.8 

-1.1 

CRB  futures  index 

0.9 

_J 

12.9 

-8.6 

Gold  (Comex  spot) 

-0.2 

1 

3.7 

-9.3 

YenMper  $US) 

-0.7 

■ 

-2.0 

-35.2 

Oil  (W  Texas  Intermediate) 

-3.4  g 

-7.0 

-54.7 

The  best  and  worst  performing  stocks 


Equity  rich,  cash  poor 


2-week 

1994 

2-week 

1984 

Best 

Price 

change 

EPS6 

Worst 

Price 

change 

EPS6 

Alliant  Techsystems 

29 

24% 

$3.61 

IDB  Communications  Group 

73/s 

-50% 

$0.58 

Hollywood  Entertainment 

33 

23 

0.92 

Casino  America 

ll  lA 

-43 

1.60 

Westcorp 

11  Vs 

22 

1.00 

Merisel 

ioy8 

-43 

1.34 

Liposome  Technology 

7  3/4 

22 

-1.20 

Audiovox 

-42 

1.13 

300 

15  3/4 

21 

-1.62 

Matrix  Service 

5Vb 

-41 

0.72 

The  best  and  worst  performing  industry  factors7 


Fund/largest  equity  holding 
Alger-Leveraged  AllCap/Compaq  Computer 

Alliance  Counterpoint/Morgan  Stanley  Group 

CoreFund  Value  Equity/Avery  Dennison 

Evergreen  Global  Real  Estate/Contl  Homes  Hldg 

Montgomery  Global  Commun/Advanced  Info  Svcs 

Nicholas-Applegate  World/India  Tobacco 

Riverfront  Income  Equity/Continental  Corp 

Source:  Mommgstar,  Inc. 

■■■■■■■■■■■■MaMHHMHHMMl 

ote:  Data  for  period  ending  6/9/94.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  common  U.S.  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  trading  on  U.S. 
arkets.  ADRs,  REITs  and  closed-end  funds  are  excluded.  1  Total  return  of  a  portfolio  of  more  than  150  large-capitalization  stocks  that  has  high  historical  earnings  growth  and  has  predicted  above-average 
irnings  growth.  -  Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earmngs  ratios.  3  A  dollar-denominated  capitalization-weighted 
dex  of  more  than  1,000  stocks  from  Europe,  Australia,  New  Zealand  and  the  Far  East.  Source:  Morgan  Stanley  Capital  International  Perspective.  4  Index  of  21  commodity  futures.  5Source:  Knight-Ridder 
inancial  Information.  6Estimate.  Source:  IBES,  Inc. '  Shows  return  to  the  industry  factor  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have 
oportional  contributions  in  two  or  more  groups.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 


2-week 

Since 

2-week 

Since 

Best 

change 

12/31/93 

Worst 

change 

12/31/93 

Iron  &  steel 

6.4% 

6.8% 

Trucking 

-5.6% 

-0.3% 

Water  transport 

4.3 

-0.4 

Beverages 

-5.3 

-14.9 

Pollution  control 

2.9 

7.8 

Business  equipment 

-5.2 

-7.0 

Banks 

2.2 

10.9 

Motor  vehicles 

-4.4 

-13.7 

Property,  health  insurance 

2.2 

4.2 

Hotels,  restaurants 

-2.6 

-4.6 
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BY  ERIC  S.  HARDY 

GJRB  spot  indexes 


CRB  futures  indexes 


ilO 


280 
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220 


All  commodities 


1991 


300 


260 


220 


180 


Futures  index 


1992 


1993 


1994 


1991 


1992 


1993 


1994 


The  Commodity  Research  Bureau  Futures  Index  is  up  2% 
during  the  last  3  months  and  up  12%  for  the  last  12 
months.  Meaning  serious  inflation  ahead?  Probably  not. 
Prices  of  the  21  materials  and  foods  comprised  by  the  CRB 
Futures  Index  all  seem  to  be  going  their  own  separate 
ways.  Petroleum,  for  instance,  which  is  underweighted  in 
relation  to  its  contribution  to  the  overall  economy,  is  off 
7%  in  price  for  the  past  12  months.  Two  other  compo- 
nents— coffee  and  copper — account  for  almost  half  the 
increase  in  the  index  in  1994. 

Irwin  Kellner,  Chemical  Bank's  chief  economist,  does 
not  think  that  rising  commodity  prices  will  cause  a  new 
round  of  inflation  at  the  consumer  level.  Although  prices 
have  increased  for  some  retail  goods,  such  as  automobiles, 


Kellner  thinks  that  a  relatively  slow  economy  will  help 
keep  general  price  inflation  in  check,  at  least  for  the  resl 
of  this  year.  As  economic  depressants,  Kellner  cites  last 
year's  tax  increase,  which  raised  the  top  federal  rate  tc 
39.6%,  and  continuing  layoffs. 

"Vastly  overblown"  is  how  Merrill  Lynch  senior  futures 
strategist  William  O'Neill  describes  recent  fears  about 
inflation.  O'Neill  points  out  that  price  increases  for  so-l 
called  soft  commodities  (coffee,  cocoa  and  sugar,  foj 
instance)  are  more  related  to  declining  production  than1 
increasing  demand.  Coffee  production,  for  example,  is  of) 
dramatically  in  Brazil  and  Colombia  because  of  pool 
weather.  He  thinks  coffee  and  copper  futures  could  be 
good  investments. 


Commodity  spotlight 


Cash  and  futures  prices 


Coffee'  ($  per  pound) 

1.45 


9/93 


12/93 


Dedicated  coffee  drinkers  need  not 
worry  too  much  about  the  recent 
runup  in  the  price  of  coffee  beans. 
For  one  thing,  supermarkets  often 
sell  coffee  below  cost,  as  a  loss 
leader  to  attract  customers. 
Moreover,  the  price  of  coffee  bean 
futures  contracts  expiring  beyond 
July  suggests  a  softening  market  for 
coffee  later  this  year. 


Spot  indexes 

Futures  indexes 

Index5 

Value 

3-mo  change 

Index 

Value 

3-mo  change 

All  commodities 

256.56 

2% 

CRB  index 

231.21 

2% 

Raw  industrials 

290.16 

5 

Precious  metals 

273.00 

2 

Metals 

245.97 

2 

Industrials 

268.29 

4 

Textiles 

257.07 

7 

Grains 

194.39 

-1 

Foodstuffs 

214.60 

-3 

Livestock  &  meat 

186.53 

-16 

Spot  commodity  prices 

Futures  prices 

Index 

Price 

3-mo  change 

Index 

Price 

3-mo  change 

Steel  scrap  (short  ton) 

$111.50 

-20% 

July  platinum  (troy  oz) 

$400.30 

1% 

Copper  scrap  (pound) 

0.91 

HflBI 

Aug  crude  oil  (barrel) 

17.82 

20 

Print  cloth  (sq  yard) 

0.89 

19 

July  copper  (pound) 

1.09 

23 

Corn  (bushel) 

2.73 

-7 

July  cotton  (pound) 

0.80 

10 

Soybean  oil  (pound) 

0.28 

-3 

July  Chi  wheat  (bushel) 

3.39 

3 

Note:  All  prices  as  of  6/8/94.  'Composed  of  13  commodities.  ^Composed  of  the  13  raw  industrial  commodities  plus  10  foodstuffs.  'Gold,  platinum  and  silver.  Composed  of  21 
commodities.  ""July  1994  contract.  ''Base  for  spot  and  futures  indexes  (1967=100).  Source:  Kmght-Ridder  Financial  Publishing. 
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EDITED  BY  JASON  ZWEIG 

The  market  may  not  be  cheap  now, 
Dut  growth  stocks  are.  A  chat  with  the 
cornanager  of  Vanguard's  U.S.  Growth  fund. 

Feast  or  famine 


By  Mary  Beth  Grover 

Some  growth  funds  pull  a  sly  trick; 
when  it  seems  that  growth  is  out  of 
style  and  value  is  in,  they  sneak  value 
stocks  into  the  portfolio. 

Not  true-blue  Vanguard  U.S. 
Growth  Portfolio.  The  label  says 
"growth  stocks,"  and  that's  what's 
always  in  this  package.  When  growth 
stocks — that  is,  those  with  high 
earnings  growth  and  high  multiples  of 
earnings  and  book  value — fare  poor- 
ly, this  fund  takes  its  lumps.  It  merely 
broke  even  during  the  two-year  peri- 
od 1992-93,  when  value  stocks  (those 
trading  at  lower  multiples)  tri- 
umphed. But  when  growth  stocks  do 
well,  this  fund  more  than  makes  up  for 
lost  ground. 

Check  the  record.  Over  the  past 
five  years,  the  Vanguard  Fund  bested 
the  Standard  &  Poor's  500  stock 
index  by  two  percentage  points.  And 
when  growth  beat  value  from  1989 
through  1991,  it  returned  28.3% 
compounded  annually,  ten  points 
ahead  of  the  S&P  500. 

Feast  or  famine.  When  will  growth 
stocks  take  the  lead  again?  Co- 
manager  Parker  Hall  won't  make  rash 
predictions,  but  he  has  seen  plenty  of 
market  cycles  in  his  37-year  career, 
and  he  knows  that  growth  stocks  will 
again  get  their  day  in  the  sun.  Mean- 
while, he  says,  "if  the  market  really 
crashes,  our  stocks  are  so  cheap  they'll 
probably  hold  up  a  little  better." 

Hall,  60,  is  president  of  Lincoln 
Capital  Management,  a  Chicago- 
based  firm  with  $9  billion  in  equities 
under  management.  As  it  does  with 
many  of  its  stock  funds,  Vanguard 
farms  out  management  of  the  U.S. 
Growth  fund,  in  this  case  to  Lincoln. 

Hall's  approach  is  as  simple  as  it  is 
disciplined.  He  keeps  trading  to  a 
minimum;  Vanguard  U.S.  Growth 
turned  over  37%  of  its  portfolio  last 
year,  half  the  rate  of  its  peers.  Hall 


sticks  to  big,  liquid  stocks;  his  average 
holding  has  a  market  value  of  $18 
billion.  And  he  bulks  up  on  the  stocks 
he  likes.  His  top  five  holdings — Gen- 
eral Electric,  McDonald's,  Wal-Mart, 
Fannie  Mae  and  Automatic  Data  Pro- 
cessing, Inc. — make  up  a  quarter  of 
the  fund.  Hall  looks  for  a  fast-growing 
company  that  is  number  one  or  two  in 
its  industry'  and  is  selling  at  a 
price/earnings  ratio  that  is  at  the  low 
end  of  its  historical  range. 


What  are  Hall's  grounds  for  beliei 
ing  growth  stocks  to  be  cheap  toda 
According  to  Chicago- based  fun 
raters  Morningstar,  Inc.,  his  averajj 
stock  is  going  for  a  fairly  high  24  timj 
its  trailing  earnings.  But  Hall  sa 
that's  only  14  times  what  his  stocl 
should  earn  about  18  months  out  ( 
1995,  that  is).  Counting  those  19<J 
forecasts  as  money  in  the  bank,  whic 
is  a  little  chancy  but  not  outlandish  fi 
a  solid  grower  like  Wal-Mart,  Hall 
portfolio  looks  5%  cheaper  than  tr^ 
market  as  a  whole.  That's  about 
cheap  as  Hall's  portfolio  has  ever  beq 
in  the  27  years  he  has  been  managin 
growth  stocks.  "It's  a  great  opporti) 
nity  to  get  growth  stocks  at  the  lorn 
end  of  their  trading  range,"  he  says 

Recently,  Hall  has  been  avidly  buj 
ing  Hewlett-Packard  and  Intel.  Ml 
crochip  producer  Intel  trades  at  nin 
times  1995  earnings  (again  assumin 
that  prosperity  is  around  the  cornen 
Computer  maker  Hewlett-Packard 
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:  1 2  times  next  year's  estimated  earn- 
lgs.  The  two  outfits  just  announced  a 
pint  venture  to  develop  a  chip  that 
in  run  two  kinds  of  software.  Hall 
xpects  earnings  at  both  companies  to 
row  at  least  12%  annually  over  the 
ext  five  years. 

Hall  especially  likes  growth  stocks 
rith  a  strong  consumer  orientation, 
te  has  put  nearly  a  third  of  the  fund's 
1.8  billion  in  assets  in  consumer 
:ocks.  While  most  aren't  cheaper 
ian  the  market,  many  such  as  Toys 
R"  Us  are  at  their  lowest  p/es  in 
:ars.  And  many  of  them  give  Hall  an 
pportunity  to  get  international  di- 
psification  without  buying  foreign 
rocks.  Coca-Cola  gets  80%  of  its 
perating  profits  from  overseas.  Hall 
;cently  gulped  down  nearly  2  million 
lares  of  Coke  at  a  price/earnings 
itio  just  15%  greater  than  that  of  the 
larket,  the  cheapest  Coke  has  been  in 
be  years.  Gillette  is  another  of  his 
mltinational  favorites. 
}  Wal-Mart?  Hall  says,  "At  a  10% 
remium  to  the  market,  it's  the 
leapest  it's  ever  been  in  its  history." 
[e  expects  earnings  to  grow  15%  a 
sar  for  the  next  five  years. 

Hall  has  sold  two  former  favorites, 
lerck  and  Philip  Morris.  The  anti- 
igarette  crusade  made  him  nervous 
bout  Philip  Morris,  and  he  was  con- 
jrnt'd  jVJfrrk's  drills  enn  be  undercut 
n  price .  Pfizer,  he  says,  is  the  pharma-] 
eutical  company  to  own  because  ofitsj 
ew  drugs  still  on  patent. 

Do  you  buy  Hall's  argument  that 
rowth  stocks  are  relatively  cheap  to- 
ay?  If  you  do,  here  are  a  few  sensible 
ays  to  play  them. 

With  operating  expenses  of  just 
.5% — 60%  less  than  the  average  for 
J.S.  equity  funds — Vanguard  U.S. 
irowth  is  one  of  the  cheapest  plays  on 
rowth  stocks  around.  Another:  Van- 
uard's  Index  Growth  fund.  It  invests 
assively  in  the  most  "growthy"  third 
f  the  s&p  500  and  has  just  a  0.2% 
^pense  ratio. 

Some  closed-end  funds  specializ- 
lg  in  growth  stocks  are  themselves 
riced  like  value  stocks.  Adams  Ex- 
ress,  Bergstrom  Capital,  General 
merican  Investors  and  Spectra  Fund 

1  trade  at  discounts,  ranging  from  5% 
)  18%.  At  most  of  these  closed-end 
inds,  however,  some  of  this  bargain 
lenient  is  offset  by  higher  expense 
atios  than  you  pay  at  Vanguard.  OH 


Why  is  running  mutual  fund 
Blame  the  public,  which  do 
about  management  fees. 

The  how 


By  Neil  Weinberg 

Guess  which  of  these  is  the  more 
profitable  business:  running  a  soft- 
ware firm  so  successful  that  federal 
trustbusters  are  crawling  all  over  it,  or 
packaging  garden-variety  govern- 
ment bonds  into  funds. 

Microsoft,  the  powerhouse  in  soft- 
ware, netted  25  cents  on  the  sales 
dollar  last  year.  Nice,  but  not  as  much 
as  what  a  fund  operator  can  do.  John 
Nuveen  &  Co.,  which  puts  municipal 
bonds  together  primarily  to  create 
closed-end  funds,  earned  29  cents  on 
the  dollar. 

Nuveen's  profit  margin,  though  it 
is  the  best  among  the  large  publicly 
held  fund  firms,  is  not  flukish.  Janus 
Capital,  a  unit  of  Kansas  City  South- 
ern Industries,  has  a  24%  net  margin; 
Dreyfus,  which  has  agreed  to  merge 
with  Mellon  Bank,  is  at  26%;  and 
Franklin  Resources,  fresh  from  buy- 
ing the  Templeton  funds,  is  doing 
27%  net. 

Two  forces  are  driving  this  profit 
binge.  One  is  the  explosive  demand 
for  packaged  investment  products,  as 
individual  investors  flee  individual 
stocks  and  bonds  at  the  same  time 
they  find  themselves  with  unaccus- 
tomed 401(k)  and  IRA  balances  to 
invest.  The  other  force  is  the  generally 
bullish  market  of  the  past  decade. 
When  stock  and  bond  funds  can  ad- 
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E  FUNDS 


It  in 


'und  group 

—Net  margin— 

Group's  largest  fund1 

Largest  fund's  assets 

Largest  fund's 

1993 

1989 

($mil) 

expense  ratio 

1  0/0*5 

12/93 

12/89 

Alliance  Cap  Mgt  LP 

14.0%2 

13.3%2 

Alliance  S/T  Multi-Market  A 

$886 

$329 

1.16% 

1.14% 

Dreyfus  Corp 

25.7 

45.6 

Dreyfus  Muni  Bond 

4,560 

3,562 

0.69 

0.68 

Eaton  Vance 

14.5 

11.4 

Eaton  Vance  National  Muni 

2,212 

1,015 

1.67 

1.91 

Franklin  Resources 

27.4 

34.9 

Franklin  US  Government 

13,857 

11,376 

0.52 

0.52 

Janus  Capital  Corp5 

23.9 

16.83 

Janus  Fund 

9,200 

705 

0.92 

0.92 

The  New  England  LP 

19.02 

20.8" 

TNE  Growth  A 

1,201 

556 

1.19 

NA 

|.L„       kllXJAAH  0 

John  Nuveen  &  Lo 

28.6 

22.7 

Nuveen  Muni  Bond 

2,683 

1,184 

0.61 

0.64 

Pioneer  Group 

14.0 

23.3 

Pioneer  II 

4,583 

4,412 

0.95 

0.77 

T  Rowe  Price  Associates 

15.6 

18.6 

T  Rowe  Price  International  Stock 

4,290 

971 

1.01 

1.10 

Thomson  LP  Advisory  Grp 

42.82 

41. 42-4 

Ihomson  Growth  B 

1,069 

348 

1.90 

1.70 

Average 

22.6% 

24.9% 

4,454 

2,446 

1.06 

1.04 

'Largest  fund  in  existence  for  entire  period.  2Not  taxable  at  company  level.  31991. 
NA:  Not  available.   Sources:  Company  reports;  Mormngstar,  Inc.;  Bloomberg. 


"1990.  5A  unit  of  Kansas  City  Southern  Industries. 


Where  are  the 
economies  of 
scale?  These 
fund  vendors'  larg- 
est funds  have 
expanded  assets 
rapidly  over  the 
past  few  years,  bu 
they  haven't 
been  in  a  hurry 
to  pass  over- 
head savings 
along  to 
fund  investors. 


vertise  10%  to  20%  annual  returns, 
after  all  fees,  not  many  buyers  com- 
plain about  those  fees. 

With  the  public  thus  distracted, 
fund  companies  are  in  a  position  to 
charge  whatever  an  inattentive  mar- 
ket will  bear. 

Many  businesses  cut  prices  as  their 
volume  increases,  because  economies 
of  scale  permit  them  and  the  thirst  for 
market  share  motivates  them.  That's 
why  personal  computers  are  so  much 
cheaper  and  faster  than  they  used  to 
be.  Many  fund  operators,  in  contrast, 
have  the  curious  habit  of  responding 
to  higher  sales  volume  by  increasing 
their  prices. 

Look  at  the  table  above.  The  largest 
fund  at  most  major  fund  groups  has  at 
least  doubled  in  size  since  1989,  but 
its  expense  ratio  has  either  risen  or 
stayed  flat.  Thomson  Growth  Fund 
B,  for  instance,  has  tripled  in  size — 
and  yet  its  expense  ratio  is  higher.  So 
the  price  for  managing  $1.1  billion  is 
more  than  three  times  the  price  for 
managing  $348  million. 

The  average  expense  ratio  for  mu- 
tual funds  (of  all  types)  in  the  Forbes 
database  is  1 .1%.  That  is,  annual  port- 
folio management  fees  and  other 
overhead  costs  eat  up  on  average 
$1.10  for  each  $100  that  investors 
have  put  into  a  fund. 

Are  we  quibbling  here?  Isn't  that 
just  over  a  penny  on  the  dollar?  Not  so 
fast.  Looked  at  another  way,  die  an- 
nual expenses  eat  up  on  average  more 
than  one-third  of  the  dividend  in- 
come— since  the  average  stock  today 
yields  approximately  3%. 

Maybe  you  don't  care  much  about 


dividends,  but  if  you  are  in  a  bond 
fund  you  sure  care  about  yields. 
Long-term  municipal  bonds,  for  ex- 
ample, yield  about  6%.  Subtract  infla- 
tion, and  the  real  return  on  a  muni 
portfolio  is  no  better  than  3%.  A  1% 
expense  ratio — not  at  all  uncommon 
among  muni  funds — gobbles  up  a 
third  of  your  real  return. 

But  the  buying  public  seems  numb 
to  high  costs.  Consider  Keystone  Tax 
Free  Fund,  a  national  municipal  bond 
fund  with  $1.5  billion  in  assets.  It 
charges  1.7%  in  annual  expenses — 
eight  times  as  much  as  another  fund 
with  virtually  identical  maturities  and 
credit  ratings,  Vanguard  Municipal 
Long-Term.  Keystone's  high  ex- 
penses pinch  very  visibly  into  returns. 
In  the  five  years  through  the  end  of 
April,  the  Vanguard  fund  has  re- 
turned 8.9%  compounded  annually, 
while  the  Keystone  fund  has  delivered 
just  7.2%. 

Now  here's  the  surprise.  In  1992 
the  Keystone  fund's  assets  grew  by 
27%,  the  more  efficient  Vanguard 
fund's  assets  by  only  14%.  Why?  In 
November  of  that  year  Keystone 
spent  $7.5-million-plus  promoting 
its  fund  to  brokers. 

The  Keystone  Tax  Free  Fund, 
closed  to  new  accounts  until  just  be- 
fore the  1992  marketing  splurge,  is 
again  closed  to  outside  investors.  Still, 
0.79%  of  its  assets  is  drained  off  each 
year  to  compensate  brokers  for  mar- 
keting and  distributing  the  fund — 
even  though  there  is  virtually  no  one 
to  market  or  distribute  it  to.  So  long  as 
you  leave  your  money  in  the  fund,  the 
selling  broker  has  a  nice  little  annuity. 


There's  nothing  immoral  about  ai 
this.  After  all,  salespeople  work  hart 
and  expect  to  be  compensated.  Fo 
lazy  investors  they  are  performing 
service.  But  if  you  are  not  lazy  and  ar 
reasonably  well  informed,  there  is  n^ 
reason  for  you  to  give  up  a  major  par 
of  your  return  by  way  of  managemen 
charges. 

It  seems  reassuring  that  a  fund  op 
erator  can  raise  fees  only  after  gettinj 
permission  from  both  the  fund's  dj 
rectors  and  its  shareholders.  But  it' 
often  not  much  of  a  struggle. 

"How  do  directors  determine  if 
fee  is  fair?"  asks  Martin  Flanagan 
chief  financial  officer  at  FrankO 
Resources.  "One  thing  that  they  d^ 
is  look  at  what  everyone  else  ij 
charging." 

That's  just  the  sort  of  circula 
logic  invoked  in  the  Oppenheime 
Global  Fund's  most  recent  proxy  t< 
justify  a  proposed  advisory  fee  hike 
The  document  argues  that,  if  all 
ready  in  effect,  the  fees  "would  no 
have  exceeded  the  median  for  i( 
[the  fund's]  group."  In  othej 
words,  we  won't  overcharge  yoi 
any  more  than  anyone  else  would 
Shareholders  were  due  to  vote  oi 
the  hike  on  June  20. 

There  are  two  morals  here  for  in 
vestors.  The  first  is  that  if  you  ari 
buying  a  fund,  don't  ignore  the  ex 
pense  ratio.  The  second  is  that  if  yoi 
are  looking  for  a  stock  to  buy,  giv< 
serious  consideration  to  one  of  thi 
public  fund  operators.  There  aren' 
many  industries  that  are  blessed  witl 
both  rapid  growth  and  comfy  profi 
margins.  ■ 
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E  P  A    POLL  UTIO  N     PREVEN TER 

This  symbol  identifies  energy- efficient 
computers  that  save  you  money  and  reduce 
air  pollution  by  "powering  down"  when  not  in  use. 


Over  2000  computers,  monitors  and 
printers  have  earned  the  right  to  bear  the 
Environmental  Protection  Agency's  Energy 
Star51*  logo.  These  computers  are  so  smart, 
they  go  to  sleep  when  not  in  use  and  wake 
up  with  a  simple  touch  of  the  keyboard  or 
mouse.  Energy  Star™  Computers  don't  cost 


any  extra,  will  save  money  on  your  energy 
bill,  and  prevent  pollution  from  electricity 
generation.  Be  part  of  the  solution  and 
look  for  this  logo  when  you  make  your  • 
next  computer  purchase.  To  receive  a  list 
of  available  products  call  the  Energy  Star™ 
Hotline  at  202  775-6650. 
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ising  interest  rates  don't  kill  bull  markets  so  long  as  rate 
)reads  remain  wide.  Right  now  they  are  nice  and  wide. 

i  bullish  spread 


IV  KENNETH  L.  FISHER 


v  a  H 

ineth  L.  Fisher  is  a  Woodside,  Calif.-based 
ney  manager.  His  third  book  is 
0  Minds  that  Made  the  Market. 


BIG  REASON  I'm  bullish  and  see  the 
:ent  stock  market  drop  as  a  correc- 
>n,  not  the  start  of  a  bear  market,  is 
yield  curve  spread.  That  is  the 
read  between  20 -year  Treasury 
nd  rates  and  90-day  T  bill  rates, 
ar  markets  prefer  flat  yield  curves; 
ely  has  the  bear  reigned  when  long- 
m  rates  were  more  than  1%  above 
ort-term  rates.  Right  now  the 
read  is  big — 300  basis  points — 
ree  full  percentage  points. 
Here's  why  a  steep  yield  curve  is 
od  for  stocks:  With  long-term  in- 
•est  rates  much  higher  than  short- 
m  rates,  banks  become  eager  to 
id.  They  can  make  fat  profits  bor- 
wing  short  and  lending  long  term, 
sing  rates  don't  choke  booms  so 
ig  as  long  rates  and  short  rates  both 
e  and  the  spread  between  them 
ys  wide.  Take  1929.  In  1928  short 
:es  rose  above  long  rates — staying 
for  two  years — making  bank  lend- 
l  unprofitable  and  serving  as  an 
rly  warning  of  1929's  pain.  Spreads 
ve  always  been  a  good  guide. 
Haven't  there  been  exceptions — 
ries  when  stocks  crashed  even 
ough  the  yield  curve  was  steep? 
re,  but  they  were  exceptional  peri- 
s.  For  example,  Hitler's  rise  and 
en  World  War  II  bombed  the  dick- 
s  out  of  stocks,  even  though  yield 
rve  spreads  stayed  bullish.  So  if 
orld  War  III  is  ahead,  or  if  the 


Martians  are  about  to  land,  all  bets  are 
off.  Otherwise,  make  some  money. 
Buy  some  stocks.  Ones  like: 

Haverty  Furniture  (14,  o-t-c)  fell 
28%  in  the  last  three  months.  The 
stock  reacted  to  fears  of  rising  mort- 
gage rates,  clocking  housing  starts 
and  rippling  to  Haverty's  retail  furni- 
ture sales.  But  it's  a  great  retailer  in 
this  ultra-hard-to-succeed-in  special- 
ty niche.  Sales  grow  steadily  and  mar- 
gins are  recovering  nicely,  but  not  yet 
fully,  from  the  last  recession.  Haverty 
sells  cheap  for  a  firm  of  fine  quality — 
1.3  times  book  value,  50%  of  annual 
revenues  and  15  times  earnings.  De- 
spite fears,  its  business  has  been  amaz- 
ingly resistant  to  rising  interest  rates 
in  past  cycles,  and  I  think  it  will  be  in 
this  one,  too.  Should  be  above  20 
within  two  years. 

Sun  Television  &  Appliance  (10, 
o-t-c)  is  an  ultracheap  stock  of  a  well- 
run  consumer  electronics  retailer, 
heavily  in  Ohio.  It  has  the  potential  to 
expand  regionally — maybe  even  na- 
tionally. Sun  stock  plunged  a  fearful 
50%  recently,  tied  to  the  arrival  in  its 
markets  of  new  stores  from  Best  Buy 
and  Circuit  City.  But  Sun  is  holding 
its  own,  arguing  for  the  viability  of  its 
format  and  for  further  growth  poten- 
tial. It  deserves  a  more  marketlike 
multiple  but  sells  for  a  mere  10  times 
earnings,  30%  of  annual  revenue  and 
1.3  times  a  book  value  tainted  by 
virtually  no  debt. 

Another  much-too-cheap  retailer  is 
Shopko  (11).  Similar  story.  Shopko  has 
a  Wal-Mart  like  format,  and  now 
Wal-Mart  is  entering  its  markets. 
Here,  too,  all  this  will  do,  I  think,  is 
reduce  but  not  eliminate  future 
growth  prospects.  This  is  more  than 
fully  discounted  in  the  valuation  of- 
fered by  its  selling  at  a  P/E  of  10,  20% 
of  revenue  and  92%  of  book  value — 
with  a  4%  dividend  yield.  Shopko  was 
1 6  last  year  and  has  been  1 5  or  higher 
every  year  since  it  went  public,  and 
should  be  again  by  1996. 


Tired  of  hearing  about  retailers?  1 
ry  utilities.  You  can  combine  growth  J 
and  value  by  buying  the  two  Nevada  J 
utilities,  T^ra^as  Power  ( 19 )ltnd  Sier-  ' 
ra  Pacific  Resources  (19).  They  both 
sell  for  1.2  times  book  value  and  11  S 
^times  earnings.  Nevada  Power  yields 
8.6%,  while  Sierra  Pacific  yields  only 
5.9%.  Clearly  value-oriented,  they 
both  will  benefit  from  the  trend  of 
Nevada's   being  America's  fastest- 
growing  state.  Simply  said,  as  folks  in 
Sacramento    screw    up  California, 
there  is  a  sustained  trend  to  flee  over 
the  border  to  Nevada  for  a  tax  haven 
with  a  more  mellow  lifestyle.  It  takes 
only  a  tiny  percentage  of  huge  Cali- 
fornia jumping  ship  to  make  tiny  Ne- 
vada grow  hugely.  This  trend  won't 
quit.  Both  stocks  can  provide  a  total 
return  above  12%  for  a  decade,  with  a 
lot  up  front. 

American  President  Cos.  (23)  is  a 
stock  in  my  backyard,  and  one  I  have 
owned  three  times — twice  well  and 
once  badly.  It  is  the  largest  U.S.  oper- 
ator of  containerships  and  of  double - 
stack  container  trains — a  great  trans- 
porter with  a  modern  fleet  and  new 
technology.  The  stock  is  down  from 
60  last  year,  having  lost  two-thirds  of 
its  value  in  a  1994  avalanche  tied  to 
disappointing  earnings.  I'm  tempted 
to  tinker  again  now  that  the  bad  news 
is  out.  At  25%  of  revenue,  1.3  times 
book  value  and  a  P/E  of  9,  and  at 
prices  last  seen  in  early  1991,  it's  hard 
to  see  much  risk  here.  Fine  firm. 

Finally,  I  can't  resist  the  opportuni- 
ty to  recommend  Helene  Curtis  (27). 
Top-notch  brand  names  and  market 
share,  shelf  space  where  it  counts 
throughout  America,  and  seasoned 
but  youthful  management;  it's  hard 
to  see  what  else  you  could  want  from  a 
stock  that  sold  above  40  in  each  of  the 
last  three  years.  At  22%  of  revenue, 
1.3  times  book  value  and  17  times 
earnings  based  on  still -depressed 
earnings,  Helene  Curtis  should  see 
40  again  by  1996.  H 
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Many  people  compare  the  market  with 
r  an-rnutuel  betting,  but  in  stocks,  as  in 
horse  races,  it  pays  to  know  the  jockeys. 

Handicapping 
the  market 


BY  LASZLO  BIRINYI  JR. 

IRBt   m  ^1 

Laszlo  Birinyi  Jr.  is  president  of 

Birmyi  Associates,  a  Greenwich,  Conn. -based 

financial  consulting  firm. 


Over  the  years  a  number  of  econo- 
mists have  analyzed  pari-mutuel  bet- 
ting and  horse  racing  in  the  hope  of 
finding  a  key  to  the  behavior  of  finan- 
cial markets. 

Pursuing  the  analogy,  I  suggest  a 
further  parallel:  In  stocks  as  with  nags, 
watch  the  jockeys.  Who  are  the  stock 
jockeys?  The  analysts  and  commenta- 
tors, of  course,  the  fellows  who  ride 
the  stocks. 

I  remember  one  analyst  who  in 
early  1986  listed  12  or  15  reasons  one 
should  be  bearish.  I  had  been  tracking 
him  over  time  and  knew  that  some 
months  prior  he  had  had  a  similar  but 
shorter  list.  As  the  market  moved 
away  from  him,  he  became  even  more 
bearish,  until  I  guess  he  just  gave  up. 
There's  one  jockey  I  wouldn't  put  my 
money  on. 

Save  your  old  issues  of  Forbes  and 
tear  out  articles  from  other  publica- 
tions where  people  make  significant 
market  prognostications.  This  way 
you  can  interpret  what  people  like 
myself  actually  said  rather  than  what 
they  say  they  said. 

And  judge  for  yourself  what  was 
actually  forecast  and  recommended. 


Too  often  you  will  find  that  a  com- 
ment like  "the  market  could  go  down 
5%"  is  later  revised  to  a  prediction — 
especially  if  the  market  goes  down.  I, 
however,  take  exception.  After  all,  the 
market  that  could  go  down  could  also 
not  go  down.  It  should  not  be  up  to 
you  to  make  the  call. 

Think  about  it.  Would  you  bet  on  a 
jockey  who  said  he  won  races  when  in 
fact  he  had  come  in  way  behind  the 
pack?  In  the  stock  market,  unlike  at 
the  race  track,  a  lot  of  unwary  people 
get  taken  in  that  way. 

If  you  buy  a  stock  because  a  certain 
analyst  recommends  it,  listen  to  and 
evaluate  his  thinking,  but  also  check 
his  past  recommendations.  One 
stock  that  I  have  mentioned  often  is 
Wells  Fargo,  beginning  with  my  Jan. 
6,  1992  column,  when  it  was  55, 
versus  the  recent  159.  Yet  this  same 
stock  has  been  a  staple  of  the  bears' 
lists.  They  claim  that  it  is  vulnerable 
to  a  decline  in  California  real  estate 
prices,  expensive  for  a  bank  stock  and 
so  forth. 

The  point  is  not  so  much  that  I  was 
right  and  they  were  wrong.  Rather 
that,  being  wrong,  they  persisted  in 
their  error  rather  than  going  back 
and  reexamining  their  facts.  It's  a 
common  tendency  to  become  mili- 
tant and  stubborn  when  the  facts 
start  going  against  you. 

In  today's  market  one  of  the  signs 
that  encourage  me  is  that  many  of 
the  bears  are  only  re-articulating  po- 
sitions they  have  long  held.  The  divi- 
dend yield,  which  they  contend  is  a 
warning  sign,  has  been  flashing  red 
since  early  1992,  when  it  traded  un- 
der 3%.  From  there  to  Feb.  1  of  this 
year,  we  have  had  a  25%  gain  in  stock 
prices.  While  I  wish  I  could  have 


sidestepped  the  5%  decline  sini 
February,  it  would  have  been  at  tq 
high  a  price  if  it  meant  being  out  t 
the  market  for  the  last  two  years. 

I  would  suggest  that  the  sanrj 
situation  exists  regarding  many  otl 
er  bearish  comments.  They  were  5i 
right  in  1994  but  25%  wrong  in  tr 
preceding  two  years.  Those  areni 
the  jockeys  I  want  to  bet  on. 

Looking  ahead,  I  continue  to  s^ 
brighter  skies,  although  I  will  adm 
this  storm  is  taking  longer  to  diss 
pate  than  I  had  expected.  I  still  lit 
many  of  the  same  stocks  I  have  bee 
bullish  on  recently.  Although  son] 
of  these  stocks  have  had  major  gain 
I  think  they  are  still  buys. 

Having  mentioned  it  already, 
will  begin  with  Wells  Fargo  (159 
I  have  recommended  Compaq  (35 
and  Texas  Instruments  (78)  so  regi 
larly  that  the  editors  must  think  I  ha\ 
two  rubber  stamps  with  those  name 
But  the  two  companies  continue  t 
make  new  highs  and  even'  setback 
quickly  reversed. 

I  have  also  been  a  fan  of  Citicoi 
(42 )  for  over  a  year  and  see  no  reasa 
to  change  my  course. 

Rounding  out  names  I  have  men 
tioned  in  the  past  are  American  Hon 
Products  (59),  whose  5%  yield  make 
it  enticing,  as  does  a  similar  yield  fc 
some  of  the  energy  names — An 
( 101 )  and  Amoco  (58)  come  easily  t 
mind.  But  remember,  my  own  recor 
in  this  sector  is  less  than  sterling,  s 
caveat  emptor. 

In  my  April  and  May  columns  a  fc 
new  ideas  cropped  up.  They  are  Bri 
tol- Myers  Squibb  (55),  Warner-Lan 
bert(70),  Chevron  (45),  United  Ted 
nolojjies  (66)  and  Nike  (59).  I  ai 
bullish  on  them  still.  ■ 
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;ock  buybacks  tell  you  a  great 
3a I  about  what  the  directors 
link  of  their  company. 

Bating  what 
he  chef  eats 


!Y  JOHN  RUTLEDGE 


n  Rutledge  is  an  economist 
i  chairman  of  Rutledge  &  Co.,  a 
irchant  bank  in  Greenwich,  Conn. 


NE  THING  that  I  have  learned  after 
)  years  on  the  road  is  how  to  decide 
lere  to  get  dinner  in  a  strange  town, 
wander  around  until  I  see  a  place 
here  the  cook  is  eating  at  the 
lunter.  Then  I  walk  in,  sit  down  and 
1  the  waitress,  "I'll  have  what  he's 
ping."  There  is  no  better  endorse  - 
ent  in  the  restaurant  business  than 
ting  your  own  cooking. 
The  same  thing  is  true  in  the  stock 
irket.  Other  things  equal,  I  like  to 
i  in  companies  whose  managers  in- 
st  their  personal  fortunes  in  the 
ares  of  their  own  businesses,  and 
[lose  boards  of  directors  decide  to 
iy  back  their  companies'  stock. 
The  sharp  jump  in  long-term  inter- 
c  rates  earlier  this  year  pushed  down 
any  stock  prices  and  attracted  the 
:ention  of  value  buyers.  It  also  creat- 
;  an  opportunity  for  value-oriented 
>ards  of  directors  who  believe  in 
eir  companies'  ability  to  create 
ealth  for  shareholders,  to  buy  back 
eir  companies'  stock  at  a  discount  to 
zrinsic  value. 

Ironically,  this  year's  drop  in  stock 
ices  came  just  as  many  companies 
pre  beginning  to  show  dramatic  im- 


provements in  their  operations.  For 
many,  the  strong  economic  growth 
and  renewed  ability  to  raise  prices 
discussed  previously  on  these  pages 
are  dramatically  improving  cash  flow 
and  return  on  capital. 

Consequently,  the  conditions  are 
right  for  a  round  of  buybacks,  and 
some  have  already  been  announced. 
Chemical  Bank  is  one.  Merrill  Lynch 
increased  a  previously  announced 
program.  Lands'1  End  eliminated  its 
dividend  and  announced  a  buyback. 
Meanwhile,  great  performers  like  Kel- 
logg, Toys  "R."  Us  and  UST  are 
continuing  their  existing  programs. 
McDonald's  plans  to  repurchase  up 
to  $1  billion  of  stock  over  the  next 
two  years. 

To  some  extent,  stock  buybacks  are 
motivated  by  tax  arbitrage.  The  hike 
in  personal  tax  rates  engineered  last 
year  by  President  Clinton  has  made 
it  relatively  more  efficient  to  return 
capital  to  owners  through  capital 
gains  rather  than  through  dividends, 
where  shareholders  pay  ordinary  in- 
come tax  rates.  Share  repurchase  plans 
are  one  way  of  accomplishing  this.  So, 
with  stock  prices  down  and  tax  rates 
likely  to  go  higher,  I  look  for  more  of 
these  programs. 

How  should  investors  view  stock 
buybacks?  A  buyback  will  not  make  a 
jackass  fly.  A  bad  company  with  a 
repurchase  plan  is  still  a  bad  company. 
But  a  buyback  for  a  great  company 
with  undervalued  stock  will  make  it 
even  better. 

By  a  great  company  I  mean  one 
with  a  record  of  generating  strong, 
sustainable  cash  flow  and  exceptional 
returns  on  capital  for  investors.  Such 
companies  should  also  be  producing  a 
return  on  capital  employed  in  excess 


of  their  cost  of  capital.  Gillette, 
Microsoft,  Pfizer  and  UST  all  had  ris- 
ing economic  profit  and  returns  on 
capital  greater  than  20%  annually  in  at 
least  four  of  the  past  five  years.  These 
are  the  great  franchise  companies  that 
I  discussed  in  my  last  column. 

Coca-Cola  (39)  is  an  example  of  a 
great  company  with  a  successful  share 
repurchase  program.  Coke's  return  on 
capital  has  risen  steadily  from  22%  in 
1989  to  over  30%  in  1993,  despite  a 
recession.  Economic  profit  has  tripled 
from  $600  million  to  $1.8  billion  per 
year.  Coke  also  has  seen  revenues  grow 
at  nearly  12%  per  year.  At  the  same 
time,  capital  used  has  increased  by  less 
than  9%  per  year  and  gross  margins 
have  improved  from  59%  to  over  65%. 
As  a  result,  in  a  few  years  Coke  will 
generate  more  than  $1  billion  of  excess 
cash  flow  per  year — cash  generated 
beyond  the  needs  of  the  business  to 
finance  profitable  growth. 

We  believe  that,  on  average,  Coke 
will  continue  to  generate  as  much  as 
$1.5  billion  of  excess  cash  even-  year 
for  the  next  decade.  The  company's 
record  suggests  that  it  will  not  squan- 
der this  $15  billion  war  chest  on 
unprofitable  empire-building.  In- 
stead, it  will  look  for  a  way  to  return 
cash  to  shareholders.  Given  current 
tax  rates,  this  can  be  done  most  effi- 
ciently with  large,  periodic  stock  buy- 
back  programs. 

At  today's  price,  Coke  can  buy  back 
more  than  80  million  shares  by  1997. 
This  will  boost  the  share  price  by  56% 
above  current  levels,  for  an  annua- 
lized total  return  of  15.3%.  Altogeth- 
er, over  the  next  ten  years  Coke  could 
repurchase  more  than  230  million 
shares  (better  than  21%  of  all  out- 
standing shares),  using  over  $15  bil- 
lion of  excess  cash.  Owning  some- 
thing that's  getting  scarcer  has  always 
seemed  like  a  good  idea  to  me. 

When  the  stock  of  a  great  franchise 
company  goes  on  sale  as  it  did  last 
week  with  the  announcement  of  the 
cola  wars,  I  buy  more  shares.  This  is 
especially  true  when  the  managers 
and  directors  show  their  faith  in  the 
company's  future  by  buying  shares. 

A  stock  repurchase  program  says 
that  the  directors  believe  the  compa- 
ny's stock  is  selling  for  less  than  intrin- 
sic value.  It  says  the)'  are  willing  to  eat 
their  own  cooking.  You  might  con- 
sider joining  them  at  the  table.  a* 
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developed  to  address  radioactive,  nuclear  and 
other  hazardous  wastes,  and  to  destroy  ordinance 
and  chemical  weapons.  Eventual  redevelopment 
and  re-use  is  the  primary  objective  of  the 
restoration  process. 
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•  Privatization 
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For  information  on  participating  with  leaders  from 
government  and  industry  in  this  $400  billion  dollar  market, 
call  800/243-3238,  fax  203/857-4075  or  mail 
this  coupon  to  CMC,  200  Connecticut  Avenue, 
Norwalk,  CT  06856-4990. 
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mum! IT  olnHltUY 

MONEY  &  INVESTMENTS 

The  Fed  has  stalled  the  housing  recovery 
but  hasn't  killed  it.  Here's  why. 

StiU  healthy 


Charles  E.  Babin  is  managing  director  of  BRS 
Capital  Management,  Inc.,  an  investment 
management  firm  in  Boston. 


A  LOT  OF  poten  riAL  home  buyers  and 
the  nation's  building  industry  pan 
icked  when  the  30-year  fixed  mort- 
gage rate  pierced  8.5%  in  early  May; 
barely  half  a  year  ago  it  was  just  6.7%. 
It's  easy  to  understand  their  concern 
given  that  few  economic  sectors  are  as 
sensitive  to  interest  rate  fluctuations 
as  residential  investment.  But  I  don't 
believe  the  interest  rate  hike  will 
wreck  the  housing  business.  Afford- 
ability is  the  issue,  and  interest  rates 
are  only  part  of  the  picture. 

For  years  the  National  Association 
of  Realtors  has  tracked  the  ability  of 
the  median-income  family  to  qualify 
for  a  mortgage  on  the  median  priced 
existing  single-family  home.  The  NAR 
affordability  index,  however,  doesn't 
do  full  justice  to  the  situation,  since  it 
is  calculated  on  a  pretax  basis  and 
ignores  real  estate  taxes.  But  families 
plan  their  budgets  around  aftertax 
figures,  realizing  that  the  lion's  share 
of  housing  costs  are  tax  deductible. 
With  this  in  mind,  I  present  the  table 
at  right  as  an  alternative  measure  of 
affordability.  It  largely  confirms  what 
the  NAR  index  has  been  saying:  While 
mortgage  rates  have  bumped  up  from 
their  nadir,  housing  is  much  more 
affordable  for  the  middle  class  than  it 
used  to  be. 

What  about  the  well-to-do?  While 
they  may  not  be  worried  about  afford 
ability,  they  did  recently  get  an  unin- 
tended boost  from  Congress  and  the 


White  House.  Remember  that  the 
value  of  a  tax  deduction  is  linked  to 
marginal  tax  rates.  With  last  year's 
increase  in  marginal  rates,  Uncle  Sam 
is  now  effectively  picking  up  a  larger 
share  of  housing  costs.  In  other 
words,  the  more  taxes  politicians 
gouge  out  of  you,  the  more  you  are 
willing  to  trade  up  to  a  larger  home  or 
to  buy  a  vacation  home. 

The  current  top  federal  bracket  is 
39.6%.  (Effective  tax  burdens  on 
earned  income  are  considerably  high- 
er, because  of  Medicare  taxes  and 
various  phaseouts.  Alas,  none  of  these 
add-ons  improves  the  value  of  your 
housing  deductions. )  State  taxes  add- 
ed to  the  federal  burden  cany  many 
taxpayers  over  45%. 

Thus,  for  those  of  you  caught  by 
the  Clinton  tax  increases,  housing  can 
add  up  to  an  investment  opportunity. 
A  second  home  might  serve  well  as  a 
way  to  build  up  your  estate  in  a  tax- 
favored  way. 

Joint  filers  can  deduct  interest  on 
mortgage  debt  up  to  $1  million  for 
the  purpose  of  acquiring  a  principal 
residence  or  a  second  home.  If  you 
own  several  homes  you  can  designate 
any  one  as  your  second  home.  Gener- 
ally speaking,  you  have  to  use  that 
second  home  at  least  partly  for  per- 
sonal use  in  order  to  fully  deduct 
mortgage  interest  and  property  taxes. 
If  a  property  is  a  pure  investment  that 
you  rent  out,  your  writeoffs  are  prob- 
ably going  to  be  limited  to  rental 
revenue,  on  account  of  the  post- 1986 
restrictions  on  "'passive"  losses. 

What  if  you  buy  a  second  home  for 
both  personal  and  rental  use?  For 
most  taxpayers  not  subject  to  the 
alternative  minimum  tax,  the  eco- 
nomics are  pretty  good. 

At  today's  30-year  fixed  mortgage 
rate  of  8.5%,  the  aftertax  cost  of  mon- 
ey for  a  top- bracket  taxpayer  is  not 
much  more  than  4.5%.  Subtract  infla- 
tion and  your  real  aftertax  cost  of 
money  is  below  2%.  If  the  home 
appreciates  more  than  that  in  real 


terms,  you  are  doing  very  well .  ( lap 
gains  will  be  taxed  at  a  favorable  2 
rate — or  exempt  from  income  ta 
you  die  owning  the  house. 

What  do  you  do  with  the  proper1 
Under  current  law,  if  the  property) 
rented  for  less  than  1 5  days,  the  renl 
income  is  tax  free  and  the  mortg^ 
interest  is  still  deductible — one  of  i 
few  giveaways  in  the  tax  code.  Tq 
you  could  rent  your  beach  cottage  i 
a  couple  of  weeks  in  high  season,  ra 
a  handsome  rental  and  not  pay  a 
taxes  on  the  rent. 

Rent  it  for  more  than  1 5  days  a 
you  have  to  report  the  rent  as  incoiij 
but  you  may  be  able  to  lessen  the  i 
bite  by  claiming  at  least  some  dedij 
tions  over  and  above  the  mortgj 
interest.  Meanwhile,  your  enjoymd 
of  the  beach  home  for  the  time  y 
are  there  is  tax  free. 

A  few  years  back,  residential  hoi 
ing  wasn't  such  a  hot  investment  n 
cause  Reagan-era  tax  cuts  reduced  t 
value  of  the  tax  deductions.  Now  tl 
situation  has  reversed:  The  high 
brackets  have  climbed  back  to  ne 
confiscatory  levels  and  successful  pe 
pie  will  be  putting  more  of  their  caj 
tal  into  housing. 

Beyond  an  initial  adjustment  pej 
od  while  people  get  used  to  the  hig 
er  mortgage  rates,  expect  the  housi 
recover}'  that  commenced  in  1991 
get  back  on  track,  at  both  the  midd 
income  and  upper-income  ends 
the  market.  I 


The  affordability  formula 


1980 

19S 

esi 

Median  family  income 

$21,023 

$39,1 

Minus  federal  income  tax1 

-2,991 

Equals  adjusted  family  income 

18.032 

34,9 

Aftertax  housing  costs2 

6,394 

„ 

Aftertax  housing  costs  as 

fraction  of  adj  family  income 

35.5% 

26.; 

'For  joint  filers  before  housing-related  tax  deduction! 
2lmtial-year  principal,  interest  and  real  estate  paymeni 
adjusted  for  tax  effects;  assumes  30-year  fixed  mortgag 
rate  of  12.95%  (1980)  and  8.5%  (1994);  real  estat 
taxes  figured  at  2.5%  of  market  value. 

Mortgage  rates  may  be  up  from  their 
1993  lows,  but  the  median-income 
family's  ability  to  afford  a  home  is  stii 
strong  by  historical  standards. 
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he  Mexican  peso  is  seriously  overvalued.  This 

evaluation  threatens  the  success  of  an 

therwise  commendable  program  of  economic  reform. 

Fhe  wobbly  peso 


eve  H.  Hanke  is  a  professor  of 
■plied  Economics  at  The  Johns  Hopkins  University 
Baltimore  and  Sir  Alan  Walters  is  vice  chairman 
AIG  Trading  Group,  Inc.  in  Washington,  D.C. 


ILTHOUGH  Ernesto  Zedillo,  candi- 
ate  of  Mexico's  long-dominant  Par- 
io  Revolucionario  Institutional 
Rl),  holds  a  narrow  lead  in  polls 
W  the  Aug.  21  presidential  election, 
I  is  being  dogged  by  candidates 
pm  two  other  parties  in  an  increas- 
jgly  turbulent  contest,  which  has 
ready  seen  Luis  Donaldo  Colosio, 
u's  first  candidate,  assassinated, 
uauhtemoc  Cardenas,  the  Partido 
evolucionario  Democratico's  (prd) 
indidate,  claims  that  he  has  received 
;ath  threats. 

All  this  political  turmoil  comes  on 
fp  of  a  dicey  economic  situation, 
lie  economy  was  in  a  state  of  stag- 
ation,  with  a  meager  growth  rate  in 
P93  of  0.4%,  long  before  the  elec- 
pn  campaign  got  under  way.  And 
?94's  first  quarter  shows  little 
fomise  of  recovery.  This  is  a  great 
^appointment  to  all  of  us  who 
leered  the  reforms  that  were 
wgun  in  the  last  years  of  de  la 
fadrid's  presidency  and  much 
federated  by  President  Salinas. 
1  Mexico  has  accomplished  much.  It 
as  substantially  opened  its  economy 
]>  world  trade,  reduced  regulation, 
rivatized  much  of  its  state  sector, 
puced  the  fiscal  deficit  to  less  than 
%  of  GDP  and  finally  made  the  Cen- 
al  Bank  independent  of  govern- 


ment. Consequently,  inflation  has 
been  reduced  from  more  than  22%  in 
1991  to  7%  in  1994.  However,  in 
spite  of  a  recovering  U.S.  economy, 
Mexico's  reforms  have  delivered  mis- 
erable real  growth. 

What  has  gone  wrong?  We  believe 
that  the  critical  error  of  policy  was  in 
pegging  the  peso  to  the  dollar.  The 
Mexican  authorities  have  undertak- 
en to  peg  the  peso  today  at  about  3.3 
pesos  to  the  dollar  with  a  tolerance 
band  of  some  plus  or  minus  3%.  The 
peg  is  allowed  to  "crawl"  so  that  the 
permitted  band  is  moved  downward 
by  0.0004  pesos  a  day.  Thus  the 
allowed  maximum  depreciation  per 
annum  is  about  0.15  pesos,  or  4% 
per  year. 

The  rationale  for  pegging  the  peso 
to  the  dollar  was  to  combat  the 
inflation  that  the  government  had 
inherited.  The  peg  was  to  provide  a 
"nominal  anchor"  for  the  peso  that 
would  eventually  usher  in  rates  of 
inflation  more  or  less  the  same  as  in 
the  U.S.  However,  in  the  interim, 
the  rate  of  inflation  in  Mexico  has 
exceeded  the  U.S.  rate  of  inflation. 
This  inflation  gap  exceeds  the  peso 
depreciation  allowed  by  the  crawling 
peg.  Consequently,  the  peso  has  be- 
come increasingly  overvalued. 

An  overvalued  peso  puts  a  direct 
squeeze  on  Mexico's  export  indus- 
tries and  assists  foreigners  selling 
goods  to  Mexicans.  The  swelling  defi- 
cit on  the  current  account  of  the 
balance  of  payments  is  evidence  of  this 
effect.  This  deficit  must  be  financed 
by  net  capital  imports  or,  more  omi- 
nously, by  running  down  official  for- 
eign exchange  reserves. 

Persuading  portfolio  holders  to 
keep  their  peso-denominated  bonds 
and  bills  has  been  a  major  task  so  far 
and,  we  suspect,  will  become  all  but 
impossible  as  we  approach  the  Aug. 
21  election.  The  peg  is  becoming 
less  and  less  credible.  Consequently, 


the  likelihood  of  a  large  movement 
in  the  peg  (at  least  10%)  induces 
many  a  watchful  portfolio  holder  to 
sell  his  peso  bonds  and  buy  the 
security  of  dollar-denominated  gov- 
ernment Tesobonos.  This  capital 
flight  can  be  contained  only  by  mas- 
sive increases  of  peso  interest  rates. 
Sure  enough:  In  secondary  markets 
interest  rates  have  risen  to  25%  per 
annum.  Of  course,  such  interest  rate 
hikes  add  to  the  woes  of  industries 
already  weighed  down  by  an  over- 
valued peso.  Indeed,  the  peg's  pun- 
ishing interest  rates  guarantee  that 
the  recession  will  continue. 

Other  ways  of  containing  the  pres- 
sure of  capital  flight  have  also  been 
put  into  place — most  noticeably  the 
"swap"  facility  of  $6.73  billion, 
which  was  recently  agreed  upon  by 
the  signatories  of  Nafta.  This  will  no 
doubt  help  delay  the  day  of  reckon- 
ing— but  it  is  a  delay,  not  a  settlement. 
As  with  all  such  lines  of  credit,  they 
come  to  an  end  much  quicker  than 
anticipated. 

It  has  been  said  that  the  peso 
cannot  conceivably  be  devalued  be- 
fore the  election.  Certainly  the  gov- 
ernment will  do  all  in  its  power  to 
avoid  such  a  contingency,  but  we  are 
skeptical  about  its  chances  for  hold- 
ing the  peg.  The  power  of  world 
capital  markets  to  undo  even  the 
best-laid  plans  of  presidents  and 
central  bankers  has  been  demon- 
strated quite  dramatically  in  Europe 
in  these  1990s. 

Mexico  can  do  one  of  two 
things — and  the  sooner  the  better. 
As  Britain  did  in  1992,  when  sterling 
was  unpegged  from  the  deutsche 
mark,  Mexico  could  float  the  peso. 
Alternatively,  Mexico  could  follow 
Argentina's  1991  currency  reform 
and  install  a  currency  board-like  sys- 
tem. Under  that  setup,  the  peso 
would  be  fully  backed  by  U.S.  dollar 
reserves  and  freely  convertible  at  a 
permanent  fixed  rate  of  4  pesos  to  the 
dollar,  which  represents  about  a  16% 
devaluation  from  current  levels. 

If  Mexico  retains  its  half-baked 
peg,  the  Mexican  economy  will  con- 
tinue to  disappoint  and  investors  will 
be  in  for  a  wild  roller-coaster  ride.  It  is 
only  by  floating  or  fixing  the  peso 
exchange  rate  that  Mexico  will  deliver 
in  spades  the  potential  promised  by  its 
Thatcher- Reagan  type  reforms.  B 
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Receive  Value  Line 
for  only  $55 

An  Introductory  subscription  to  The  Value  Line  Investment  Surrey 

brings  you  the  2000-page  Investors  Reference  Library — Value  Line's  most 
recent  Ratings  and  Reports  on  1700  stocks  and  the  practical  guide  How  to 
Invest  in  Common  Stocks.  You  will  also  receive  analyses  of  about  130  stocks 
each  week  lor  10  weeks  for96S$5S.  Available  only  once  every  three  years  to 
any  household    SPECIAL  BONUS:  With  your  subscription  you  also  will 
receive  a  copy  of  WALL  STREET  WORDS,  an  accessible  dictionary  of  over 
3.500  terms  (retail  price  $8.95).  In  addition  to  clear  definitions,  this 
convenient  guide  features  special  explanations,  helpful  hints,  and  case 
histories  on  87  topics  of  special  Interest,  contributed  by  32  industry 
professionals — plus  48  case-example  paragraphs  by  the  author.  (Available 
while  supplies  last.)  Your  subscription  to  Value  Line  may  be  tax-deductible. 
Consult  your  tax  advisor.  Send  check  or  money  order  along  with  name, 
address  and  zip  code  together  with  this  ad  or: 

Call  Toll  Free  1  800-833-0046 

(Ext  2903-Dept  416C04)American  Express.  MasterCard  or  Visa  24  hours  a  day. 
7  days  a  week  30  day  Money-Back  Guarantee  Allow  4  weeks  lor  delivery 
NY  residents  add  sales  tax  Foreign  rales  upon  request 

The  Value  Line  Investment  Survey* 

220  East  42nd  Street 
NY.  NY  10017-5891 


FINANCIAL  SERVICES 


CALL  OR  WRITE  FOR  FREE  PACKAGE! 

FX.C.  INVESTORS  CORP 

62-19  Cooper  Avenue 
Glendale  Queens,  N  Y 11 385 

(718)417-1330 

PORTFOLIO  MGMT 
SERVICES:  Equity-Fixed 
Inc-Balanced  F.X.C.  NEWS- 
LETTER: Semi-monthly 
($190.00  Annually) 
RANKED  #1  throughout  past 
1 0  years  by  Piper  TAA 
(Rogers  Casey  Associates) 
Universe  in  Pension  &  Invest- 
ments out  of  3,000  institutional 
products  from  over  1 ,000  reg- 
istered investment  advisors." 
RANKED  #1  in  ASSET  ALLO- 
CATION plus  timing  by  The 
Hulbert  Financial  Digest  over 
the  last  5  years. 
Credited  by  the  Wall  Street 
Journal  &  Washington  Post  for 
calling  the  1.000  point  1987 
Stock  Market  Crash. 


BUSINESS  OPPORTUNITIES 


Pier  1  imports 


Store  No  900  Associate  Store 

A  Home  Furnishings  Retailer 

Must  sell.  Undercapitalized, 
under  performing  w/potential. 
Drastically  priced,  1  x  gross  yr. 

Write  to  President.  Amcorp 

P.O.  Box  44,  Mobile,  AL  36601  -0044 


INCORPORATE  IN  DELAWARE! 


Specialists  in  setting  up  Delaware 
Corporations.  General,  Aircraft, 
Boat  &  Shelf  Corporations. 

TMuwiire  Call/Wri,e ,0f  ™EE  KIT: 

VrVisrry 


P.O.  Box  484- FB 
Wilmington,  DE  19899 
800-321-CORP-  302-652-6532 


Forbes: 
Capitalist 

Tool® 


$  OVER  ONE  BILLION  $ 


WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 
Major  Majuilaclurlng  to  Small  Retail  Shops 

No  Brokerage  Fees 
To  Buy  or  Sell 
1-800-999-SALE 
GREAT  WESTERN  business  services,  inc. 


NATIONWIDE 


STOCK  MARKE1 
WARNING: 


Every  day  that  passes 
brings  us  one  day  closer  to 
the  next  stock  market 
debacle.  But  don't  panic. 
The  stock  market  NEVER 
makes  a  big  move-up  or 
down-without  giving 
plenty  of  advance  warning. 
.  Many  investors  think  the 
MAHIIN  ZWEIu  500  point  "Black  Monday" 
crash  on  10/19/87  came  right  out  ot  the  blue. 

Not  so  My  key  indicators— 22  Monetary,  and 
36  Sentiment  and  Momentum,  clearly  signaled 
sharply  rising  risks  in  August  and  kept  getting 
worse.  These  indicators  guided  my  Zweig 
Forecast  to  a  9%  gain  on  Black  Monday,  a  50.4% 
gam  for  1987  and  a  753.3%  gain-with  not  one 
downyear-forthe  past  IS'-syearsending  12/93. 
(Past  results  are  no  guarantee  of  future  results) 
The  Zweig  Forecast,  published  every  three 


_  MARTINI 
f  ZWEIGS 


weeks,  continually  updates  my  market  indicate 
and  maintains  a  securities  portfolio,  whil 
earned  the  profits  detailed  above  and  that  yi 

can  easily  follow,  step-by-step.  [ 

Try  The  Zweig  Forecast 
and  we'll  rush  you  the  un- 
listed phone  number  to 
Zweig's  telephone  hotline, 
updatedatleastthreetimes 
a  week,  plus  a  gift  copy  of 
Zweig's  newly  updated 
best-selling  classic  ($20 
retail),  Proratamoney-back 
guaranteeofcourse.         EXTRA  B0NI 


Three-Month  Trial  $55 
One-Year  $265.  Visa/MC. 
1-800-535-9649  Ext.  9063 


THE  ZWEIG  FORECAST 

PO  Box  2900.  Wantagh,  NY  11793-0926 


FINANCIAL  SERVICES 


hi  eh.i 


The  first  monthly  newsletter  to 
cover  the  realm  of  hedge  funds 
in  its  entirety,  offering  a  global 
look  at  advisors  and  funds  in  a 
convenient,  accurate  and  timely 
format. 

Managed  Account  Reports  Inc. 

220  Fifth  Ave.,  NY,  NY  10001 
Fax  (212)  2 13- 1870  or  call 
Lydia  Soto  at  212-213-6202 


EDUCATIONAL  SERVICE 


University  Degree 


Self  Paced  Home  Study 
Associate  Batchelor  Master  Do 

Business  Admin.  Psychology  Financ 
Tech  Mgmt,  Lew,  Paralegal.  x£gg 
Int'l  Business,  Health  Care,  jR^Ta 
Human  Resources  Admin     J  '  ^ 

(800)477-2254  (24  hrs) 
Southern  California  University  * 
202  Fashion-F.  Tustin.  CA  92680 


FOR  INFORMATION 
WRITE  OR  CALL: 
LINDA  L0REN 
FORBES  MARKET/ 
CLASSIFIED 
60  Fifth  Ave.,  N  Y,  NY  10011 

(212)  620-2440 
FAX  (212)  620-2472 


COLLEGE  DEGRB 

BACHELOR'S  •  MASTER'S  •  DOCTOR 

Work.  Life  and  Academic  Expe 

Earn  your  degree  throi 
convenient  home  stuc 

(800)  423  3244  ex.  1 
Fax:  (310)  471-6456 

send  detailed  resume  lor  mtc  evalu 

Pacific  Western  Universi 

600  N  Sepulveda  Blvd..  Opt.  185.  Los  Angela;  CA  9 


FREE  VIDEO 


EXTERNAL  DEGREE: 

BA/BS  MS/MBA  PhD/JD 
|  Credit  for  work  /life  exp  •  Accredit 
(800)  955-8879  (24  hrs.) 

LaSalle  University 

I  Dept.  879  Mandeville.  LA  70470-40 


REACH  THE  PEOPLE  WHO  OWF 
AND  RUN  AMERICA'S  BUSINES 


GREETING  CARDS 


RANCHES 


MAIL  ORDER 


PRESENTATION  EQUIPMENT 


rhe  Elephant  Secretary  deliver 
on-time  greeting  cards  to 
bur  loved  ones  &  associates, 
vhile  you  take  all  the  credit. 
le  tons  of  time,  money,  &  guilt! 
x  755,  Valley  f^orge,  PA  1 9482 

00-7-ELEPHANT 


5CELLANE0US  FOR  SALE 


EBUY  DIAMONDS! 

|  Call  or  fax  GIA  info 
for  cash  offer. 
-Any  quantity!- 

HOUSE  OF  ONYX 

lin  St.,  Greenville,  KY  42345 
844-3100  or  FAX  502+338-9605 


FINANCIAL  SERVICES 


E  GUIDE  YOU'VE  BEEN 
WAITING  FOR. 

jA  new  edition  for  investors 
'American  Depositary  Receipts 

IOBAL  INVESTING'S  COM- 
HENSIVE  GUIDE  TO  ADR'S. 
RCE-BOOK  FOR  INVESTING 
BALLY  WITHOUT  LEAVING 
WALL  STREET. 

b  trade  and  [rack  each  and  every 
'  even  pink  sheets.  Not  just  spon- 
I  ADRs  or  ones  your  broker  fol- 
M)ut  all  ADRs,  New  York 
Is,  GDRs,  Portal  and  144A 
Is,  unregistered  foreign  stocks 
jcusips. 

newly  updated  1994  edition  at  a 
al  low  price — $59  in  book  or 
i  tte.  Add  $5  per  copy  for  Canada 
Mexico;  $15  for  the  rest  of  the 

h. 

order  call  1-800-950-1577 
1-508-457-5222 


COLORADO  MOUNTAIN 

RANCHES 

If  you  are  looking  for  a 
Colorado  Mountain  Ranch 
with  recreational  amenities 
(big  game,  fishing,  close 
to  skiing,  views,  tree  cover, 
seclusion),  we  have  ranches 
available  from  one  million 
to  several  million.  Let  us 
know  your  requirements, 
can  we  help  you? 

ORR  LAND  COMPANY 

5040  Acoma  St.  Denver  Co  80216 
(303)  295-1313  (303)  295-1256  FAX 


SELF-  IMPROVEMENT 


Learn  the  Secrets  of  Successful 

SPEAKERS 

FREE:  Former  President  Reagan's  Director  ot  Speech- 
writing  reveals  little-known  secrets  of  how  top  business 
8  political  leaders  spellbind  and  motivate  their  listeners — 
and  how  you  can  do  it  too1  For  your  FREE  COPY  ol 
"It  Inside  Secrets",  wnte  to:  Amencan  Speaker, 
1101  30th  Street,  Art,  GK,  NW,  Washington,  DC  20007 


CORPORATE  EVENT  PLANNERS 


BUILDING  TEAM  SPIRIT 

The  Barry  Dean  Company. 
SOLID  18  YEARS 
UNIQUE  KICKOFFS, 
CELEBRATIONS,  MEETINGS... 
Call  for  our  free  brochure 
and  additional  information 
516-536-6606  /  212-809-6666 
or  fax  request  to  516-536-6376 


REAL  ESTATE 


Hilton  Head  S.C. 

Large  3  Bedroom,  4V2  Bath. 
House  on  the  9th  Hole  of  the  Sea 
Pines  Country  Club.  Price  $259,900. 
For  an  appointment,  call  Pat  Clisham 
at  1-800-846-7829.  X  1853. 
Ask  about  the  Clark  property. 


FREE 
CATALOG 

of  business  books  for  sale 
by  the  U.S.  Government! 

Write  to: 

Free  Business  Catalog 
U.S.  Ciovernment  Printing  Office 
Office  of  Marketing — Stop  SM 
Washington,  DC  20401 


StairLIFr 

Model  SC 

Ride,  Don't  Climb. 


Ride  up  or  down 
stairs  quickly 
and  easily  with 
StairLIFT  Model 
SC,  the  single- 
seat  lift  from 
Inclinator  Co. 
ol  America  For 
more  informa- 


tion, write  today 

INCLINATOR 


COMPANY  OF 

Dept.  7 
P.O  Box  1557 
Harrisburg,  PA  17105-1557 


AMERICA 


AUDIO  BOOKS 


BOOKS 
ON  TAPE 


^^Worid's  Largest  Selection  ol  Audio  Books 

Bestsellers  1 

on  Cassette  £ 

Full-length  ™ 

Readings  I. 

Call  for  Free  % 

Brochure  ! 


(800)  626-3333 


EXECUTIVE  GIFTS 


Permanently  end  back  pain 
by  training  your  back  to 
properly  support  itself. 

Endorsed  by  Health 
Care  Professionals 

PosturEvolution 

Posture 
Educaiion 
Products 

43  Katonah  Avenue 
Katonah,  NY  10536 

800-392-0363 


LASER  POINTER 


STAR  LITE 


24K  GOLD 


p/os  r  •  1  Year  Limited  Warranty 

shipping  &  handling  '  Ran9*  UP ,0 100  Varl)s 

•  WE  include  2  AAA  Batteries 

C.H.  WORLDWIDE     DEALER  INQUIRIES 
P.O.  Box  2712  WELCOME! 
San  Ramon,  CA  94583 
Tel:  510-838-1665 

Fax:  510  838  3172  800-291-5511 


FINANCIAL  SERVICES 


Fifty  People 
'  AS-.vc   Buy  This 

BrklEvery 

\.:,0..    Week  — 
Most  are 
zJ^^^  Millionaires 

WEALTH: 
An  Owner's  Manual 

By  Michael  Stolper 
Published  by  Harper  Business 
$11 .00  plus  $3.00  postage  &  handling 


Call  1-800-426-6502 


EXECUTIVE  GIFTS 


HAND  CARVED  MAHOGANY 
JET  FIGHTERS 


•  16"  to  22"  models  aie  hand- 
crafted from  solid  mortogony  with 
handpainted  mattings  ond  details 

•  Over  160  models  in  stock 

•  Priced  from  $99  50 

•  Satisfaction  guaranteed 

Call  1  800  950  9944 


WOWS IUDING  wuue 
Of  RNf 
MKJMUlTTUeS 

komdil<M«rt  *Z  85160 
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EDITED  BY  THOMAS  JAFFE 


Fully  valued 

THE  HEALTH  CARE  industry's  rapid 
consolidation  (see  story,  p.  58)  is  gen- 
erating a  slew  of  takeover  rumors 
about  hospital  operators.  Some  ru- 
mors paint  Dallas-based,  $2.4  billion 
(estimated  1994  sales)  American 
Medical  Holdings,  Inc.  as  the  next 
target  of  Columbia/HCA  Healthcare 
Corp.,  which  recently  announced  a 
deal  for  Medical  Care  America.  Oth- 
ers say  National  Medical  Enterprises, 
Inc.  may  go  after  ami.  The  specula- 
tion recently  drove  ami  stock  to  a  12- 
month  high  of  26V2.  Recent  NYSE 
price:  24%,  about  double  a  year  ago. 

But  Morgan  Stanley  analyst  Edwin 
Gordon  warns  the  rumors  have 
pushed  ami's  stock  to  the  fully  valued 
level.  American  Medical,  he  notes, 
now  trades  at  nearly  seven  times  its 
EBITDA  earnings — that  is,  before  in- 
terest, taxes,  depreciation  and  amorti- 
zation. Rumored  acquirer  National 
Medical,  by  contrast,  recently  sold  for 
16%,  or  around  five  times  EBITDA.  For 
National  Medical  to  pay  a  hefty  pre- 
mium over  ami's  current  price,  he 
says,  "would  be  wildly  dilutive." 

What  about  Columbia/HCA?  Gor- 
don doubts  that  with  Columbia/ 
hca's  stock  recently  at  39%,  or  about 
six  times  pro  forma  EBITDA,  chief  ex- 
ecutive Richard  Scott  would  pay  a  big 
premium  for  ami.  "The  highest 
Scott's  been  willing  to  go  is  the  7.3 
times  EBITDA  he  paid  for  HCA,"  says 
Gordon.  At  that  multiple,  ami  would 
command  just  $29  a  share. 

Gordon  thinks  even  $29  is  too  rich. 
At  that  price  an  acquirer  would  have  to 
cut  a  lot  of  fat  from  American  Medical 
to  generate  the  incremental  profits 
needed  to  recoup  its  acquisition  cost — 
hard  since  ami  is  already  lean. 

In  a  buyout,  Gordon  values  AMI  at 
$25,  about  its  current  price.  Without  a 
deal,  he  says  the  stock  could  drop  to  20. 
His  advice:  Take  profits. -Matt  Walsh 

The  Super  Rite  stuff 

Looking  for  a  sleeper  stock?  Michael 
Halpern  of  Los  Angeles  money  man- 
agement firm  Dorchester  Advisors 
recommends  $1.4  billion  (estimated 
sales)  Super  Rite  Corp.  of  Harrisburg, 
Pa.  Super  Rite  is  a  food  wholesaler  to 
over  230  supermarkets  in  the  mid- 
Atlantic  region.  It  also  runs  18  Metro 
and  Basics  supermarkets  in  Baltimore. 


Super  Rite's  distribution  center 

A  day's  drive  from  all  its  customers. 


Halpern  says  Super  Rite  stock — 
recent  o-t-c  price  of  1  l7/s — has  lately 
been  weak  because  investors  overre- 
acted to  lower  than  expected  earnings 
for  the  fiscal  year  ended  Feb.  28.  The 
fourth  quarter  included  $6.1  million 
of  onetime  charges  tied  to  the  sale  of 
some  underperforming  Washington, 
D.C.  supermarkets  and  the  exercise  of 
some  stock  options. 

But  the  sale  of  those  Washington 
stores,  says  Halpern,  should  close  in 
luly.  Meanwhile,  same-store  sales  for 
Super  Rite's  ongoing  retail  business 
are  up  smartly,  and  plans  call  for  three 
new  stores  both  this  year  and  next. 

In  wholesaling,  Super  Rite  operates 
a  low-cost,  high-volume  distribution 
center  in  Harrisburg,  a  one-day  drive 
from  all  its  customers.  Halpern  notes 
the  company  can  add  30%  more  busi- 
ness to  this  facility  without  increasing 
its  size  or  hiring  many  more  people. 

Halpern  expects  Super  Rite  to  earn 
$1 .25  a  share  in  the  current  fiscal  year, 
20%  over  last  year's  $1.04  (excluding 
unusual  items).  With  the  stock  now 
trading  at  10  times  his  fiscal  1995 
estimate,  he  expects  it  to  hit  17,  up 
over  40%,  over  the  next  12  months. 

Coastal  breakout 

Houston-based  Coastal  Corp.  owns 
one  of  the  largest  U.S.  natural  gas 
pipeline  systems.  It  also  runs  four 
refineries  and  is  in  coal,  oil  and  gas 
exploration  and  production.  But 
since  1992  Coastal  stock  has  been 
mainly  a  trading  vehicle.  Hurt  by  poor 
refining  results  and,  until  recently, 
weak  prices  for  natural  gas,  the  stock 
has  vacillated  between  the  low  20s 
and  low  30s.  Recent  NYSE  price:  29%. 
Energy  analyst  Curt  Launer  of 


Donaldson,  Lufkin  &  Jenrette  thiil 
$10.1  billion  (revenues)  Coasta|| 
ready  to  break  out  of  this  tradjl 
band.  An  overhaul  of  the  refinil 
business  has  made  the  company  m\\ 
efficient  and  created  a  more  profitaj 
mix  of  products.  Throughput  has  I 
creased,  lowering  refining  costs 
barrel  and  boosting  margins.  On 
production  side,  wellhead  gas  pri) 
are  improving.  Another  plus:  Hig 
leveraged  Coastal  is  strengthening 
balance  sheet.  Long-term  debt,  6 
of  total  capital  at  the  beginning 
1993,  has  been  cut  to  62%,  a 
Launer  expects  it  to  be  at  60%  by  yej 
end.  Refinancing  some  debt  has  a 
lowered  interest  costs. 

Launer  thinks  Coastal  will  ej 
$2.25  a  share  in  1994,  more  tr 
double  last  year's  $1.02  (exclud: 
a  28-cent-per-share  tax-relai 
charge).  He's  looking  for  $2.60 
1995.  Finally,  it  sells  for  just  five  tin 
his  1995  cash  flow  estimate.  Laui 
expects  Coastal  stock  to  hit  40, 
35%,  over  the  next  12  months.  Bu 

Will  Rohr  roar.5 

Rohr,  Inc.  of  Chula  Vista,  Calif 
the  commercial  aircraft  industi 
leading  independent  supplier  of  i 
cowlings  that  surround  engines.  1 
$920  million  (estimated  1994  sal 
company  also  makes  thrust  rever 
systems  and  engine  pylons.  One  I 
customer  is  McDonnell  Douglas, 
which  Rohr  sells  $2.5  million  wo 
of  equipment  for  each  of  the  n 
MD-90  narrow-body  jetliners  due 
enter  service  starting  in  early  1995 

Unfortunately,  the  plane  has 
sold  well,  and  Rohr  is  on  the  hook 
at  least  $72  million  of  excess  defen 
costs  on  the  MD-90  program  tha 
may  not  be  able  to  recover.  Since  ea 
1992  the  stock  has  sunk  from  i 
mid-20s  to  a  recent  lOVs  on  the  NY 

lerry  Cantwell  of  New  York's  Lie 
heart  Research  thinks  the  bad  new 
more  than  reflected  in  the  stock,  a 
that  Rohr's  fortunes  will  soon  ii 
prove  as  its  cvclical  market  recover 

Rohr  has  made  several  tough  dc 
sions  under  Robert  Rati,  the  ex-b 
of  Parker  Hannifin's  aerospace  di 
sion  who  became  chief  executive 
April  1993.  Rau  has  overhau 
Rohr's  accounting,  which  resulted 
a  $244  million,  or  $12.50  a  sha 
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iiteofF last  year.  He  has  also  sold  off 

i  closed  non-core  assets. 
(Cantwell  estimates  Rohr's  annual 
I  h  flow  will  exceed  $70  million  over 
I;  next  few  years.  Capital  spending 
|;ds  are  minimal;  ditto  new  invest- 
jnts  in  programs.  So  Rau  can  use 
|)St  of  the  money  to  pay  down  $482 
illion  of  long-term  debt,  now  2.6 
lies  shareholders'  equity, 
tantwell  expects  Rohr  to  earn  50 
Bits  a  share  in  the  fiscal  year  ending 
!y  31,  75  cents  in  fiscal  1995  and 
-.25  in  1996.  Cantwell  thinks 
;re's  a  potential  double  in  Rohr 
iick  over  the  next  12  to  18  months. 

pair  of  duds 

hen  ubs  Securities  analyst  Brent 
snsel  recommended  Bancorp  Ha- 
tii  to  Streetwalker  in  March  1993, 
iwaii's  vital  tourist  business  was  in 
iuble  because  of  recession  in  Japan 
d  California.  But  Erensel  recom- 
:nded  the  bank's  stock,  predicting 
vould  rise  from  around  34  (adjust- 

for  a  3-for-2  split  this  January)  to 

within  a  year. 

Bad  call.  Bancorp  Hawaii  dropped 
■26%  and  has  since  recovered  to  a 
cent  34V2.  Erensel  admits  he  under- 
imated  the  weakness  of  the  Califor- 

ii  economy.  Plus  the  bank  last  year 
arged  off  $46  million  from  a  Kahala 
lton  loan.  But  Erensel  is  again  bull- 
:  on  Bancorp  Hawaii.  Hawaiian 
arism,  he  says,  is  finally  recovering; 
/eak  dollar  has  attracted  more  Japa- 
ise  visitors.  With  its  loan-loss  re- 
rves  fully  funded,  Erensel  expects 
ncorp  Hawaii  to  earn  $3.30  a  share 
1994— up  from  $3.03  last  year— 
d  $3.70  in  1995.  He  sees  the  stock 
40  over  the  next  12  months. 
Another  disappointing  pick  a  year 
o  March  was  railroad  Norfolk 
uthern  Corp.  Despite  problems  at 

North  American  Van  Lines  unit, 
Dnaldson,  Lufkin  &  Jenrette  analysts 
el  and  Luella  Price  thought  Norfolk 
>ck,  then  at  63Vb,  would  go  to  78  in  a 
ir.  But  after  hitting  74%  in  January, 
>  backed  off  to  a  recent  65V4. 
iThe  Prices  have  retired,  and  dlj's 
w  railroad  analyst,  Rose  Ann  Tor- 
|ra,  isn't  as  enthusiastic  about  the 
ock.  She  expects  higher  earnings, 
are  buybacks  and  improving  coal 
ipments  to  Europe  to  add  maybe  1 0 
tints  to  its  recent  price.  H 


/A  \  If  Adventure's 

Your  Business 


South  Pacific  Cruises,  African  Safaris,  Alaskan  Adventures, 
Amazon  Expeditions  —  or  even  Undiscovered  Italy... 

FORBES  FYI's  "Hot  &  Cool  Places  To  Go"  Travel  Guide  is 
the  place  to  reach  FORBES'  audience  of  affluent  readers  - 
active  travelers  who  are  constantly  seeking  out  new  places 
to  go  and  exciting  ways  to  get  there. 

FORBES  FYI's  Hot  &  Cool  Places  to  Go  is  a  direct-response 
travel  section  that's  already  a  proven  performer  for 
marketers  of  distinctive  travel  services,  including: 

Cunard  •  Solemar  Hotels  •  Special  Expeditions 
Air  Niugini  •  United  Touring  International 
Sunline  Cruises  •  and  others 

FYI  Date:  September  26,  1994 
Closing  Date:  July  22,  1994 

For  details,  call  Linda  Loren  at  (212)  620-2440.  Fax:  (212)  620-2472. 


For  more  information  about  HIV/AIDS,  call  the 
National  AIDS  Hotline,  Centers  for  Disease  Control,  1-800-342-AIDS; 
or  write  to  the  American  Association  for  World  Health, 
1129  20th  Street  NW,  Suite  400,  Washington,  DC  20038-3403. 

UNITED  STATES 


POSTAL  SERVICE 
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WHY  ADD  THIS  EGG 
TO  YOUR  MIX? 


Very  Simple... 

It  works.  And  it  works  hard  and  efficiently. 
Just  ask  Fidelity,  Dreyfus,  Merrill  Lynch  and  other 
top  advertisers  who  are  now  reaching  two 
million  affluent  suburban  households  each 
month  with  NEST  EGG  magazine. 

Distributed  through  local  suburban  newspapers 
with  the  most  exacting  zip  code  screening, 
NEST  EGG  delivers  a  comprehensive  package 
of  timely  and  relevant  information  geared 
to  the  financial  demands  of  high 
net  worth  individuals  coast-to-coast. 


We're  fast  becoming  a  regular  reading  habit 
along  with  local  community  news.  What's 
more,  we're  drawing  to  our  pages  a  select 
audience  of  affluent  men  and  women 
who  have  both  the  means  and  desire  to 
invest  for  their  long-term  financial  security. 
These  are  your  best  customers  and  prospects. 


So  crack  open  a  copy  of  NEST  EGG  today... 
We're  an  essential  ingredient  to  your  marketing  mix 
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ie  more  things  change  . . ." 
)  years  ago  in  Forbes 

om  1 1  ii  [ssui  of  July  5,  1924) 
he  best  fertilizer  that  can  be  ap- 
ld  to  the  Held  of  enterprise  is  low- 
led  capital.  Capital  is  back  to  pre- 
r  quotations.  Never  before  was 
re  such  a  multitude  of  billions  of 
>ne\  and  credit  awaiting  trustwor- 
■  users." 

abor  has  now  established  25 

iks  in  the  U.S.  and  is  actively  plan- 
Lg  to  open  ten  more.  It  is  taking  up 
1  estate  and  building  on  a  large 
le.  It  is  invading  other  business  and 
mcial  fields.  And  it  [hopes]  to  ex- 
id  such  activities.  .  .  .  Do  High  Fi- 
ice  and  Big  Business  object?  Not  at 
The  largest  investment  institution 
Wall  Street  recently  joined  a  labor 
ik  in  handling  a  large  bond  issue. " 


I  running  mate,  Gen.  Charles  G.  Dawes. 


)  years  ago 

lom  rHE  issue  of  July  1,  1934) 
)ur  federal  debt  has  been  so  swol- 
i  that  it  today  averages  $1,000  for 
:h  and  every  family  in  the  land.  This 
more  than  one  pays  for  domestic 
ctricity  during  his  whole  life.  Com- 
|>n  sense  would  suggest  that  the 
ie  has  come  to  worry  less  over 
litv  rates  and  much  more  over  fed- 
It,  state,  county,  municipal,  etc., 
tes.  The  former  won't,  but  the  lat- 
■  may  bankrupt  us." 


"Beach  towels,  both  those  used  tor 
drying  and  those  used  for  lying  on, 
provide  an  opening  for  attacking  the 
summer  slump.  In  the  past,  bathers 
have  always  saved  their  old,  worn 
towels  for  use  on  the  beach.  But  this 
year  Cannon  Mills  is  planning  to 
change  all  this.  .  .  ." 


"Victory  is  daily  drawn  nearer  by  the 
signal  initial  success  of  the  invasion  of 
Normandy;  the  sweeping  onrush  of 
the  Allies  in  Italy;  the  spectacular 
progress  made  in  conquering  impor- 
tant Japanese  island  outposts  .  .  .  the 
launching  by  Russia  of  what  promises 
to  be  huge-scale  successful  operations 
along  Germany's  entire  Eastern  front; 
[and]  the  growing  impotency  of  the 
Luftwarfe.  ..." 

"The  sins  of  Big  Business  and  High 
Finance  were  responsible  for  the  over- 
whelming voting  of  the  New  Deal 
into  power.  American  industry's  phe- 
nomenal war  production  record  has 
done  much  to  win  public  esteem, 
[with  assistance  from]  arrogant  labor 
leaders  and  unions.  .  .  .  Therefore, 
any  and  every  act  calculated  to  bring 
business  into  disrepute  is  infinitely 
regrettable." 

25  years  ago 

(From  the  issue  of  July  1,  1969) 
"T.  Rowe  Price,  the  71  -year-old  Bal- 
timore money  man  whose  firm  man- 
ages some  $2.3  billion,  sees  dire 
things  ahead  for  the  U.S.  economy. 
'I'm  scared  to  death,'  he  says.  'Have 


been  for  a  year.'  So  why  is  Price 
starting  a  new  mutual  fund  just  at  this 
time,  the  Rowe  Price  New  Era  Fund, 
Inc.?  .  .  .'I'm  trying  to  convince  my 
young  men  here  that  there's  another 
way  to  look  at  investments  than 
through  earnings  growth.  They  have 
to  learn  to  predict  trends  in  value.''  " 

"Levi  Strauss  &  Co.,  the  blue-jeans 
outfit,  has  its  own  brand  of  stock 
inducement.  Strauss  sells  its  stock  to 
employees  valuing  it  at  book.  The 
stock  would  be  worth  perhaps  two  or 
three  times  book  if  the  company  ever 
went  public.  Walter  A.  Haas  Jr., 
Strauss  president,  isn't  above  holding 
up  just  that  possibility  to  any  execu- 
tive thinking  of  jumping  ship.  With  a 
smile,  he  refers  to  his  stock  plan  as  his 
'golden  handcuffs.'  " 


By  the  late  1960s,  one  engineer  could 
send  drawings  instantly  to  another. 


10  years  ago 

(From  the  issue  of  July  2,  1984) 
"Seventy-five-year-old  Brezhnev 
doddered  on  and  on.  Sixty-nine-year- 
old  Andropov,  after  a  long  shuffle  to 
the  top,  took  the  Final  Topple  before 
he'd  had  much  time  to  enjoy  the  view. 
Now  72-year-old  Chernenko  is  visi- 
bly suffering  ever-worse  breathing 
problems — advanced  emphysema. 
[So  now]  the  world  as  well  as  the 
U.S.S.R.  is  looking  with  trepidatious 
hope  to  the  future  reign  of  a  53  -year- 
old  Politburo  Red  Star,  Mikhail 
Gorbachev."  Hi 


50  years  ago 

(From  the  issue  of  July  1,  1944) 


Ethyl  Corp.  ad  in  1944  consisted 
entirely  of  this  picture  of  a 
bomber  gunner  and  excerpts 
from  five  of  his  letters. 
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muuunio  un  mc  puoincoo  ur  Lire 


Tell  me  how  a  young  man 
spends  his  evenings  and 
I  will  tell  you  how  far 
he  is  likely  to  go  in 
the  world.  The  popular 
notion  is  that  a  youth's 
progress  depends  upon 
how  he  acts  during  his 
working  hours.  It  doesn't. 
It  depends  far  more  upon 
how  he  utilizes  his 
leisure....  If  he 
spends  it  in  harmless 
idleness,  he  is  likely  to 
be  kept  on  the  payroll, 
but  that  will  be  about 
all.  If  he  diligently 
utilizes  his  own  time. . . 
to  fit  himself  for  more 
responsible  duties,  then 
the  greater  responsibili- 
ties— and  greater  rewards- 
are  almost  certain  to 
come  to  him. 

-B.C.  Forbes 


A  Text. . . 

I  therefore,  the  pris- 
oner of  the  Lord, 
beseech  you  that  ye 
walk  worthy  of  the 
vocation  wherewith 
ye  are  called,  with 
all  lowliness  and 
meekness,  with  long- 
suffering,  forbearing 
one  another  in  love. 
-Ephksians  4:1-2 


Sent  in  by  Dr.  Norman  C. 
Bitter,  Fresno,  Calif. 
What's  your  favorite  text? 
The  Forbes  Scrapbook  of 
Thoughts  on  the  Business 
of  Life  is  presented  to 
senders  of  texts  used. 


Beware  lest  you  lose  the 
substance  by  grasping 
at  the  shadow. 

-Aesop 

We  [Americans]  suffer 
primarily  not  from  our 
weaknesses,  but  from  our 
illusions.  We  are  haunted, 
not  by  reality,  but  by 
images  which  we  have  put 
in  the  place  of  reality. 
-Daniel  J.  Boorstin 

Every  age  is  fed  on  illusions, 
lest  men  should  renounce 
life  early  and  the  human 
race  come  to  an  end. 
-Joseph  Conrad 

We  must  select  the  illusion 
which  appeals  to  our 
temperament,  and  embrace 
it  with  passion,  if  we 
want  to  be  happy. 
-Cyril  Connolly 


It  appears  to  me  that  almost 
any  man  may,  like  the  spider, 
spin  from  his  own  inwards 
his  own  airy  citadel. 
-John  Keats 

Illusion  is  the  first  of  all  pleasures. 

-Voltaire 

No  man  will  be  found  in  whose 
mind  airy  notions  do  not 
sometimes  tyrannize,  and  force  him 
to  hope  or  fear  beyond  the  limits 
of  sober  probability. 
-Samuel  Johnson 


More  than  9,000  "Thoughts,"  indexed  by  author  and 
subject,  are  available  in  a  three-volume  boxed  set  at 
$69.50  ($27.50  per  volume  if  purchased  separate- 
ly). Also  available,  a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $27.50.  Send  check  and  order  to 
Forbes  Books,  P.O.  Box  11234,  Des  Moines,  IA 
50340.  Add  sales  tax  on  orders  in  New  York  State 
and  other  states  where  applicable.  For  faster  service 
call  1-800-234-4553  and  charge  to  your  credit  card. 


It  isn't  safe  to  sit  in 
judgment  upon  another  person's 
illusion  when  you  are  not  on 
the  inside.  While  you  are 
thinking  it  is  a  dream,  he 
may  be  knowing  it  is  a  planet. 
-Mark  Twain 

The  eyes  are  not  responsible 
when  the  mind  does  the  seeing. 

-PUBLILIUS  SYRUS 

A  hallucination  is  a  fact, 
not  an  error;  what  is 
erroneous  is  a  judgment 
based  upon  it. 
-Bertrand  Russell 

What  difference  is  there, 
do  you  think,  between  those 
in  Plato's  cave  who  can  only 
marvel  at  the  shadows  and 
images  of  various  objects, 
provided  they  are  content 
and  don't  know  what  they 
miss,  and  the  philosopher 
who  has  emerged  from  the 
cave  and  sees  the  real 
things? 
-Erasmus 

Pray  look  better,  sir.  Those 
things  yonder  are  no  giants, 
but  windmills. 

-Sancho  Panza  to  Don  Quixote 

The  notion  that  as  a  man 
grows  older  his  illusions 
leave  him  is  not  quite  true. 
What  is  true  is  that  his 
early  illusions  are 
supplanted  by  new,  and  to 
him,  equally  convincing 
illusions. 

-George  Jean  Nathan 

A  man  loses  his  illusions 
first,  his  teeth  second, 
and  his  follies  last. 

-Helen  Rowland 

Rob  the  average  man  of  his 
illusion  and  you  rob  him  of 
his  happiness  at  one  stroke. 

-Henrik  Ibsen 
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Three  years  ago, 
they  never  expected  Taiwan 
to  produce  a  World-class  airline. 


Island 
of 

Fascinating  Culture 


hi  in- 


Early  Portuguese  mariners  sail- 
ing the  Western  Paeifie  off  the 
coast  of  China  were  the  first 
Westerners  to  give  a  name  to 
Taiwan;  they  called  it  1 1  ha 
Formosa,  or  Beautiful  Island. 
Today  the  whole  world  calls  Tai- 
wan an  Asian  economic  power- 
house and  a  dynamic  exporter  ol 
increasingly  high-tech  products  such  as  computers. 
Fewer  Westerners  today  know  how  well  Taiwan  sli 
thai  old  Portuguese  name,  and 
how  hesides  being  a  treasure  trove 
ol  spectacular  mountain  and 
coastal  scenery,  it  is  also  a  rich 
storehouse  of  C  hinese  culture. 
The  world's  greatest  single  reposi- 
tory of  Chinese  culture  through 
the  ages  is  the  National  Palace 
Museum  near  Taipei,  which 
houses  more  than  dOO.000  priceless  pieces  of  art  from  the 
collections  ol  the  C  hinese  emperors.  But  in  fact,  the  en- 
lire  island  is  a  museum  ol  living  C  hinese  culture.  Farm- 
ers till  their  rice  paddies  and  tea  plantations  just  as  their 
ancestors  did  centuries  ago.  They 
worship  in  the  same  temples,  and  they 
observe  the  same  yearly  cycle  ol  tradi- 
tional celebrations  -  the  Chinese  New 
Year,  the  Lantern  Festival,  Grave 
Sweeping  Day,  the  Month  of  Ghosts, 
the  Dragon  Boat  Festival,  the  Moon  1 
Festival. 


Each  of  these  festivals  has  its  own  special  foods,  but  the 
Chinese  people  of  Taiwan  enjoy  a  fantastic  range  ol  the 
world's  finest  cuisine  all  year  round 
Dining,  in  fact,  is  sure  to  be  among  the 
most  memorable  experiences  ol  any 
visit  to  this  island  of  culinary  de- 
lights. 

Adding  a  unique  aspect  to  Taiwan's 
culture  are  the  aboriginal  liihcs 
known  to  the  Chinese  as  "mountain 
people."  While  some  ol  the  island's 

aborigines  reside  in  the  plains,  most 
keep  to  the  rugged,  forest-covered 
mountain  ranges  that  cover  two- 
thirds  ol  the  island;  more  than  100 
peaks  soar  above  10.000  leet,  pro- 
viding wild  and  wondcrlul  alpine 
scenery  that  is  unmatched  for 
beauty  in  this  part  ol  the  world 
tropical  seashores  and  pristine 
beaches  complete  Taiwan's  allure  as  a  pcrlect  destination 
with  widely  varied  attractions  lor  business  and  pleasure 
travelers  alike. 
Starling  in  January  1994, 
citizens  ol  the  United 
Stales  and  1  1  other  coun- 
tries can  enter  Taiwan  visa- 
free  for  up  to  five  days. 
Gelling  to  Taiwan  has  become  simplicity  itself.  And. 
thanks  to  a  growing  economy  and  a  resurgence  ol  tourism 
development,  there  is  more  to  see  and  do  on  this  island  ol 
countless  fascinations  than  ever  belore. 
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138  Overseas  China 

Not  always  loved — and  at 
times  brutally  persecuted— 
Asia's  ethnic  Chinese  are 
enriching  themselves  and 
others  in  their  adopted 
homelands.  The  biggest 
potential  beneficiary  of 
their  dynamism:  China. 
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There  exists  a  vast  web  of 
Chinese  firms  across  Asia, 
held  together  by  verbal 
agreements  and  trust. 
BMW  138 

68  Currencies 
In  Turmoil 

The  weakness  of  the  U.S. 
dollar  bodes  ill  for  the  U.S. 
stock  and  bond  markets. 


MANAGEMENT/CORPORATE 
STRAT 


44  Real  Estate 

Who  will  get  control 
of  the  busted  Reichmann 
empire's  U.S.  properties? 
Leon  Black  is  trying. 

45  Oil  At  A  Discount 

Takeover  fever  sweeps  the 
oil  patch.  Buyers  and  prey. 

48   Ethyl  Corp. 

The  Gottwalds  had  four 
sons  in  the  business.  Now 
each  has  a  company  to  run. 

56  Stewart  &  Stevenson 
Services 

Its  new  Army  all-terrain 
truck  is  hot. 


Wherever  politicians  rely  on 
market  forces,  economies 
have  grown  and  the  roster  of 
billionaires  has  surged. 
■M  134 

62   Shawmut  National 

There's  still  room  for  mid- 
size regional  banks. 
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MCA  is  proving  a  smart 
investment. 
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of  Bill  Lurton. 
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Homer  Laughlin 
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A  family  business  in  the 
fifth  generation. 
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A  company  doctor  runs 
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What  did  a  low-tech  outfit 
know  about  computers  and 
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98  Starting  Your 
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Rutledge  Hill  Press 

A  sideline  pays  off. 

126  For  Sale: 

Wally  York  &  Son 

It's  a  nice  little  hunting 
and  fishing  outfitter. 

128  Huntsman 
Chemical 

Not  even  a  $5  billion 
company  can  accommo- 
date 59  offspring  and  two 
major  partners. 

130  Real  Estate 

Forty  firms  with  a  third 
of  the  country's  indepen- 
dent venture  capital  have 
a  landlord  in  common. 
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Look  who's  benefiting 
from  the  construction 
boom  in  developing 
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120  Insurance: 

Great  Expectations 

The  public  is  signing  up  in 
droves  for  variable  life. 
Careful  there,  folks. 

324  The  Funds: 
Psst!  Funds? 

British  law  forbids  prosti- 
tutes and  U.S.  mutual 
funds  to  solicit  business. 
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An  Eye  For  Value 

Kent  Simons  and  Larry 
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cheap  but  shouldn't  be. 
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Stocks  are  cheaper  but  are 
they  bargains? 
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its  truck  twice  climbed 

a  hill  too  steep  for  its  rivals. 
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"There  are  a  lot  of  things 
open  to  an  outfitter.  But  you 
have  to  want  to  do  them." 

m  126 
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Forecasts 
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BP  Prudhoe  Bay  Royalty 
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EG&G;  update. 
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46  Taxation  Without 
Representation 

Parents  increasingly  need 
accountants  when  they  tan- 
gle with  the  educational 
establishment. 

78  Mr.  Burris 
Doesn't  Build 
His  Dream  House 

An  obscure  1983  amend- 
ment to  an  environmental 
law  unleashed  federal 
power  over  private  lands. 


Unless  Huntsman's  sense  of 
timing  has  failed  him,  he  got 
himself  a  bargain— even 
after  paying  11%  for  most  of 
the  money. 
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That  Stuff? 

A  prescription  refill 
for  $1,200. 

They  tried  to  capitalize 
on  the  name 
by  sticking  it  in 
nearly  every  title. 
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(Ruiing  Engine  Control  Module) 


In  the  last  6  victories  at  Indy,  no  matter  who's  controlled  the  car, 

we've  controlled  the  engine. 


J  989 


Different  cars  have  won  at  Indianapolis  over  the  last  6  years.  So  have  different 
teams,  drivers,  even  different  engines.  But  each  year,  ||_|_n  Clrt-if-Mmlmi 
it's  been  the  same  brand  of  engine  control  electronics.  IfuiuU  ulOulii  Oa  Ibb 
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We've  invested  millions 
of  dollars  in  the  design  of 
something  we  hope  you'll 
never  use.  Ironic,  isn't  it? 

Fire  sprinklers  are  curious  things. 

Invest  a  lot  of  money  and  time  in  their  design  and 
engineering,  and  if  you're 
really  fortunate,  they'll 
never  be  put  to  use.  But 
if  ever  one  is  activated, 
rest  assured  that  it's 
capable  of  preventing  the 
spread  of  fire  and  minimizing  its  damage. 

We  should  know.  We've  been  leading 
the  way  in  sprinkler  technology  since  the  '80s. 
The  1880s,  that  is.  Allendale  Insurance  has  been  a 
leading  force  behind  the  development  of  modern 
sprinkler  technology  through  its  partnership  with 
Factory  Mutual  Engineering  &  Research. 

During  the  1970s,  Allendale  Insurance 

and  Factory  Mutual  developed  the  large  drop 
sprinkler,  which  greatly  limits  fire  spread  and  allows 
customers  more  flexibility  in  the  use  of  their 
warehouse  storage  space. 


More  recently,  Allendale  led  the  way  in 
the  research  and  development  of  the  Early  Suppression 
Fast  Response  (ESFR)  sprinkler.  This  permits  higher 
storage  as  well  as  the  storage  of  more  challenging 
commodities,  usually  without  subsequent  sprinkler 
retrofitting.  Instead  of  just  controlling  high  intensity  fires, 
ESFR  sprinklers  can  actually  suppress  them,  normally 
for  half  the  cost  of  any  other  arrangement. 
And  now,  by  integrating  our 

decades  of  fire  research  with  current 
European  sprinkler  designs,  we  have 
produced  benchmark  international 
fire  protection  guidelines.  The  result? 
A  flexible  approach  which  permits 
cost-effective  use  of  any  number  of  ,v>v° 
technologies  anywhere  in  the  world.    I  l^'x--     n  ; 

Allendale  is  not  just  an 
insurance  company.  We  work  to  help  you  prevent 
property   loss,   minimize   damage,   and  reduce 
disruptions  to  your  business. 

After  all,  your  business  is  changing 
every  day.  We  are  committed  to  helping  you 
anticipate  change,  manage  it,  and  to  stay  ahead  of  it. 

That  way,  we  can  offer  our  policyholders 


a=;  sJ33S   v   solutions  for  their  particular  challenges. 


c  1994,  Allendale  Insurance,  P.O.  Box  7500,  Johnston,  Rhode  Island,  02919. 
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You  can  go  home  again 

In  all  THE  hoopla  about  China's  economic  resurgence,  little 
attention  has  been  paid  to  what  Andrew  Tanzer,  our  Pacific  Bureau 
chief  in  Hong  Kong,  says  is  one  of  that  country's  greatest  assets:  its 
emigrants.  Numbering  53  million  in  Asia  alone,  overseas  Chinese 
sowed  the  seeds  of  healthy,  capitalistic  development  throughout  that 
region.  Now  they  are  re-exporting  their  skills  and  capital  to  the 
ancestral  homeland.  "Not  fixated  by  boundaries,"  Tanzer  says,  "and 
operating  through  family  networks,  ethnic  Chinese  account  for 
much  of  the  trade  and  capital  flow  in  East  Asia." 

Tanzer  points  out  that  the  U.S.  is  indirectly  involved  in  this 
dissemination  of  money,  technology  and  human  resources:  "Main 
overseas  Chinese  entrepreneurs  send  their  children  to  the  U.S.  for 
engineering  and  M.B.A.  training,  which  they  then  apply  at  home. 
Meanwhile,  U.S.  corporations  are  tapping  into  the  overseas  Chinese 
network  by  hiring  ethnic  Chinese  to  run  their  fast-growing  opera 
tions  in  China."  "The  bamboo  network"  begins  on  page  138. 


Richest  of  the  rich 

So  what?  Why  should  a  FORBES  staff  work  around  the  globe  for  half  a 
year  ferreting  out  rich  people?  Graham  Button,  who  supervised  this 
year's  world  billionaires  project,  responds:  "As  free  markets  spread, 
these  highly  successful  free  marketeers  become  more  and  more 
important.  In  some  ways  they  are  more  important  than  the  politi- 
cians whose  names  we  see  regularly  in  the  newspapers.  In  fact,  many 
of  them  are  gaining  political  power.  Two  of  our  listees,  Berlusconi  of 
Italy  and  Hariri  of  Lebanon 
became  their  respective 
countries'  prime  ministers; 
other  listees  recently  tried  for 
the  top  political  jobs  in 
South  Korea  and  in 
the  U.S." 

The  billionaires  survey  be- 
gins on  page  134.  Gale 
Eisenstodt  supervised  a  team 
in  Tokyo;  loel  Millman  and 
Lisa  Bransten  did  Latin 
Americans  and  Spaniards; 
David  Fondiller  and  Marc 
Babej  tackled  Europeans  HHH 
with  lots  of  help  from  our 

editorial  sister  publication,  Forbes  von  Burdn;  Michael  Schuman 
handled  India  and  South  Africa;  Riva  Atlas,  Israel;  Nina  Munk, 
Canada  and  Australia;  Philippe  Mao,  France  and  Asian  countries. 
Additional  help:  Cynthia  Crystal,  Harry  Seneker  and  Velma 
Van  Voris. 

This  issue  also  features  our  annual  International  500  directory, 
vital  statistics  and  facts  about  the  most  important  non-U. S.  corpora- 
tions. Our  statistics  editor,  Donald  Popp,  supervised  the  compila- 
tions, aided  by  Ann  Anderson,  Susan  Wong,  Scott  DeCarlo,  Gustavo 
Lombo  and  Brian  Zajac.  Starts  on  page  220. 


Left  to  right:  Riva  Atlas,  Philippe  Mao, 
Michael  Schuman,  Marc  Babej, 
Graham  Button,  Lisa  Bransten 
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Now  Doing  Business  InThe  Big  Apple 
Is  Almost  As  Easy  As  Pie. 


At  Con  Edison,  we're  working  with  the  City  of  New  York  to  help  your  business 
take  advantage  of  the  world's  greatest  marketplace. 

Together  we're  making  it  easier  for  you  to  move  here  by  among  other  things, 
helping  you  cut  through  red  tape. 

And  we're  making  it  easier  for  you 
to  do  business  here  by  offering  reduced 
energy  rates  and  much  more. 

To  find  out  about  all  we  can  do  for 
you,  call  Con  Edison  at  212-460-4000. 

Come  take  your  slice  of  the  Big 
Apple  Pie.  And  get  ready  to  taste  new 
profits. 


Mail  this  coupon  to 
CON  EDISON  ECONOMIC  DEVELOPMENT 
PO  BOX  900.  NEW  YORK.  NY  10003 

Please  send  me  a  free  Economic  DtvtiOPMbNi  booklet 
(please  print) 

NAME  

COMPANY  NAME  

ADDRESS  

CITY  


TATE- 


.ZIP. 


_PHONE 


...Con 
Edison 


Hfie  City  of  *Newlork^ 
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Commuter 
redux 


Maybe  we've  done  some  good.  In 
December  Forbes  detailed  the  foibles 
of  California's  South  Coast  Air 
Quality  Management  District  and  its 
Regulation  15 — a  loathsome  rule 
requiring  large  employers  to  monitor 
and  regulate  employees'  commut- 
ing habits  (Dec.  20,1993). 

A  week  after  our  story  came  out, 
Air  District  Chairman  Henry  Wedaa 
recommended  that  his  board  pass  a 
six-month  moratorium  on  collecting 
most  fines  and  on  implementing  the 
regulation's  most  costly  provisions. 
"[The  Forbes  story]  was  the  straw 
that  broke  the  camel's  back  and  con- 


Tripped  up 


Brian  McGrath  has  stumbled  his 
first  time  out  of  the  gate.  The  first- 
ever  commissioner  of  the  Thor- 
oughbred Racing  Associations, 
McGrath  was  recruited  for  his  mar- 
keting skills  to  shake  up  a  complacent 
monopoly  and  build  new  interest 
among  young  people  in  the  sport  of 
kings  (May  9). 

His  first  effort:  something  called 
the  National  Best  Seven,  which  is  a 
package  of  seven  big  races  from 
around  the  country  broadcast  live 
each  Saturday  to  tracks  and  off- 
track- betting  parlors.  Best  Seven  was 
supposed  to  attract  new  fans  and 


vinced  me  it  was  time  to  do  some- 
thing," Wedaa  told  the  Orange 
County  Business  Journal. 

Alas,  Wedaa's  board  rejected  the 
moratoriums.  But  it  endorsed  his  sec- 
ond proposal,  establishing  a  task 
force  that  includes  several  southern 
California  business  owners  to  devel- 
op a  more  flexible — and,  we  would 
hope,  more  effective — plan  to  re- 
duce air  pollution  around  Los  Ange- 
les. Wedaa  expects  a  new  plan  in 
October  that  will  make  "the  entire 
Regulation  1 5  process  a  lot  more 
palatable  to  the  employer." 

-Randall  Lane 


gamblers  with  an  exciting  new  prod- 
uct and  raise  money  to  finance  fu- 
ture marketing  projects. 

But  the  New  York  State  Racing  & 
Wagering  Board  put  up  an  unexpect- 
ed hurdle.  The  Board  is  refusing  to 
let  any  New  York  venues  take  bets  on 
the  National  Best  Seven  unless  off- 
track- betting  sites  get  a  break  on  the 
fee  they  have  to  pay  to  McGrath's 
organization. 

McGrath  hopes  the  state  legisla- 
ture will  intervene  quickly.  If  not,  he 
may  have  to  postpone  some  of  his 
marketing  plans  while  he  takes  the 
case  to  court.  Considering  that  TV 


Brian  McGrath, 

Thoroughbred 

Racing 

Associations 

Out  of  the  money 

on  the  Best  Seven? 
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-^"^Lctive  partnership  is  powered  by  trie  attention  to  our  customers'  present  and 
future  needs  that  cements  solid,  long-term  relationships.  (^)  By  anticipating 
the  demands  of  tomorrow,  while  meeting  those  of  today,  we  can  work  together 
to  create  custom-tailored  risk  management  products  and  solutions  that  yield 
superior  results  in  areas  like  cost  management  and  customer  service. 

W  As 

a  member  of  The  Worldwide  Zurich  Insurance  Group,  we  provide  extensive 
financial  strength,  and  offer  long-term  active  partnership  to  you.  For  more 
information,  contact  your  agent  or  broker,  or  call  1-800-382-2150  today. 


A  MEMBER  OF  THE  WORLDWIDE  \^Rh  ZURICH  INSURANCE  GROUP 

©1994  ZURICH  INSURANCE  COMPANY 


Geographique. 
Around  the  world 

IN  24  HOURS. 


the  world  has 
never  seen  a 
watch  quite  like 
the  mechanical 
Geographique 
before:  fashioned 
in  18  k  gold.  it 
automatically 
shows  the  local 
time  and  date  as 
well  as  the  time 
in  every  other 
zone  around  the 
world.  a  master- 
piece of  such 
distinction, 
which  even  fea- 
tures a  maintain- 
ing power  display, 
could  only 
come  from  the 
craftsmen  of 
Jaeger-leCoultre. 
the  watchmaker 
with  160  years  of 
tradition. 


Setting  new 
standards  in 
simplicity.  turn 
the  left-hand 
crown  until  one 
of  the  24  cities 
is  at  the  top  and 

••,0^5'imiiiP1p''c 
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THE  HANDS  ON  THE 
LOWER  TWO  DIALS 
WILL  AUTOMATICALLY 
SHOW  LOCAL  TIME 
IN  THAT  PARTICULAR 
TIME  ZONE. 


<Jaeger-leCoultre» 


For  MORE  INFORMATION  about  watches  from  Jaeger-leCoultre.  OR  FOR  YOUR  FREE  COPY  OF 
OUR  COMPLETE  CATALOGUE.  CONTAINING  MORE  THAN  200  PAGES  WITH  DETAILED  INFORMATION 
ABOUT  JAEGER-LECOULTRE'S  HISTORY  AND  PRODUCTS.  CALL:  (800)  JLC-TlME. 

Cellini.  509  Madison  Avenue.  New  York.  NY  10022;  Jewels  by  Viggi.  26  moddle  Neck  Road. 
Creat  Neck.  NY  11021;  Hardy  &.  Hayes.  One  Oxford  Center.  Pittsburgh.  PA  15219:  Mayor's.  The 
Fall  Mall.  8888  Howard  Drive.  Miami.  FL  33176;  Morgan  &  Co.  1131  Clendon  Avenue.  Los 
Angeles.  CA  90024;  deBoulle.  5550-A  Preston  Road.  Dallas. TX  76205:  Shapur.  245  Post  Street. 
San  Francisco.  CA  94108;  Smart  jewelers.  3350  West  Devon  Ave.  Lincolnwood.  1L  60659; 
Carroll's.  1427-4th  Ave.  Seattle.  WA  98101;  Jaeger-leCoultre.  P.O.  Box  1608.  Winchester, 
va  22604.  Telephone  (800)  JLC-Time. 


ratings  for  the  Belmont  Stakes  were  at 
an  alltime  low  last  month,  that's  a 
delay  the  horsemen  can  ill  afford. 

Second  time  around 

HERE'S  something  to  think  about  if 
you  mistimed  the  real  estate  cycle  and 
passed  up  a  great  deal  last  year.  Last 
spring  FORBES  looked  at  secondhand 
vacation  time-shares  and  concluded 
that  many  could  be  had  for  much  less 
than  half  the  original  price  (June  21, 
1993).  Judging  from  what's  hap- 
pened to  our  three  would-be  sellers, 
it's  still  a  buyer's  market. 

Take  Barrier  Island  Station,  a 
beach  resort  in  Duck,  N.C.  Last  year 
the  unrealistic  owner  of  a  one-week 
share  in  a  third-floor  penthouse  was 
looking  to  get  back  what  he  paid, 
$18,500.  Our  suggested  bid:  $2,375. 
That's  based  on  valuing  real  estate 
at  ten  times  operating  income.  (Take 
the  cost  of  similar  accommodations, 
subtract  annual  maintenance  charges 
and  multiply  by  10.  Divide  that  in 
half  for  a  lowball  opening  bid.) 

Since  our  story,  the  owner  has 
lowered  his  price  to  $15,000.  Still  way 
too  high.  He's  got  no  takers. 

A  better  deal:  a  one-bedroom 
share  on  Kauai.  The  owner,  a  real  es- 
tate broker,  had  lowered  her  price 
from  $15,000  to  $5,500  last  year.  We 
said  to  offer  $4,000.  Today  she'd  be 
happy  to  let  it  go  for  the  balance  on 
the  mortgage,  about  $2,000. 

Then  there's  our  Williamsburg, 
Va.  owner,  who  paid  $10,000  for  a 
two-bedroom  unit  in  a  high-season 
week.  His  price — $6,000 — wasn't  far 
out  of  line  with  our  suggested  bid  of 
$3,850,  but  he  just  raised  his  price  to 
$11 ,000.  Why?  Seems  he  was 
charmed  by  a  broker  into  taking  a 
more  positive  outiook  and  paying  a 
$300  listing  fee.  -Toddi  GutnerM 
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FREE  Special  Report 


The  6  Most  Costly  Estate  Planning  Mistakes 

Made  By  Those  Worth  $3  Million  to  $250  Million 


Tragically,  you  may  be  making  two 
or  three  of  these  mistakes  costing 
you  millions  of  dollars. 

That's  why  Barry  Kaye  has  prepared  a  FREE  Special  Report: 
12  Wealth  Preservation  Strategies,  that  he'd  like  to  send  you.  This 
exclusive  report  reveals  easy  steps  you  can  take — right  now — to 
legally  avoid  each  mistake  and  reduce  your  estate  tax  cost  up  to  90%* 


Barry  Kaye,  America's  #1 
expert  on  estate  tax  cost 
discounts. . .  author  of 
Save  A  Fortune  On  Your 
Estate  Taxes . . .  and 
founder  and  chairman  of 
Wealth  Creation 
Centers1"— America  s 
Foremost  Estate  Tax 
Cost  Discount  Specialists. 


#  J 


worth  to  estate  tax  costs. 


Death  and  estate  taxes  are  inevitable.  FACT:  Uncle 
Sam  is  due  the  money  owed  by  your  estate  upon  your 
death.  Nobody  —  not  your  attorney,  your  financial 
planner  or  your  accountant  —  can  change  that.  But  the 
big  question  is:  WHO  will  pay  your  estate  taxes? 

Without  proper  estate  planning,  your  heirs  will  be 
100%  responsible  for  paying  these  taxes.  Over  a 
$3,000,000  estate,  they'll  pay  55%  in  estate  taxes. 

But  in  your  FREE  Special  Report,  12  Wealth  Preserva- 
tion Strategies,  Barry  Kaye  reveals  a  proven,  no-risk 
concept-based  on  current  assumptions — he  calls  The 
Wealth  Transfer  SystemSM.  Using  this  concept,  you  can 
legally  reduce  your  estate  tax  costs  by  up  to  90%  and  pass 
on  nearly  two  times  more  money  to  your  heirs  —  income 
and  estate  tax  FREE! 

Failing  to  leverage  your  IRA,  Keogh  or 
pension  to  protect  your  estate. 

In  your  FREE  Special  Report,  12  Wealth  Preservation 
Strategies,  you'll  discover  proven  strategies  Barry 
Kaye  uses  to  help  his  clients  multiply  their  retirement 
accounts  and  legally  transfer  10-20  times  more  money 
to  their  heirs. 

#  O    Believing  your  municipal  bonds  are 
Qj    completely  tax  free.  (They're  not). 

In  your  FREE  Special  Report,  12  Wealth  Preservation 
Strategies,  Barry  Kaye  explains  exciting  new  municipal 
bond  alternatives  that  can  effectively  guarantee  thatyour 
muni  bond  money  will  become  income  AND  ESTATE 
TAX  FREE. 

#/§    Thinking  liquidity  will  protect  you  from 
M~    the  devastation  of  estate  taxes. 

In  your  FREE  Special  Report,  12  Wealth  Preservation 
Strategies,  Barry  Kaye  will  explain  why  liquidity  will 
give  you  a  false  sense  of  security.  He'll  show  you  how  to 
turn  your  liquidity  into  protection  for  your  family  and 
multiplied  wealth  for  your  heirs. 


What's  more,  you'll  discover  how  to  avoid  other 
mistakes  like  #5  -  giving  your  favorite  charity  only  a 
fraction  of  what  you  could  give  them  and  #6  -  solely 
depending  on  a  "general"  insurance  agent,  CPA, 
attorney  or  financial  planner  for  estate  planning.  Now, 
you  can  discover  the  same  strategies  used  by  some  of 
America's  wealthiest  families  in  a  FREE  Special  Report  by 
Barry  Kaye,  12  Wealth  Preservation  Strategies. 

To  receive  your  FREE  Special  Report . . . 


(  all  Toll  Free  1-800-343-7424 

Monday-Friday,  8:30-5:30  PST 

•  For  your  FREE,  No-Obligation  copy  of  the 
Special  Report:  12  Wealth  Preservation 
Strategies  By  Barry  Kaye 

•  For  a  FREE,  No-Obligation,  confidential 
proposal  on  saving  a  fortune  in  estate  taxes. 
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Weal™ 

Preservation 

Strategies 


Barb>  Kayi 


Available  in  fine 
bookstores  everywhere 

"...convincingly  conveys  the  concept 
that  insurance  not  only  preserves 
worth,  but  increases  it..." 
—  Malcolm  S.  Forbes,  Jr. 
President  &  Editor-in-Chief, 
Forbes  Magazine 


Wealth  Creation  Centers51"1 

America's  Foremost  Estate  Tax  Cost  Discount  Specialists 

Barry  Kaye  Associates 


Call,  fax  or  write: 
1901  Avenue  of  the  Stars,  Suite  500 
Los  Angeles,  California  90067 
1-800-662-5433  •  310-277-9400  •  FAX:  310-282-0775 

©1994  Wealth  Creation  Centers 

*  Discounted  tax  costs  based  on  current  assumptions,  other  requirements 
and  a  last-to-die  life  insurance  policy  or  an  individual  policy. 


CAVEAT:  This  is  only  effective  if  you  are  over  age  60,  worth  over  $3  million,  have  excess  funds,  and  can  qualify . 


INFORMER   

EDITED  BY  THOMAS  JAFFE 


The  other  rich  Buffett 

Not  all  the  [Warren]  Buffett  fam- 
ily talent  lies  in  the  investment  busi- 
;  here's  distant  relative  Jimmy 
Buffett,  the  successful  pop  singer  and 
author.  While  Jimmy  calls  the  fa- 
mous investor  "Uncle  Warren,"  the 
relationship  is  actually  quite  distant. 

It's  a  term  of  affection,  not  of  fact,11 
says  Warren.  "But  we  do  like  each 
other."  Jimmy,  one  of  the  nation's 
highest-paid  entertainers  and  own- 
er of  two  successful  restaurant/ 
nightclubs,  first  met  his  "uncle"  in 
New  York  a  few  years  ago  over  a  bottle 
of  Jimmy's  own  hamburger  sauce. 
Today  Jimmy  regularly  calls  Warren 
for  business  advice.  The  two  discov- 


Warren  (right)  and 
Jimmy  (below) 
Buffett 

From  Omaha  to 
Margaritaville. 


ered  their  kinship  about  six  years  ago, 
when  Warren's  sister,  Doris,  was  on 
a  genealogy-tracing  kick.  (She  found 
that  the  Buffett  family  came  to  the 
U.S.  via  Nova  Scotia.) 

-Robert  La  Franco 


Comeback  kids.5 

Longtime  friends  Peter  Ueber- 
roth, 56,  and  Richard  Ferris,  57, 
haven't  had  much  luck  in  recent 
years.  Ueberroth  did  not  cover  him- 
self with  glory  as  commissioner  of 
Major  League  Baseball  nor  as  cochair- 
man  of  Rebuild  L.A.  Ferris  was 
bounced  in  1987  as  boss  of  Allegis 
Corp.,  the  former  parent  of  United 


Airlines,  Westin  Hotels  and  Hertz 
Car  Rentals.  Then  there's  Hawaiian 
Airlines,  which  filed  for  bankruptcy 
protection  last  September.  An  Ue- 
berfoth-led  group  dropped  some  $37 
million  on  that  deal;  Ferris  sat  on 
the  board. 

But  now  the  pair  may  be  making  a 
comeback  through  Phoenix-based 
Doubletree  Corp.,  which  manages 
99  hotels  under  the  Doubletree  and 
Guest  Quarters  Suites  names.  The 
$71  million  ( 1993  sales)  company,  in 
which  they  invested  $2  million  two 
years  ago,  is  slated  to  go  public  in  late 
June.  If  the  offering  goes  as 
planned,  Ueberroth  and  Ferris,  who 
will  be  cochairmen,  will  own  a  13% 
stake  worth  $29  million. 

-Christopher  Palmeri 

Saddam  surplus 

For  the  hunter  who  has  almost 
everything,  now  comes  a  little  some- 
thing courtesy  of  Saddam  Hussein. 
The  Sportsman's  Guide,  a  South  St. 
Paul,  Minn. -based  catalog  catering 
to  outdoorsmen,  offers  gas  masks 
manufactured  in  Israel  that  were 
used  by  Israelis  during  the  Persian 
Gulf  war,  when  it  was  feared  Iraq 
would  attack  the  country  with  chemi- 
cal weapons. 

Advertises  the  catalog:  "These 
masks  are  a  legacv  from  The  Baboon 
of Baghdad." 

Over  the  last  two  years  The  Sports- 
man V  Guide  has  sold  more  than 
13,000  of  the  masks,  which  retail 
for  $9.69  apiece.  What's  their  attrac- 
tion? "Perfect  for  deer  camp,  out- 
houses, and  other  stinky  or  dusty 
jobs,"  states  the  catalog. 

-Riva  Atlas 


No  paper  trail 

The  folks  behind  Wired  magazine 
take  their  roles  as  chroniclers  of  life  on 
the  information  highway  very  seri- 
ously. San  Francisco-based  Wired 
Ventures  Ltd.,  which  puts  out  the 
130,000-circulation  monthly,  has  no 
stationery,  won't  buy  employees 
pencils  and  pens,  and  prefers  vendors 
who  communicate  with  the  compa- 
ny by  electronic  mail.  "Paper  should 
be  used  for  what  it's  really  good  for, 
and  that's  not  spinning  around  the  of- 
fice," says  Louis  Rossetto,  Wind's 


45 -year-old  editor  and  publisher. 

What  is  paper  good  for?  Maga- 
zines, of  course.  "A  magazine  is  the 
right  medium  for  high  thought 
content  and  beautiful  graphics,"  Ros- 
setto says.  "We  don't  sell  informa- 
tion; we  sell  point  of  view.  That's 
much  more  valuable."  -CP. 


Godzilla  vs.  Kiamonster 

South  Korea's  Kia  Motor  Co.  has 
big  plans  to  sell  cars  in  the  U.S.  So  it 
came  up  with  an  ad  campaign  fea- 
turing a  giant  lizard  monster  tearing 
through  power  lines.  The  slogan: 
"There's  only  one  thing  more  fright- 
ening to  Japan.  Aaaaaaaaaaaaaaagh! 
A  well-made  car  for  under  $9,000." 
The  automaker  even  supplied  its 
dealers  with  25 -foot-high  inflated 
reptiles. 

Trouble  is,  the  Kia  monster  looks 
a  lot  like  Godzilla,  the  popular  Japa- 
nese movie  monster  that  has  been 
wreaking  havoc  on  the  silver  screen 
since  1955.  So  now  Japan's  Toho 
Co.,  the  film  studio  that  owns  the 
copyright  to  Godzilla,  is  suing  Kia. 
Toho  claims  that  when  people  see 
Kia's  monster,  71%  think  it's  God- 
zilla. For  its  part  Kia  insists  that  its 
monster  is  a  generic  giant  reptile 
that  better  resembles  not  Godzilla  but 
Gorgo,  from  a  1960  British  mon- 
ster movie. 

Round  one  to  Toho,  which  won  a 
preliminary  injunction  banning  Kia's 
print  ads.  Next  time,  its  lawyers  told 
Kia,  use  "a  giant  snake  or  a  flying 
lion."  -Damon  Darlin 
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Digital  hot  rodders 

Time  was  when  hot-rodding  meant 
getting  up  to  your  elbows  in  an  en- 
gine and  tinkering  around  with  a 
trusty  wrench.  Not  anymore.  There 
are  now  computers  under  a  modern 
automobile's  hood  that  regulate  ev- 
erything from  ignition  timing  to 
fuel  mixture. 

Trouble  is,  these  tireless  black 
boxes  are  programmed  for  the  aver- 
age Sunday  driver,  making  it  nearly 
impossible  for  shade-tree  speed  freaks 
to  fiddle  with  them  for  peak  perfor- 
mance's sake.  So  determined  motor- 
heads  have  turned  into  computer 
hackers,  plugging  laptops  into  the 
black  boxes  and  rewriting  codes  to 
wring  more  horsepower  from  stock 
mills.  Sometimes,  these  folks  even 
do  their  programming  from  the  pas- 
senger seat  while  somebody  else 
does  the  driving. 

But  what  about  all  those  non- 
hackers  with  a  need  for  speed?  For 
them,  some  enterprising  automo- 
tive companies  have  begun  marketing 
souped-up  computer  chips  that  can 
be  fitted  into  the  black  boxes.  Two  of 
the  biggest  outfits  serving  this  new, 
$60  million  niche  market  are  Fairfax, 
Va.'s  Autothority  and  Memphis, 
Tenn.'s  Hypertech.  Autothority 
claims  that  its  chip  can  increase  the 
output  of  a  Mazda  Miata's  four-cylin- 
der engine  by  1 5  horsepower;  Hy- 
pertech says  that  its  chip  can  pump  up 
a  Chevrolet  Camaro's  V-8  by  40 
horsepower. 

In  the  old  days  Hypertech  manu- 
factured racing  camshafts.  "Now 
we're  software  engineers,"  says 
marketing  director  Godfree  Roberts. 

-R.  Lee  Sullivan  ■■ 
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Tucked  in  the  heart  of  the  financial  district. 


Meetings  over  afternoon  tea. 


A  staff  that  knows  you  by  name. 


Call  1-800-233-1234  or  your  travel  planner. 


Refreshment 
for  the  mind. 

A  place  to  sharpen 
your  senses. 

The  tranquility 
of  the  perfect  setting. 


PARK 

hUYA-TT 


SAN    FRANCISCO  ® 


Small.  Select.  Inspired. 


alt  Hotels  and  Resorts  are  managed  or  operated  by  Iwo  separate  groups  ol  companies-Hyatt  Corp  and  Hyatt  International  Corp  ©  1993  Hyatt  Corp 


DAVIDOFF  OF  GENEVA.  INC 
535  Madison  Avenue  at  54th  Street.  New  York 
212-751-9060  or  800-548-4623 
232  Via  Rodeo,  North  Rodeo  Drive,  Beverly  Hills 
310-278-8884  or  800-328-0039 

For  those  who  are  obsessed  with  quality. 


Precision-crafted  for  the 
perfect  start  every  time. 

The  Davidoff  Cigar  Scissors. 

Individually  crafted  from  hand-forged  sfainless 
sfeel.  Exactingly  designed  for  a  precision  cut. 

The  results  of  this  meticulous  workmanship? 
A  flawless  opening  that  gently  guides 
the  perfect  amount  of  smoke 
through  your  cigar,  for  the 
consummate  cigar  experience. 

Enjoy  the  pleasures  of  owning  the 
Davidoff  Cigar  Scissors. 

Practical  and  precise.  Yet, 
elegant  as  a  work  of  art 


GENEVA.  ZURICH.  LONDON.  AMSTERDAM.  BRUSSELS.  BEIJING.  HONG  KONG.  SINGAPORE. 
BANGKOK.  KUALA  LUMPUR.  TOKYO.  MONTREAL.  NEW  YORK.  BEVERLY  HILLS 


KtAUtKS  SAY 
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Call  now  for 
the  ultimate 

direct 
marketing 
catalog. 

Target  your  best  business 
prospects  with  the  free  D&B 
Sales  &  Marketing  Information 
Catalog.  It's  filled  with  up-to- 
the-minute  information  and 
names  from  over  10,000,000 
businesses — perfect  for  any 
sales  prospecting  effort.  So 
call  for  yours  now. 

1»800*440*DUNS 

Ext.  213 


Dun&Cradstreet 
'^formation  Services 

a  company  of 

The  Dun  &  Bradstrcct  Corporation 


Trouble  in  paradise 

Sir:  Re  "Your  money — and  your  life" 
(June  6).  I  lived  on  St.  Croix  in  die 
U.S.  Virgin  Islands  from  1978 
through  1980.  The  weather  was  glo- 
rious. The  scenery  was  spectacular. 
And  I  still  enjoyed  my  rights  as  a  U.S. 
citizen.  Why  did  I  ever  leave?  For  one 
reason:  crime.  Crimes  against  proper- 
ty. Crimes  against  people.  I  remem- 
ber one  weekend  in  which  three  peo- 
ple I  knew  were  violently  killed.  The 
majority  of  crimes  weren't  solved,  so 
residents  took  loaded  weapons  to  the 
beach.  Residents  prided  themselves 
on  having  lethal  attack  dogs. 
-Karen  Syence  Kennedy 
Great  Falls,  Va. 

Sir:  As  both  a  Virgin  Island  resident 
and  a  New  York  resident,  I  feel  that 
you  presented  a  sensationalized  and 
slanted  report  of  recent  incidents  of 
crime  [in  the  U.S.  Virgin  Islands]. 
Violent  crime  is  escalating  everywhere 
in  the  Free  World.  Given  that,  vio- 
lence against  tourists  will  also  in- 
crease. As  you  correctly  point  out, 
they  are  victims  of  choice. 
-Jackie  Reckseit 
St.  Thomas,  Virgin  Islands  and 
Scarsdale,  N.T. 

TV  stations  &  tax  benefits 

Sir:  Re  "Social  engineering"  (June 
20).  The  minority  tax  certificate  uti- 
lized by  Argyle  Television  was  struc- 
tured within  both  the  spirit  and  letter 
of  the  law  and  had  the  fcc's  full 
approval. 
-Bob  Marbut 
Chief  Executive  Officer 
-Blake  Byrne 
Chief  Operating  Officer 
Argyle  Television  Holding 
San  Antonio,  Tex. 

Plane  geometry 

Sir:  Re  "A  Sixties  industry  in  a  Nine- 
ties economy"  (May  9).  Low  produc- 
tivity is  a  major  reason  airline  costs  are 
so  high.  However,  low  productivity 
rates  are  more  likely  the  result  of  the 
networking  of  aircraft  rather  than  re- 
strictive work  rules.  In  order  to  reduce 
crew  costs  (the  largest  controllable 
expenditure  facing  airlines  today), 
management  should  not  only  seek 
wage  and  work  rule  concessions  from 


the  unions  but  more  importantly  it 
should  look  at  ways  to  route  equip- 
ment to  allow  better  crew  utilization. 

-Christian  Boegner 

President 

sbs  International 

New  York,  N.  T. 

Swiss  annuities 

Sir:  Re  "Safe  haven"  (June  20). 
Swiss  annuities  offer  a  wide  range  of 
economic  benefits  to  the  investor  as 
well  as  important  asset  protection 
features.  The  overall  asset  protection 
planning  process  is  necessary  to  pro- 
vide maximum  effectiveness  and  pre- 
vent a  U.S.  court  from  labeling  the 
transaction  a  "fraudulent  transfer"  to 
avoid  liabilities. 
-William  E.  Amos  Jr. 
President 

Asset  Protection  Corp. 
Upper  Marlboro,  Md. 

You're  it 

Sir:  Re  "Telephone  tag"  (June  20). 
Air  "miles"  represent  a  promised  dis- 
count by  every  airline  to  almost  every 
customer;  predictably,  that  promise 
can  only  be  honored  if  a  limited  num- 
ber of  the  customers  redeem  them. 
Now  the  gambling  has  moved  to  the 
telephone  companies.  Legitimate  dis- 
counts for  buying  the  goods  or  using 
the  services  of  an  honestly  competi- 
tive company  can  be  good  business 
practice.  Giving  money  away  "free" 
with  no  assurance  that  the  taker  will 
use  your  services  for  more  than  a  week 
or  a  month  is  irresponsible  folly. 
-A.  Edward  Gottesman 
London,  England 
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Persuasive 
propaganda? 

Sir:  Re  "'Radio  truth-tellers  tanking 
Clinton's  unhealthy  Rx"  (Fact  & 
Comment,  June  20).  If  you  think 
Rush  Limbaugh  deserves  a  Nobel 
award,  you  obviously  have  been 
brainwashed  by  his  propaganda. 
-Jordan  I.  Lane 
Bayside,  N.T. 

Expat  expectations 

Sir:  "Flight  capital"  (Feb.  28)  fails  to 
address  an  important  issue  for  those 
wishing  to  expatriate  from  the  U.S.: 
No  amount  of  tax  savings  is  worth  a 
lesser  quality  of  life  for  the  expatriate. 
I  propose  Costa  Rica  as  the  ideal 
country  for  domiciliation.  There  are 
no  death,  estate  or  capital  gains  taxes, 
no  income  tax  on  foreign  source  in- 
come or  on  dividends  derived  there- 
from and  no  exchange  controls. 
-HUMBERTO  PACHECO 
i  San  Jose,  Costa  Rica 

Alteration 

Sir:  Re  "The  Forbes/Barra  Wall 
Street  Review'"  (May  9).  The  column 
states  that  "Hartmarx  was  almost 
profitable  during  the  latest  12 
months,  after  losing  $220  million  in 

1  fiscal  1992.1'  Hartmarx  was,  in  fact, 
profitable  in  fiscal  1993,  recording 
net  income  of  $6.2  million,  or  20 
cents  per  share. 

Hartmarx  is  well  positioned  to 
achieve  continued  growth  in  fiscal 
1994  and  beyond. 

I  -Wallace  L.  Rueckel 
Chief  Financial  Officer 
Hartmarx  Corp. 
Chicago,  III. 

Unintended 
consequences 

Sir:  Re  "Samaritan's  dilemma'"  (Apr. 
25).  By  providing  an  unearned  good 
to  its  "customers,"  the  soup  kitchen 
.  has  acted  to  reward  idleness  and  indi- 
rectly punish  work.  Place  this  idea  in 
the  hands  of  government  "do-good- 
ers," apply  it  to  health  care  and  hous- 
ing, and  watch  not  only  the  economy 
gradually  crumble  but  the  morale  of 
citizens. 

I  -Enrique  Hernandez 
Watchung,  N.J. 


INTERNATIONAL 
PERFORMER 


T.  Rowe  Price  International  Stock  Fund— one  of  the  oldest  and  largest 
international  funds — can  be  an  ideal  way  to  diversify  your  portfolio. 
Adding  foreign  stocks  could  help  increase  your  long-term  returns  by 
providing  exposure  to  potentially  stronger-performing  foreign  markets. 
And  it  should  help  reduce  your  portfolio's  overall  volatility  because 
foreign  economies  follow  different  cycles  than  the  U.S.  economy. 

In  fact,  the  Fund  was  awarded  a  4-star  rating  (****)  for  its  risk- 
adjusted  performance  from  Morningstar,  an  independent  publisher  of 
mutual  fund  ratings.*  Keep  in  mind  that  international  investing  has 
special  risks,  including  currency  fluctuations.  $2,500  minimum 
($1,000  for  IRAs).  No  sales  charges. 

Call  24  hours  for  a  free  report 

1-800-541-7883 


Invest  With  Confidence 

T.RoweRice 


ISF023063 


There  is  no  guarantee  that  the  Fund  can  achieve  its  objectives.  *  Morningstar  proprietary'  ratings  reflect  historical  risk-adjusted 
performance  as  of  4/30/94.  These  ratings  may  change  monthly.  Ratings  are  calculated  from  the  Fund's  3-,  5-,  and  10-year 
average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  fee  adjustments  and  a  risk  factor  that  reflects 
Fund  performance  below  90-day  Treasury  bill  returns.  10%  of  funds  in  an  investment  category  receive  5  stars  and  22.5% 
receive  4  stars.  Past  performance  cannot  guarantee  future  results.  International  investing  has  special  risks,  including  currency 
fluctuations.  Request  a  prospectus  with  more  complete  information,  including  management  fees  and  other  charges  and 
expenses.  Read  it  carefully  before  you  invest  or  send  money.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  
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We've  Built  Communications 
Systems  From  Scratch  For  Plenty  Of  Clients. 


Take  Australia,  For  Example. 


Even  we  were  impressed  when  Australia  selected  us  -  along  with  our  British  and  Australian  partners  - 
to  design  and  build  an  integrated  telecommunications  network  for  the  entire  continent. 

The  results?  A  network  unlike  any  other.  Satellite,  cellular,  local  and  long-distance  service  combined  to 

provide  millions  of  Australians  with  the  most  sophisticated 
communications  technology  in  the  world. 
Why  BellSouth? 

Partially,  it  was  our  experience.  As  a  leader  in  telecommunications,  we're  on  five  continents.  Sharing 
our  expertise  in  all  phases  of  communications  technology,  from  design  and  application  to  implementation  and 
management.  In  all  kinds  of  ventures  from  cellular  networks  to  total  communications  systems.  But  it  was  also  our 
ability  to  listen.  And  make  the  technology  meet  Australia's  needs. 

Some  people  think  we're  still  a  regional  company.  We  are.  It's  just  that  now  the  whole  world  is  our  region. 
For  more  information,  callyour  BellSouth  repr  esentative  or  1-800-726-BELL. 

©1994  BellSouth  Corporation 
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"With  all  thy  getting  get  understanding" 


Fact  and  Comment 


By  Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


DUMBLY  DERAILING  THE  DOLLAR 


Not  since  the  1970s  and,  briefly,  before  the  1987  stock 
market  crash,  has  Washington  so  thoroughly  undermined 
the  integrity  of  the  dollar.  The  Clinton  Administration  still 
seeks  more  growth-killing  taxes  and  regulations.  More 
immediately  destructive  has  been  the  Federal  Reserve's 
simultaneously  raising  the  price  of  money  and  continuing 
to  pump  more  liquidity  into  the  banking  system.  All  this  is 
a  sure-fire  formula  for  economic  stagnation  and  inflation. 
Our  central  bank  should  simply  withdraw  credit  from 

HAPPY  DAYS  WILL 


has  introduced  a 
set  off  a  seismic 


Representative  Armey: 

Prosperity-producing  proposal. 


Representative  Dick  Armey  ( R-Tex 
flat-tax  bill  that  will,  when  enacted, 
economic  boom. 

Armey's  legislation  would  sweep  away  die  entire  income 
tax  code,  which  has  bal- 
looned, over  80  years,  into  a 
multi-thousand-paged  mon- 
strosity. Personal  income 
would  be  taxed  at  a  flat  17% 
rate.  Deductions  for  depen- 
dents would  be  sizable.  A  fam- 
ily of  four  wouldn't  be  liable 
for  tax  until  its  income  ex- 
ceeded $36,800.  (A  married 
couple  would  have  an  exemp- 
tion of  $26,200.  Each  depen- 
dent would  add  $5,300.) 

Armey's  low  rate  is  predicated  on  Congress'  enacting 
significant  spending  cuts.  But  even  without  the  reduc- 
tions, the  levy7  would  go  up  only  3  points,  to  20%. 

Exactions  on  capital  gains,  estates,  interest  and  divi- 
dends would  be  eliminated.  Ten  million  people  would  be 
removed  from  income  tax  rolls.  Most  Americans'  tax 
liabilities  would  decline  despite  the  loss  of  deductions  for 
mortgages,  state  income  and  property  taxes,  charitable 
contributions,  etc.  The  corporate  profits  tax  would  also 
be  17%,  even  though  companies  could  charge  off  capital 
investments  immediately. 

The  impact  of  such  a  proposal  would  be  resoundingly, 
enthusiastically  positive.  Stocks  would  rocket,  thanks  to 
the  elimination  of  the  capital  gains  tax.  Savings  would  soar 
because  of  the  abolition  of  double  taxation  on  dividends 
and  interest.  New  business  would  blossom  both  because  of 
the  increased  pool  of  capital  and  because  the  capital  gains 


the  economy  by  selling  bonds  in  its  open-market  opera- 
tions. Long-term  interest  rates  would  quickly  fall  back, 
and  the  assault  on  the  dollar  would  cease.  The  White 
House  should  unequivocally  and  consistently  forswear 
bashing  the  buck  as  a  trade  weapon.  After  all,  Clinton 
hero  John  Kennedy  recognized  the  importance  of  a 
strong  dollar.  As  for  strengthening  the  economy,  when 
will  the  President  embrace  Kennedy-style,  across-the- 
board  income  tax  cuts? 

BE  HERE  AGAIN 

tax  would  no  longer  act  as  a  barrier  to  money's  moving 
from  old  investments  to  new  investments.  The  economy 
would  expand  robustly  for  years  to  come. 

The  quality  of  life  would  improve,  too:  The  current  tax 
bias  against  families  would  end. 

The  flat  tax's  simplicity  would  redirect  an  immeasur- 
able amount  of  American  brainpower  from  the  numbing 
exercise  of  coping  with  our  incomprehensible  tax  code  to 
more  productive  purposes.  There  would  be  an  enormous 
increase  in  efficiency.  Alvin  Rabushka,  coauthor  with 
Robert  Hall  of  the  proposal  on  which  Armey  has  based 
his  bill,  estimates  that  this  reform  would  remove  a  $200 
billion  burden  on  the  economy — $  1 00  billion  now  spent 
filling  out  tax  forms  and  other  forms  of  compliance  and 
another  $100  billion  wasted  from 
investments  being  made  for  tax 
rather  than  economic  purposes. 

A  flat  tax  would  get  rid  of  a 
profoundly  corrupting  influence 
on  our  political  life:  the  countless 
millions  of  dollars  now  showered 
on  politicians  and  bureaucrats  to 
influence  tax-related  rules  and 
legislation. 

The  Armey  bill  would  be  fairer 
than  the  current  regime.  No  long- 
er would  there  be  striking  dispari- 
ties between  tax  liabilities  on  simi- 
lar incomes.  The  more  you  made, 
the  more  you  would  pay.  And 
what  could  be  fairer  than  relieving  millions  of  individuals 
of  any  income  tax  payments? 

Moreover,  as  the  experiences  with  the  Kennedy  and 
Reagan  tax  cuts  indicate,  the  so-called  rich  would  end  up 


Published  in  1985  and 
being  revised,  it  remains 
the  flat-tax  bible. 
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paying  a  greater  proportion  of  the  levies  collected. 

Government  revenues  would  mushroom,  thanks  to  the 
boom.  (A  great,  largely  unnoted  fact:  Tax  receipts  grow 
faster  in  low-tax  economies.) 

Losers?  Lobbyists,  of  course.  Also  liberals,  whose  con- 
trol over  our  lives  and  purses  would  be  dramatically 
curtailed.  Careers  of  tax  accountants  and  lawyers  would 
also  be  disrupted,  but  only  temporarily.  Their  skills  would 
now  be  employed  for  more  gratifying  purposes  than 
grappling  with  complex,  economically  useless  tax  laws. 

Another  problem:  The  resultant  economic  expansion 
would  create  labor  shortages  as  unemployment  virtually 


disappeared.  But  this  pressure  would  force  employers  to 
do  more  job  training,  and  we  would  hear  fewer  calls  for 
such  programs  of  the  government  variety. 

Republicans  should  embrace  Armey's  bill  quickly.  As 
Bill  Clinton  sees  his  troubles  multiply,  he  will  be  desper- 
ately looking  for  ways  to  restore  his  popularity.  (Changes 
in  policy,  more  than  in  White  House  staff,  are  needed.) 

Wise  congressional  and  putative  presidential  candidates 
of  either  party  would  do  well  to  hop  on  Armey's  band- 
wagon early.  Cynics  will  downplay  the  chances  of  some- 
thing like  the  Armey  bill's  becoming  law.  They're  badly 
misjudging  the  temper  of  our  times. 


THE  REAL  PEACE  PROCESS 


The  Israeli  parliament  has  just  passed  legislation  that 
could  turn  that  country  into  a  Middle  East  Hong  Kong. 
The  law  will  establish  genuine  free-trade  zones,  starting 
in  the  economically  depressed  Negev  desert  region. 
Dubbed  the  Free  Export  Processing  Zone  (FEPZ),  this 
about-to-be-economically-liberated  area  will  be  pat- 
terned after  similar  ones  in  China  that  have  transformed 
empty  backwaters  into  sizzling  sectors  of  growth. 

Few  economies  today  are  more  overtaxed  and  overreg- 
ulated  than  Israel's.  The  FEPZ  will  unleash  that  country's 
formidable  entrepreneurial  energies.  Its  success  will  create 


pressures  for  similar  treatment  in  the  rest  of  Israel.  It  won't 
be  too  many  years  before  the  whole  country  will  be  a  free- 
enterprise  zone  despite  opposition  from  special  interests. 

This  dawn  of  deregulation  comes  not  a  moment  too  soon . 
As  the  peace  process  proceeds,  Israel  badly  needs  robust 
economic  expansion  to  ameliorate  what  will  be  growing 
social  tensions  among  various  parts  of  its  population, 
lerusalem  must  also  be  a  free-enterprise  model  for  neigh  tx  >r- 
ing  Arabs,  particularly  the  Palestinians.  Statism  has  severely 
hobbled  economic  progress  in  that  region  and  has,  in  turn, 
provided  ready  fodder  for  fundamentalism  and  terror. 


THOSE  "AMATEUR"  DIPLOMATS 


Recently  People  magazine  excoriated  the  Clinton  Ad- 
ministration for  naming  a  higher  percentage  of  "influen- 
tial friends"  to  overseas  ambassadorships  as  "purely  polit- 
ical payoffs"  than  did  either  Ronald  Reagan  or  George 
Bush,  amply  criticized  by  then-Senator  Gore  and  others 
for  similar  selections. 

It's  a  bum  rap.  The  sniping  and  whining  emanate  from 
foreign  service  officers  who  think  these  diplomatic  plums 
should  go  only  to  members  of  their  own  priesthood. 

The  prime  mission  of  most  ambassadors  is  to  gener- 
ate "a  positive  spin"  for  the  U.S.  and  to  see  that  the 
embassies  are  ably  managed.  One  doesn't  need  lifelong 
diplomatic  training  to  handle  these  goodwill  and  ad- 
ministrative chores. 

The  distinction  between  "professional"  and  "ama- 
teur" diplomats  is  often  artificial.  One  of  our  most 
formidable  strategists  and  negotiators  has  been  Henry 


Kissinger,  who  never  had  foreign-officer  training, 
did  other  foreign  policy  heavyweights  such  as  Zbig  Brze- 
zinski  or  George  Shultz. 

Other  successful  "amateurs"  over  the  years  include 
Walter  Annenberg  in  Britain,  John  Kenneth  Galbraith 
and  Daniel  Patrick  Moynihan  in  India,  Jeane  Kirkpatrick 
at  the  U.N.,  Edward  Ney  in  Canada,  and  Frank  Shake- 
speare in  Portugal  and  the  Vatican. 

Wise  governments  don't  mind  an  alleged  nonpr 
sional  U.S.  envoy  if  he  or  she  is  a  friend  of  the  President  s. 
Such  a  person  can  often  get  a  message  through  to  the 
President  more  quickly,  more  forcefully  than  a  foreign 
service  officer.  Thus,  while  the  Swedish  government  would 
be  too  diplomatic  to  say  it  publicly,  it  would  much  prefer 
our  current  emissary,  Thomas  Siebert — a  successful  lawyer 
who  is  a  close  friend  of  Bill  Clinton's  from  college  days — to 
a  State  Department  bureaucratic  diplomat. 


NOT  ALL  WARS  ARE  WRONG 


Regeneration — by  Pat  Barker  (Plume,  $10).  Well-writ- 
ten antiwar  novel  with  a  dose  of  politically  correct  femi- 
nism. Centers  on  military  hospital  psychiatrist  Dr.  Wil- 
liam Rivers,  whose  mission  is  to  restore  shell-shocked 
soldiers  to  "sanity"  so  that  they  may  return  to 
the  insanity  of  World  War  I  trench  warfare.  His 
most  notable  patient:  poet  Siegfried  Sassoon, 
now  a  decorated  officer,  who  has  issued  a 
pacifist  declaration  that  he  will  no  longer  fight. 
For  political  reasons,  the  Army  decides  to  send 
Sassoon  to  a  mental  hospital  rather  than  to  a 
court-martial.  Rivers  succeeds  with  Sassoon, 
who  refuses  to  back  down  from  his  statement 
but  decides  to  return  to  the  trenches. 

Rivers  and  Sassoon  were  real-life  characters, 


as  were  author  Robert  Graves  and  poet  Wilfred  Owen, 
who  also  make  appearances  in  this  novel. 

Sassoon  was  mistaken  to  say,  "I'm  not  protesting  agai  n  s1 
the  conduct  of  the  war."  It  was  precisely  the  way  the 
military  managed  the  conflict  that  brutali/o: 
Europe  and  set  in  train  forces  that  nearly  cfe 
stroyed  Western  civilization.  The  Great  War,  as 
it  was  called  then,  quickly  came  to  be  seen  by 
many  after  its  close  as  a  purposeless  struggle  that 
slaughtered  countless  millions  and  shattered  the 
civilized  fabric  of  prewar  life.  By  contrast,  while 
the  American  Civil  War  had  its  share  of  World 
War  I -like  horrors,  combatants  and  future  gen- 
erations alike  saw  it  as  a  struggle  whose  noble 
purposes  justified  the  immense  sacrifices.  H 
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ler  Comments 


The  Theater  of  War 

"Your  watch  is  brought  back  by  a 
runner,  having  been  synchronized  at 
headquarters ."  A  long  pause . '  'You  try 
to  calm  anybody  who's  obviously  shit- 
ting himself  or  on  the  verge  of  throw- 
ing up.  You  hope  you  won't  do  either 
of  those  yourself.  Then  you  start  the 
count  down:  ten,  nine,  eight.  You 
blow  the  whistle .  You  climb  the  ladder. 
You  double  through  a  gap  in  the  wire, 
wait  for  everybody  else  to  get  out  and 
you  stand  up.  You  start  walking.  Nor- 
mal walking  speed.  In  a  straight  line. 
Towards  a  line  of  machine-guns."  He 
shook  his  head.  "Oh,  and  of  course 
you're  being  shelled  all  the  way." 
-Pat  Barker,  Regeneration 

It's  Elementary 

Fairness  is  the  flat  tax's  great  virtue. 
It's  based  on  the  idea  of  fairness  we 
learned  in  grade  school:  Everyone 
should  be  treated  the  same.  Rather  than 
have  politicians  decide — for  their  own 
reasons — which  groups  should  surren- 
der more  or  less  of  their  earning  to  the 
government,  the  flat  tax  sets  a  single 
objective  standard.  No  matter  how 
much  money  you  make,  what  kind  of 
business  you're  in,  whether  or  not  you 
have  a  lobbyist  in  Washington,  you  will 
be  taxed  the  same  as  everyone  else. 

Liberal  interest  groups  share  a  desire 
to  tax  and  spend  other  people's  money 
in  the  elitist  presumption  that  the 


political  class  knows  best.  Conserva- 
tives, on  the  other  hand,  are  united  in 
their  belief  that  the  government  should 
be  smaller  and  its  influence  limited. 

-Representative  Dick  Armey 
(R-Tex.),  Wall  Street  Journal 


The  President  is  brilliant  at  de- 
scribing a  Ferrari,  but  his  staff 
continues  to  produce  a  Yugo. 

-Representative  Newt  Gingrich 
(R-Ga.),  on  the  Clinton  Adminis- 
tration's welfare  reform  plan, 
New  York  Times 


Joy  Ride 


What  I  discovered  journeying  across 
the  U.S.  by  train  is  remarkable  be- 
cause it  is  not  new.  A  railroad  sleeping 
car  is  simply  the  best  place  to  sleep :  the 
tidy  coziness  of  the  compartment;  the 
gentle,  insistent  rocking;  the  wide 
window  on  the  dark  countryside. 

America  remains  different  as  seen 
by  train  than  it  appears  by  other 
means.  To  ride  by  train  is  to  feel 
invisible;  the  train  passenger  travels 
through  the  backyard  of  the  country. 

The  constant  motion,  the  inability 
to  slow,  stop,  or  turn,  induces  a 
trance,  a  passivity,  even  a  meditation. 
A  long  train  trip  becomes  a  circle 
within  a  circle  within  a  circle,  each 
moving  at  its  own  charmed  speed. 


"His  former  owner  was  a  liberal. 


There  is  a  saying  that  God  does  not 
subtract  from  a  person's  allotted 
hours  time  spent  fishing.  It  seems 
equally  likely  that  time  aboard  trains  is 
granted  exemption.  A  few  hours  or 
days  on  train  time  are  enough  to  make 
us  believe  we  have  them  to  spare. 
-George  F.  Scheer  III, 

Booked  on  the  Morning  Train:  A 

Journey  through  America 

Science  Fare 

President  Clinton,  having  delivered 
all  those  recent  speeches  about  the 
good  done  by  military  measures  in 
the  1940s,  should  remember  this  as 
he  considers  the  high-stakes  science 
of  primitive  North  Korea:  The  Sec- 
ond World  War,  which  began  with 
mounted  cavalry  and  ended  with  a 
clap  of  nuclear  thunder,  showed  what 
mighty  shoves  science  can  give  to 
events  when  in  the  service  of  deter- 
mined regimes  both  good  and  bad. 
-George  F.  Will,  Washington  Post 

Positive  Reinforcement 

Any  dichotomy  between  strong  mor- 
als and  economic  growth  is  false.  In 
budget  terms,  excessive  social  spend- 
ing not  only  bankrupts  our  finances, 
it  often  bankrupts  our  values.  Far  from 
being  in  conflict,  moral  standards  and 
economic  incentives  reinforce  each 
other.  They  come  together  in  the 
small,  family-owned  business.  The 
same  virtues  of  personal  responsibility, 
hard  work  and  faith  in  God  provide 
cultural  and  economic  rewards  in  the 
business  and  around  the  dinner  table. 
Moral  values  produce  both  a  growing 
business  and  a  strong  family. 
-Lawrence  Kudlow,  Economics 
Editor,  National  Review;  speech 
given  for  Empower  America 

Depressing  Data 

There  has  been  as  great  a  proliferation 
of  lawyers  in  the  past  20  years  as  there 
has  been  a  proliferation  of  computers, 
and,  unlike  computers,  lawyers  do  not 
get  twice  as  intelligent  and  half  as 
expensive  every  two  years. 
-E.  Burns, 
San  Francisco  Bay  Guardian  H 
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Karl  Hanft  has  been  flying  for 
l.  over  thirty  years.  Gulfstreams 
since  1978.  There's  not  much  he 
hasn't  had  to  face. 

"Operating  conditions,  like 
destinations,  can  be  all  over  the 
map.  You  can  never  be  absolutely 
certain  what's  waiting  for  you.  A 
Gulfstream  simply  gives  me  more 
gas  options  when  I  need  them. 

"Performance.  Incredible  reliability. 
Responsiveness.  You  got  a  whole 
lot  of  airplane  in  a  Gulfstream'.' 

For  35  years,  Gulfstream  has 
concentrated  on  only  one  thing: 
building  the  finest,  most  reliable 
business  aircraft  in  the  world. 
We've  received  a  lot  of  compli- 
ments. None  makes  us  prouder 
than  being  called  "a  pilot's  airplane!' 

Contact:  Bill  Boisture,  Executive  VP 
(912)  965-5555  Fax  (912)  965-3084 


"Why  Gulfstream? 
Because  not  every  airport 
is  at  sea  level  with 

obstacles,  clear  skies 
and  a  60°f  temperature." 


rl  Hanft 

ief  Pilot,  Wayfarer  Ketch 


Gulfstream 
i4erospace 


Setting  the  Standari 
Others  Follow. 


3F» 


s 


To  Some,  Handcrafting 
A  Car  Out  Of  Aluminum 

May  Seem  Extreme. 
We  Couldn't  Agree  More. 


sidered  too  great,  no  method  too  unconventional.  Wli 
should  explain  why  the  NSX  is  the  only  all-alumin 
production  car  in  the  world.  And  why  the  NSX  is  o 


mid-engine,  270-horsepower  Acura 
NSX  was  designed  to  be  nothing  short  of  a  benchmark  of 
automotive  engineering.  To  achieve  this,  no  cost  was  con- 


:ed  on  by  a  team  as  meticulously  hand-assembled  as  should  indicate,  those  were  never  our  top  priorities.  Call 
ar  itself.  There  may  be  quicker,  more  economical  ways         1-800-TO-ACURA  for  the  dealer  nearest  you. 


nstructing  a  car.  But  as  one  look  at  the  Acura  NSX         SOME  THINGS  ARE  WORTH  THE  PRICE.  j^UG^J^ 


You  can 't  work  any  harder, 
but  maybe  your  assets  can. 


hard  to  properly  manage  your  assets. 

At  U.S.  Trust,  we've  been  successfully  providing  clients  and 
their  families  with  comprehensive  asset  management  for  over  140 
years.  Our  investment  strategy  combines  a  disciplined  search  for  value 
with  appropriate  asset  diversification  to  limit  risk  and  maximize 
returns.  What's  more,  we  create  highly  individualized  plans  to  help 
each  client  meet  their  specific  financial  objectives. 

If  you're  interested  in  having  your  assets  work  harder,  please 
contact  Richard  E.  Foley,  Senior  Vice  President,  at  1-800-U.S.  TRUST. 


NEW  YORK    STAMFORD    PRINCETON    PALM  BEACH    BOCA  RATON    NAPLES    DALLAS    LOS  ANGELES    COSTA  MESA    PORTLAND   GRAND  CAYMAN 


Commentary 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Chairman 


MR.  CARTER  GOES 

There  is  a  wise  statute  called  the  Logan  Act  that  practi- 
cally prohibits  anyone  but  the  government  from  engaging 
in  foreign  policy.  If  Mr.  Carter's  bizarre  trip  to  North  Korea 
is  likely  to  be  repeated,  the  Justice  Department  should 
place  enforcement  of  the  Logan  Act  high  on  its  agenda. 

As  a  result  of  the  Carter  trip,  North  Korea's  President 
Kim  II  Sung  has  accomplished  all  his  short-term  objectives: 
North  Korea  is  free  to  continue  manufacturing  nuclear 
arms — without  sufficient  inspections — and  the  missiles  to 
deliver  them  for  at  least  as  long  as  it  takes  the  presidents  of 
North  and  South  Korea  to  agree  on  anything  useful. 

South  Korea's  resolve  and  preparations  for  defending 
against  a  North  Korean  attack  have  been  weakened. 
■  North  Korea,  its  leaders  and  its  economy  have  been 
portrayed  in  an  upbeat  way,  with  Kim  II  Sung  being 
characterized  as  an  "honest  statesman  committed  to  a 
peaceful  reconciliation  with  his  neighbors." 

As  President,  Mr.  Carter  did  inestimable  damage  to  the 
U.S.'  reputation  as  a  leader  and  as  a  reliable  ally  in  fighting 
communism.  With  his  current  actions,  Carter  may  have 
done  more  damage  in  four  days  than  he  did  in  four  years. 
Mr.  Carter,  who  always  has  opposed  sanctions  against 


TO  PYONGYANG 

North  Korea  and  who,  as  President,  favored  pulling  U.S. 
ground  forces  out  of  South  Korea,  was  treated  by  Kim  II 
Sung  to  a  family  outing  on  a  (in  Mr.  Carter's  words) 
luxurious  yacht,  while  discussing  huge  cuts  in  the  defense 
budgets  of  both  Koreas.  This  discussion  apparently  includ- 
ed no  references  to  the  fact  that  Kim  II  Sung's  government 
had  invaded  South  Korea  and  had  destroyed  a  South 
Korean  airliner,  killing  all  aboard.  Nor  was  it  mentioned 
that  Kim  II  Sung  had  hired  terrorists  to  murder  members  of 
the  South  Korean  cabinet  in  Burma  in  1983. 

The  best  analysis  of  the  North  Korean  crisis  was  set 
forth  by  the  Wall  Street  JournaPs  Karen  Elliott  House: 
"If  the  U.S.  capitulates — allowing  Pyongyang  to  retain 
its  nuclear  weapons  program — it  means  an  early  end  to  a 
U.S.  military  presence  in  South  Korea  and  then  elsewhere 
in  Asia.  It  also  means  the  inevitable  demise  of  the  global 
nonproliferation  effort,  thus  encouraging  the  emergence 
of  new  nuclear  powers  from  Tokyo  to  Tehran." 

The  next  time  Mr.  Clinton  agrees  to  let  Mr.  Carter 
violate  the  Logan  Act,  the  President  had  better  send 
along  a  keeper  to  ensure  that  Mr.  Carter's  help  is  limited 
to  constructing  low-cost,  affordable  housing. 


WELFARE  AS  WE  WILL  CONTINUE  TO  KNOW  IT 


Although  the  Clinton  plan  to  "end  welfare  as  we  know 
it"  probably  will  not  be  considered  by  Congress  this  year,  it 
is  not  too  early  to  call  attention  to  some  of  its  details.  The 
first  glimpse  shows  that  the  only  way  in  which  the  plan  is 
going  to  end  welfare  as  we  know  it  is  by  making  it  worse. 

Much  has  been  made  of  the  Administration's  proposed 
two-year  limit  on  cash  benefits,  but  little  has  been  said 
about  the  other  facets  of  the  plan: 

■  The  plan  applies  only  to  Aid  to  Families  with  Depen- 
dent Children,  which  primarily  assists  single  mothers,  and 
not  to  all  the  other  welfare  programs. 

■  Changes  apply  only  to  recipients  born  after  1971. 

■  The  loss  of  benefits  applies  only  to  those  who  refuse  to 
look  for  work  ("work"  not  being  defined  any  more 
clearly  than  it  is  at  present),  refuse  to  stay  in  school  or 
refuse  to  attend  job-training  programs. 

■  Mothers  whose  two-year  benefits  have  expired  will  be  put 
into  a  private -sector  job  subsidized  by  the  government  or 
placed  in  some  unspecified  community  service  program. 
( Readers  who  remember  the  WPA  know  what  that  means. ) 

■  $300  million  will  be  spent  on  a  campaign  to  end 


teenage  pregnancies,  but  we  are  not  toid  any  specifics. 

It  is  no  surprise  that  the  Administration  estimates  the 
program  will  cost  a  total  of  $10.8  billion  over  the  next  five 
years.  To  offset  costs,  the  Administration  is  counting  on  a 
projected  $1.5  billion  in  savings  realized  from  reductions  in 
teenage  pregnancies;  from  improvements  in  establishing 
paternity  and  imposing  penalties  on  fathers  who  refuse  to 
pay  child  support;  and  from  reductions  in  fraud  cases. 

The  rest  of  the  funding  will  come  from  limiting  disabil- 
ity payments  to  drug  and  alcohol  addicts,  capping  states' 
spending  for  emergency  welfare  programs,  and  stiffening 
welfare  eligibility  requirements  for  noncitizens.  The  Presi- 
dent also  plans  to  extend  the  corporate  Superfund  tax, 
customs  fees  and  other  taxes  and  to  deny  the  earned 
income  tax  credit  to  nonresident  aliens,  who  do  not  vote. 

With  congressional  leaders  indicating  that  welfare  re- 
form will  not  be  taken  up  this  year  and  although  few,  if 
any,  of  these  Clinton  proposals  will  survive,  it  is  instruc- 
tive to  see  just  how  the  Administration  plans  to  fulfull  its 
1992  campaign  promise  to  "hit  the  ground  running"  and 
"end  welfare  as  we  know  it."  H 
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You're  moving  a  $2  billion  portfolio  through  11  markets  in  11  days. 
And  you  have  zero  room  for  error. 


You've  had  a  lot  of  experience  in  managing  global 
portfolios,  but  when  your  company  merged  with  two 
others,  they  handed  you  a  $2  billion  headache. 

Twenty-three  portfolios,  three  strategies  and  less 
than  two  weeks  to  rationalize  and  reinvest  them. 


Not  a  task  for  an  ordinary  trading  firm. 

That's  why  you  began  by  holding  a  competitioi 
for  the  assignment.  And  hired  the  firm  that  did  the 
most  unexpected  thing. 

Instead  of  coming  to  you  with  a  marketing 


Chicago  Frankfurt  Hong  Kong  London  Los  Angeles  Luxembourg  Madrid  Melbourne   '  Milan  New  Yorl 


Morgan  Stanley  is  a  registered  service  mark  of  Morgan  Stanley  Group  Inc 


reservation  and  a  troop  of  people,  they  brought  you  a  in  place  at  every  turn.  Every  transaction  accounted  for. 

station.  A  computer-designed  model  outlining  a  plan  With  no  cash  balances  at  the  end  of  each  day. 

ft  the  entire  deal.  And  a  complete  pricing  breakdown  —  for  you 

Trades  broken  down  into  manageable  pieces  that  to  sign  off  on  and  for  them  to  live  up  to. 
rould  float  through  the  markets  unnoticed.  Hedges  You  know  they'll  come  through. 


MORGAN  STANLEY 


kris  San  Francisco  Seoul  Singapore  Taipei  Tokyo  Toronto  Zurich 


'"We're  insured  against 


fire,  flood  and  natural  disaster 
And  now  calling  card  fraud." 


Corporate 


836  OOO  0000  0001 

H  HARVEY 
CITY  RAIL  LINE 


Elizzards,  hurricanes, 
equipment  problems. 


1253  836  OOO  0000  5 


There  are  so  many 
Amu  co*-        dangers  we 
60  can't  control 

we  like  to 
control  the  ones  we  can.  The  AT&T 
Corporate  Calling  Card  helps. 


"""heir  security  program 
is  absolutely  iron-clad. 
24  hours  a  day, 
7  days  a  week, 
AT&T  is  monitoring 
how  our  cards  are 
used.  If  something 
seems  out  of  line,  they 
blow  the  whistle  immedi- 
ately. 


1 


A couple  of  months  ago,  it 
happened.  Someone 
had  gotten  hold  of  one  of 
our  calling  card  numbers  and 
was  calling  places  I  can't 
even  pronounce.  Believe 
me,  we  don't  do  business  in  Alphen  Aan 
de  Rijn.  (That's  in  the  Netherlands.) 


The  AKT  Business  Advantage 


AT&T 


Eut  AT&T  has  a 
guarantee:  you 

won't  pay  a  penny 
for  calls  like  that* 
And  we  didn't. 


T! 


"  he  card  also  helps  us 
hold  down  charges  on 
the  calls  we  do  make.  All 
our  people  have  calling 
limits  of  some  kind.  It 
might  be  a  dollar  limit, 
or  they  can  only  call 
within  a  certain  area.  We 
can  even  set  different 
limits  for  each  person. 


n  fact,  AT&T  is  totally  flexible-even 
down  to  how  we  want  our  bills  set 
up.  They  can  do  it  whichever 
way  makes  it  easiest  for  us 
to  track  expenses. 
After  all,  I  have 
to  keep  my  busi- 
ness from  getting  derailed,  as 
much  as  my  trains.  To  get  the 
AT&T  Corporate  Calling  Card, 
call  1  800  257-5809, 
ext702. 


1    800   257-5809,   ext.  702 


*  Guarantee  applies  only  to  standard  AT&T  Corporate  Calling  Cards  and  excludes  other  service  and  billing  options  such  as  VTNS  and  bulk  issuance. 
Excludes  fraudulent  usage  by  associated  persons  and  liability  based  on  knowledge  of  fraudulent  conduct.  Other  terms  and  conditions  apply. 


WHAT  S  AHEAD  FOR  BUSINESS 

EDITED  BY  HOWARD  BANKS 

The  dollar's  chief  executive  problem 


Why  is  the  dollar  falling  out  of  bed?  A  top 
New  York  banker  puts  his  finger  on  it  in  a  way 
almost  no  one  in  the  media  has  when  he  says: 
"■If  you're  an  investor  in  a  company  and  you 
don't  like  the  chief  executive,  you  sell  the 
stock." 

It's  not  just  foreigners  who  have  been  de- 
ciding they  don't  like  the  Clinton  Administra- 
tion. U.S.  investors,  too,  have  been  taking 
increasing  amounts  of  their  money  out  of  U.S. 
securities  and  reinvesting  in  foreign  assets. 
The  net  private  capital  outflow,  which  had  been 
running  at  annual  rates  of  up  to  $10  billion 
from  the  late  1970s,  jumped  to  an  annual  rate  of 
$35  billion  to  $40  billion  between  1988  and 
1992.  In  1993  the  outflow  became  a  deluge, 
eventually  hitting  an  annual  rate  of  over  $120 
billion  by  year-end.  The  outflow  continued  un- 
abated through  the  first  quarter  of  1994. 

"This  cannot  be  sustained,"  says  Martin  H. 
Barnes  of  the  Montreal-based  Bank  Credit  Ana- 
lyst. Barnes  is  referring  to  the  fact  that  the  U.S. 
spends  more  than  it  saves  and  must  finance  the 
difference  by  attracting  around  $14  billion  a 
month  from  overseas  to  fill  the  gap  in  the  cur- 
rent account  and  long-term  capital  outflow. 
One  way  to  convince  foreigners  to  part  with 
their  capital  is  to  raise  interest  rates.  Absent  a 
rate  hike,  Barnes  believes  that  the  dollar  will 
continue  to  fall  further.  But  as  Forbes  colum- 

A  capital  trend 

$Billions 

Capital  goods  exports 


Capital  goods  imports 
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High-technology  goods* 


High-technology  goods 
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'High-technology  goods  include  measuring  and  control  instruments, 
computers  and  peripherals,  semiconductors,  telecommunications  equipment, 
office  and  business  machines,  scientific  and  medical  equipment. 

Source:  Survey  of  Current  Business 

A  healthy  and  rising  surplus  in  capital  goods  trade, 
especially  in  high-technology  goods,  is  a  bright  spot 
in  the  U.S.'  $122  billion  trade  gap.  And  their  share 
of  exports  has  been  rising  fast.  Imports  of 
capital  goods  are  increasing,  too,  but  remember, 
they  help  boost  U.S.  productivity. 


nist  Andrew  Krieger  shows  on  page  68,  raising 
rates  may  produce  some  highly  unpleasant 
results. 

A  fundamental  cure  for  what  ails  the  dollar 
would  entail  convincing  the  capital  markets  that 
the  U.S.  is  serious  about  increasing  the  U.S. 
savings  rate  to  levels  prevailing  in  Germany  and 
Japan.  But  for  the  Clinton  Administration, 
savings  seems  to  be  a  dirty  word. 

"It's  not  an  arithmetic  problem,  as  the  Ad- 
ministration perceives  it,"  says  Mickey  D.  Levy, 
the  New  York- based  chief  economist  for  Na- 
tions Bank.  "The  1993  tax  increase  played  some 
part  in  reducing  the  deficit  and  hence  govern- 
ment dissaving,  but  it  acted  as  a  disincentive  for 
private  saving."  Washington's  latest  bash  at 
private  saving:  In  1993  the  Democratic  Con- 
gress reduced  the  salary  that  can  be  used  to 
calculate  pension  contributions  from  $230,000 
to  $150,000  and  severely  restricted  future  in- 
flation adjustments. 

Ironically,  there  will  be  good  news  on  the 
U.S.  budget  deficit  this  year  and  next.  The  Con- 
gressional Budget  Office  now  expects  the 
overall  deficit  this  year  to  be  below  $200  billion, 
down  from  its  April  forecast  of  a  $228  billion 
deficit.  The  CBO  projects  next  year's  deficit  at 
$170  billion. 

Why  aren't  the  currency  markets  giving  the 
White  House  credit?  Because  the  declines  are 
perceived  as  a  matter  of  luck,  not  design,  for 
the  Administration.  The  smaller  deficits  arise 
from  forces  outside  the  President's  control — 
falling  defense  spending;  the  fact  that  the  sav- 
ings and  loan  bailout  is  costing  much  less  than 
expected;  Medicare  and  Medicaid  costs  that 
have  been  rising  less  rapidly;  low  inflation, 
which  reduces  colas  (cost  of  living  adjust- 
ments) for  entitlements;  and  faster  than  ex- 
pected economic  growth,  which  has  boosted 
wages  and  profits  and  hence  tax  revenues. 

The  White  House  could  raise  returns  on 
U.S.  assets — and  so  attract  foreign  capital — by 
cutting  capital  gains  taxes  and/or  income  tax 
rates.  But  this  would  be  a  retreat  from  the  Clin- 
tons' bash -the -greedy- rich  policies  of  last 
year.  It's  unlikely  the  President  is  brave  enough 
to  make  such  a  U-turn.  Instead  he'll  probably 
look  for  a  symbolic  spending  cut.  The  Clintons' 
new  chief  of  staff,  Leon  E.  Panetta,  is  a  noted 
budget  trimmer.  His  most  likely  candidate:  the 
space  station,  which  will  do  nothing  to  alter 
the  structural  and  perceptual  problems  behind 
the  dollar's  fall. 

Which  is  dangerous.  Until  U.S.  and  foreign 
investors  decide  they  like  the  U.S.  economy's 
chief  executive,  expect  them  to  continue  sell- 
ing the  dollar.  Hi 
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BY  ROBERT  ROSENSTEIN 


The  Forbes  index  (1967=100) 
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The  rise  in  interest  rates  has  done  little  to  deter  the  hous- 
ing industry.  Americans  broke  ground  on  nearly  150,000 
single  and  multifamily  homes  in  May,  23%  more  than  in 
May  1993.  David  Cohen,  an  economist  with  MMS  Inter- 
national, a  New  York-based  economic  forecasting  firm, 
says  housing  starts  will  total  about  1 .45  million  for  all  of 
1994,  up  12.5%  from  last  year.  While  housing  remains 
strong,  seasonally  adjusted  retail  sales  fell  0.2%  from  April 
to  May,  the  second  straight  monthly  drop.  One  factor  in  this 
decline  is  a  mild  slowdow  n  in  Detroit. 


Other  key  rates 

Source 

Status 

Prime  rate 

Chase  Manhattan  Bank 

7.25% 

Auto  sales  year  to  date  vs  1993' 

Ward's  Automotive 

12.1% 

Index  of  leading  indicators  Apr  vs  Mar 

Dept  of  Commerce 

0.0% 

Trade  balance  12  months  ended  Mar  1 9942 

Dept  of  Commerce 

-$88  bi! 

All-commodity  producer  price  index  May  vs  Apr3 

Dept  of  Labor 

0.1% 

GDP  1st  quarter  vs  4th — annualized  growth 

Dept  of  Commerce 

3.0% 

M2  (3-month  change) — annualized  growth' 

Federal  Reserve 

1.8% 

1  U.S. -based  manufacturers,  excludes  imports,  as  of  5/31/94. 2Total  goods  and  services.  'Wholesale  goods. 
4  Includes  Ml  (public  currency  and  checking  deposits)  plus  savings  accounts  and  money  market  funds. 


Index  components 


Services    •  Total  index 


Inventories     •   New  orders 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  8  equally  weighted  elements:  The  cost  of 
services  relative  to  all  consumer  prices,  the  level  of  new 
orders  for  durable  goods  compared  with  manufacturers' 
inventories,  total  industrial  production,  new  housing 
starts,  personal  income,  new  claims  for  unemployment 
compensation,  total  retail  sales,  total  consumer 
installment  credit. 

To  measure  these  8  elements,  Forbes  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  in  these  charts. 


Consumer  price  indexes  (1982-84  average=100) 
all  urban  consumers,  unadjusted  (Dept  of  Labor) 


270 


210 


150 


90 


Manufacturers'  new  orders  and  inventories 

($billions).  seasonally  adjusted  (Dept  of  Commerce) 


117 


155 


1 


Industrial  production  index  (198/ 
seasonally  adjusted  (Federal  Reserve) 


New  housing  starts  (thousands)  privately  owned, 
unadjusted  (Dept  of  Commerce) 


3300 


3100 


2900 


2700 


Personal  income  ($billions)  wage  and  salary 
disbursements,  seasonally  adjusted  (Dept  of  Commerce) 


400 


370 


340 


310 


New  unemployment  claims  average  for  month 

(thousands),  seasonally  adjusted  (Dept  of  Labor) 


190 


180 


820 


Retail  sales  (Sbiliions), 

seasonally  adjusted  (Dept  of  Commerce) 


745 


Consumer  installment  credit  i$bilhons)  total, 
seasonally  adjusted  (Federal  Reserve) 


AMJJASONDJFMA 


AM  J    JASONDJ  FMAM 
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Smart Sofutbns 


NUMBER  22- 


EXPRESS  MAIL 


Finds  out  Express  Mail®  is  Doesn't  cost  Guarantees  overnight 

a  very  smart  solution.  much.  delivery.* 


365  days  Person  is  Makes  bad  pun  about  taking 

a  year.  delighted.  hat  off  to  Postal  Service. 


For  an  Express  Mail  starter  kit,  call  1-800-THE-USPS,  ext.  952. 

"Some  restrictions  apply.  Check  your  Post  Office  for  details. 


Over^ 

We  DeliverAFor  You 

UNITED  STATES 
POSTAL  SERVICE, 


WITH  TAURUS  SHO, 
WHO  NEEDS  COFFEE  IN  THE  MORNING? 


FORD  TAURUS 

AMERICA'S 
BEST-SELLING  CAR. 
AGAIN.* 


Skip  the  coffee.  There's  no  better 
way  to  begin  the  day  than  with 
a  serious  dose  of  Taurus  SHO. 
Right  there  in  your  garage  is  a 
24-valve  caffeine-free  wake-up 
call.  But  the  SHO's  stimulating 
qualities  are  not  limited  to  its 
performance  alone. 


SHO's  sleek  good  looks  are  a 
subtle  hint  at  the  power  that  lie 
within.  Then,  behind  the  whee 
you'll  notice  that  the  driver- 
oriented  instrumentation  and 
articulated  bucket  seats  are 
designed  so  your  attention  stay? 
on  the  road. 


REOPENING  PERFORMANCE. 

This  220-horsepower  eye- 
3ener  will  turn  your  commute 
ito  the  ideal  way  to  enjoy  speed- 
msitive  variable-assist  steering 
id  the  newly  refined  four-wheel 
x)rt-tuned  suspension.  And  since 
le  power  of  SHO's  24-valve 


DOHC  engine  is  balanced  by 
a  standard  anti-lock  braking 
system  and  dual  air  bags**  you'll 
be  able  to  concentrate  on  a 
world-class  driving  experience. 

Awaken  the  performance  driver 
within.  Ford  Taurus  SHO.  Your 
commute  will  never  be  the  same. 


HAVE  YOU  DRIVEN 
A  FORD  LATELY? 


*  Based  on  1993  CY  manufacturer  s  reported  retail  deliveries 
**  Always  wear  your  safety  belt 


Look  who  is  benefiting  from  the  construction  boom 
in  the  developing  nations.  It's  the  stodgy  old  cement 
industry,  now  largely  under  non-U. S.  control. 

Set  in 
concrete 


By  Robert  Lenzner 

Cement.  You  can't  build  much  with- 
out it,  and  with  the  developing  coun- 
tries growing  at  a  fast  rate,  the  world  is 
going  through  one  of  the  biggest 
building  booms  in  history:  highways, 
dams,  airports,  sewage  facilities,  pow- 
er plants,  office  buildings. 

Global  cement  consumption  is 
some  1.4  billion  tons  (over  $80  bil- 
lion) and  has  been  growing  at  an 
annual  rate  of  3.6%  a  year,  faster  than 
the  consumption  of  other  basic  com- 
modities like  steel  and  copper.  And 
you  need  cement  to  make  concrete. 

Who  benefits?  A  relative  handful  of 


giant  corporations,  most  of  them 
non-U. S.,  that  took  huge  stakes  here 
at  a  time  when  cement  was  in  oversup- 
ply  and  prices  low. 

Consumption  of  cement  in  many 
Latin  American  and  Asian  nations  is 
growing  at  a  rate  at  least  double  that 
of  local  economic  growth.  Remember 
that  in  many  developing  nations  the 
cement  industry  is  an  oligopoly,  dom- 
inated by  a  few  companies. 

In  Chile,  three  companies  control 
the  cement  trade — Holderbank,  a 
Swiss  firm  that  is  one  of  the  largest 
cement   companies   in   the  world 


Playing  the  global  infrastructure  boom 


Company/country 


-Stock  price  ($US)— 
recent  12-month 


 Cash  flow  

—1994  estimate- 


Dividend  Yield 


Market 
cap 


high 

low 

per  share 

multiple 

(Smil) 

Apasco/Mexico 

$6.90 

$10.66 

$4.66 

NA 

NA 

$0.09  1 

.3%  $1,918 

Cimento  ltau*/Brazil 

231.65 

323.51 

201.80 

$30.89 

7.5 

5.77  2 

.5  599 

Holderbank/Switzerland 

675.00 

690.00 

434.00 

105.00 

6.4 

11.30  1 

.7  4,000 

Lafarge  Corp/US 

18.88 

27.25 

15.00 

2.80 

6.7 

0.30  1 

.6  1,165 

Medusa/US 

24.25 

36.50 

16.38 

2.50 

9.7 

0.50  2 

.1  395 

*For  Cirnento  Itau  all  figures  except  market  capitalization  are  based  on  per  1,000  shares. 
Source:  Merrill  Lvnch. 


Cement  demand  is  growing  faster 
than  supply.  And  the  price  of  cement 
is  expected  to  rise  in  the  U.S. 
These  stocks  should  benefit. 


NA:  Not  available. 


'  ii&BL 


(around  40%),  Blue  Circle 
Industries,  a  U.K.  company 
(40%)  and  Cementos  Bio 
Bio,  a  Chilean  operation 
(20%).  These  Chilean  com- 
panies charge  about  $90  a 
ton — 40%  higher  than  the 
equivalent  U.S.  price — for 
a  prosaic  mixture  of  burned 
limestone  and  clay,  which  is 
ground  up  with  gypsum. 

In  the  U.S.,  66%  of  the  cement 
industry  is  today  in  foreign  hands, 
including  Holderbank,  Blue  Circle, 
Lafarge,  a  French  giant,  and  Heidel- 
berger,  a  German  cement  company. 

With  the  U.S.  economy  recovering, 
cement  demand  is  strong  here,  too. 
"The  cement  market  will  be  strong 
through  1996  and,  excepting  a  cou- 
ple of  years,  into  the  next  century," 
says  David  Lovett,  president  and  chief 
executive  of  Blue  Circle  America,  a 
wholly  owned  subsidiary  of  Blue  Cir- 
cle Industries. 

Expect  the  price  of  cement  here — 
now  in  the  mid- 50s  a  ton,  substantial- 
ly lower  than  nearly  everywhere  else  in 
the  world — to  keep  rising,  perhaps  to 
$65  a  ton  by  1995.  "U.S.  prices  are 
going  to  world  prices.  There  is  a  great 
deal  of  leverage  in  the  cement 
stocks,"  says  Jonathan  Goldfarb, 
Merrill  Lynch  analyst. 

The  class  act  in  global  cement  is 
Holderbank,  headquartered  in  a  small 
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Swiss  town  outside  of  Zurich  and 
controlled  by  billionaire  Thomas 
Schmidheiny  (see p.  214). 

Holderbank's  shrewd  geographical 
distribution  strategy  took  off  in  the 
early  1950s,  when  it  bought  a  small 
Brazilian  company,  then  expanded 
throughout  Latin  America  to  Chile, 
Colombia,  Costa  Rica,  Mexico,  Peru, 
Venezuela,  and  finally  Argentina. 

In  Asia,  Holderbank  avoided  Tai- 
wan, Malaysia  and  Indonesia,  where 
local  companies  were  already  strong. 
Rather,  it  got  into  Vietnam  in  a  joint 
venture  with  the  government  and  is 
concentrating  in  Australia  and  New 
Zealand.  It  invaded  the  U.S.  in  the 
early  1950s,  building  a  cement  plant 
in  Dundee,  Mich.,  then  making  sever- 
al acquisitions,  climaxed  in  the  late 
1980s  with  the  old  Ideal  Basic  Indus- 
tries. These  assets  were  merged  into 
Holnam,  creating  the  largest  U.S. 
cement  company. 

Another  big  player  in  the  U.S.  is 


Lafarge  Corp.,  53%  controlled  by  the 
huge  French  cement  outfit  Lafarge 
Coppee.  Lafarge's  plants  are  linked  by 
low-cost  water  distribution  that  runs 
from  eastern  Canada  into  the  upper 
Midwest,  and  down  through  the  Mis- 
sissippi River  basin,  where  demand 
outpaces  supply. 

Medusa  Corp.,  headquartered  in 
Cleveland  Heights,  Ohio,  is  one  of 
the  few  remaining  independent  pub- 
licly owned  cement  companies.  Its 
Michigan  plant  is  a  low-cost  producer 
in  the  upper  Midwest  and  is  expected 
to  benefit  from  reconstruction  of  cit- 
ies on  the  Mississippi  ruined  by  last 
summer's  floods. 

There's  lots  of  leverage  in  cement. 
When  prices  and  demand  rise — as 
they  are  almost  certain  to  do  here — 
almost  all  the  increase  flows  right 
through  to  the  bottom  line. 

In  the  past  U.S.  prices  have  been 
kept  low  by  excess  capacity  as  well  as 
by  an  inflow  of  cement  from  overseas. 


This  is  unlikely  to  happen  again  soon, 
in  part  because  of  antidumping  tariffs 
and  strong  demand  worldwide.  Also, 
consider  that  the  same  global  compa- 
nies that  are  leaders  in  the  U.S.  ce- 
ment industry  also  control  a  big  por- 
tion of  the  excess  capacity  in  other 
countries.  Lafarge  is  supplying  ce- 
ment to  the  U.S.  market  from  Canada 
and  from  Spain.  Holderbank  is  bring- 
ing it  in  from  Canada,  Spain  and 
Venezuela.  Blue  Circle  is  buying  ce- 
ment from  the  Mediterranean  Basin 
and  shipping  it  to  Norfolk,  Va.,  where 
it  has  a  cement  terminal,  to  meet 
customer  demand. 

New  capacity?  Most  unlikely.  What 
with  severe  environmental  restric- 
tions here,  building  new  cement 
plants  would  be  prohibitively  expen- 
sive at  anywhere  near  current  prices. 
The  accompanying  table  gives  basic 
figures  on  some  of  the  leading  players 
in  the  cement  game  here  in  the  U.S. 
and  abroad.  WM 
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A  financial  poker  game  will  decide  who  gets  control 

of  the  busted  Reichmann  empire's  gilt-edged 

U.S.  properties.  Leon  Black  holds  an  interesting  hand. 


Who's  bluffing} 


i 


By  Phyllis  Berman  with  Lisa  Sanders 

We  have  this  story  from  the  spouse 
of  a  man  who  once  hired  junk  bond- 
ster  Leon  Black  in  the  days  when 
Black  was  a  high-level  dealmaker  at 
Drexel  Burnham.  "Leon  came  to  our 
house  on  a  Sunday  and  pretty  soon  he 
and  my  husband  were  shouting  at 
each  other.  I  left.  When  I  returned 
four  hours  later,  there  was  Leon  sit- 
ting alone  in  the  living  room. 

"I  couldn't  resist.  I  said,  'Leon, 
what  did  you  do?  Eat  him?'  " 

Not  quite,  but  Black  certainly  wore 
the  client  down.  Another  source  calls 
Black  "one  of  the  great  hagglers  of 
our  time.  He'll  beg,  he'll  threaten, 
he'll  whine,  he'll  pout.  He  won't  let 
up  until  you  give  ground.  His  idea  of 
negotiating  is  to  wear  the  other  fellow 
down.  Dealing  with  him  is  an  experi- 
ence but  not  a  pleasant  experience." 

Coopers  &  Lybrand's  Robert 
Lowe  and  Citicorp's  Ann  Goodbody 
are  about  to  get  a  dose  of  Black's 
whining  and  wheedling,  his  cunning- 
ly manipulative  style.  Black,  42,  has 
become  rich  through  such  deals  as 
buying  at  cut  rate  the  junk  bond 
portfolio  of  Executive  Life  (Forbes, 
Mar.  14).  Now  he  wants  to  become  a 
major  U.S.  property  owner  by  gaining 
control  of,  among  other  buildings, 
the  U.S.  assets  of  another  insolvent 
outfit,  Olympia  &  York,  once  owned 
by  Canada's  Reichmann  family.  But 
both  Lowe,  who  is  representing  ap- 
proximately 100  unsecured  Canadian 
creditors  of  the  parent,  and  Good- 
body's  bank  have  claims  against  these 
assets  as  well. 

At  stake  is  a  rich  trove  of  16  million 
square  feet  of  office  space  in  1 1  build- 
ings, mostly  in  New  York  City.  These 
U.S.  remains  of  the  onetime  Reich- 
mann empire  include  245  Park  Ave- 
nue, World  Financial  Center  and  237 
Park  Avenue. 

Forbes  estimates  that  the  buildings 


have  a  current  market  value  of  at  least 
$4  billion,  but  they  are  encumbered 
by  over  $4  billion  in  debt.  Unlike  the 
Canadian  parent,  the  U.S.  subsidiary 
is  not  yet  in  bankruptcy,  but  its  cash 
flow  is  insufficient  to  continue  to 
service  its  existing  debt.  Its  manage- 
ment, under  onetime  New  York  City 
Deputy  Mayor  John  Zuccotti,  has 


Dealmaker  Leon  Black 
Will  Goodbody  and  Lowe  be  any 
match  for  the  man  some  call  "one 
of  the  great  hagglers  of  our  times"? 


been  getting  the  mortgage -holders  to 
scale  down  their  claims — restructure 
is  the  current  cliche — so  as  to  keep  the 
company  out  of  bankruptcy. 

So  what  are  Black,  Lowe  and 
Goodbody  arguing  about?  The  equi- 
ty that  will  surface  in  the  buildings 
after  the  mortgage  debt  is  restruc- 
tured. Owners  of  that  equity  will  con- 
trol valuable  assets  and  have  a  power- 
fully leveraged  bet  on  a  recovery  of  the 
tax-burdened  New  York  economy. 

Coopers  &  Lybrand,  Canada  is  in 
the  picture  as  the  appointee  of  a  Cana- 
dian court.  Lowe  is  leading  the 
charge.  His  claim  on  behalf  of  the 
Canadian  unsecured  creditors  is  a 


low-level  one,  but  he  may  be  entitled 
to  a  slice  of  any  equity  that  remains  in 
the  U.S.  properties. 

Citibank  has  lent  to  all  levels  of  the 
O&Y  corporate  hierarchy.  Citibank 
lent  to  o&Y  through  its  Canadian 
parent  and  its  U.S.  subsidiary,  as  well 
as  another  entity,  Olympia  &  York 
Realty  Corp. 

Unlike  the  others,  Black  was  not  a 
loser  in  the  o&Y  bankruptcy.  Typical- 
ly, he  insinuated  himself  into  the  situ- 
ation, buying  at  fat  discounts  key 
chunks  of  O&Y  debt.  At  one  level  he 
owns  some  senior  mortgage  debt  on 
two  of  the  buildings.  At  another  level 
he  owns  debt  secured  by  the  equity  in 
five  of  the  buildings.  In  all,  Black  is 
probably  in  the  deal  for  about  $200 
million,  and  with  this  he  hopes  to  end 
up  in  control  of  more  than  $4  billion 
in  assets. 

So  there  are  three  major  claim- 
ants— Black,  Lowe  and  Goodbody. 
The  haggling  will  be  over  who  gets 
what.  Black  obviously  hopes  to  walk 
away  with  enough  equity  after  a  re- 
structuring to  control  the  properties. 
Coopers'  Lowe  and  Citicorp's  Good- 
body  are  there  to  make  sure  that  Black 
doesn't  increase  his  wealth  at  the  ex- 
pense of  creditors.  They  had  better 
stay  wide  awake  during  the  negotia- 
tions with  Black. 

Who  holds  what  cards  in  their 
hand?  Lowe  and  the  unsecured  credi- 
tors have  a  relatively  weak  hand.  Since 
some  of  the  banks  among  them  have 
apparently  taken  the  hits  by  writing 
the  loans  down  or  off,  they  may  not 
have  the  incentive  to  hang  tough. 

Citibank  has  a  much  stronger  hand. 
It  lent  an  O&Y  subsidiary  $250  mil- 
lion, which,  in  effect,  means  Lowe's 
creditors  cannot  get  access  to  the 
majority  of  the  U.S.  assets  without  the 
agreement  of  Citibank.  "Since  Citi- 
bank has  lent  money  to  several  levels 
at  O&Y,  don't  expect  to  see  creditor 
fatigue,"  says  a  lawyer.  "They've  got 
too  much  at  stake." 

But  so  has  Black.  The  debt  he  owns 
gives  him  a  blocking  position  in  any 
settlement,  but  if  he  isn't  careful  he 
could  throw  the  U.S.  subsidiary  into 
bankruptcy  and  create  yet  another 
claimant — holders  of  the  mortgages 
on  the  U.S.  subsidiary — for  a  piece  of 
the  equity. 

It  is  going  to  be  an  interesting 
poker  game.  H 
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Takeover  fever  is  rising  among  independent  oil 
producers.  Which  are  the  sharks,  which  the  red  meat? 

Oil  at  a  discount 


By  Toni  Mack 

Shades  of  the  1980s.  In  May  Scott 
Sheffield,  chairman  of  Midland,  Tex.- 
based  Parker  &  Parsley  Petroleum, 
launched  a  hostile  $208  million  bid 
for  Australia's  Bridge  Oil  Ltd.  When 
Bridge  said  that  wasn't  enough,  Shef- 
field raised  his  price  by  $37  million — 
only  to  be  outbid  by  Enron  Corp.  and 
California's  state  retirement  fund, 
which  together  offered  $263  million 
for  Bridge  in  June.  Late  in  June  Shef- 
field boosted  his  bid  to  $275  million. 
As  Forbes  goes  to  press,  Enron  and 
Calpers  "are  evaluating  options," 
says  an  Enron  spokeswoman. 

Once  again,  independent  oilmen 
think  they  can  expand  faster  by  buy- 
ing companies  than  by  exploring  for 
oil.  Salomon  Brothers  energy  analyst 
Thomas  Driscoll  has  recently  calculat- 
ed the  net  asset  values  for  eight  inde- 
pendents (see  table).  In  each  case  the 
companies  are  selling  at  discounts 
from  their  asset  values — in  some  cases 
big  discounts.  Maxus  Energy,  for  ex- 
ample, is  selling  at  about  half  what 
Driscoll  estimates  the  company  is 
worth,  and  at  just  five  times  likely 
1994  cash  flow.  Other  companies 
that  Driscoll  thinks  may  be  targets: 
Plains  Petroleum  and  Santa  Fe  Ener- 
gy Resources. 

For  acquirers,  money  isn't  the 


problem  it  was  a  few  years  ago.  Bol- 
stered by  strong  natural  gas  prices 
since  early  1992,  many  independents 
have  raised  new  equity  capital.  Other 
financing  is  available,  too,  says  Alan 
Gaines,  an  energy  investment  banker 
and  investor  at  New  York's  Gaines, 
Berland  Inc.  "Banks  and  investors 
stayed  away  after  the  oil  price  crash  in 
1986  and  the  gas  slump  that  just 
ended,"  he  says.  "But  now  oil  and  gas 
looks  like  a  good  place  to  be  com- 
pared to  the  rest  of  the  stock  market." 

Ambitious  independents  like 
Apache  Corp.  and  Parker  &  Parsley 
have  grown  rapidly  in  the  last  few  years 
by  scooping  up  oil  and  gas  reserves 
shed  by  Amoco,  Mobil  and  other 
majors.  But  most  of  the  majors'  un- 
wanted reserves  have  now  been  sold, 
and  those  that  remain  won't  necessar- 
ily be  bargains  for  the  buyers.  Says 
Andrew  Shilston,  finance  director  of 
London's  Enterprise  Oil:  "Asset  sales 
wind  up  being  auctions,  and  you  wind 
up  paying  a  premium  price."  Better, 
he  says,  to  buy  a  company  that  may 
yield  some  hidden  value.  Enterprise 
recently  made  a  hostile  bid  of  about 
$2.5  billion  for  Lasmo  Pic. 

Buying  companies  also  makes  oper- 
ational sense,  reports  John  Snyder, 
who  runs  Fort  Worth's  $230  million 


(revenues)  Snyder  Oil  Corp.  In  1986 
Snyder  bought  Energy  Oil,  a  tiny, 
overleveraged  outfit  with  one  big  as- 
set: acreage  in  Colorado's  Wattenberg 
natural  gas  play.  Snyder  Oil  has  since 
bought  over  20  more  properties  there. 
"Redundant  overhead  goes  immedi- 
ately," says  Snyder.  "Then,  when  we 
add  more  wells,  we  don't  add  supervi- 
sors, and  we  apply  what  we  learn  from 
old  wells  to  new  properties.  Our  cost 
to  drill  and  complete  a  well  has 
dropped  30%  over  the  last  two  years." 
He  plans  to  drill  500  Wattenberg  wells 
this  year;  they  should  help  boost  Sny- 
der's production  by  25%. 

Some  takeover  candidates  are  com- 
panies that  tried  to  expand  too  quick- 
ly a  few  years  ago.  In  the  late  1980s, 
for  example,  American  Exploration 
Co.  bought  several  small  companies 
with  a  lot  of  borrowed  money.  Snyder 
Oil  recently  purchased  11%  of  Ameri- 
can Exploration's  stock  and  has  said 
it's  interested  in  a  merger  or  takeover. 
Another  overleveraged  target:  former 
greenmailer  T.  Boone  Pickens'  Mesa 
Inc.,  currently  trading  at  63%  of  its 
estimated  asset  value. 

Who  are  the  likely  acquirers?  Be- 
sides Apache,  Snyder  and  Parker  & 
Parsley,  Salomon's  Driscoll  reckons 
well-financed  companies  like  Burling- 
ton Resources,  Noble  Affiliates  and 
Seagull  Energy  could  soon  be  prowl- 
ing the  market.  And  Gaines,  Berland's 
Alan  Gaines  thinks  greenmailers  and 
other  speculators  who  made  a  nice 
living  by  putting  undervalued  compa- 
nies in  play  during  the  1980s  may 
return  to  the  stage. 

"We  used  to  harass  companies  for  a 
living,"  says  Gaines,  "and  we  may  be 
back  at  it  soon."  MS 


What's  for  lunch? 


Company 


1993 
revenues 


-($mil)- 


Market 
cap 


net  asset 
value 


-Per  share- 
est  1994 
cash  flow 


recent 
price 


Price  to 
net  asset 
value 


Price  to 
cash 
flow 


Maxus  Energy 

$787 

$689 

$10.15 

$1.00 

5Vs 

50% 

5.1 

Mesa 

222 

392 

9.70 

0.40 

6V8 

63 

15.3 

Oryx  Energy 

1,080 

1,654 

22.00 

4.00 

15% 

72 

4.0 

Phoenix  Resources 

36 

111 

40.80 

3.65 

261/s 

64 

7.2 

Plains  Petroleum 

64 

205 

29.90 

3.30 

20% 

70 

6.3 

Santa  Fe  Energy  Resources 

437 

876 

11.80 

1.60 

9% 

83 

6.1 

Triton  Energy 

104 

1,224 

45.20 

-0.70 

35V8 

78 

NM 

Union  Texas  Petroleum 

682 

1,687 

24.00 

3.40 

19V4 

80 

5.7 

NM:  Not  meaningful.  Source:  Salomon  Brothers. 


At  left  are  eight 
potential  targets. 
Their  common 
stocks  trade  17% 
to  50%  below 
their  estimated  net 
asset  values. 
But  Mesa's  debt 
load  and  the  38% 
Union  Texas 
stake  held  by  KKR 
Associates 
could  impede 
deals  for  those 
companies. 
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ist  of  us  use  accountants  to  deal  with  the  IRS. 
rents  increasingly  need  similar  help  when  they  tangle 
with  the  educational  establishment's  version  of  the  IRS. 

Taxation 

without 

representation 


By  Peter  Brimelow 

"THEY'D  ASKED  US  ALL  to  applaud  the 
faculty.  And  I'm  there  laughing.  I'm 
thinking,  They  do  this  when  you  buy  a 
hamburger  at  McDonald's?  Ask  you  to 
applaud  the  help?" 

Kalman  A.  Chany  whoops  with 
glee.  He's  describing  his  subversive  if 
silent  reaction  at  Empire  State  Col- 
lege's commencement  exercises  last 
year,  where  his  assistant  was  getting 
her  degree.  But  Chany 's  attitude  to 
academe  derives  from  a  rather  unusu- 
al perspective.  He's  president  of  Man- 
hattan-based Campus  Consultants 
Inc.,  an  advisory  service  for  parents 
struggling  with  college  costs. 

Chany  hoots  at  all  such  academic 
pomp  and  circumstance  as  "smoke 
and  mirrors."  Its  purpose,  he  be- 
lieves: to  blind  potential  victims  to  the 
true,  adversarial  nature  of  the  rela- 
tionship between  colleges  and  cus- 
tomers. He  says  the  powerful  campus 
bureaucrats  miscalled  "financial  aid 
officers"  are  really  just  like  Internal 
Revenue  Service  agents.  Their  job  is 
to  use  high  nominal  fees  and  the 
complex  regulations  governing  re- 
bates— "aid" — to  extract  as  much 
money  as  possible  from  parents 
(Forbes,  Jan.  17).  The  parents'  job, 
he  argues:  to  use  the  regulations  to 
pay  as  little  money  as  possible — with- 
in the  letter  of  the  law. 

Or,  as  he  puts  it  happily,  "It's  a 
business." 

Chany  may  be  laughing.  But  the 
educational  establishment  is  not 
amused.  Claire  L.  Gaudiani,  president 


of  Connecticut  College  (current  total 
annual  cost:  about  $26,000)  com- 
plained in  the  New  York  Times  that 
"parents,  financial  planners  and  even 
influential  publications"  were  not 
acting  "ethically"  in  finding  ways  to 
reduce  reportable  income  and  assets, 
thus  qualifying  more  applicants  for 
more  aid.  This  "forces  colleges  to 
spend  money  on  detective  work,"  she 
said.  And  it  "diverts  money  from  the 
truly  needy." 

Chany  patiently  explains  that  edu- 
cators like  Gaudiani  just  don't  get  the 
distinction,  universally  accepted  in 
the  tax  field,  between  avoidance  (le- 
gal) and  evasion  (illegal).  And,  also, 
they  simply  assume  that  they  have  a 
moral  right  to  dispose  of  everyone 
else's  money. 

Ironically,  Chany  says,  Connecti- 
cut College  has  more  recently  been 
promoting  its  new  sensitivity  to  mid- 
dle-income applicants.  Perhaps  that 
"detective  work"  found  you  can't 
make  price  resistance  go  away  merely 
by  denouncing  it  as  immoral. 

Looking  at  college  from  Chany's 
perspective  can  be  instructive.  For 
example,  he  points  out  that  it's  not 
niceness  that  causes  colleges  to  en- 
courage applications  regardless  of  ap- 
parent academic  or  financial  suitabil- 
ity. Showing  a  high  ratio  of  applica- 
tions to  admitted  students  is  a  key 
status  symbol  in  the  college  world. 
And,  after  all,  it's  only  the  applicants' 
time  that  is  wasted. 

College  costs  are  at  record  levels 


Campus 
Consultants' 
Kalman  A.  Chany 
College  financial 
aid  officers  need 
your  help.  Don't 
give  it  to  them. 


($28,000  annually  for  Harvard).  And 
the  paperwork  involved  is  at  close  to 
IRS  levels.  "You  can  be  looking  at  a 
pile  of  forms  12  inches  thick,"  says 
Chany.  "Some  parents  take  all  week- 
end— a  lot  just  give  up."  Struggling 
against  oppressive  college  costs  has 
become  a  serious  business. 

Where  monopolistic  pricing  exists 
in  a  free  society,  people  look  for  legal 
ways  to  beat  it.  And  that's  how  Chany 
makes  his  living.  He  has  written  a 


46 


Forbes  ■  July  18,  1994 


whole  book  about  the  subject  (with 
Geoff  Martz;  The  Princeton  Review 
Student  Access  Guide  To  Paving  For 
College,  Villard,  1-800-793-2665; 
$14).  Some  highlights: 
■  Don't  assume  you  can't  qualify  for 
aid.  Chany  says  even  parents  with 
incomes  up  to  $125,000  can  get  aid, 
depending  on  circumstances.  His  fa- 
vorite victory:  a  New  Yorker  who  had 
a  $1  million  apartment  and  a  $2  mil- 
lion stock  portfolio — but  who  he 


found  had  taxable  income  sufficiently 
low  that  her  child  qualified  for  an 
annual  average  of  $4,000  in  state 
grants. 

■  Don 't  assume  you  can  trust  the  pro- 
cess. Chany  estimates  that  up  to  5%  of 
aid  determinations  are  just  wrongly 
calculated  by  harassed  college 
munchkins.  ("It's  horrendous!'" 
shudders  Chany,  who  has  seen  the 
inside  of  the  process  as  an  adviser  to  a 
bank's  scholarship  program.  "Rec- 


ords kept  in  shoeboxes!")  He  recom- 
mends certified  mail,  Xeroxed  docu- 
ments, discipline  about  meeting 
deadlines — which  are  sometimes  sus- 
piciously unreasonable — and  cease- 
less vigilance. 

■  Don't  assume  an  aid  package  issetin 
stone.  Every  year,  Chany  says,  he  sees 
offers  improved  in  response  to  com- 
petition from  other  schools,  although 
financial  aid  officers  deny  it.  But  the 
trick  is  to  ensure  that  you  have  a 
competing  offer.  "I  had  clients  who 
were  so  happy  to  get  their  child  into 
Harvard  that  they  sent  in  their  accep- 
tance without  seeing  Stanford's  aid 
package,"  he  says,  his  eyes  clouding  at 
the  memory.  "Then  they  had  nothing 
to  bargain  with.'" 

And,  says  Chany,  don't  ask  for  sym- 
pathy about  making  ends  meet  on  a 
six -figure  salary — even  if  you  deserve 
it.  The  average  financial  aid  officer 
does  not  make  much  money.  Nor 
does  he  have  to  worry  about  his  own 
college  costs:  Many  children  of  col- 
lege employees  get  to  attend  for  free, 
or  at  concessionary  rates  at  similar 
schools,  aid  on  a  scale  for  which  par- 
ents at  even  their  incomes  would  not 
otherwise  qualify.  And  guess  what? 
Nobody  complains  about  these  em- 
ployees' taking  money  from  the  "tru- 
ly needy." 

■  Don't  assume  you  don't  need  aid. 
Chany  says  parents  often  turn  down 
subsidized  student  loans  because  they 
don't  want  their  children's  future  to 
be  mortgaged,  although  they  them- 
selves have  expensive  debt  outstand- 
ing on  their  credit  cards.  Rationally, 
they  should  accept  the  student  loan 
and  eliminate  their  own  debt.  The 
student  loan  can  always  be  paid  off 
after  graduation  without  penalty. 

Chany  has  even  seen  parents  de- 
cline a  scholarship  on  the  grounds 
they  don't  need  it.  Rationally,  they 
should  have  accepted  the  scholarship 
and  given  the  school  a  tax-deductible 
donation  that  could  have  been  equal 
or  larger. 

■  Don  V  rely  on  outside  scholarships. 
There  aren't  many  of  them.  And,  even 
more  important,  colleges  simply  re- 
duce their  aid — effectively  raising 
their  prices — by  the  scholarship's 
amount.  The  same  with  gifts  from 
rich  uncles.  All  rich  uncles  should  wait 
until  after  graduation,  then  help  pay 
off  student  loans. 
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«  Do  plan  ahead — after  mastering  the 
process:  In  effect,  financial  aid  officers 
assess  parents'  ability  to  pay  by  look- 
ing at  a  snapshot  of  their  income  and 
(unlike  the  IRS)  assets  in  the  year 
before  their  child  enters  college. 
More  assets  and  income  means  more 
fees.  So  reduce  discretionary  in- 
come— don't  take  capital  gains,  bo- 
nuses, IRA  distributions.  Reduce  as- 
sets— a  home  equity  loan  reduces 
your  exposure  to  a  college  that  counts 
home  equity.  (Some  colleges  exclude 
home  equity.  In  these  cases  liquidate 
unprotected  assets  to  pay  down  your 
mortgage.) 

The  child's  income  and  assets  are 
even  more  vulnerable.  The  college 
confiscators  penalize  kids  who  work 
and  save  for  their  own  education. 
They  also  penalize  kids  whose  grand- 
parents or  other  relatives  put  aside 
money  for  their  education.  In  short, 
you  may  reduce  your  federal  and  state 
taxes  by  putting  money  in  your  child's 
name,  but  this  can  increase  the  college 
tax  ruinously,  since  the  standardized 
aid  procedures  confiscate  children's 
assets  at  a  rate  of  35%  every  college 
year.  Trust  funds  are  assessed  at  this 
rate  even  when  the  child  is  legally 
unable  to  touch  the  principal,  forcing 
someone  (you)  to  come  up  with  the 
cash.  And  a  student  who  works  and 
saves  reduces  his  eligibility  for  aid, 
beyond  a  low  threshold,  by  up  to  a 
savage  85  cents  for  eveiy  dollar  ac- 
quired. He  might  just  as  well  study. 

Chany,  37,  is  an  accounting  and 
finance  major  from  Lehigh  University 
who  says  his  long-standing  ambition 
to  start  his  own  business  crystallized 
when  he  was  laid  off  after  Carl  Icahn 
took  over  his  Forbes  500s  employer  in 
1984.  He  charges  clients  up  to  $550 
and  has  already  advised  thousands. 

The  colleges  have  created  Chany's 
business  niche,  and  at  least  some  of 
them  would  like  to  take  it  away.  Fi- 
nancial aid  officers  often  tell  parents 
that  advisory  firms  are  a  waste  of 
money  ( although  Chany  says  financial 
aid  officers  sometimes  also  moonlight 
as  aid  consultants).  And,  outrageous 
as  it  may  sound,  the  federal  govern- 
ment now  requires  that  parents  list  on 
their  federal  student  aid  applications  if 
they  have  used  an  advisory  service. 
Guess  who  lobbied  that  one  through 
Congress. 

"They  hate  us,"  he  grins.  H 


The  Gottwald  brothers  of  Ethyl  Corp.  have  four  sons 
in  the  business.  Which  of  the  four  would  run  the  show 
when  the  brothers  were  gone? 

A  Solomonic 
solution 


By  Zina  Moukheiber 

In  the  early  Seventies  the  Environ- 
mental Protection  Agency  decreed 
that  tetraethyl  lead,  the  antiknock 
ingredient  in  gasoline,  was  a  health 
hazard  and  that  its  use  must  be 
phased  out.  Anticipating  a  decline  in 
its  basic  business,  Richmond,  Va.'s 
Ethyl  Corp.,  the  U.S.'  leading  pro- 
ducer of  antiknock,  turned  itself  into 
a  conglomerate. 

Floyd  Jr.  and  Bruce  Gottwald,  the 
company's  vice  chairman  and  chair- 
man, respectively,  and  also  its  biggest 
shareholders,  moved  into  plastics, 
aluminum,  coal,  specialty  chemicals, 
pharmaceuticals  and  insurance.  Cash 
flow  from  the  dying  tetraethyl  lead 


business  would  be  diverted  to  the  new 
businesses. 

Wall  Street  applauded  the  diversifi- 
cation, as  it  applauds  most  trendy 
things,  but  fashions  change.  Con- 
glomerates went  out  of  fashion. 
"Ethyl's  stock  was  not  getting  the 
value  in  the  marketplace  that  we  think 
it  deserved,"  says  Chief  Financial  Of- 
ficer Charles  Walker.  At  the  end  of 
1988  the  stock,  with  a  P/E  of  1 1 ,  was 
underperforming  both  the  market, 
which  was  around  13,  and  the  chemi- 
cal industry,  at  17. 

Time  to  undiversify.  The  Gott- 
walds  also  realized  that  by  breaking 
the  business  up  they  could  do  more 


The  Gottwalds  deconglomerate 

Company  12/30/88 

7/10/89 

7/16/90 

7/1/93 

3/1/94 

6/22/94 

Stock  price 

Ethyl  21% 

251/4 

32% 

19% 

12% 

12% 

Tredegar  — 

13% 

12% 

13% 

15 

14% 

First  Colony  — 

27% 

25% 

21% 

Albemarle  — 

13% 

17 

Market  capitalization  ($mil) 

Ethyl  $2,601 

$3,012 

$3,846 

$2,338 

$1,480 

$1,465 

Tredegar  — 

164 

145 

151 

163 

158 

First  Colony  — 

1,356 

1,276 

1,041 

Albemarle  — 

777 

1,124 

Gottwald  family's  share  ($mil) 

Ethyl  $486 

$554 

$714 

$424 

$264 

$261 

Tredegar  — 

30 

29 

36 

39 

39 

First  Colony  — 

188 

177 

145 

Albemarle  — 

140 

292 

Total  486 

584 

743 

648 

620 

737 

Follow  the  family  fortune  up  and  down  as  the  Gottwalds  took  Ethyl  from  a  conglomer- 
ate, through  three  spinoffs  to  the  present.  The  stock  peaked  in  July  1990. 
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Since  you  can't  control  market 
fluctuations  or  interest  rates,  how  can 
you  control  your  financial  future? 

While  nobody  can  predict  market  swings,  one  thing  is  certain— change  is  constant.  Savvy  investors  are 
planning  well  ahead.  Start  now— prepare  a  long-term  financial  plan  that  takes  market  fluctuations  into 
account,  and  you  will  be  ready  for  the  ups  and  downs  of  the  market. 


Annual  Volatility  S&P  500  ( 1 926- 1 993) 
Median  27.3% 


Merrill  Lynch 


S&P  500  is  a  registered  trademark  of  McGraw-Hill,  Inc. 


Merrill  Lynch  "Get  Rich  Slowly"  Seminar  #2  —  Long-Term  Planning 


Christel  Dunn  has  more  than 
eight  years  of  financial  services 
experience  and  helps  clients 
invest  more  than  $90  million. 

Along  with  her  husband,  Tom, 
also  a  Merrill  Lynch  Financial 
Consultant,  Christel  frequently 
conducts  Merrill  Lynch  investor 
education  seminars. 

Here  are  some  questions  she 
has  been  asked  recently,  along 
with  her  answers. 


The  market  is  going  from 
one  extreme  to  the  other. 
My  blue  chip  stocks  are 
down.  Do  I  buy?  Sell?  What? 

Jason  Kobayashi 


Recent  fluctuations  are  not  as 
extreme  as  you  think.  When 


viewed  in  the  long  term,  volatility 
was  minimal  in  1992  and  1993. 
But  our  research  predicts  that 
volatility  in  the  stock  market  will 
move  closer  to  historical 
levels  in  the  next  few  years,  and 
long-term  opportunities  are 
likely  to  emerge. 

As  to  what  to  do  with  your 
blue  chips— that  depends.  Are 
they  your  only  equity  holdings, 
or  are  they  part  of  a  balanced, 
diversified  portfolio? 

I  can  help  you  evaluate  your 
investments  quickly  and  easily  with 
a  free  service  called  the  Merrill 
Lynch  Strategy  Screen®  program. 
1  use  it  to  take  a  critical  look  at  your 


allocation  among  stocks,  bonds 
and  cash,  and  to  recommend  what 
you  need  to  do  next. 


Since  my  five-year-old  was 
born,  I've  been  investing  in 
stock  mutual  funds  for  his 
education.  Are  they  still  a 
good  investment? 
Denice  Liddy 


Stock  mutual  funds  are  an 
appropriate  investment  in  any 
market,  if  you're  investing  for 
the  long  term.  They  offer 
diversification  and  professional 


management.  Look  for  families 
of  funds  that  allow  you  to 
exchange  among  funds  as  your 
goals  or  circumstances  change. 

Also,  use  an  investment 
strategy  called  dollar  cost 
averaging  by  investing  a  fixed 
amount  regularly.  You'll  buy 
more  shares  when  the  price  goes 
down  and  fewer  when  it  rises. 
Over  time,  your  average  cost  for 
each  share  may  be  lower  than 
the  average  share  price. 


Regular 

Share 

Shares 

Investment 

Price 

Acquired 

$300 

$10 

$300 

$  5 

$300 

$10 

$900 

$25 

Average  share  cost  that  investor  paid: 

$7.50  ($900^-  120) 

Average  share  price: 

$8.33  ($25  ^3) 

The  figures  above  do  not  include 
transaction  costs  or  commissions. 


Remember  that  you  are 
investing  for  the  long  term. 
And— as  with  children— your  best 
strategy  is  patience. 


Are  there  any  strategies 
to  make  the  most  of  my 
business's  short-term 
cash  now?  Mel  Young 


Yes,  but  they  may  be  in 
places  you  haven't  looked 
before.  With  recent  changes 
in  short-term  interest  rates, 
you  should  look  for  investments 
that  track  those  changes, 
such  as  Treasury  bills  and 
commercial  paper. 


What  you  should  invest 
in  will  depend  on  the  specifics 
of  your  business,  including 
your  federal  tax  bracket, 
liquidity  requirements  and 
risk  tolerance. 

Continued  on  next  page 
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The  five  steps 
to  smart  investing 

1)  Prepare  a  long-term  plan 

2)  Invest  regularly 

3)  Diversify 

4)  Invest  tax-advantaged 

5)  Start  early 


Can  you  reach  your  goals 
without  a  road  map? 

Just  thinking  about  financial  goals 
isn't  enough.  To  know  that  your 
investments  are  in  line  with  your 
objectives,  a  formal  document 
that  includes  assets  and  liabilities, 
evaluates  savings  needs,  projects 
taxes  and  contains  an  investment 
strategy  can  be  helpful.  With  a 
written  plan  as  your  reference, 
you  can  look  back  to  your  starting 
point,  track  progress  against  your 
goals  and  adjust  investment  and 
credit  strategies  accordingly. 

To  help  you  prepare  a  plan, 
consider  your  goals,  needs,  time 
frame  and  tolerance  for  risk. 
A  Merrill  Lynch  Financial 
Consultant  can  help  you  do  all 
that— and  more— through  the 
Merrill  Lynch  Financial 
Foundation®  service.  For  more 
information,  call  1-800-637-7455, 
ext.  6823. 


[so,  try  to  enhance  the 
returns  on  your  business's  invest- 
ment. If  your  business  is  in  a 
high  tax  bracket,  take  advantage 
of  tax-exempt  instruments. 
And  you  may  be  able  to  extend 
maturities  on  your  investments  to 
match  your  need  for  funds. 


I  can  save  money  by  calling 
a  discount  broker. 
Why  should  I  call  you? 

Tim  Bennett 


Discount  brokers  always 
cost  money— maybe  even  more 
than  you  think. 


Discounters  don't  have 
immediate  access  to  the  finest 
research  team  in  the  business, 
although  they  may  sell  you  stale 
research  done  by  others.  They 
can't  produce  a  network 
of  financial  specialists  for  your 
retirement,  insurance,  mortgage, 


What  Does  History  Say  Abou  t  Volatili  ty? 

Do  you  know  how  recent  market  swings  compare  with  past  historical  periods? 

1.  Rank  the  following  in  terms  of  volatility  (standard  deviation)  from  1926-1992. 
( 1  =  highest  volatility;  4  =  lowest  volatility)1 

A.  U.S.  Treasury  bills        C.  U.S.  long-term  Treasury  bonds 

B.  S&P  500®  D.  U.S.  small  stocks 

2.  Rank  the  following  in  terms  of  pretax  compounded  annual  return  from  1926-1992. 
( 1  =  highest  return;  4  =  lowest  return)1 

A.  U.S.  Treasury  bills        C.  U.S.  long-term  Treasury  bonds 

B.  S&P  500  D.  U.S.  small  stocks 

3.  The  four  biggest  "down"  days  of  the  Dow  Jones  Industrial  Average  occurred  in 
which  two  years?2 

A.  1929  8c  1931  C.  1929  &  1994  E.  1929  &  1987 

B.  1929  &  1989  D.  1929  &  1970 

4.  Between  195 1  and  1992,  what  was  the  S&P  500's  best  annual  percentage  change?2 

A.  15%  B.  25%  C.  30%  D.  35%  E.  45% 

5.  Between  195 1  and  1992,  what  was  the  S&P  500  s  worst  annual  percentage  change?2 

A. -20%  B.-25%  C.-30%  D.-35%  E.-40% 

History  tells  us  that  change  is  inevitable— and,  for  those  who  are  ready,  potentially 
very  rewarding.  That's  why,  today  more  than  ever,  you  need  to  plan  for  change. 

1  ©Stocks,  Bonds,  Bills,  and  Inflation  1994  Yearbook™,  Ibbotson  Associates,  Chicago 
(annually  updates  work  by  Roger  G.  Ibbotson  and  Rex  A.  Sinquefield).  Used  with  permission. 
All  rights  reserved. 

2  Dow  Jones. 
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And,  discounters  work  on 


transactions,  not  on  plans.  Their 
phone  representatives  normally 
can't  advise  you  because  they 
don't  have  the  training  or  the 
knowledge  of  your  situation. 

I  must  know.  I  ask  a  lot  of 
questions  to  help  you  select  the 
best  long-term  investment  strat- 
egy and  to  help  you  formulate  a 
plan  that  takes  inevitable  market 
fluctuations  into  account. 


Call  toll-free: 


I -800-637-7455,  ext.  6824 


Hearing-impaired  readers  can 

call  1-800-765-4833  TTY. 

The  difference  is  Merrill  Lynch. 


trust,  estate  and  business  needs. 
I  can  and  I  do. 

©  1994  Merrill  Lynch,  Pierce,  Fenner  &  Smith  Inc.  Member  SIPC 


To  learn  more  about 
investing  in  fluctuating 
markets,  get  our  free 
"Planning  for  Change"  kit. 


Merrill  Lynch 

A  tradition  of  trust. 


Ethyl  Corp. 


than  please  Wall  Street. 
They  could  also  take  care  of 
some  family  problems. 
Floyd  is  71,  Bruce  60.  Be- 
tween them  they  have  four 
sons  interested  in  the  busi- 
ness. By  breaking  the  com- 
pany into  tightly  focused 
outfits,  they  would  be  able 
to  give  each  of  the  boys  a 
chance  to  run  his  own 
show.  "It's  the  old  dinner 
table  theory,'"  says  Bruce 
Gottwald.  "We've  tried  to 
encourage  the  kids  to  take 
an  active  part  in  the  busi- 
ness. We  don't  want  them 
sitting  on  the  outside  own- 
ing stock  and  not  knowing 
anything  about  it." 

Since  the  family  owns 
18%  of  the  stock — and 
since  Wall  Street  approved 
of  the  deconglomerating — 
it  was  done  as  the 
Gottwalds  wanted. 

First  to  go,  in  1989,  was  Tredegar 
Industries,  the  aluminum,  plastics 
and  energy  operations.  Ethyl  share- 
holders got  one  Tredegar  share  for 
every  ten  Ethyl  shares,  with  the 
Gottwalds  retaining  18%  (they  now 
have  24%).  Named  as  chief  executive 
officer  was  John  Gottwald,  Floyd's 
youngest  son,  who  had  trained  for  the 
job  during  a  year  when  he  ran  the 
show  under  Floyd  and  Bruce's  watch- 
ful eyes. 

Last  year  it  was  the  turn  of  First 
Colony,  the  insurance  company.  First 
Ethyl  Corp.  sold  20%  of  First  Colony 
for  $94  million  (pretax)  in  an  initial 
public  offering.  They  used  the  pro- 
ceeds to  pay  down  debt  at  Ethyl.  Then 
in  July  1993  they  offered  sharehold- 
ers the  rest  of  the  company,  one  share 
for  every  three  shares  of  Ethyl,  with 
the  Gottwald  family  getting  14%. 
First  Colony's  new  chief  executive 
officer:  Bruce  Gottwald  Jr.,  36.  Bruce 
Jr.  trained  for  the  job  by  running  First 
Colony's  investment  portfolio  while 
at  Ethyl. 

This  March  Ethyl  put  Albemarle, 
the  specialty  chemicals  business,  on  its 
own;  Ethyl  shareholders  got  a  share  of 
Albemarle  for  every  two  Ethyl  shares. 
Floyd  Gottwald  Jr.  took  on  the  job  of 
running  Albemarle.  Obviously  the 
family  likes  this  one  especially  well. 
After  the  spinoff,  the  family  spent 


Floyd  Jr.  and  son  Dr.  William  Gottwald 
Keeping  it  all  in  the  family. 


Thomas  Gottwald,  with  father  Bruce 
"It's  the  old  dinner  table  theory." 


$100  million  to  buy  additional  Albe- 
marle shares,  bringing  family  owner- 
ship to  26%. 

And  the  parent  company?  Ethyl  is 
back  to  what  it  was  years  ago:  a  $1 
billion  (sales)  petroleum  additives 


company  that  gets  75%  of 
its  operating  earnings  from 
a  business  that  has  virtually 
been  condemned  to  death. 
Bruce's  son  Thomas  (Ted- 
dy), 33,  who  ran  the  com- 
pany's petroleum  additives 
division,  inherits  this  head- 
ache as  president  of  Ethyl. 
Bruce  remains  as  chairman. 

Still  to  be  decided  is  the 
fate  of  Whitby,  the  money- 
losing  ($70  million  sales) 
pharmaceuticals  division. 
Floyd  Jr.'s  46-vear-old 
son,  William  (Dr.  Bill) 
Gottwald,  a  nonpracticing 
dermatologist,  runs  it. 
Whitby  sells  mainly  analge- 
sics, but  it  had  to  shut  down 
its  research  and  develop- 
ment facilities  last  year  be- 
cause it  cannot  afford  the 
$8  million  to  $12  million  in 
annual  R&D  expenses.  It  re- 
mains to  be  seen  whether  the  business 
can  stand  on  its  own. 

At  Ethyl,  Teddy  and  his  father  are 
stepping  up  efforts  to  develop  new 
products.  They  recently  purchased 
Amoco's  lubricant  additives  business, 
which  adds  $250  million  in  sales  and 
brings  new  products.  They  just  built  a 
$70  million  R&D  center,  which  will  be 
operational  by  the  fall.  And  recently 
they  shut  down  the  last  of  Ethyl's 
tetraethyl  lead  plants.  Henceforth  the 
company  w  ill  get  its  supply  from  Oc- 
tel,  a  subsidiary  of  Great  Lakes 
Chemical. 

The  company  has  maintained  profit 
margins  in  the  face  of  declining  vol- 
ume in  lead  antiknock  chemicals  by 
jacking  up  prices:  Even  with  the  in- 
creases, lead  antiknock  is  50%  cheaper 
than  other  octane  enhancers.  But  if 
Ethyl  keeps  increasing  prices  at  the 
current  rate,  its  price  advantage  will 
end  in  three  years.  Paul  Raman,  an 
analyst  at  S.G.  Warburg,  estimates 
Ethyl's  net  earnings  will  grow  just 
under  9%  this  year,  to  $89  million, 
compared  with  20%  to  25%  for  the 
chemical  industry. 

What's  the  net  result  of  all  this 
marching  uphill  and  marching  back 
down  again?  Not  much — as  the  ac- 
companying table  shows — except  for 
malting  the  investment  bankers  rich- 
er. And  serving  as  estate  planning  for 
the  Gottwald  family.  WM 
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When  it  comes  to  safety, 
some  luxury  cars  are  a  bit 
more  focused  than  others. 


The  Infiniti  J 30. 


©  1QQ4  Infiniti  Division  oj  Nissan  Motor  Corporation  U.S.A. 


Successful  people,  the  sort  that  gravitate  toward 
a  car  like  the  Infiniti  J 30,  achieve  much  of  their  suc- 
cess hy  focusing  on  where  they  're  going,  rather  than 
where  they  are.  They  like  to  he  prepared  for  the  unex- 
pected—from investment  opportunities  and  business 
trends  to  sudden  potholes  and  careless  pedestrians. 

Such  people  can  truly  appreciate  the  safety  tech- 
nology that  went  into  our  projector  beam  headlights. 

The  lens  in  each  headlight  is  etched  to  focus 
light  from  a  separate  halogen  projector  bulb  into  a 
crisp,  sharp  beam,  with  less  diffusion  and  better 
visibility  than  you  get  with  ordinary  sealed  beam 
headlights.  Making  this  a  safety  feature  which  actu- 
ally works  for  two  cars  at  the  same  time,  since  any 
oncoming  vehicle  is  less  affected  by  glare. 

This  kind  of  thinking  —  along  with  other  safety 
features  like  ABS,  dual  air  bags  and  front  seat  belt 
pre-tensioners  —  is  standard  operating  procedure  when 
you're  building  cars  like  the  J30.  if  you'd  like  to  know 
more  about  it,  call  us  at  1-800-356-8636. 

Better  yet,  take  a  Guest  Drive  at  your  Infiniti 
showroom.  Preferably  at  night.  When  at  least  two  of 
our  features  are  at  their  most  illuminating. 

Its  everything  that's  possible. 
INFINITI® 


Bob  O'Neal  and 
LaRoy  Hammer  with 
their  new  5-ton 
truck 

Today's  Army 
gets  automatic 
transmission  but 
still  no  a/c. 


Never  heard  of  Stewart  &  Stevenson?  Its  new  Army 
all-terrain  truck  is  the  hottest  thing  on  six  wheels. 

Off-the-shelf 
and  onto  the  road 


By  Christopher  Palmeri 

Some  of  the  world's  best-known 
truck  manufacturers  gathered  in  the 
Kuwaiti  desert  in  February  to  do  bat- 
tle for  a  big  order  from  the  Kuwaiti 
Army.  General  Motors'  gmc  division 
was  there.  So  were  Mercedes  and 
Volvo.  But  when  the  sand  settled,  the 
best- performing  truck  was  one  built 
by  Stewart  &  Stevenson  Services, 
Inc.,  of  Houston.  Its  truck  twice 
climbed  a  hill  too  steep  for  its  rivals, 
and  was  able  to  sluice  through  shifting 
sands  at  55mph — thanks  to  a  system 
that  automatically  inflates  and  de- 
flates the  truck's  tires  to  give  the 
vehicle  more  surface  tension  on  slip- 
pery or  rough  terrain. 


The  Kuwaitis  haven't  signed  any 
orders  yet,  but  when  they  do  Stewart 
&  Stevenson  is  likely  to  emerge  the 
hands-down  winner. 

Stewart  &  Stevenson  is  hardly  a 
household  name,  but  the  company 
has  been  around  since  1902,  when  C. 
Jim  Stewart  merged  his  Houston 
blacksmith  shop  with  a  carriage  build- 
er owned  by  J.R.  Stevenson  (Forbes, 
May  29,  1989).  As  the  automobile 
industry  grew,  Stewart  &  Stevenson 
began  distributing  engines.  Today 
the  $980  million  (sales)  company  is 
the  world's  largest  distributor  of  De- 
troit Diesel  engines.  Stewart  &  Ste- 
venson's engineers  have  harnessed 


these  power  plants  to  thousands  of 
different  tasks,  including  electricity 
generation  on  U.S.  Navy  cruisers  and 
destroyers. 

In  the  mid-1980s  the  company  be- 
gan looking  for  new  opportunities.  It 
built  up  a  very  profitable  business 
adapting  General  Electric's  jet  en- 
gines for  use  in  small  independent 
power  plants;  this  business  now  ac- 
counts for  50%  of  the  company's  sales. 
And  it  decided  to  use  its  know  ledge  of 
U.S.  military  procurement  proce- 
dures to  compete  for  contracts  to 
supply  trucks  to  the  Army. 

Why  trucks?  Because  LaRoy  Ham- 
mer, then  head  of  S&s'  Navy  business, 
did  some  research  and  discovered  that 
the  Army  hadn't  had  a  major  truck 
redesign  since  the  Korean  War.  Over 
the  next  20  years  some  85,000  vehi- 
cles will  need  to  be  replaced.  Stewart 
&  Stevenson  didn't  make  trucks,  but 
this  wasn't  an  obstacle:  It  didn't  make 
diesel  engines,  either.  Hammer  knew 
his  engineers  could  build  a  tough 
truck  out  of  parts  made  by  others. 

In  1985  Stewart  &  Stevenson  bid 
for  its  first  Army  truck  contract.  The 
company  lost  the  bid,  but  then  the 
Army  took  a  different  tack.  Rather 
than  ask  for  another  round  of  knock- 
offs  of  the  old  design,  the  Army  put 
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Critically  acclaimed. 
Now  available  on  video. 


"The  J30t  offers  good  power,  a  high  level 
of  refinement,  numerous  safety  features, 
an  exhaustive  list  of  standard  creature 
comforts,  and  a  beautiful  body  to  boot'.' 

Car  and  Driver 
September  1993 


...an  excel, 


former  m 


client  perfo 
all  situations,  from  high- 
speed merges  to  passing  ". 

New  Yorh  Post  Auto  Saturday 

April  24,  1993 


"A  highly  refined  rear- 
drive  sedan,  absolutely 
dripping  with  luxury!' 

Road  &  Track,  1993 
Complete  Car  Buyer's  Guide 


Built  to  tolerances  of  .001  inch.  State-of-the- 
art  construction  and  design.  Full  spectrum  sound. 

And  we're  just  talking  about  our  video.  Which, 
by  no  mere  coincidence,  is  the  ideal  way  to  become 
acquainted  with  a  luxury  sedan  that  has  received 
enthusiastic  "thumbs  up  "  from  critics  and  drivers 
alike:  The  Infiniti  J30. 

To  receive  a  copy  of  our  video,  or  to  arrange  for 
a  Guest  Drive,  simply  call  our  toll-free  number. 

Whoh  nowsr  it  cou  Id  be  the  one  time  you  and 
the  critics  find  yourselves  in  complete  agreement. 

1-800-458-8517 

Its  everything  that's  possi  hie. 


I  N  F  I  N  I  T  I 


"A  jewel  of  a  sedan: 
beautifully  cut  and 
nearly  flawless'.' 

Car  and  Driver 
September  1993 


- 1994  Infiniti  D,  vision  of  Nissan  Motor  Corporation  U.S.A. 


What  did  your  last  trade  cost  you? 


Compare  cost  to  trade  your  own  investment  ideas 


1,000 

5.000 

10.000 

20.000 

NASDAQ/OTC  Stock 

@$25 

@$10 

@$8 

@$5 

Schwab 

$155 

$290 

$540 

$1040 

Quick  &  Reilly 

$119 

$180 

$330 

$630 

Waterhouse 

$125 

$250 

$500 

$1000 

Olde 

$125 

$305 

$555 

$527 

Vational  Discount 
Brokers 

$25 

$23 

$25 

$25 

And  you  haven't  opened  an  account  yet! 

In  addition  to  rates  that  arc  tough  to  beat,  NDB  offers  the  following  premium  services: 

♦  If  you  call  us  during  market  hours  to 
place  an  order  in  a  NASDAQ/OTC  stock, 
we  guaranteed)  answer  your  call  by  the 
third  ring.  If  we  don't,  your  trade  is  FREE 

♦  Stop  orders  on  all  NASDAQ  stocks 

♦  24  hour  touch  tone  trading  with  a  20% 
discount  on  the  transaction  fee 

♦  No  fee  IRA** 

♦  Free  cash  management  account 
(ProCash  Plus)** 

♦  No  fee  checking  on  all  Mllance  money 
market  funds 

♦  Competitive  rates  on  all  credit  balances 

♦  Instant  execution  on  most  equity  trades 

♦  Money  back  service  guarantee.  If  you're 
dissatisfied  for  any  reason,  just  tell  us 
and  vour  transaction  Ice  will  be  returned 


National  Discount 


BROKERS 

Discounting  Redefined 

1-800-4-1 -PRICE 

Fax  (212)  248-2845 

Member  NASD  and  SIPC 

New  York  .  Los  Angeles  .  Chicago 
Dallas  ■  West  Palm  Beach 


'Comparison  (lone  May  10,  1994. 
Rates  may  vary  and  other  discounts  may  .ipph 
**$10,000  minimum  balance. 
All  accounts  protected  up  to  $10  million 


Army  trucks 

together  a  list  of  things  the  generals 
wanted  a  newly  designed  truck  to  do, 
and  asked  prospective  contractors  to 
design  one  that  met  those  require- 
ments. To  save  money  the  Army  asked 
that  the  truck  be  built  from  commer- 
cially available  parts — a  requirement 
that  played  directly  to  Stewart  &  Ste- 
venson's historical  strengths. 

Starting  with  a  clean  canvas,  Ham- 
mer's design  team  licensed  a  truck  cab 
from  an  Austrian  company.  They  add- 
ed a  Caterpillar  engine,  an  Allison 
transmission,  a  Rockwell  axle  and 
even — heavens! — tires  from  France's 
Michelin,  produced  in  Canada.  Ham- 
mer: "We  caught  a  lot  of  hell  for  not 
using  Goodyear." 

In  1988  Stewart  &  Stevenson  made 
a  second  bid,  and  in  October  1991 
the  Army  awarded  the  company  a 
$1.2    billion    contract    to  supply 


LaRoy  Hammer  did 
some  research  and 
discovered  the  Army 
hadn't  had  a  major  truck 
redesign  since  the  Kore- 
an War.  Over  the  next  20 
years  some  85,000  vehi- 
cles will  be  replaced. 


1 1 ,000  trucks  over  five  years.  Since 
then  Stewart  &  Stevenson's  truck  has 
been  further  tested  and  won  raves 
from  the  brass.  Production,  however, 
is  a  year  behind  schedule.  Coordinat- 
ing more  than  200  parts  vendors  has 
proved  tricky;  so  has  debugging  Stew- 
art &  Stevenson's  new  truck  plant  in 
Sealy,  Tex.,  about  50  miles  from 
Houston. 

Last  year  Stewart  &  Stevenson 
earned  $57  million,  $1.73  a  share,  on 
$980  million  in  sales.  Just  $66  million 
of  those  sales  came  from  the  truck 
business,  but  Chief  Executive  Bob 
O'Neal  predicts  truck  sales  will  hit 
$240  million  this  year.  Down  the  road 
O'Neal  expects  new  orders  from  the 
Army,  Navy  and  Air  Force,  as  well  as  a 
number  of  allies  like  Kuwait.  The 
company  also  plans  to  adapt  the  truck 
for  civilian  use  in  the  utility,  construc- 
tion and  oilfield  service  industries. 
O'Neal  figures  that  in  two  or  three 
years  he'll  have  a  $500-million-a-year 
truckmaking  business  netting  about 
5%  pretax.  ■■ 
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Willis  Corroon. 
The  Vision  To  See 
The  Future.  The 
Strength  To  Secure  It. 


The  future  belongs  to  those  businesses  strong  enough  to  take  visionary  risks. 
For  those  companies,  Willis  Corroon  is  a  partner  which  manages  risk  with  the  strength 
of  a  lion  and  the  vision  of  the  eagle  —  so  that  new  opportunity  and  new  success 
stories  can  be  shaped.   In  healthcare,  construction,  environmental  risk,  marine  & 
energy  and  financial  services. ..in  350  offices  in  73  countries. ..Willis  Corroon  clients  of 

all  sizes  and  types  access  our  global  resources  and  innovative  thinking  on  risk 
management.   We're  in  the  business  of  changing  the  way  the  world  manages  risk,  so 
that  we  can  all  change  the  world  in  ways  we  never  thought  possible. 


WILLIS  CORROON  ^ 

A  world  leader  in   risk  management  and  insurance  broking. 


Why  IBM  for  Client/Server. 

Client/server  computing  is  great  for  your 
people  because  it  gives  them  easier  access  to 
more  information.  It's  great  for  your  business 

because  it  removes  barriers  between  exist- 
ing systems,  giving  you  new  flexibility  to 
improvise,  to  reorganize,  to  reengineer. 

So  your  question  isn't  whether  to 
explore  client/server,  it's  what  to  look  for 
in  the  people  who  help  you,  and  here's  a 
suggestion.  If  they  don't  have  a  long  list  of 
references  in  multiplatform,  multivendor 
integration  and  if  they  don't  have  solid 
knowledge  of  your  kind  of  business,  call 
someone  who  has.  Someone  like  IBM. 

We  have  more  experience  with  more 
kinds  of  platforms,  networks  and  industry 
applications  than  anyone.  So  when  we 
custom- tailor  your  solution,  we  can  be  more 
objective  about  your  options  than  single - 
platform  vendors  and  more  aware  of  your 
needs  than  third-party  consultants. 

Also,  we  keep  careful  track  of  every- 
thing we  learn.  Each  client/server  solution  is 
unique,  but  we'll  compare  your  situation 
with  ones  we've  faced  before  to  give  you  the 
direct  benefit  of  real-world  experience. 
What's  more,  we  can  help  you  at  any  stage— 
from  initial  consulting  to  implementation— 
and  we  now  have  40  IBM  Open  System 
Centers  worldwide  for  testing  multivendor 
solutions  before  installation. 

Nobody  wants  to  be  a  vendor's  rehearsal, 
and  with  us  you  won't  be.  We've  built  hundreds  of 
successful  client/server  solutions,  and  we  re  eager 
to  help  you  with  yours. 

For  a  quick  response,  ask   1  OA  A  TRl\/T-3  Q  Q  3 
for  extension  "star" 802  at    1  O  U  U  1  DlVlO  DOO. 


is  there  still  room  for  midsize  regional  banks? 
Shawmut's  Joel  Alvord  is  trying  to  prove 
that  there  is. 

Going  it  alone 


By  Zina  Moukheiber 

Joel  Alvord,  chairman  of  Hartford, 
Conn.'s  Shawmut  National  Corp., 
pays  an  early  morning  visit  to  William 
Berkley  in  Greenwich.  What  does  the 
boss  of  New  England's  third -largest 
bank  have  to  say  to  the  head  of  W.R. 
Berkley,  the  big  Connecticut  insur- 
ance company? 

It's  not  ever)'  day  that  the  chairman 
of  a  big  bank  goes  out  on  the  road  to 
solicit  accounts.  Alvord  wants  the 
world  to  know  that  Shawmut,  which 
has  $27  billion  in  assets,  is  making 


loans  again.  For  a  long  time  it  wasn't 
making  many  while  it  was  writing  off 
bad  real  estate  loans.  The  bank  is  now 
in  good  shape.  Last  year  it  had  income 
of  $237  million — a  threefold  increase 
over  1992.  The  reported  figure  was 
even  higher,  thanks  to  accounting 
changes  and  a  tax  benefit.  Shawmut  is 
on  the  danger  list  no  more.  Its  tier  one 

Shawmut  National's  Joel  Alvord 
A  regional  bank  boss  with 
something  to  prove. 


capital  ratio  is  now  double  federal 
requirements. 

Did  Alvord  get  the  Berkley  busi- 
ness? ''Your  call  is  perfect  timing," 
says  Berkley,  who's  looking  to  add  a 
closer-to-home  bank  for  some  of  his 
private  banking  and  insurance  custo- 
dy  business. 

Alvord  was  accompanied  on  the  call 
by  Leah  McCarthy,  a  Shawmut  pri- 
vate banker.  Alvord  wanted  to  show 
McCarthy  how  to  use  one  Shawmut 
product  to  push  another.  "There's  a 
great  opportunity  to  say:  'Gee,  I  no- 
tice here  that  you  have  a  checking 
account,  but  you  don't  have  any  mu- 
tual funds  or  a  savings  account,'  "  says 
Alvord.  "It's  a  great  opportunity 
right  then  to  make  a  sale." 

Alvord  is  in  a  strong  position  to  do 
this  kind  of  cross-selling  because 
Shawmut  has  a  foot  in  the  door  in  one 
out  of  four  small  and  medium-size 
businesses  in  New  England  and  in  one 
out  of  five  households.  In  sheer  num- 
bers of  customers  it  is  ahead  of  such 
bigger  competitors  as  Fleet  Bank  and 
Bank  of  Boston,  the  latter  concentrat- 
ing on  wholesale  banking.  Says  bank- 
ing consultant  James  McCormick  of 
First  Manhattan  Consulting  Group: 
"Shawmut  is  at  the  forefront  in  terms 
of  cross-selling." 

In  May  Shawmut  bank  officers 
hosted  a  cocktail  party  at  a  country 
club  in  well-heeled  Greenwich  for 
over  100  chief  executives  and  chief 
financial  officers  of  medium  to  large 
national  companies.  Why  should  a 
local,  heavily  retail  bank  want  to  crash 
the  competitive,  low-margin  business 
of  lending  to  big  companies?  Think  of 
it  as  a  kind  of  loss-leader  to  get  people 
into  the  store.  Shawmut  targets  big 
companies  that  either  are  headquar- 
tered or  have  branches  in  New  En- 
gland. If  it  gets  its  foot  in  the  door,  it 
can  try  offering  them  other  banking 
services  such  as  cash  management. 

For  instance,  Shawmut  lends  to 
Staples,  a  discount  office  supply  chain 
based  in  Framingham,  Mass.  It  re- 
cently acquired  Staples'  cash  manage- 
ment business,  which  carries  gross 
margins  of  over  1 5%.  Nice.  According 
to  Christoph  Kotowski,  a  bank  analyst 
at  Oppenheimer  &  Co.,  Shawmut  is 
expected  to  generate  5%  growth  in  fee 
income  this  year. 

The  day  after  the  Greenwich  bash, 
bank  officers  went  out  on  70  local 


62 


Forbes  ■  July  18,  1994 


Franklin  Tax-Free  Income  Funds 

BP 


Tax-Free  Investing  Makes 
M  ore  Sense  Th  an  Ever. 


Are  you  sure  your  income  taxes  haven't 
been  increased  under  the  nation's  Revenue 
Reconciliation  Act?  There  is  no  question 
that  you  are  being  taxed  in  many  other  ways: 
property  taxes,  sales  taxes,  use  taxes  —  to  name 
a  few.  At  least  you  can  protect  your  investment 
income  from  income  taxes  with  Franklin's 
tax-free  funds. 

Franklin  offers  a  selection  of  42  tax-free 
funds.  Many  pay  dividends  exempt  from  both 
federal  and  state  regular  income  taxes,  so  you 
may  be  eligible  for  double  tax  savings.  + 
Franklin's  tax-free  funds  offer: 

*  High  Monthly  Tax-Free  Income 

*  Professional  Portfolio  Management 

*  The  Power  of  Tax-Free  Compounding 

*  Low,  $100  Initial  Investment 

Call  your  investment  representative  or  Franklin 
today  for  a  free  brochure. 


fFor  investors  subject  to  federal  or  stale  alternative  minimum  tax,  all  or  a  portion  of  these  dividends 
may  be  subject  to  such  tax,  depending  on  the  fund.  Capital  gams  distributions  and  ordinary  income 
from  accrued  market  discount,  if  any,  are  generally  taxable. 

Franklin /Templeton  Distributors,  Inc. 


Call  1  -800- 
342-FUND 
Ext.  Ill  7 

Franklin  Funds 

777  Mariners  Island  Boulevard 
San  Mateo,  CA  94404-1585 

yrfej/ I  would  like  a  free  prospectus 
containing  wore  complete  information  on  a 
Franklin  tax-free  income  fund,  including 
charges  and  expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money. 

Q  /  am  currently  a  Franklin  shareholder. 

Name 

Address 

City 

State/Zip 
Daytime  Phone 


F  R  A  Nj  K<  L  Ij  N 


A  Member  of  the  $112  Billion  Franklin /Templeton  Group 


Shawmut  National 


A  Sure  Sign  You've  Picked 
The  Right  Airline  To  Africa. 


The  best  way  to  Southern  Africa 
starts  and  finishes  with  SAA, 
the  only  nonstop  service  in  the 
business. 

Our  flights  get  the  green  light  six* 
times  a  week  from  JFK  to  Johan- 
nesburg, Miami  to  Cape  Town. 
And  although  they're  the  world's 
longest  air  routes,  SAA's  60  years 
of  experience  and  our  luxurious 
747- 400  s  transform  them  into 


one  of  your  most  pleasurable 
travel  experiences. 

No  wonder  two  of  the  world's 
leading  business  magazines  voted 
us  Best  Airline  To  Africa. 

But  don't  take  their  word  for  it. 
See  your  travel  agent  or  call  us 
at  1-800-722-9675  and  find 
out  why  SAA  is  the  only  way  to 
go  to  Southern  Africa. 

After  all,  what's  stopping  you? 


*  5  nonstop 


SOUTH  AFRICAN  AIRWAYS 


"I  VIEW  PLANNED  GIFTS  A  BIT  LIKE  ORGAN  DONATION  — 
LEAVING  SOME  PART  OF  YOU  THAT  CAN  IMPROVE  OR  EVEN  SAVE 
THE  LIVES  OF  OTHERS  AFTER  YOU'RE  GONE." 

-  a  50- year-old  kidney  transplant  recipient 
and  National  Kidney  Foundation  Planned  Giving  Donor 

The  National  Kidney  Foundation  brings  help  and  hope  to  20  million 
Americans  suffering  from  kidney  and  urinary  disease. 

For  information  on  how  to  plan  a  gift  or  bequest,  contact: 
National  Kidney  Foundation 

30  East  33rd  Street,  New  York,  NY  10016.  (800)  622-9010. 


National  Kidney  Foundation 


business  calls.  In  many  cases,  credit 
officers  accompanied  the  marketing 
people  to  facilitate  loan  making. 

To  further  strengthen  its  grass 
roots  in  New  England,  Shawmut  has 
this  year  signed  deals  to  buy  four  small 
banks  in  Connecticut,  Massachusetts 
and  New  Hamphire,  which  will  add 
$6  billion  in  assets. 

Alvord's  next  step  is  to  try  to  diver- 
sify outside  the  region.  "We've  got 
too  many  eggs  in  one  basket  in  New 
England,  and  we  need  to  be  in  other 
geographies,'"  he  says,  remembering 
how  the  realty  crash  that  hit  New 
England  especially  hard  nearly  sank 
Shawmut  as  it  indeed  sank  a  big  for- 
mer rival,  Bank  of  New  England.  In 
spreading  out  geographically,  Alvord 
has  a  couple  of  choices.  He  can  do  it 
piecemeal,  doing  a  joint  venture  here, 
buying,   say,   money  management 


"If  we  produce 
the  returns,  [potential 
acquirers]  will  look 
at  it  and  say, 
'Gee,  I  can't  run 
the  franchise  any 
better  than 
Shawmut's  doing.'  " 


firms  elsewhere.  Or  he  could  seek  to 
marry  a  similar-size  regional  in  anoth- 
er part  of  the  country. 

There's  been  lots  of  speculation 
that  Shawmut  is  merger  bait,  that 
there's  no  longer  room  for  a  midsize 
regional  bank.  But  the  bank  is  nicely 
profitable  now  as  is.  It  had  a  return  on 
equity  of  20%  last  year,  compared 
with  the  17%  that  a  group  of  28 
similar  banks  returned  on  average. 

"What  matters  is  that  you  can  run  a 
franchise  better  than  anybody  else.  If 
we  produce  the  returns,  [potential 
acquirers]  will  look  at  it  and  say,  'Gee, 
I  can't  run  the  franchise  any  better 
than  Shawmut's  doing,'  "  says  Al- 
vord. But  he  should  be  nervous.  With 
expected  1994  earnings  of  just  $2.80 
a  share,  the  stock  is  a  tempting  target 
at  its  current  price  of  eight  times 
expected  earnings. 

Of  course,  stockholders  can  scarce- 
ly lose.  Either  the  stock  goes  up  and 
potential  acquirers  go  away.  Or  some- 
one offers  a  big  premium  to  the  mar- 
ket. Good  position  to  be  in.  Ml 


Forbes  ■  July  18,  1994 


THE  WORLD  GETS  SMALLER 


Voice,  data  and  images  traverse  the  globe  —  putting  infor- 
mation in  the  hands  of  people  who  need  it,  when  and  where 
they  need  it.  ft  makes  for  fierce  competition. 
The  growing  challenge  is  to  apply  telecommunications  tech- 
nology to  create  real  business  advantage.  Better  and  faster. 
Singapore  Telecom  has  established  a  reputation  with  more 
than  3,000  multi-national  customers  to  do  just  that. 
Providing  value-added  services  from  private  networks  to 
customised  solutions. 

All  geared  to  helping  deliver  information  where  it  counts.  Next 
door,  or  on  the  other  side  of  the  world. 


THE  CHALLENGES  INCREASE  ) 


Singapore 
Telecom 

Service  first.  Always. 


Singapore  Telecom  Comcentre,  31  Exeter  Road,  Singapore  0923  Tel  65-730  8018  Fax:  65-733  3008 
Singapore  Telecom  USA  Suite  500.  301  Riverside  Avenue,  Westport,  CT06880USA  Tel:  1  -203-464  6818  Fax:  1  -203-454-1923 


Flowers  are  messengers  of  our  sentiments, 
our  wishes,  and  our  dreams.  They  make  us 
happy  and  they  console  us  when  we're  sad. 
They  go  deeply  into  our  souls. 

Flowers  also  mark  all  the  milestones  in 
our  lives.  Graduations,  weddings.  Even  when 


Flowers  were  the  priority.  So  we  froze. 

I  love  what  I  do.  I  love  flowers  and  I  love  what 
they  bring  to  other  people's  lives.  It's  a  happy 
job.  It  really  is. 

Most  of  our  phone  orders  are  paid  for 
through  credit  cards.  And,  interestingly  enough, 


we're  born,  someone  sends  us  flowers  to 
say, 'Welcome  to  the  world.' 

I've  adored  flowers  since  I  was  a  child.  So 
one  day  I  decided  to  follow  my  dream  and 
started  this  business  in  my  kitchen.  This  was 
around  Christmas  and  it  was  very  cold.  To 
preserve  the  flowers,  I  had  to  keep  all  of  the 
windows  and  doors  open. 


80%  are  made  with  the  American  Express® 
Card.  Obviously,  our  clients  appreciate  the  finer 
things  in  life. 

The  American  Express  Card  is  welcomed 
at  The  Daily  Blossom ...  and  at  other  beautiful 
places  you  pick. 

Saundra  Parks 
Founder,  The  Daily  Blossom 


tUKtlUN  tXUHMNUt 

MONEY  a  INVESTMENTS 

The  weakness  of  the  U.S.  dollar  bodes  ill 
for  the  U.S.  stock  and  bond  markets. 

The  liquidity 
conundrum 


BY  ANDREW  J.  KRIEGER 


Andrew  J.  Krieger  is  managing  director 

of  KB  Currency  Advisors,  Inc., 

a  foreign  currency  investment  management 

and  hedging/overlay  firm 

based  in  Fort  Lee,  N.J. 

He  is  author  of  The  Money  Bazaar. 


With  a  mighty  flood  building  be- 
hind it,  a  dam  begins  to  show  cracks. 
A  fellow  comes  along  and  applies 
adhesive  tape.  That,  with  slight  exag- 
geration, is  how  the  authorities  are 
trying  to  support  the  dollar. 

During  the  last  several  weeks  the 
slumbering  currency  markets  have 
arisen  with  a  vengeance,  sweeping 
away  the  Clinton  Administration's 
hope  for  a  stable  dollar.  The  U.S. 
currency  collapsed  under  100  yen  to 
the  dollar,  making  a  new  post- World 
War  II  low,  despite  protestations  and 
intervention  activities  by  the  U.S. 
Treasury  and  the  Bank  of  Japan. 

The  other  G-7  nations  were  con- 
spicuously absent  in  support  of  the 
dollar.  The  Swiss  franc  rose  sharply  to 
a  new  multiyear  high,  and  the  deut- 
sche  mark  was  extremely  strong. 

Could  the  dollar's  weakness  spread 
to  the  asset  markets — bonds  and 
stocks  and  real  estate,  for  example?  If 
the  dollar  continues  down,  yes. 

Major  shifts  in  currency  markets 
such  as  we  are  seeing  reflect  the  accu- 
mulated pressures  built  up  from  im- 
balances created  by  divergent  long- 


term  fiscal  and  monetary  policies  as 
well  as  such  things  as  varying  patterns 
of  savings  and  consumption.  A  sim- 
pler way  of  saying  it  is  that  the  U.S. 
spends  too  much  and  saves  too  little 
and  has  become  dependent  on  for- 
eign money  to  close  the  gap  between 
savings  and  investment.  This  has  been 
going  on  for  several  decades. 

By  contrast  with  this  long-term 
trend,  intervention  is  only  short-term, 
stop-gap.  Intervention  treats  the  cur- 
rency's weakness  as  a  cause  of  the 
problem  when  it  is  only  a  symptom. 
Only  structural  policy  changes — small- 
er government  deficits  and  measures  to 
encourage  savings — will  create  the  en- 
vironment necessary  for  changing  the 
long-term  supply-and-demand  pros- 
pects for  the  U.S.  dollar. 

Fed  Chairman  Alan  Greenspan  is 
well  aware  of  the  limited  effectiveness 
of  currency  interventions.  But  he  is 
caught  in  a  terrible  bind.  His  primary 
job  is  to  maintain  domestic  price  stabil- 
ity, but  his  interest  rate  policies  greatly 
influence  the  international  exchange 
rate  of  the  dollar.  If  he  keeps  interest 
rates  down  to  encourage  orderly  do- 
mestic expansion,  he  reduces  the  in- 
centives foreigners  have  for  holding 
dollar  assets.  If  he  raises  interest  rates 
high  enough  to  attract  foreign  inves- 
tors to  our  shores  and  hold  on  to  those 
we  already  have,  he  risks  choking  the 
domestic  economy — thus  damaging 
the  value  of  domestic  assets,  which  in 
turn  would  send  foreign  investors 
scampering  home.  How  he  gets  out  of 
this  bind  I  do  not  know. 

The  major  countries  with  capital 
surpluses — such  as  Japan  and  Switzer- 
land— are  now  lending  far  less  capital 
to  the  rest  of  the  world,  while  demand 
for  money  is  rising  as  many  economies 
recover.  This  is  a  huge  problem  for  the 
U.S.,  which  must  compete  with  other 


countries  for  this  limited  supply  of 
capital.  We  need  large  inv  estment  flow  s 
to  satisfy  this  year's  huge  current  ac- 
count deficit. 

So,  one  of  two  things  must  happen: 
Hither  the  dollar  drops  to  a  level  at 
which  foreign  investors  feel  that  dol- 
lar-based investments  seem  effectivelj 
riskless;  or  interest  rates  must  rise 
much  higher  so  as  to  compensate 
foreign  investors  for  the  risk  of  poten- 
tial further  depreciation. 

The  important  point  is  this:  Nei- 
ther of  these  alternatives  has  pleasant 
consequences  for  securities  markets. 
Higher  interest  rates  will  weaken  the 
economy;  continued  dollar  weakness- 
es will  cause  foreign  investors  to 
dump  U.S.  securities.  This  at  a  time 
when  the  global  bond  markets  are  in 
extremely  fragile  condition. 

The  U.S.  bond  market  topped  out 
in  a  spike-up  last  October.  It  had 
had  a  long  and  profitable  run,  en- 
abling U.S.  banks  to  get  back  to 
health  by  taking  advantage  of  the 
steep  U.S.  yield  curve  to  borrow  at 
low  rates  and  invest  at  higher  rates. 
This  process,  however,  created  huge 
leveraged  bond  positions;  their  un- 
winding could  create  a  vicious  circle, 
a  self-feeding  frenzy  in  which  lower 
bond  prices  would  create  yet  lower 
bond  prices. 

Poor  Greenspan.  He  has  a  nearly 
impossible  job.  If  he  provides  liquid- 
ity to  the  system  now,  he  risks  spook- 
ing foreigners  with  inflation  fears  that 
will  cause  them  to  dump  U.S.  securi- 
ties. If  he  restricts  liquidity  with  high- 
er interest  rates,  he  risks  the  wrath  of 
the  Clinton  White  House. 

And  what  can  Greenspan  do  about 
the  growing  international  loss  of  con- 
fidence in  Clinton's  ability  to  take  a 
strong  policy  stand?  Currency  market 
players  seem  increasingly  interested  in 
testing  Clinton's  resolve  on  the  dol- 
lar. If  Clinton's  resolve  here  is  akin  to 
his  resolve  on  Bosnia,  China  and  Hai- 
ti, look  out  below. 

So  Greenspan  must  continue  his 
complex  juggling  act  and  hope  that  all 
the  balls  stay  in  the  air.  He  just  might 
succeed;  but  if  he  does,  it  merely  puts  off 
die  day  of  reckoning.  Because  it  is  not  in 
the  power  of  the  Fed  to  do  anything 
about  the  bad  habits  that  are  the  real 
cause  of  the  dollar's  weakness.  Both  the 
dollar  and  the  U.S.  securities  markets 
are  in  a  precarious  position.  MB 
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recision  movements 


For  a  brochure  write  to:  Raymond  Weil.  Dept  AD.  587  Fifth  Avenue.  New  York.  NX.  10017 
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OBSERVATIONS 


In  today's  society  neither  logic  nor  evidence  counts 
against  the  sacred  taboos  and  buzzwords. 

The  mushing 
of  America 


BY  THOMAS  SOWELL 


Dr.  Thomas  Sowell  is  an  economist 

and  a  senior  fellow  at  the  Hoover  Institution 

in  Stanford,  Calif. 


The  environmentalists  celebrated 
"the  greening  of  America,"  but  there 
is  another  trend  which  is  even  more 
pervasive — and  which  is  nothing  to 
celebrate:  the  mushing  of  America. 

Prosecutors,  who  see  obviously 
guilty  defendants  either  acquitted  or 
let  off  with  convictions  for  much  less- 
er crimes  than  the  ones  they  commit- 
ted, complain  that  juries  are  too  easily 
swayed  by  emotional  appeals  based  on 
unsubstantiated  claims  of  unhappy 
childhoods.  Professors  complain  that 
today's  college  students  have  many 
passionate  opinions  but  very  little 
ability  to  use  logic  to  support  those 
opinions  or  to  analyze  opposing 
views.  In  the  media,  buzzwords  in- 
creasingly replace  thought  and  non 
sequiturs  have  become  so  common  as 
to  cause  no  notice  or  embarrassment. 

What  logicians  call  "the  fallacy  of 
composition"  has  come  into  its  own. 
The  notion  that  what  is  true  of  a  part 
is  true  of  the  whole  is  the  lifeblood 
of  TV  programs  like  Oprah  and 
Donahue,  where  great  issues  of  pub- 
lic policy  are  reduced  to  how  particu- 
lar individuals  feel.  For  example, 
when  someone  said  that  our  govern- 
ment should  not  ransom  hostages 
being  held  in  the  Middle  East,  Dona- 


hue's reply  was:  "But  suppose  it  was 
your  brother  they  were  holding?" 

In  a  similar  vein,  New  York  Times 
columnist  Anna  Quindlen  replied  to 
those  who  objected  to  disruptions  by 
aids  activists  by  saying:  "If  I  could 
help  give  someone  I  loved  a  second 
chance,  or  even  an  extra  year  of  life, 
what  people  think  would  not  worry 
me  a  bit."  In  other  words,  if  it  helps  A, 
who  cares  what  it  does  to  B,  C,  D,  and 
the  others — or  to  law  and  order  in  a 
society  where  mob  rule  becomes  the 
way  to  get  what  you  want? 

Another  pervasive — and  danger- 
ous— sign  of  the  mushy  thinking  of 
our  time  are  the  flagrantly  fraudulent 
phrases  that  pass  muster  in  the  media 
and  in  politics.  None  is  more  fraudu- 
lent than  the  word  "asking"  in  discus- 
sions of  public  policy  issues. 

Liberals  love  to  say  things  like, 
"We're  just  asking  everyone  to  pay 
their  fair  share."  But  government  is 
not  about  asking.  It  is  about  telling. 
The  difference  is  fundamental.  It  is 
the  difference  between  making  love 
and  being  raped,  between  working 
for  a  living  and  being  a  slave. 

The  Internal  Revenue  Service  is  not 
asking  anybody  to  do  anything.  It 
confiscates  your  assets  and  puts  you 
behind  bars  if  you  don't  pay. 

When  parents  objected  to  having 
their  children  exposed  to  other  chil- 
dren with  aids  in  the  public  schools, 
Anna  Quindlen  said  that  we  should 
"ask  some  parents  to  put  their  chil- 
dren at  some  risk,  however  small,  for 
the  sake  of  principle  and  fairness." 

But  the  schools  were  not  asking 
the  parents  anything.  They  were  tell- 
ing them  that  their  children  must  be 
subjected  to  risk — and  that  it  was 
none  of  the  parents'  business  to 
know  who  or  where  the  carriers  of 
this  fatal  disease  were. 


To  challenge  the  buzzwords  of  the 
hour  by  demanding  evidence  is  to  be- 
tray your  age — and  your  recalcitrance 
in  the  face  of  attempts  to  raise  your 
consciousness.  When  the  buzzword 
"diversity"  is  used,  all  brain  cells  are 
supposed  to  stop  functioning,  so  that  a 
rosy  glow  of  feeling  can  take  over. 

Nothing  is  more  rigidly  conformist 
than  "diversity."  Use  the  generic 
"he"  and  it  proves  that  you  despise 
women.  Fail  to  keep  up  with  the  ever- 
changing  names  for  various  racial  and 
ethnic  groups,  and  it  proves  you  are  a 
racist.  In  an  age  when  four- letter 
words  come  easily  to  people's  lips, 
you  cannot  use  the  four-letter  word 
"work"  without  offending  the  home- 
less or  a  word  like  "quota"  without 
betraying  depths  of  malign  intentions 
to  all  sorts  of  groups. 

Neither  logic  nor  evidence  is  consid- 
ered an  acceptable  excuse  for  violating 
the  taboos  against  questioning  the  sa- 
cred buzzwords.  To  ask  whether  all 
individuals  who  are  less  successful  (the 
"disadvantaged")  were  handicapped 
from  the  outset  or  just  failed  to  take 
advantage  of  their  opportunities  is  to  risk 
being  classified  as  "judgmental,"  at  best. 

The  very  fact  that  exercising  judg- 
ment now  has  negative  connotations 
is  one  of  the  many  symptoms  of  the 
mushing  of  America. 

The  more  or  less  spontaneous  mushy 
diinking  that  comes  from  laziness  has 
long  since  been  supplemented  by  sys- 
tematic indoctrination  in  mushiness  in 
our  public  schools  and  even  in  many 
colleges  and  universities.  Issues  are  pre- 
sented in  terms  of  how  you  "feel"  about 
this  or  that  situation,  not  what  struc- 
tures of  logic  or  what  reservoirs  of 
information  are  necessary  for  dealing 
with  it  responsibly.  Students  are  being 
asked  to  playact  as  if  they  were  in  Con- 
gress or  in  the  White  House  responding 
to  a  crisis — as  so  many  in  those  institu- 
tions also  seem  to  be  playacting. 

Repeated  studies  that  show  how 
little  our  high  school  graduates — or 
even  Ivy  League  college  graduates — 
know  about  basic  things  reflect  how 
little  such  knowledge  is  considered 
necessary. 

Mush  is  self-reinforcing.  As  fewer  and 
fewer  people  are  trained  to  analyze, 
those  who  do  can  be  considered  mere 
oddballs,  and  both  our  personal  and  our 
national  decisions  can  increasingly  be 
made  on  the  basis  of  mush.  MB 
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le  Japanese  made  lots  of  dumb  investments 
in  the  U.S.  Matsushita's  purchase 
of  Hollywood's  MCA  was  not  one  of  them. 

Carry  on, 
Mr.  Sheinberg 


By  Lisa  Gubernick 

When  entertainment  companies 
hire  a  new  executive,  they  typically 
spend  $20,000  or  so  to  furnish  his  or 
her  new  office.  Not  MCA  Inc.  For 
decades  mca's  executive  offices  have 
been  furnished  from  a  warehouse  full 
of  European  antiques  purchased  from 
World  War  I  on  by  MCA  founder  Jules 
Stein.  Says  Charles  Paul,  executive 
vice  president  at  MCA:  "While  people 
sit  there  and  use  them,  those  chairs  are 
appreciating  in  value." 

Matsushita  Electric  In-  ~"~ — ' 
dustrial  Co.  Ltd.  takes  a 
similar  attitude  toward 
MCA.  The  Osaka  consumer 
electronics  giant  purchased 
MCA  in  1990  for  $6.1  bil- 
lion. Back  then,  Holly- 
wood buzzed  that  Matsu- 
shita would  drive  MCA's  top 
executives  from  the  compa- 
ny, rumors  Matsushita  fu 
eled  by  putting  an  Osaka 
division  in  charge. 

Typical  Hollywood  ru- 
mors. The  gossips  didn't 
understand  what  Matsu- 
shita was  really  after — the 
services  of  the  smartest, 
most  experienced  manage- 
ment team  in  Hollywood, 
MCA  President  Sidney  J. 
Sheinberg,  59,  and  Chair- 
man Lew  Wasserman,  81. 
Asked  recently  about  that 
Osaka  overseer,  Sheinberg 
turns  to  his  spokeswoman. 
"Do  they  still  exist?"  he 
asks.  "Winding  down,"  she 
says.  Sheinberg  and  Was- 
serman continue  to  run  the 
company  from  the  same 
corner  offices  they've  occu- 


pied for  decades.  The  only  Japanese 
presence  is  a  senior  vice  president  who 
is  rarely  in  Hollywood — and  doesn't 
even  have  an  office  in  mca's  executive 
tower. 

Under  Matsushita's  hands-off  poli- 
cy, Sheinberg  and  Wasserman  have 
produced  some  very  profitable  prod- 
ucts for  their  Japanese  parent,  among 
them  this  summer's  smash  film,  The 
Flintstones,  and  last  summer's  hit,/w- 


MCA's  Sidney  J.  Sheinberg  (left)  and  Lew  Wasserman 
The  most  experienced  management  team  in  Hollywood 


rassic  Park.  According  to  Barclays  de 
Zoete  Wedd  analyst  David  Benda, 
mca's  revenues  were  $4.1  billion  last 
year,  up  14%  from  1992,  and  up  from 
$3.4  billion  in  1989,  the  last  year  it 
was  public.  Operating  margins  rose  to 
7.5%  last  year — the  highest  of  any 
Matsushita  division. 

Key  to  the  Sheinberg/Wasserman 
management  philosophy  is  letting 
other  companies  assume  the  risks  of 
pioneering  new  markets.  For  exam- 
ple, Walt  Disney  Co.  had  operated  its 
theme  parks  in  Orlando  for  nearly  20 
years  when  MCA  finally  opened  its 
Universal  Studios  Florida  theme  park 
there  in  1990.  Coattailing  on  Dis- 
ney's investment  was  a  smart  strategy. 
According  to  Amusement  Business,  an 
industry  newsletter,  MCA's  park  at- 
tracted 7.4  million  guests  last  year, 
just  behind  the  Disney  parks. 

Now  MCA  is  adding  a  second  park 
and  five  hotels  in  Orlando.  The  park 
will  be  populated  with  high-profile 
Marvel  Comics  characters  including 
the  Incredible  Hulk  and  X-Men.  MCA 
is  following  Disney  to  Japan,  where 
mca  plans  to  build  a  $1.5 
billion  park,  scheduled  to 
open  in  1999. 

As  he  was  about  theme 
parks,  so  has  Sheinberg 
been  cautious  about  enter- 
ing the  interactive  media 
fray,  preferring  to  let  other 
companies  test  the  waters. 
"We  are  a  software  compa- 
ny," he  says.  "We  do  not 
live  our  lives  based  on  what 
we  have  done  this  morning 
that  creates  synergistic 
benefits  or  doesn't." 

MCA  was  the  last  of  the 
big  Hollywood  studios  to 
create  an  interactive  divi- 
sion, and  it  has  done  so  on  a 
modest  scale,  by  investing 
in  a  small  computer  game 
maker  called  Interplay. 
Rather  than  hire  a  team  to 
produce  interactive  games 
from  its  movies,  as  Sony 
America  has  done  to  exploit 
its  Columbia  Pictures  divi- 
sion (Forbes,  Dec.  20, 
1993),  MCA  licenses  its  en- 
tertainment products  to 
outside  game  companies. 
MCA  might  not  do  as  well  if 
the  games  win  big,  but  it 
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also  won't  lose  much  if  they  flop,  as 
most  movie -related  games  have. 

Sheinberg's  caution  shows  up  in 
other  ways.  Without  synergy  to  justify 
paying  high  prices,  MCA  has  made  no 
big  acquisitions.  For  example,  when 
Britain's  Virgin  Records  went  on  the 
block  a  couple  years  back,  Sheinberg 
and  Wasserman  were  reportedly  will- 
ing to  spend  as  much  as  $750  million. 
But  Virgin  went  for  some  $200  million 
more  to  Thorn  EMI,  which  apparently 
saw  lots  of  synergistic  possibilities. 

No  matter.  MCA  music  division  head 
Al  Teller  is  building  MCA  into  a  truly 
global  music  company  without  bene- 
fit of  Virgin.  Until  recently  MCA  sim- 
ply licensed  product  to  sell  abroad 
rather  than  doing  its  own  marketing 
and  promoting.  But  in  April  MCA 
opened  six  offices  in  Europe  and  be- 
fore the  year  is  out  will  have  opened 
six  more. 

"■Overall,  the  industry  ratio  of  for- 
eign sales  to  U.S.  sales  is  about 
70/30,"  says  Teller.  "Ours  is  almost 
the  reverse.  By  bringing  ourselves 
into  line  with  the  rest  of  the  industry, 
we  should  see  a  significant  improve- 
ment in  both  the  top  and  bottom 
lines." 

In  the  U.S.,  MCA — once  known  as 
the  Music  Cemetery  of  America  for  its 
catalog  of  old  and  aging  music 
rights — now  dominates  the  hot-sell- 
ing country  and  R&B  markets.  Teller 
has  masterminded  the  unlikely  come- 
back of  portly  pop  singer  Meat  Loaf, 
whose  recent  Bat  Out  of  Hell  //album 
has  sold  4  million  copies,  pushing 
mca's  music  division  revenues  to 
nearly  $450  million  in  domestic  sales 
last  year,  up  13%  from  1992. 

mca's  movie  team,  headed  up  by 
Tom  Pollock,  has,  like  the  company's 


The  Flintstones  and 
Universal  Studios  theme  park 
Soon:  The  Incredible  Hulk. 


top  management,  stayed  intact  after 
the  Matsushita  acquisition,  and  bot- 
tom-line oriented.  Other  major  film 
companies,  led  by  Sheinberg's  archri- 
val, Walt  Disney  Co.'s  Michael 
Eisner,  have  expanded  their  movie 
production  by  as  much  as  50%  as  they 
bid  for  market  share.  Disney  this  year 
plans  to  produce  at  least  50  films.  But 
MCA  has  profitably  stuck  to  producing 
19  to  21  pictures  a  year. 

The  Age  of  Innocence  is  a  good 
example  of  Pollock's  approach  to 
moviemaking.  He  seriously  consid- 
ered the  project  but  let  it  go  to  Sony 
Pictures  because  the  budget  grew  too 
high.  The  beautifully  made  film 
grossed  just  $32  million,  and  even 
after  all  ancillary  rights  money  comes 
in  it  will  probably  still  lose  money. 

"I  don't  believe  in  volume  busi- 
ness, and  anyone  who  does  is  an 
idiot,"  says  Pollock.  "The  movie 
business  is  not  about  market  share,  it's 
about  making  money." 

Investment  bankers  figure  MCA 
now  is  worth  as  much  as  $9  billion. 
Even  after  factoring  in  the  yen's  ap- 
preciation, that  indicates  a  solid  re- 
turn on  Matsushita's  $6.1  billion  pur- 
chase price  and  a  brilliant  return  when 
compared  with  the  billions  lost  by 
Japanese  investors  in  U.S.  real  estate 
and  other  ventures  in  the  last  decade. 

There  were  reports  last  winter  that 
Matsushita  might  realize  some  of 
this  profit  by  taking  a  minority  stake 
in  MCA  public.  The  talk,  however, 
has  grown  quiet.  Says  one  source 
close  to  both  MCA  and  Matsushita: 
"For  now,  they're  happy  with  what 
they've  got."  Indeed,  why  should 
the  Japanese  share  with  the  public 
such  valuable  assets  as  Lew  Wasser- 
man and  Sid  Sheinberg?  Hi 

Forbes  ■  July  18,  1994 


Behind  Every  Financial  Perception 
is  a  Market  Reality. 


Expert  financial  advice  requires  astute  analysis  by  profes-  services  to  more  than  4,000  clients,  from  Wall  Street  to 

sionals  who  understand  the  importance  of  looking  beyond  Main  Street.  For  advisors  with  a  discerning  perspective, 

face  value.  At  Houlihan   Lokey  Howard  &   Zukin,  we  call  us  at   (800)  788-5300.  With  experience  in  over 

inspect  beneath  the  surface  to  provide  you  with  alternative  $100  billion  worth  of  transactions  in  the  last  five  years, 

vantage  points.  In  the  past  20  years,  Houlihan  Houlihan  Lokey  understands  the  rapidly  changing 

Lokey  has  furnished  specialty  investment  banking             fl  complexion  of  today's  business  environment 


«1 


Houlihan  Lokey  Howard  &  Zukin 

A    SPECIALTY    INVESTMENT    BANKING  FIRM 
LOS  ANGELES        NEW  YORK        CHICAGO       SAN  FRANCISCO        MINNEAPOLIS       WA  S  H  I  N  G  TO  N  ,  D.  C  .  TORONTO 


Glaxo  I  tic. 


Every  night  our 
researchers  go 
home  to 
reminders  of  why 

they  spend 
their  lives  in  the 
most  difficult 
search  on  earth. 

No  one  can  see  more  clearly  than  when  looking  into  the  eyes  of  a  child. 
You  can  see  there  the  importance  of  finding  cures  to  illnesses  that  shadow 
the  life  that  lies  ahead.  At  Glaxo,  we  make  medicines.  But  our  real  job 
is  to  find  them.  And  our  search  continues.  Relentlessly.  Unceasingly. 
Throughout  the  Glaxo  network  of  scientists  committed  to  finding 
answers.  And  medicines.  And  keeping  the  light  in  the  eyes  of  our  children. 

Glaxo.   On   The   Brink    Of  Discovery. 


Glaxo 

Research  &  Medicines 


'  '  i' '  .i%viPflB!     

An  obscure  1982  amendment  to  an  environmental  law 
has  unleashed  a  mighty  explosion  of  federal  power 

over  private  lands. 

No  dream  house 
for  Mr.  Bums 


By  Leslie  Spencer 

Howard  Burris  won't  be  building 
his  dream  house  on  60  acres  of  wood- 
ed hillside  near  Austin,  Tex.  The  lot 
overlooks  hundreds  of  other  vacant 
housing  lots  he  planned  to  sell  before 
bank  foreclosure  forced  him  out  of 
business. 

It  wasn't  economic  recession  that 
did  Burris  in  but  the  U.S.  Department 
of  the  Interior's  Fish  &  Wildlife  Ser- 
vice. The  service  decreed  that  build- 
ing in  the  area  would  threaten  the 
"habitat"  of  two  bird  species  and  five 
"cave  invertebrates" — subterranean 
bugs.  This  ruling  deprived  Burris  of 
the  cash  flow  he  needed  to  service  his 
debt,  and  he  lost  the  property. 

Burris'  case  is  particularly  ironic:  A 
nature  enthusiast,  he  tried  to  sell  his 
inherited  land  to  the  Audubon  Soci- 
ety in  1978.  He  says  that  Audubon 
rejected  the  idea — on  the  grounds 
that  millions  of  acres  of  identical  wild- 
life habitat  nearby  made  it  worthless 
to  them. 

Turning  to  development  as  the  so- 
lution, Burris  quickly  got  approval  for 
a  proposed  subdivision.  Using  $7  mil- 
lion of  his  own  and  borrowed  money 
to  build  access  roads  and  infrastruc- 
ture, he  began  selling  lots  to  home 
builders. 

Then  one  day  in  1990  Burris  re- 
ceived a  federal  injunction  ordering 
him  to  stop.  Two  years  later  the  bank 
foreclosed  on  the  bulk  of  his  remain- 
ing acreage,  worth  about  $1.5  mil- 
lion. He  groans:  "In  just  3  years,  15 
years  of  work  and  50  years  of  family 
ownership  are  down  the  drain." 

Since  the  Fish  &  Wildlife  Service 
listed  the  seven  species  as  endangered, 
hundreds  of  other  landowners  in  this 


663,000-acre  stretch  of  central  Texas 
have  also  been  paralyzed.  They  are 
waiting  for  federal  approval  of  a  re- 
gional "habitat  conservation  plan" 
(hcp  in  bureaucratese)  that  would 
release  some  land  for  development 
while  buying  up  the  rest  as  a  perma- 
nent preserve.  They  are  likely  to  wait  a 
lot  longer.  For  the  last  six  years  Aus- 
tin's Travis  County,  facing  losses  of 
tens  of  millions  in  property  value,  has 
been  trying  to  put  together  a  plan 
acceptable  not  only  to  the  service  but 
to  conflicting  local  interests. 

About  130  habitat  conservation 
plans  are  impeding  the  use  of  millions 
of  acres  of  private,  municipal  and  state 
land  across  the  country.  Of  those, 
only  31  have  gained  approval.  In  all 
the  others,  the  land  is  virtually  unal- 
terable while  local  governments  and 
landowners  struggle  to  meet  federal 
mandates. 

All  this  happened  quietly  and  with 
few  people  noticing.  That's  how  bu- 
reaucrats tend  to  extend  their  influ- 
ence. Until  recently  the  Fish  &  Wild- 
life Service  was  a  sleepy  corner  of  the 
Department  of  the  Interior  run  by 
"hook  and  bullet"  police.  They  spent 
their  time  tracking  down  poachers 
and  exotic  bird  traders.  States  had 
exclusive  authority  over  wildlife  man- 
agement (mostly  to  issue  hunting  and 
fishing  licenses),  while  federal  juris- 
diction was  limited  to  migratory  birds 
and  anadromous  fish. 

Federal  authority  preempted  state 
laws  with  the  1973  Endangered  Spe- 
cies Act,  but  its  reach  was  limited  by 
the  statute's  condition  that  economic 
impacts  be  considered  before  a  species 
was  listed  as  "endangered."  In  1982, 


Howard  Burris, 
former  real  estate 
developer 
It  wasn't 
economic 
recession  that 
did  him  in, 
but  the  Fish  & 
Wildlife  Service. 


however,  environmentalists  pushed 
through  Congress  a  provision  that 
abolished  the  economic  impact  re 
quirement.  After  that,  it  was  save  the 
bugs,  never  mind  the  cost.  Federal 
control  over  private  land  surged. 

"We  add  over  a  hundred  species 
every  year,"  brags  Endangered  Spe- 
cies Deputy  Director  Robert  Ruesink, 
speaking  of  his  department's  growing 
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power.  "Often  lawsuits  brought  by 
environmental  groups  force  us  to  add 
them."  He  adds:  "Then  we  can  go  to 
Congress  and  ask  for  more  money." 

And  get  it.  Today,  with  a  full-time 
equivalent  staff  of 7,300  and  a  budget 
of  $1.2  billion,  the  Fish  &  Wildlife 
Service  is  the  third-largest  bureau  in 
Interior  Secretary  Bruce  Babbitt's 
empire,  after  the  Bureau  of  Indian 


Affairs  ($2.2  billion)  and  the  National 
Park  Service  ($1.5  billion). 

Sam  Hamilton,  the  Fish  &  Wildlife 
Service's  administrator  for  Texas,  is  in 
charge  of  things  like  wetlands  and 
coastal  management  as  well,  but  he 
admits  that  enforcing  the  Endan- 
gered Species  Act,  which  has  held  up 
Burris'  development,  is  "about  all  we 
do  these  days." 


The  endangered  species  bureau- 
crats rarely  deny  development  permis- 
sion. Outright  denial  would  effective- 
ly destroy  the  property's  value,  invit- 
ing applicants  to  demand  compensa- 
tion under  the  Constitution's  Fifth 
Amendment.  The  service  finds  stall- 
ing safer  and  more  effective. 

Recently,  the  service  has  been  list- 
ing as  "endangered"  creatures  that 
are  neither  few  nor  declining  in  num- 
bers. It  ingeniously  interpreted  the 
act's  prohibition  against  inflicting 
"harm"  on  a  creature  to  include  alter- 
ation of  habitat,  estimating  future 
habitat  loss  with  what  critics  argue  are 
highly  unscientific  "extrapolations" 
from  past  land  use  patterns. 

That  means  that  landowners  may 
be  criminals  if  they  cut  down  a  tree 
deemed  to  be  important  habitat  even 
though  no  bird  has  ever  been  sight- 
ed there. 

Only  now,  a  decade  after  the  dam- 
aging amendments  were  passed,  have 
the  courts  begun  to  curb  the  service's 
excessive  zeal.  Recently,  the  District 
of  Columbia  Circuit  Court  of  Appeals 
struck  down  Fish  &  Wildlife's  extrap- 
olations, warning  of  the  "extinction 
of  private  rights"  it  implied.  The  ser- 
vice is  ignoring  the  ruling  while  the 
case  is  appealed. 

The  service  has  also  been  extending 
its  reach  by  distinguishing  "subspe- 
cies" that  allegedly  require  further 
protection. 

But  in  May  the  District  of  Colum- 
bia's U.S.  District  Court  invalidated 
the  service's  1993  listing  of  the  Cali- 
fornia gnatcatcher,  which  had  stalled 
the  use  of  300,000  acres  in  southern 
California.  Suspicious  of  the  subspe- 
cies classification,  the  court  found 
that  the  government  had  violated  the 
Administrative  Procedures  Act  by  fail- 
ing to  make  available  the  information 
it  relied  on  to  subdivide  the  bird's 
population. 

Wouldn't  it  be  much  less  damaging 
to  the  private  property  rights  that 
underlie  many  of  our  freedoms  if  the 
government  or  private  conservation 
groups  simply  bought  up  wildlife-rich 
land?  But  that  would  undermine  one 
of  Washington's  fastest- growing  reg- 
ulatory armies,  cost  thousands  of  bu- 
reaucrats their  jobs — and  force  Con- 
gress to  spend  public  money  rather 
than  imposing  the  cost  on  unlucky 
private  people.  H 
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Before  you  rush  into  a  hot  business  you  know  nothing 
about,  consider  the  sad  saga  of  Jostens'  Bill  Lurton. 

Look  before 


you  leap 


By  Matthew  Schifrin 
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Sometimes  successful  careers  end 
not  with  a  bang  but  with  a  whimper. 
So  it  was  for  H.  William  Lurton,  the 
former  chairman  of  Jostens  Inc.  Until 
last  year  the  Bloomington,  Minn.- 
based  outfit  had  an  unbroken  34-year 
string  of  earnings  and  revenue  in- 
creases. For  21  of  those  34  years  Bill 
Lurton  was  the  executive  who  deliv- 
ered them. 

But  last  year  Lurton's  career  came 
to  an  inglorious  end,  one  year  short  of 
his  65fh  birthday,  amid  $12  million  in 
red  ink,  the  first  loss  in  the  company's 
history.  What  happened?  Lurton 
came  a  cropper  chasing  a  fad.  He 
resigned  amidst  the  turmoil,  and  hun- 


dreds of  employees  were  fired. 

Jostens,  whose  sales  last  year 
topped  $900  million,  was  mundane 
but  hugely  profitable.  It  sells  school 
graduation  products  like  class  rings, 
yearbooks  and  school  photographs. 
Under  Lurton  it  became  the  domi- 
nant company  in  a  once  fragmented 
business,  with  40%  of  its  markets  and 
$50  million  in  annual  cash  flow.  Jos- 
tens'  return  on  equity  has  ranged 
from  17%  to  33%;  its  dividends  have 
increased  annually.  In  1984  Forbes 
called  Lurton  ''Lord  of  the  rings" 
(May  21,  1984). 

A  former  Marine  sergeant,  Lurton 
joined  Jostens  in  1955  as  a  yearbook 


salesman  and  worked  his  way  up 
through  sales  to  president  in  1971, 
and  chief  executive  a  year  later.  He 
was  just  42. 

Lurton's  downfall  began  when  he 
took  his  eye  off  the  basic  business  and 
looked  for  greener  pastures.  Jostens' 
pastures  were  still  green,  but  during 
the  1980s  its  earnings  growth  had 
slowed  to  about  5%  per  year.  Institu- 
tional investors  began  using  the 
dreaded  term  "mature"  to  describe 
Jostens.  The  company  had  little  debt 
and  plenty  of  cash  flow,  so  Lurton 
decided  to  diversify. 

And  thus  began  the  misstep  that  so 
abruptly  ended  his  career.  At  the  time, 
companies  like  Microsoft  and  words 
like  "multimedia"  were  beginning  to 
make  headlines.  But  what  did  a  low- 
tech  outfit  like  Jostens  know  about 
computers  and  electronics?  Nothing. 
Lurton,  however,  allowed  himself  to 
rationalize  around  that  little  problem. 

Jostens  was  in  the  educational  mar- 
ket, right?  So  why  not  move  into 
interactive  educational  software — 
computer-based  instruction  in  read- 
ing, writing,  math  and  science? 

Carried  away  with  his  concept,  Lur- 
ton started  making  appropriate  acqui- 
sitions in  1986.  In  1988  he  bought  a 
25%  stake  in  Broderbund  Software.  A 
year  later  he  met  a  slick  San  Diego 
entrepreneur  named  John  Kernan 
who  preached  interactive  learning 
^  and  persuaded  Lurton  to  pay  $65 
million  for  his  software  company. 
Education  Systems  Corp.  had 
$22  million  in  sales  and  was 
s_V^"     barely  breaking  even. 

Convinced  he 
was  on  a  winning 
track,  Lurton  named 
Kernan  chief  executive  of  Jostens 
Learning  Corp.,  which  moved  its 
headquarters  to  Kernan's  San  Diego 
playground.  From  1986  through 
1991  Jostens  Learning  grew  merrily, 
selling  proprietary  computer-based 
learning  systems  to  thousands  of 
schools.  Investors  were  as  taken  with 
the  concept  as  Lurton  was.  Between 
1989  and  the  end  of  1991  Jostens 
stock  more  than  doubled,  to  385/s, 
and  Jostens  Learning  was  generating 
revenues  of  $160  million. 

Kernan  had  huge  plans.  He  per- 
suaded Lurton  and  the  Jostens  board 
to  buy  its  biggest  competitor  in  edu- 
cational software,  Wicat  Systems,  in 
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early  1992  for  $102  million  in  Jostens 
stock.  The  transaction  diluted  Jos- 
tens' earnings  but  boosted  its  share  of 
the  computer  learning  market  to  60%. 

Kernan  made  bold  pronounce- 
ments and  was  named  to  Jostens' 
board  in  1993.  The  school  market 
was  too  small  for  his  multimedia  am- 
bitions. "What  I've  always  wanted  to 
do  with  this  business  is  beat  Ninten- 
do," he  said  to  the  Washington  Post. 

Things  seemed  to  be  going  swim- 
mingly, but  Jostens  was  heading  for 
disaster.  The  entire  computer  indus- 
try was  moving  away  from  proprietary 
systems  to  open  systems.  That  is,  peo- 
ple were  beginning  to  want  software 
that  could  be  run  on  different  com- 
puters rather  than  requiring  special 
equipment.  Jostens  Learning's  soft- 
ware could  run  only  on  computers 
sold  by  Jostens.  By  the  late  1980s, 
however,  the  competition  was  grow- 
ing. Others  began  offering  similar 
systems  and  software  that  did  not 
require  special  hardware  but  could  be 
run  on  almost  any  computer.  Jostens' 
system  required  each  school  to  buy 
about  25  proprietary  Jostens  comput- 
er terminals  and  spend  $112,000  in 


the  first  year  and  about  $12,000  an- 
nually over  the  life  of  the  contract. 
With  school  budgets  shrinking,  Jos- 
tens' product  was  simply  too  expen- 
sive. Many  schools  opted  to  buy  low- 
priced  PCs  and  commercial  software 
packages. 

"We  got  diverted  out  onto  the 
cutting  edge,  or  as  they  call  it  in 
software,  the  bleeding  edge,"  says 
Robert  Buhrmaster,  46,  Jostens'  new 
chief  executive .  The  problem  was  very 
simple:  Jostens  may  have  known  how 
to  sell  to  schools,  but  it  was  out  of 
touch  with  the  big  trends  in  comput- 
ing. Buhrmaster  puts  it  this  way:  "It 
was  very  foreign  for  a  company  like 
this  one  to  be  out  on  the  cutting  edge 
of  technology." 

Jostens'  market  share  in  education- 
al multimedia  began  to  erode.  Kernan 
and  Lurton  papered  over  the  problem 
by  almost  giving  away  Jostens'  25% 
stake  in  Broderbund  for  about  $20 
million,  thus  realizing  a  $4  million 
capital  gain  in  1992.  Broderbund  was 
recently  valued  at  at  least  $400  mil- 
lion in  a  failed  acquisition  attempt. 
Jostens  inflated  earnings  by  capitaliz- 
ing $67  million  in  software  develop- 


ment costs,  instead  of  expensing  them 
as  it  had  previously  done. 

Last  year  Jostens  had  to  face  its 
problems — hence  the  red  ink  that 
ended  Lurton's  stewardship.  During 
the  past  year  Jostens  wrote  off  $140 
million  pretax,  mostly  software  devel- 
opment costs  and  expenses  related  to 
cutting  its  sales  force. 

After  Lurton  and  Kernan  were 
gone,  the  board  brought  in  manage- 
ment consultants  and  named  former 
Corning  Inc.  executive  Buhrmaster  as 
chief  executive.  One  of  Buhrmaster's 
first  moves  was  to  stop  capitalizing 
most  software  development  costs. 
Jostens  recendy  announced  that  it 
would  stop  selling  hardware  and  has 
begun  selling  software  that  will  run  on 
a  variety  of  personal  computers. 

Money  manager  Robert  L.  Renck 
Jr.  of  R.L.  Renck  &  Co.,  Inc.  correct- 
ly predicted  the  company's  downfall 
in  early  1992,  when  he  recommended 
that  his  firm's  institutional  clients  sell 
or  short  their  Jostens  shares.  Now 
he's  recommending  the  stock  again. 
Says  he:  "Jostens  has  confessed  its 
sins,  and  now  I  think  they  will  get 
back  to  their  knitting."  BK 
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A  sick  system  hurts  jobs  and  profits 


The  workers'  compensation  system  is  at  a  breaking  point  in 
many  states,  and  that  hurts  jobs  and  profits.  Rising  costs  force 
employers  to  scale  back  or  relocate  to  other  states.  Insurance 
companies  restrict  their  business  or  withdraw  from  the  market- 
place, causing  a  crisis  of  availability.  And  trial  lawyers  and 
health  care  providers  benefit  more  from  the  system  tlian 
injured  employees. 

Unfortunately,  many  states  attempt  to  solve  workers' 
comp  problems  with  quick  fixes  -  holding  rates  below  the  true 
cost  of  coverage  and  forcing  insurers  and  employers  to  subsi- 
dize workers'  comp  losses  through  assigned  risk  pools.  These 
"solutions"  only  allow  the  underlying  problems  to  worsen. 

Real  workers'  comp  reforms  address  the  causes  of  high 
premiums  -  escalating  medical  and  disability  payments,  too 
much  attornexj  involvement,  fraud  and  inadequate  incentives 
for  investing  in  workplace  safety.  Reforms  aimed  at  reducing 
these  factors  will  make  workers'  compensation  work  again. 

Attacking  the  Cost  Drivers 

CNA  supports  public  policies 
that  attack  three  major  dri- 
vers of  workers'  compensa- 
tion costs:  unjustified  and 
excessive  benefits,  litigation 
in  a  system  designed  to 
resolve  claims  on  a  no-fault 
basis,  and  fraud. 

Reforms  in  the  benefit 
structure  must  limit  compen- 
sation to  injuries  for  which 
conditions  of  employment 
are  the  predominant  cause. 
Disability  payments  should 
be  limited  to  the  worker's 
average  after-tax,  weekly 
wage.  Because  these  payments  are  tax-free,  workers  in 
some  states  can  do  better  staying  on  disability  than 
returning  to  work. 

For  permanent  injuries,  CNA  believes  in  basing 
awards  on  objective  factors,  so  that  similar  workers  with 
similar  injuries  receive  the  same  level  of  compensation. 
Excessive  medical  tests  and  treatments  could  be  con- 
trolled if  employers  and  insurers  were  allowed  to  use 
managed  care  techniques,  such  as  utilization  review  and 
networks  of  pre-selected  providers. 
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"Workers  in  some  states  do 
better  staying  on  disability 
than  returning  to  work." 


To  reduce  litigation,  reforms  must  streamline  the 
administrative  system  for  resolving  cases.  The  longer  the 
claims  process  takes,  the  more  likely  a  worker  is  to  hire 
an  attorney.  We  also  need  informal  dispute  resolution 
mechanisms,  as  well  as  rules  to  keep  initial  appeals  with- 
in the  administrative  agency.  Attorney  fees  should  be 
governed  by  set  schedules  or  based  on  the  additional 
amounts,  if  any,  the  worker  receives  because  of  the  attor- 
ney's involvement. 

Antifraud  reforms  must  send  a  clear  message  that 
workers'  comp  fraud  will  not  be  tolerated.  Increased 
funding  for  fraud  control  activities  by  state  insurance 
departments  is  essential,  as  are  suffer  criminal  penalties. 
Employers  and  insurers  who  cooperate  with  law  enforce- 
ment authorities  in  fraud  investigations  should  be  pro- 
tected from  bad  faith  lawsuits  filed  by  suspects. 

Saving  Jobs  in  Texas 

In  the  late  1980s,  a  crisis  in  the  Texas  workers'  compensa- 
tion system  was  threatening  the  state  economy.  Business 
owners  had  experienced  steadily  increasing  costs  and 
difficulty  in  obtaining  coverage.  The  assigned  risk  pool 
was  operating  at  a  deficit  that  eventually  totaled  more 
than  $1  billion. 

In  1989,  determined  to  prevent  a  complete  collapse 
of  the  system,  the  Texas  legislature  passed  a  major 
reform  package.  In  just  two  years,  these  reforms  reduced 
system-wide  costs  by  an  estimated  20%  to  35%. 

The  Texas  success  story  teaches  two  important 
lessons.  The  reform  package 
worked  because  Texas  had  the 
political  courage  to  push  for  real 
solutions.  We  introduced  controls 
on  medical  and  disability  costs, 
streamlined  the  administrative 
dispute  resolution  process,  re- 
stricted the  use  of  jury  trials  and 
increased  enforcement  of  loss  con- 
trol requirements.  Texas  also  creat- 
ed a  competitive  state  fund  to  take 
over  the  assigned  risk  pool.  The 
fund  is  required  by  law  to  operate 
on  a  self-sustaining  basis. 

The  second  lesson  concerns 
the  politics  of  reform.  Trial 
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Employers  came  together 
and  helped  forge  a 
solution." 
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lawyers  vigorously  opposed  changes  that  would 
reduce  their  role  in  the  system.  This  opposition  was 
overcome  by  a  broad  coalition  of  business  owners 
with  support  from  the  insurance  industry.  This  was 
a  true  grass-roots  campaign  in  which  employers  hurt 
by  workers'  compensation  problems  came  together 
and  helped  forge  a  solution. 

Ironically,  the  reform  package  that  has  worked 
so  well  is  now  in  jeopardy.  It  currently  faces  a  consti- 
tutional challenge  in  the  Texas  Supreme  Court. 
Business  owners  and  the  insurance  industry  have 
joined  the  State  Attorney  General  in  defending  the 
reform,  urging  the  court  to  consider  the  benefits  of  a 
healthy  workers'  compensation  system  to  the  entire 
state  of  Texas. 

Cost  Management: 
Good  Policy,  Good  Business 

In  the  debate  over  workers' 
comp  reform,  we  often  see 
management  on  one  side  of 
the  cost  issue  and  employ- 
ees on  the  other.  But  in  the 
WMX  Technologies  environ- 
mental services  companies,  we 
believe  that  preventing  injuries 
and  managing  post-accident 
costs  are  in  the  best  interests  of 
employees  and  employers. 

The  costs  associated  with  a 
workplace  injury  go  well 
beyond  direct  expenses  for 
medical  care  and  lost  wages. 
For  the  employee,  a  disabling 
injury  affects  his  or  her  family  and  career.  For  the 
employer,  indirect  costs  include  lost  productivity  and  the 
time  and  expense  of  hiring  and  training  a  replacement 
for  an  experienced  worker. 

WMX  Technologies  works  closely  with  its  insurers 
to  rmnimize  the  full  range  of  costs  associated  with  acci- 
dents. We  believe  workers'  comp  reforms  should  be 
designed  to  give  employers  flexibility  to  manage  these 
costs,  as  well  as  incentives  for  doing  the  job  well. 

Specifically,  we  support  laws  that  allow  employers 
and  their  insurers  to  manage  the  medical  treatment  of 
injured  workers.  Managed  care  ensures  the  use  of  physi- 
cians who  are  experienced  in  occupational  medicine  and 
whose  knowledge  of  job  requirements  facilitates  an  early 
return  to  work. 

We  oppose  mandatory  vocational  rehabilitation. 
Employers  should  have  the  flexibility  to  use  these  ser- 
vices in  cases  where  they  truly  help  a  worker  return  to 
the  job.  Instead  of  mandates,  we  favor  incentives  for 
rehabilitation.  Employers  could  be  motivated  with  more 
generous  disability  benefits  for  injured  employees  who 
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"Reforms  should  give 
employers  flexibility  to 
manage  costs." 


are  not  returned  to  work.  For 
employees,  return-to-work 
incentives  should  include  ter- 
mination of  benefits  if  an 
employee  refuses  an  offer  of  comparable  work. 

WMX  Technologies  also  believes  that  rates  should  be 
determined  by  competitive  forces  in  an  open  market,  not 
by  politically  charged  rate  regulation.  In  the  long  run, 
competition  among  insurers  is  the  best  way  to  assure  sta- 
bility in  the  cost  and  availability  of  workers'  compensa- 
tion coverage. 

A  Plan  of  Reform 

A  healthy  workers'  compensation  system  is  crucial  for  a 
healthy  business  climate.  In  states  where  reform  legislation  has 
passed,  we  must  work  to  ensure  that  the  laws  are  implemented 
properly.  In  states  where  reforms  are  needed,  we  must  support 
laws  that  control  benefit  costs,  reduce  litigation,  create  incen- 
tives for  safety  and  allow  rates  to  reflect  loss  experience. 


Receive  an  information  packet  on  how  to  lower  your 
workers'  compensation  costs.  Call  CNA  at  1 -800-61 3-4CN A. 

Together,  we  can  forge  public  policy  tliat  supports  an  efficient, 
effective  workers'  compensation  system. 

CNA  is  one  of  the  10  largest 
U.S.  insurance  groups.  It  is 
a  multi-line  insurer  with 
nearly  100  years  of  experi- 
ence. CNA  is  a  registered 
service  mark  of  the  CNA 
Financial  Corporation. 
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The  new  government  of  South  Africa 
Inherits  a  substantially  socialist  economy. 
Can  it  break  the  pattern? 

After  apartheid, 
what? 


BY  STEVE  H.  HANKE  &  SIR  ALAN  WALTERS 


Steve  H.  Hanke  is  a  professor  of 
Applied  Economics  at  The  Johns  Hopkins  University 
in  Baltimore  and  Sir  Alan  Walters  is  vice  chairman 
of  AIG  Trading  Group,  Inc.  in  Washington,  D.C. 


After  A  decade  of  sanctions,  money 
can  now  be  invested  in  Africa's  most 
promising  economy.  Is  it  a  good  risk? 

In  all  the  attention  paid  to  South 
Africa's  race  problems,  it  was  frequent- 
ly overlooked  that  the  economy  was 
substantially  a  socialist  economy.  In- 
deed, apartheid  was  ushered  in  by  a 
socialist  trade  union  that  wanted  the 
state  to  protect  it  from  competition 
from  lower-wage  black  labor.  The  edi- 
fice of  racial  laws,  state -sanctioned  li- 
censure, nationalized  industries,  pro- 
tective trade  policies  and  suffocating 
regulation  were  all  part  of  a  widespread 
politicization  of  affairs  in  South  Africa. 

The  recent  National  government 
experimented  with  various  measures 
of  economic  liberalization.  At  last, 
the  truth  had  dawned  on  the  Afri- 
kaaners  that  liberalization  (and  sal- 
vation of  the  economy)  was  inconsis- 
tent with  apartheid.  To  his  credit,  De 
Klerk  dragged  the  National  Party 
down  the  twin  paths  of  racial  and 
economic  reform. 

But  the  economic  liberalization 
was  tepid  and  timid,  insufficient  to 
arrest  the  secular  decline  in  the  econ- 


omy caused  by  the  drop  in  the  price 
of  gold.  Will  the  new  government  do 
more  to  bring  real  capitalism  to 
South  Africa? 

This  new  government  is  a  mixed 
bag.  The  grass  roots  are  typical  of 
Third  World  socialist  movements, 
with  an  admixture  of  hard-core  com- 
munists. Among  the  leaders  are  some 
sophisticated  politicians  who  appreci- 
ate that  socialism  does  not  and  will 
not  work  in  South  Africa.  Alas,  even 
they  lean  toward  social  democratic 
solutions,  with  a  strong  tendency 
to  redistribute  wealth  and  pursue  a 
welfare  state. 

The  new  black  bureaucrats  will 
add  to,  rather  than  displace,  Afri- 
kaaner  state  employees,  since  Nelson 
Mandela  promised  tenure  to  the  in- 
cumbents. The  new  government 
wants  to  invest  massively  in  services 
for  the  black  majority — electricity, 
water  and  housing. 

All  this  implies  massive  govern- 
ment spending  and  redistribution  of 
the  wealth.  Mandela's  apparent 
moderation  in  these  respects  will 
prevail  for  the  next  year  or  two.  The 
new  government  has  no  choice  since 
it  must  induce  foreign  capital  to 
invest  in  South  Africa  to  create  jobs 
for  the  army  of  unemployed  (esti- 
mates of  which  vary  from  20%  to 
50%  of  the  labor  force).  But,  given 
the  inherently  socialist  tendencies 
and  structures,  prospects  for  the 
kind  of  economic  liberalization  that 
could  produce  a  massive  import  of 
capital  are  not  auspicious.  The  in- 
flows so  far  have  been  a  mere  trickle. 
In  contrast,  reserves  of  the  central 
bank  have  fallen  more  than  20% 
from  January  to  May.  This  is  an 
ominous  sign  of  capital  flight  (see 


our  Forbes  column  of  Mar.  28). 

This  is  not  surprising.  Compared 
with  other  market  opportunities,  as 
World  Bank  studies  have  shown,  the 
rate  of  return  on  capital  has  been 
low.  The  question  is  whether  the 
policies  of  the  new  government  will 
enhance  those  aftertax  rates  of  re- 
turn. The  cautious  investor  should 
look  for  a  stable  fiscal  environment,  a 
reduction  in  regulations  and  con- 
trols, an  absence  of  trade  union 
domination  and,  finally,  a  responsi- 
ble policy  from  the  independent  Re- 
serve Bank  of  South  Africa.  The  lat- 
ter would  enable  investors  to  repatri- 
ate profits  and  provide  a  liquid 
market  for  investor  assets. 

First  the  good  news:  In  a  brilliant 
stroke  guaranteed  to  reassure  inves- 
tors, Mandela  has  retained  both  the 
Minister  of  Finance,  Derek  Keys,  and 
the  governor  of  the  Reserve  Bank, 
Christopher  Stals.  Both  are,  rightly, 
highly  respected  for  their  profession- 
alism and  integrity.  We  suspect  that 
both  would  like  to  abolish  the  dual 
exchange  rate  system,  which  attempts 
to  corral  capital  to  prevent  flight  from 
South  Africa.  Indeed,  it  is  absurd  to 
invite  inflows  into  a  system  where 
existing  capital  has  to  be  subsidized  to 
avoid  flight!  Although  Stals  is  likely  to 
continue  his  successful  disinflationary 
policy  initially,  we  suspect  that  Keys 
will  be  overwhelmed  by  the  demands 
for  increased  public  spending.  Alas, 
this  fiscal  profligacy  will  eventually  do 
in  Stals  and  the  Reserve  Bank,  too. 

Now  the  bad  news:  South  Africa 
has  powerful,  politicized  trade 
unions,  under  the  umbrella  of  the 
Congress  of  South  African  Trade 
Unions,  which  is  the  most  cohesive 
constituent  of  the  anc.  cosatu  has 
been  most  successful  in  raising  wages 
in  mining  and  industry — and,  of 
course,  in  promoting  unemployment. 
Under  an  anc  government  its  power 
is  unlikely  to  be  diminished. 

South  Africa  remains  Third  World 
and  socialist.  The  Mandela- De  Klerk 
team'  has  made  a  smooth  transition  to 
democracy;  it  has  cleverly  avoided  the 
rocks  of  Scylla.  However,  nothing 
suggests  that  the  whirlpool  of  Cha- 
rybdis  will  be  circumnavigated.  This 
augurs  trouble  for  all  but  the  most 
nimble  portfolio  investors,  particular- 
ly in  light  of  the  Johannesburg  Stock 
Exchange's  lack  of  liquidity.  WM 
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"Search  worldwide  and  you  will  find 
more  bargains  than  in  anv  singl 


an  in  any  single  nation. 

Founder's  Investment  Principle' 
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Templeton  Developing  Markets  Trust 

At  Templeton  we  believe  that  potentially        Mail  the  postage  paid  card  or  call 
rewarding  investment  opportunities  exist  in        Templeton  today  for  a  free  brochure, 
the  emerging  capital  markets 
of  countries  such  as  Malaysia, 
Mexico  and  Thailand,  to 
name  a  few. 

As  the  international  trend 
toward  more  Western-style, 
free-market  economies  con- 
tinues, such  countries  may 
experience  high  rates  of  economic  growth. 
Templeton  Developing  Markets  Trust 
seeks  to  take  advantage  of  these  significant, 
changing  economies. 

This  fund  is  designed  for  investors 
seeking  long-term  capital  appreciation 
and  who  are  willing  to  accept  the  special 
risks  of  investing  in  developing  markets.+  + 
Templeton,  a  pioneer  in  emerging 
markets  investing,  currently  manages 
over  $3.5  billion  in  this  sector. 

Templeton 

IWORLDWIDE 

700  Central  Avenue.  St.  Petersburg,  FL  33701-3628 

A  Member  of  the  $112  Billion  Franklin  /Templeton  Group 


Call  1-800-342-FUND 
Ext.  T386 

Call  for  a  free  prospectus  containing  more  complete  informa- 
tion, including  charges  and  expenses.  Please  read  it 
carefully  before  you  invest  or  send  money. 

*5/'r  John  Templeton,  who  currently  serves  as  Chairman  of  the  fund's 
Board,  is  not  involved  in  investment  decisions,  which  are  made  by  the 
fund's  investment  manager. 

f Returns  for  the  period  ended  3/31/94  include  the  maximum 
5.75%  initial  sales  charge  and  assume  reinvestment  of  dividends 
and  capital  gams  at  net  asset  value.  Investment  return  and  principal 
value  will  fluctuate  so  that  your  shares,  when  redeemed,  may  be 
worth  more  or  less  than  their  original  cost.  Past  peformance  cannot 
guarantee  future  results. 

ff Investing  in  developing  markets  involves  special  considerations, 
which  may  include  risks  related  to  market  and  currency  volatility, 
adverse  social  and  political  developments,  and  the  relatively  small  size 
and  lesser  liquidity  of  these  markets. 

Principal  Underwriter:  Franklin /Templeton  Distributors,  Inc. 
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UP  &  COMERS 

EDITED  BY  FLEMING  MEEKS 

Few  family  businesses  make  it  past 

the  first  generation.  Here's  one  in 

the  fifth  generation  and  still  going  strong. 

Keep  it  trendy 


By  Suzanne  Oliver 


In  the  early  years  of  the  Great  De- 
pression, while  tens  of  thousands  of 
companies  were  going  bankrupt,  fac- 
tories were  idle  and  25%  of  the  work 
force  was  unemployed,  Homer 
Laughlin  China  Co.  managed  to 
prosper.  Even  with  20-cent  admission 
prices,  movie  houses  were  having 
trouble  filling  their  seats.  To  stimu- 
late trade,  they  gave  away  sets  of  free 
dishes  on  selected  days.  Homer 
Laughlin  was  a  leading  supplier,  as  it 
was  of  dinnerware  that  sold  for  a  dime 
a  plate  at  Woolworth's,  Sears  and 
Montgomery  Ward. 

In  1936  the  company  grossed  close- 
to  $5  million  and  was  able  to  finance 
introduction  of  fiesta  ware,  brightly 
colored  art-deco-style  dishes  that 
have  become  favorites  of  collectors  in 
recent  years.  This  move  brought 
Homer  Laughlin  into  the  middle  of 
the  market,  with  items  retailing  for 
about  20  cents  a  plate.  By  1948  the 
company's  sales  were  $14  million, 
and  production  of  fiesta  ware  peaked 
at  about  30  million  pieces. 

But  tastes  changed,  and  the  compa- 
ny failed  to  keep  pace.  Lacking  popu- 
lar new  products,  it  tried  to  survive  by 
producing  cheap  dinnerware  for  the 
restaurant  trade.  In  the  late  1970s 
cheap  imports  invaded  the  restaurant 
market,  and  Homer  Laughlin 
couldn't  compete  on  price  alone.  A 
former  distributor  was  contracting 
out  manufacturing  to  Korea  and  un- 
dercutting Homer  Laughlin's  U.S.- 
made  products.  "We  had  to  decide 
whether  to  hang  it  up  or  invest  in  the 
future,"  says  Homer  Laughlin  Presi- 
dent Marcus  Aaron  II. 

Hanging  it  up  would  have  meant 
hanging  up  a  lot  of  family  history  for 
Marcus  Aaron  and  Chief  Executive 
Joseph  Wells  III.  Three  generations 
earlier,  in  1897,  Louis  Aaron  and 
partner  William  Wells  bought  the 
company  from  its  eponymous 
founder.  The  privately  held  china 
company  has  been  managed  by 
successive  generations  of  Aarons  and 
Wellses  ever  since. 

If  the  Great  Depression  hadn't  de- 
feated the  company,  why  should  it  be 

Marcus  Aaron  II  and  Joseph  Wells  III  of 
Homer  Laughlin  China  Co. 
"We  had  to  decide  whether  to  hang  it  up 
or  invest  in  the  future." 
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YOU  LOOK  YOURSELF  IN  THE  MIRROR  AND  SAY: 


'Some  people  might  think  that  my  new  Saab 


Convertible  is 


no  doubt 


A.  a  toy 

B.  a  phase  I'm  going  through 

C.  a  last  desperate  grab  for  youth 


,.  These  people  are 


..  The  Saab  is  the  most 


A.  misguided 

B.  jealous 

C.  just  plain  mean 


car  I've  ever 


A.  versatile 

B.  versatile 

C.  versatile 


A.  owned 

B.  leased 

C.  borrowed  from  my  brother-in-law 


,  It  has  loads 


of 


A.  trunk  space 

B.  passenger  room 

C.  safety  features 


,.  Frankly,  it  never  occurred  to 


me  that  the  Saab  Convertible  is 


A.  a  classic 

B.  a  real  head  turner 

C.  the  perfect  car  for  a  midnight  drive 
sometime  in  June  when  the  skies  are 
clear  and  still  and  the  air  flows  across 
my  skin  like  warm  silk  and  there's  just 
me  and  someone  I  love  and  a  deserted 
country  road  spilling  out  before  us 


THE  NEW  SAAB  900  CONVERTIBLE.  B  SAAB 


FOR  MORE  INFORMATION.  CALL  1-800-582-SAAB.  ©199-t  SAAB  CARS  USA  INC 


1 

In  #  n  k 

International. 

Th  ink 

Twentieth 
Century. 


Introducing  Twentietk  Century  's 
newest  international  growtk  fund. 

Now  there  are  two  reasons  to  do  your  international  investing 
with  Twentieth  Century.  That's  because  we  now  offer  two  different 
international  funds: 


international 
Emerging  Growth 


This  fund  was  introduced  April  1, 1994. 
Its  primary  focus  is  on  rapidly  growing, 
"emerging"  companies.  The  fund  is  not 
restricted  geographically  or  confined  to  markets  in  developing  countries. 
It  invests  in  smaller  companies  in  developed  nations,  and  can  invest  up  to 
half  of  its  portfolio  in  companies  in  countries  with  emerging  markets. 


international 
Equity 


This  fund  invests  primarily  in  larger, 
more  seasoned  companies  of  developed 
countries.  And  so  far,  it's  proving  itself. 
The  fund's  total  cumulative  return  for  the  period  beginning  May  31, 1991, 
and  ending  March  31, 1994,  is  55.6%.*  By  comparison,  the  EAFE® 
Index,  an  index  of  unmanaged  international  stocks,  had  a  23.2% 
total  cumulative  return  for  the  same  time  period. 

To  find  out  more,  call  or  write  for  a  free  World  Investors  Kit,  which 
contains  a  prospectus  with  more  complete  information,  including  charges, 
expenses  and  minimums.  Investments  in  foreign  securities  involve  a 
greater  risk,  and  in  the  case  of  International  Emerging  Growth  significantly 
greater  risk,  than  investments  in  domestic  securities. 
Please  read  the  prospectus  carefully  before  investing. 


Call  today,  toll-free: 

1-800-345-2021 

P.O.  Box  419200,  Kansas  City,  MO  64141-6200 


©  1994  Twentieth  Cenlurv  Services,  Inc 
FBS 


Investments  That  Work" 


TWO  INTERNATIONAL  FUNDS  FROM  TWENTIETH  CENTURY. 


*  26.5%  and  17.3%  are  International  Equity's  1-year  and  since  inception  (5/9/91 )  average  annual  total  returns  as  of 
March  31,  1994  "Data  quoted  represents  past  performance  and  assumes  reinvestment  of  all  distributions.  Investment 
return  and  principal  value  will  fluctuate,  and  redemption  value  may  be  more  or  less  than  original  cost.  "The  Morgan  Stanley 
Europe,  Australia,  Far  East  (EAFE®)  Index  is  a  widely  followed  group  of  stocks  from  20  different  countries,  and  it  is  not  an 
investment  product  available  for  purchase.  Source  Upper  Analytical  Services 


destroyed  in  the  prosperous  1970s? 
The  plant  was  situated  in  tiny  Newell, 
W.Va.  (current  pop.  1,500),  and  the 
loss  of  its  jobs  would  have  decimated 
the  community.  '•'These  plant  em- 
ployees are  the  fourth  and  fifth  gener- 
ation at  Homer  Laughlin.  I  went  to 
school  with  some  of  them.  Hell,  I 
can't  turn  my  back,"  says  Wells,  who 
has  worked  for  the  company  since  he 
was  15. 

What  to  do?  Wells,  now  53,  and 
Aaron,  64,  decided  to  stick  it  out. 
Spending  $500,000  on  a  tunnel  kiln, 
they  reconfigured  their  manufactur- 
ing process,  eliminating  dozens  of 
steps.  They  reduced  costs  by  15%,  cut 
production  time  from  one  week  to 
one  day.  With  faster  production  time, 
they  were  able  to  cut  inventories  by 


Collectors  provided  the 
clue  Homer  Laughlin 
needed.  Fiesta  ware  din- 
ner plates  were  changing 
hands  at  flea  markets 
for  $10  to  $25.  So  Wells 
dusted  off  the  old  fiesta 
ware  molds  and  did  some 
market  testing. 


75%.  By  1987  the  company  was  able 
to  bring  its  prices  closer  to  import 
prices  and  still  earn  a  small  profit. 

But  with  this,  mere  survival.  The 
company  needed  a  new  hit.  Collec- 
tors provided  the  clue  Homer  Laugh- 
lin needed.  In  the  mid-1970s  a  collec- 
tors market  in  fiesta  ware  began  to 
blossom;  by  1984  The  Collectors  Ency- 
clopedia of  Tiesta,  a  history  and  price 
guide  by  Bob  and  Sharon  Huxford, 
had  sold  68,000  copies  and  was  in  its 
fourth  edition.  Fiesta  ware  dinner- 
plates  were  changing  hands  at  flea 
markets  and  antique  shops  for  $10  to 
$25.  A  standard  five-piece  place  set- 
ting of  vintage  fiesta  ware  in  cobalt 
blue  now  sells  for  close  to  $100;  red, 
ivorv  and  cobalt  blue  vases  go  for 
$585.  to  $635. 

Wells  dusted  off  the  old  fiesta  ware 
molds  and  did  some  market  testing. 
He  presented  dozens  of  pieces  in 
dozens  of  colors  to  retailers  in  New 
York  City,  Adanta,  Dallas  and  Chica- 
go. He  made  some  alterations,  such  as 
widening  the  plate  and  adding  a  rim 
to  the  soup  bowl.  Finally,  in  1985, 
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Royal  Insurance 


Vol//?  Shield  Against  the  Unexpected. 


©  Royal  Insurance,  9300  Arrowpoint  Boulevard,  Charlotte  NC  28201-1000 


Introducing  the  Ascentia'"  900n 

PERFORMANCE  NOTEBOOK.  Not  since 
you  bumped  up  to  the  front  row  in 
an  old  Chevy  at  sunset,  and  looked 
up  at  a  screen  the  size  of  a  building 
has  something  looked  so  striking. 
This  is  one  monster  screen,  with  up 
to  10.4  inches  of  TFT  active-matrix 


or  dual-scan  STN  color.  It's  the  big- 
gest screen  you  can  get  right  now. 

Your  presentations  will  dazzle 
with  rich  and  vibrant  color.  Your 
audience  will  appreciate  the  kind  of 
high  resolution  that  makes  complex 
charts  and  graphs  quite  readable. 

Still,  there's  more  to  the  900N 


!  19  ■-;  AST  Research,  fne  AH  rights  reserved.  AST  is  a  registered  trademark  uf  AST  Research,  Inc  AST  C>rmputer ,  the  ASTingo.  Ascenaa  aiul  "Wm'li  Like  the  Way  We  Work"are  trademarks  of  AST  Research,  Int  The  Intel  inside  logo  is  a  trademark .»/  Intel  Corporation  AH  other  product  or  service  I 


There's  also  an  intelligent  power 
management  system  inside.  So  the 
computer  actually  adjusts  itself  to 
your  work  habits,  taking  a  breather 
whenever  you  do.  Battery  life  is  longer 
than  Compaq  or  Toshiba,  from  four 
to  eight  hours.  Or  about  the  length 
of  a  Godzilla  film  festival. 

In  fact,  everything  you  need  to 
be  truly  mobile  is  right  here.  Even 
the  pointing  stick  is  well  positioned 
at  your  fingertips.  There's  also  a 
docking  station  and  PCMCIA  slots 
for  expandability.  So  you  can  add  a 
modem  or  LAN  adapter  to  stay  in 
touch  with  the  office  or  your  clients. 

Of  course,  AST  includes  a  3 -year 
worldwide  limited  warranty,*  with  a 
year  of  48-hour  rapid  repair  service.** 
And  our  knowledgeable  support 
group  is  here  every  day,  24  hours  a 
day,  to  help  you  over  the  telephone. 

You've  got  to  see  the  new  AST 
Ascentia  notebook.  Remember  the 
first  time  you  went  to  the  drive-in, 
and  you  were  certain  you  were  in 
love?  Well,  it'll  be  just  like  that. 

For  information  or  a  screening, 
please  call  us  at  800-876-4AST. 
HE      WAY      WE  WORK 


Intel  DX4/75MHZ  or 
DX2/50MHz  models  with 
either  1 0.4"  or  9.5"  diag. 
TFT,  or  10.3"  diag.  DS-STN 
color  display.  340MB  or  510MB 

removable  hard  drive, 
4MB  or  8MB  RAM,  upgradable 

to  32MB,  1  MB  video  RAM. 
Two  PCMCIA  slots,  two  type  II 
or  one  type  III.  "Hot 
swappable"  NiMH  battery 
with  60-minute  FastCharge. 

Pre-loaded  software: 
Windows,  Lotus  Organizer, 

Delrina  WinFax 
and  COMit  Lite,  ConnectSoft 
E-mail  Connection,  Traveling 

Software  LapLink  Remote 
Access,  CompuServe,  America 
Online,  and  Prodigy. 


COMPUTER 


UP  &  COMERS 


Weils  fired  up  an  old  kiln  and  began 
production. 

Fiesta  ware  was  reintroduced  na- 
tionally in  1985  in  five  new  colors — 
black,  white,  apricot,  rose  and  blue. 
The  new  fiesta  ware  is  priced  at  $22 
for  a  five-piece  set — a  fraction  of  what 
the  old  stuff  fetches,  but  almost  twice 
as  much  as  commodity-type  restau- 
rant china.  In  exchange  for  a  six- 
month  exclusive,  Bloomingdale's 
launched  the  revived  brand  with  a 
blizzard  of  advertising.  Other  retail- 
ers, including  Dayton  Hudson,  J.C. 
Penney  and  Jordan  Marsh,  began  car- 
rying the  brand  soon  after. 

Last  year  Homer  Laughlin  sold  4 
million  pieces  of  fiesta  ware  for  about 
$10  million,  20%  of  the  company's 
revenues.  Forbes  estimates  the  over- 
all company  profits  at  $2  million. 

When  you  have  been  in  business  for 
more  than  a  century,  survived  wars 
and  the  Great  Depression,  you  learn 
that  you  are  never  home  free  in  busi- 
ness. The  North  American  Free  Trade 
Agreement  will  reduce  the  tariffs  on 
china  from  Mexico  by  10%  each  year 
for  the  next  ten  years.  The  General 
Agreement  on  Trade  &  Tariffs  will 
reduce  tariffs  on  china  imports  world- 
wide. "With  our  high  wages,  we  know 
we  can't  be  the  low-cost  operator," 
says  Wells. 

So  he  plans  to  compete  by  empha- 
sizing his  custom  china  business,  lead- 
free  products  and  quick  turnaround 
time  on  orders.  Cash  flow  from  the 
fiesta  ware  line  helped  enable  Homer 
Laughlin  to  expand  its  custom  china 
business  from  2%  of  sales  to  15%.  Now 
Homer  Laughlin  provides  unique 
patterns  for  clients,  including  Colo- 
nial Williamsburg,  West  Virginia's 
Greenbrier  resort  and  the  Luxor  and 
Mirage  casinos  in  Las  Vegas. 

Wells  and  Aaron  are  also  expanding 
the  fiesta  ware  line  with  new  colors — 
the  line  is  now  up  to  ten.  Aid  they've 
begun  bringing  out  limited-edition 
colors,  like  lavender,  which  will  be 
available  for  only  two  years.  "New 
colors  keep  fiesta  trendy,"  says  Wells. 

Homer  Laughlin  is  still  the  pride  of 
Newell,  where  it  employs  900  people, 
including  Joseph  Wells'  son  and 
daughter,  who  are  summer  interns. 
Tip  your  hat  to  imaginative  and  pub- 
lic-spirited management  that  has 
shown  how  ingenuity  and  determina- 
tion can  defeat  the  highest  odds.  H 
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After  a  13-year  career  as  doctor/surgeon 
to  sick  companies,  Carter  Pate  is  trying 
his  hand  at  running  a  successful  company. 

Sticking  around 
for  a  while 

gest  fixup  involved  the  largest  person- 
al bankruptcy  in  history.  As  trustee  for 
the  creditors  in  the  Nelson  Bunker 
Hunt  bankruptcy,  Pate  sold  off  assets 
worth  $125  million,  including  a  2.1- 
million-acre  cattle  ranch  in  Australia 
and  a  $22  million  collection  of  Greek 
and  Roman  coins. 

But  now,  in  a  shift  from  his  usual 
triage  duties,  Pate,  40,  has  taken  on  a 
job  he  expects  to  keep  for  a  while.  He 
is  president  and  chief  executive  of 
Dallas-based  Sun  Coast  Industries,  a 
maker  of  chemical  resins,  plastic  din- 
nerware  and  plastic  lids  and  foil  seals 
for  everything  from  Peter  Pan  peanut  i 
butter  to  Hawaiian  Punch. 

This  time  Pate  wants  to  build,  not  | 
remodel.  Sun,  to  begin  with,  is  not  I 
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Though  troubled  companies  come 
in  all  shapes  and  sizes,  the  job  of  fixing 
them  follows  a  fixed  formula,  says  R. 
Carter  Pate:  "You  spend  the  first 
three  weeks  sizing  the  situation  up, 
talking  to  the  lenders  and  bondhold- 
ers and  planning  the  restructuring. 
Having  sized  up  the  situation,  you 
carve  off  the  cancer,  terminate  em- 
ployees and  hire  your  successor." 

Between  1980  and  1990,  Pate,  a 
towering  6-foot-4  former  varsity  soc- 
cer star  at  Greensboro  College,  ana- 
lyzed, restructured,  slashed  and  then 
walked  away  from  a  good  dozen  sick 
businesses.  His  jobs  included  bank- 
rupt jeansmaker  Sasson  Industries 
and  Memphis-based  retailer  Fred's, 
Inc.  (Forbes,  Nov.  8, 1993).  His  big- 
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sick.  It  is  expected  to  report  earnings 
of  $3.6  million,  or  90  cents  a  share,  on 
revenues  of  $72  million  in  fiscal  1994, 
ended  June  30.  Following  a  manage- 
ment shakeup,  Pate  was  recruited  to 
run  the  company  in  April  1993. 

As  he  always  does,  Pate  spent  his 
first  months  learning  the  business.  He 
demanded  and  got  weekly  one-page 
reports  monitoring  the  pulse  of  the 
company.  "Sales,  backlog,  order  con- 
firmations, dating  of  receivables  and 
payables,  inventor}'  turns,  receivable 
turns,  overhead  as  a  percentage  of 
direct  labor,  and  payroll,"  he  rattles 
off  in  a  rapid  North  Carolina  drawl. 
"These  things  can  sneak  up  on  you." 

Pate  thinks  Sun's  biggest  opportu- 
nities lie  in  the  "hot  fill"  business.  In 
plain  English  that  means  providing 
packaging  for  things  that  need  to  be 
packaged  at  high  temperatures.  Juice 
drinks  and  sports  drinks  are  thrust 
into  their  packages  at  near  boiling 
temperatures.  Until  recently  they  had 
to  be  packaged  in  glass,  but  new  heat- 
resistant  plastics  have  begun  replacing 
glass,  and  plastic  lids  are  replacing 
metal.  Sun  makes  the  lids.  Pate  has 
recently  inked  deals  that  have  tripled 
its  plastic  lid  backlog  to  $60  million. 

Pate  is  also  looking  to  revive  its 
plastic  dinnerware  business,  which 
has  been  in  a  rut  as  cheap  imported 
china  has  cut  into  the  market.  Within 
a  month  of  joining  the  company,  he 
set  up  a  children's  division.  He's  since 
acquired  the  rights  to  use  characters 
from  The  Flintstones  and  top-rated 
children's  shows  like  Mighty  Morphin 
Power  Rangers  and  Animaniacs  on 
the  kids'  stuff.  Steven  Christenson, 
director  of  research  at  Dallas  Research 
&  Trading,  expects  the  license  deals 
to  add  $5  million  to  $7  million  to  sales 
next  year.  He  sees  fiscal  1995  earnings 
rising  to  $1.14  a  share. 

"I'm  making  half  of  what  I  made  in 
the  turnaround  business,"  says  Pate 
of  his  $200,000-a-year  salary.  But  this 
time  he's  not  looking  for  a  successor. 
He  has  a  powerful  incentive  to  stick 
around  and  build  the  business.  On 
taking  the  job  he  was  given  options  on 
100,000  shares  of  Sun  Coast  stock  at 
the  going  price,  $10.  Sun  Coast's 
NYSE-listed  shares  recently  traded  at 
13V2,  but  Pate's  after  much  bigger 
game:  "If  the  shareholders  make  a 
win,  I  clearly  win.  And  that's  the  way 
it  should  be."  -F  M.  mm 
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AN  ENVIRONMENTAL  REVOLUTION 
FROM  TOP  TO  BOTTOM. 

Something  enlightening  is  taking  place. 
A  historic  partnership  between  the 
federal  government  and  America's 
business  community  to  protect  the 
environment  by  promoting  the  use  of 
revolutionary  lighting  technologies  that 
reduce  pollution. 

Green  Lights,  a  voluntary  corporate 
initiative,  encourages  the  use  of  energy- 
efficient  lighting  where  it  is  profitable  and 
where  lighting  quality  is  improved. 
Through  this  initiative,  over  100  major 
corporations  have  already  agreed  to  reduce 
emissions  of  greenhouse  gases  and  help 
curb  acid  rain  and  smog  by  voluntarily 
upgrading  their  lighting  systems. 

To  learn  more  about  the  environmental 
benefits  of  energy-efficient  lighting  and 
how  you  and  your  company  can  profit 
from  it,  call  (202)  479-6936.  Or  write,  Green 
Lights,  U.S.  Environmental  Protection 
Agency,  Global  Change  Division,  401  M 
^eo  sr^    St.  S.W.  (ANR445), 

Washington  D.C.  20460. 
The  environment  and 
your  accountants  can 
"-'i  pro^0      breathe  a  little  easier. 


Left  to  right:  Sunil  Velagapudi,  Robin  Watkins,  Kristin  Bar 


NO  ONE 

FLIES 

ALONE. 


Between  1970  and  1990,  air 
travel  more  than  doubled.  We 
expect  it  to  double  again  by 
2005  and  to  nearly  triple  by 
2010.  One  trip  at  a  time,  mil- 
lions of  travelers  are  turn- 
ing the  world  into  a  single 
neighborhood  rich  in  cultural 
diversity,  business  potential, 
and  individual  opportunity. 
Air  travel  makes  the  world 
smaller,  the  possibilities  larger. 


STARTING  YOUR  OWN  RUSINESS 


Larry  Stone  and  Ron  Pitkin  ran  a  little  publishing 

jsiness  as  a  sideline  to  their  main  jobs.  The  sideline 
has  made  them  rich. 

Homilies  sell 


By  Nancy  Rotenier 

"Compliment  three  people  every 
day."  "Have  a  dog."  "Watch  a  sun- 
rise at  least  once  a  year."  These  are  the 
first  of  the  "511  Reminders  for  a 
Happy  and  Rewarding  Life"  in  H. 
Jackson  Brown  Jr.'s  bestselling  Life's 
Little  Instruction  Book. 

In  less  than  three  years  Life's  Little 
Instruction  Book  has  sold  more  than  6 
million  copies — mosdy  paperbacks  at 


publishing  came  in  1969,  when  he 
went  to  Zambia  to  start  a  publishing 
house  for  the  Africa  Evangelical  Fel- 
lowship. Pitkin  had  been  a  pastor  at  a 
small  Baptist  church  in  Denison, 
Iowa.  Both  ended  up  working  for 
Thomas  Nelson  Publishers,  Inc.,  the 
big  Bible  publisher  based  in  Nashville 
(Forbes,  Aug.  19,  1991). 

On  the  side  they  ran  a  little  publish  - 


Rutledge  Hill  Press  founders  Ronald  Pitkin  and  Lawrence  Stone 
"Our  only  ambition  was  not  to  lose  money." 


$5.95  apiece — making  the  author,  a 
Nashville  adman,  some  $6  million  in 
royalties  from  this  and  nine  similar 
collections. 

The  books  have  also  made  a  bundle 
for  a  little-known  publishing  house, 
Rutledge  Hill  Press.  This  12-year-old 
firm  belongs  to  an  ex-missionary  and 
an  ex-preacher,  Lawrence  Stone  and 
Ronald  Pitkin.  Stone's  first  stab  at 


ing  business  of  their  own.  It  began 
with  a  favor  to  a  friend  who  wanted  to 
reprint  a  book  of  local  interest,  an 
out-of-print  biography  of  Septima 
Sexta  Middleton  Rutledge,  daughter 
of  Arthur  Middleton,  a  signer  of  the 
Declaration  of  Independence.  Put- 
ting up  S 1 ,000  each,  Pitkin  and  Stone 
produced  1,500  copies,  selling  them 
to  gift  shops  and  local  bookstores  at 


$10  apiece,  wholesale.  "Our  only  am- 
bition was  not  to  lose  money,"  re- 
members Stone. 

Over  the  next  couple  of  years,  with 
their  employer's  blessing,  the  pair 
published  two  more  local  history  ti- 
tles. The  Nashville  I  Knew,  by  a  promi- 
nent local  lawyer,  sold  1 1 ,000  copies 
in  three  months,  netting  the  pair 
$30,000.  But  they  still  regarded  the 
business  as  a  sideline. 

Then,  at  age  42,  Pitkin  got  fired  in  a 
corporate  housecleaning.  He  and 
Stone,  who  had  left  the  company  a 
few  months  earlier,  decided  to  turn 
their  sideline  into  a  full-time  opera- 
tion, concentrating  on  regional  titles 
and  light  stuff. 

The  Original  Tennessee  Homecom- 
ing Cookbook  was  an  early  hit.  They 
followed  it  with  Tou  Can  Go  Home 
Again,  the  biography  of  University  of 
Tennessee  football  coach  Johnny  Ma- 
jors. The  Tennessee  Volun- 
teers had  just  won  the  Sug- 
ar Bowl,  but  then  opened 
their  1986  season  witii  five 
losses  in  seven  games;  of  the 
25,000  copies  Rutledge 
Hill  shipped  to  booksellers, 
half  were  returned.  Stone 
and  Pitkin  scrambled  to 
raise  $160,000  from  family 
and  friends  to  keep  the 
business  afloat. 

Then  Brown  walked  in 
the  door  with  a  copy  of  A 
Fathers  Book  of  Wisdom, 
which  had  first  been  pub- 
lished as  a  giveaway  for  his 
advertising  clients. 

Stone,  a  ponytailed  New 
Jersey  native,  wasn't  inter- 
ested. Pitkin  was.  Stone, 
who  owns  51%  of  the  busi- 
ness to  Pitkin's  49%,  could 
have  vetoed  the  book,  but 
that  isn't  the  way  these 
partners  operate.  A  Father's 
Book  of  Wisdom  sold  40,000 
copies;  a  second  book  sold 
three  times  that. 

Brown's  third  book,  Life's  Little 
Instruction  Book,  is  only  5,000  words 
long — about  the  length  of  a  Forbes 
cover  story — ideal  for  gift  shops  and 
airport  book  shops.  "These  books 
take  us  back  to  a  time  when  we  were 
more  sure  about  life.  Jack  has  a  feel  for 
what  touches  people,"  says  Pitkin. 
Brown  has  since  penned  seven 
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American  institutions  have  invested 
over  $113  billion  in  pension  funds  managed  by 

The  Prudential. 


Proof  that  there's  strength  in  numbers. 


And  peace  of  mind  in  strength. 


ThePrudential^ 


Figure  includes  endowments,  foundations  and  savings  plan  funds;  as  of  12/31/93  ©1994  The  Prudential 


Actually,  we're  a  bit  of  both. 


Our  core  telephone  operations  have  given  us  tanker-like  strength  and  solid  revenues.  While  our  high-power 
performance  comes  from  navigating  in  fast-moving  fields  such  as  cellular  and  information  services. 

Put  them  together  and  you've  got  a  company  that's  really  making  waves.  With  Forbes  500  ranking.  A  five-year 
total  annual  return  of  2-+%.  And  33  consecutive  years  of  annual  dividend  increases.  f%W  fl^TEl 

ALLTEL  Corporation.  For  more  information,  call  us  at  (501)  661-8999.  IH^vQLLLCL 

CORPORATION 

iU  .TEL  Telephone  •  ALLTEL  Mobile  •  S>  -tenuities  •  TDS  Healthcare  Systems  •  Computer  Power,  Inc.  •  ALLTEL  Supply  •  HWC  •  ALLTEL  Publishing 


Bestselling  author  H.  Jackson  Brown  Jr. 
A  feel  for  what  touches  people. 


more  brief  books  for  Rutledge  Hill, 
helping  to  push  sales  from  $2.5  mil- 
lion in  fiscal  1991  (ended  Jan.  31)  to 
$22  million  in  fiscal  1993. 

This  is  a  volatile  business.  Last  year 
revenues  slipped  to  $15  million,  but 
Rutledge  Hill  remains  highly  profit- 
able. Overhead  is  minuscule.  The 
partners  use  independent  sales  reps  to 
sell  to  gift  shops  and  bookstores  and 
negotiate  contracts  with  the  big  book 
chains  themselves.  Their  deal  with  a 
local  printer  enables  them  to  print  in 
small  batches,  thus  providing  fast  ser- 
vice to  customers  without  carrying 
heavy  inventories. 

Brown  has  since  gotten  fat  offers 
from  big  New  York  publishers,  but  he 
chooses  to  stay  with  Rutledge  Hill. 
Why  not?  They  have  a  comfortable 
relationship,  and  who  can  argue  with 
the  kind  of  sales  figures  they  produce 
for  him?  This  year  Rutledge  Hill  will 
bring  out  30  new  titles,  which,  com- 
bined with  its  140-book  backlist, 
should  help  push  revenues  back  to 
$19  million  this  year,  Stone  says.  He 
and  Pitkin  are  also  looking  to  buy  one 
or  more  small  regional  publishers. 
They  have  their  checkbooks  at  the 
ready:  In  the  past  few  years  the  busi- 
ness probably  has  thrown  off  $7  mil- 
lion in  net  profits.  Enough  to  make 
both  men  comfortable  and  finance 
some  pet  causes.  Two  years  ago  they 
started  a  foundation  that  funds  a  reli- 
gious library  and  supports  programs 
for  inner-city  children  and  the  elderly. 
"More  income,"  says  Pitkin  simply. 
"Therefore,  more  opportunity  to 
support  things  you  believe  in.'1  MM 
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EXPLORE 
OPPORTUNITIES 
ABROAD. 


With  Janus  Overseas 
Fund.  If  you're 
looking  for  an 
investment  that 
can  really  take 
you  places, 
discover  the 
new  interna- 
tional fund  from 
Janus  -  Janus 
Overseas  Fund. 

Janus  Overseas 
Fund  helps  you  chart  a 
course  to  a  more  diversified 
portfolio.  By  investing  in  for- 
eign markets,  it  allows  you  to 
take  advantage  of  a  world  of 
opportunities  not  available  in 
the  United  States.  The  fund's 
focus  is  on  companies,  not 
countries,  with  solid  future 
growth  potential. 

Best  of  all,  you  don't  need 
a  world  of  money  to  invest  in 
Janus  Overseas  Fund.  You  can 


open  an  account  with 
Janus  for  as  little 
as  $50  a  month 
through  the 
Janus  No 
Minimum 
Initial 

WE    k\j\£a  Investment 
Program.®* 
So  if  you  want 
to  embark  on  a  new 
investment  course, 
explore  Janus  Overseas 
Fund.  Call  or  send  in  the  coupon 
today  for  a  free  prospectus  con- 
taining more  complete  informa- 
tion, including  special  risks 
associated  with  foreign  invest- 
ing such  as  currency  fluctua- 
tions and  political  uncertainty. 
Please  read  the  prospectus 
carefully  before  you  invest  or 
send  money. 

BECAUSE  IT'S  NOT  HOW  MUCH 
YOU  INVEST.  IT'S  HOW  SMART. 


JANUS  OVERSEAS  FUND 

P.O.  Box  173375,  Denver,  CO  80217-3375 

1-800-525-8983  Ext.  449 

*Under  the  Janus  No  Minimum  Initial  Investment  Program,  you  authorize 
Janus  to  debit  your  bank  account  $50  or  more  per  month  to  purchase  shares 
in  a  Janus  Fund.  A  plan  of  regular  investing  does  not  assure  a  profit  or  protect 
against  depreciation  in  a  declining  market. 


Funds  distributed  by  Janus  Distributors.  Inc.  Member  NASD. 


I 

Ja 


YES  - '  would  like  to  know  more  about 
Janus  Overseas  Fund! 

Name  


Address 


City/State/Zip. 


Send  to: 
Janus  Funds 
P.O.  Box  173375 
Denver,  CO 
80217-3375 
1-800-525-8983 
Ext.  449 


Janus  Funds  are  no-load  mutual  funds. 
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v,  with  al!  the  wonders  of  modern  medicine 
and  modern  litigation,  it  cost  me  more  than  $1,200 
to  get  a  prescription  refill. 

What 
that  stuff? 


By  Jerry  Flint 


I  TAKE  these  little  brown  pills,  one  a 
day,  for  high  blood  pressure.  (Anyone 
who  works  for  FORBES  is  likely  to  have 
high  blood  pressure,  but  that's  anoth- 
er story.)  I  rilled  my  prescription  Jan. 
15  this  year,  100  Procardia  XL  30mg 
for  $112.43,  after  the  senior  citizens 
discount  of  $12.49.  I'm  not  com- 
plaining, but  if  you  want  a  real  senior 
citizens  discount,  try  the  bus  from  the 
Port  Authority  Bus  Terminal  on  42nd 
Street  to  Newark  International  Air- 
port. It's  50%,  a  $7  ride  for  $3.50. 
That's  a  discount. 

Anyway,  about  three  months  later, 
the  pills  ran  out. 

Unfortunately,  my  doctor,  the 
good  Dr.  P.,  quit  the  practice  of 
medicine.  So  I  needed  to  find  myself  a 
new  doctor  so  I  could  get  the  pre- 
scription refilled.  And  it's  always  good 
to  have  someone  you  can  call  "my 
doctor."  A  doctor  was  recommended 
to  me,  I  sent  him  my  records  (which 
Dr.  P.  had  made  available)  and  made 
an  appointment.  Naturally  enough, 
the  new  man,  Dr.  R.,  wasn't  just 
going  to  give  me  a  prescription  sight 
unseen  and  without  a  good  examina- 


tion, not  the  way  we 
sue  doctors  in  New  York. 
He  gave  me  a  thorough 
examination.  I've  got  no  complaint. 
Dr.  R.  is  another  good  man.  He  said  I 
was  in  good  shape.  His  bill  for  the 
initial  examination  was  $360.  And 
when  I  left  his  office,  I  had  my  pre- 
scription for  100  Procardia  XL  30mg. 

But  that  isn't  the  end  of  what  it  cost 
to  get  that  prescription  refilled.  My 
new  doctor  also  ordered  some  of  the 
usual  tests  made,  the  cbd,  the  Chem- 
Screen  Panel,  the  Coronary  Risk  No. 
1,  the  Prostate  Specific  AG  and  so  on. 
Every  doctor  would  have  given  me 
those  tests,  I'm  sure. 

The  bill  from  MetPath  was 
$494.90.  By  now  the  cost  of  getting 
that  prescription  refilled  had  mount- 
ed, as  you  can  see,  to  nearly  $900.  Still 
not  the  final  bill. 

Now  I  do  have  a  few  problems.  Dr. 
P.  said  there  really  wasn't  much  to  be 
done  about  them,  and  while  Dr.  R. 
didn't  disagree,  he  wasn't  sure,  so  he 
referred  me  to  a  specialist,  Dr.  D. 
Well,  you  could  say  that  I  didn't 
need  to  see  Dr.  D.  because  I  did 
have  the  new  prescription  for  Pro- 
cardia for  my  high  blood  pressure  in 
my  hand.  But  when  one  doctor  tells 
you  to  see  another,  it  seems  like  a 
reasonable  idea.  Hey,  maybe  they 
can  fix  it. 

What  problems?  Well,  frankly,  I've 


been  having  some 
trouble  getting  a  full 
night's  sleep.  I  wake  up 
and  have  to  urinate.  Hey,  five,  six 
times  sometimes,  and  that's  not  fun. 
Well,  Dr.  D.  agreed  with  Dr.  P.  Ev- 
eryone wakes  up  at  night  and  has  to  go 
to  the  bathroom.  Tough  it  out,  man! 
Or  take  a  sleeping  pill.  His  bill  was 
$250,  but  again,  he  was  a  good  doctor 
and  his  advice  on  my  problems 
seemed  very  solid. 
Here's  the  final  tab: 

$360.00 
$494.90 
$250.00 
Total:  $1,104.90. 
Finally,  I  got  the  pills.  The  price  was 
up  a  bit,  $116.25  after  the  discount. 
That  made  the  bill  $1,221.15.  This 
did  not  include  $5  in  transportation 
costs  for  the  doctors'  visits,  four  sub- 
way tokens. 

Of  course,  my  insurance  paid?  Only 
for  a  small  part,  because  my  health 
insurance  has  a  $1,000  deductible. 
However,  insurance  will  cover  most 
of  my  medical  bills  for  the  balance  of 
the  year. 

You  can  look  at  it  this  way:  By  using 
all  those  medical  services  to  get  a 
prescription  refilled,  I've  contributed 
$1,226.15  to  America's  economic 
recovery. 

But  what  happens  if  Dr.  R.  dies  or 
quits  medicine,  too?  I  mean,  he 
looked  healthy,  but  this  is  New  York. 
What  if  he  is  run  over  by  a  bus,  or  shot 
walking  his  dog?  Then  I'll  probably 
have  to  spend  another  $1,226.15  to 
renew  the  prescription  again.  That 
would  give  the  economy  yet  another 
boost.  Or  would  it? 
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By  Andrew  Chaikin 

Author  of  A  Man  on  the  Moon: 

The  Voyages  of  the  Apollo  Astronauts  (Viking) 


On  a  hot  July  night  25  years  ago,  we 
gathered  in  the  light  of  our  televi- 
sions to  witness  a  centuries-old 
DREAM  COME  TRUE.  On  our  screens,  the 
shadowy  figure  of  Apollo  1 1  astronaut  Neil 
Armstrong  cautiously  descended  a  ladder.  The 
significance  of  the  moment  was  nothing  short 
of  mind-boggling:  Armstrong  was  about  to 
walk  on  the  moon.  A  moment  later,  he  stood  on  the  foil- 
covered  footpad  of  his  lunar  module  Eagle  and  scanned  the 
ground  just  beyond.  "The  surface  appears  to  be  very,  very 
fine  grained  as  you  get  close  to  it,"  he  said  by  radio,  with 
excited  curiosity  in  his  voice.  "It's  almost  like  a  powder. . . 
I'm  going  to  step  off  the  LM  now."  At  10:56  p.m.  EDT, 
Armstrong  placed  his  left  boot  on  the  ancient,  alien  dust  of 


the  Sea  of  Tranquillity  and  then  halted  —  one  foot  on  the  last 
vestige  of  earthly  things,  the  other  on  the  moon.  He  spoke: 
"That's  one  small  step  for  [a]  man,  one  giant  leap  for 
mankind."  Twenty  minutes  later,  Armstrong  was  joined  by 
his  crewmate  Buzz  Aldrin,  who  gazed  out  at  the  stark  beauty 
of  the  lunar  wilderness  and,  in  his  wonder,  found  a  name  for 
it:  magnificent  desolation. 

On  Earth,  where  the  astronauts'  words  were  heard  by  a 
spellbound  radio  and  television  audience  estimated  at  600 
million  people,  no  one  watched  with  more  interest  than  the 
400,000  Americans  who  worked  to  make  the  first  lunar  land- 
ing a  reality.  They  were  engineers,  scientists,  executives  and 
administrators  from  government,  industry  and  academia:  the 
teams  of  Project  Apollo.  For  eight  years,  they  devoted  their 
minds  and  energies  to  meeting  the  challenge  put  forth  by 
President  John  F.  Kennedy:  "I  believe  this  nation  should 
commit  itself,  before  this  decade  is  out,  to  landing  a  man  on 
the  moon  and  returning  him  safely  to  the  Earth."  On  July  20, 
1969,  Kennedy's  challenge  was  on  the  verge  of  being  met. 
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America's  Industries 
Meet  the  Challenge 

When  Kennedy  addressed  a  joint 
session  of  Congress  on  May  25, 
1961,  the  goal  he  set  seemed  unat- 
tainable, even  to  many  at  NASA. 
Only  weeks  earlier  the  space 
agency  had  lofted  Mercury  astro- 
naut Alan  Shepard  on  a  15-minute 
suborbital  flight  as  the  first 
American  in  space.  Sixteen  months 
later,  however,  Kennedy's  vision 
was  moving  toward  fulfillment.  In 
September  1962,  Kennedy  toured 
the  nation's  burgeoning  space 
facilities,  including  NASA's 
newly  completed  Manned  Space- 
craft Center  in  Houston.  Before  a 
sweltering  crowd  in  Rice 
University  Stadium,  Kennedy 
described  the  tremendous  techno- 
logical hurdles  that  would  have  to 
be  surmounted  to  send  human 
beings  to  the  moon.  He  spoke  of 
the  Saturn  rocket  that  would  get 
them  there  and  laid  out  the  stag- 
gering costs  of  the  venture  —  ulti- 
mately, more  than  fifty  cents  per 
year  for  every  man,  woman  and 
child  in  the  U.S.  A  manned  lunar 
landing  would  require  unprece- 
dented ingenuity,  excellence  and 
achievement  from  America's 
industries  —  and  they  responded 


The  astronauts  of  Apollo  11,  from  left  to  right:  Neil  A.  Armstrong,  comman- 
der; Michael  Collins,  command  module  pilot;  and  Edwin  E.  Aldrin  Jr.,  lunar 
module  pilot. 


with  an  effort  unmatched  in  histo- 
ry. Even  as  Kennedy  spoke,  the 
Saturn  V  moon  rocket  and  the 
Apollo  spacecraft  were  being 
designed  by  aerospace  contractors 
and  subcontractors  around  the 
country. 

"We  choose  to  go  to  the  moon 
in  this  decade  . . .  because  that  goal 
will  serve  to  organize  and  measure 
the  best  of  our  abilities  and  skills, 
because  that  challenge  is  one  that 
we  are  willing  to  accept,  one  we 
are  unwilling  to  postpone,  and  one 
which  we  intend  to  win."  Although 


SpaceWeek  is  an  international  public  space  forum  held  annu- 
ally July  16-24,  the  anniversary  of  the  first  manned  landing  on 
the  Moon.  The  mission  of  SpaceWeek  International  is  to 
strengthen  the  link  between  space  and  society  through  public 
education,  participation  and  dialogue  on  the  future  of  space 
exploration.  It  carries  out  its  mission  by  using  SpaceWeek  to: 

■  Disseminate  information  about  the  broad  public 
benefits  of  space  exploration. 

■  Attract  public  interest  in  and  support  for 
space  endeavors. 

■  Increase  public-government  interaction 
on  space  issues. 

■  Demonstrate  grass-roots  public  support  for 
space  exploration  to  national  leaders. 

For  information  on  how  to  participate  in  SpaceWeek  1995, 
please  contact  SpaceWeek  International,  1110  NASA  Road  One, 
Suite  100,  Houston,  TX  77058;  (713)  333-3627. 


John  Kennedy  did  not  live  to  see 
his  vision  realized,  his  challenge 
endured,  even  through  Apollo's 
darkest  hour. 

By  1967,  NASA  had  tallied  a 
string  of  spectacular  successes 
with  the  two-man  Gemini  mis- 
sions, designed  to  test  the  tech- 
niques crucial  to  lunar  flights. 
Preparations  went  ahead  for  the 
first  manned  Apollo  mission,  slat- 
ed for  February.  But  on  January 
27,  the  three  astronauts  of  Apollo 
1  — Gus  Grissom,  Ed  White  and 
Roger  Chaffee  —  perished  when  a 
flash  fire  swept  through  their  com- 
mand module  during  a  simulated 
countdown  at  Florida's  Kennedy 
Space  Center.  The  tragedy  empha- 
sized what  everyone  had  always 
known:  Space  exploration  carries 
risks.  Just  four  months  later,  the 
Soviets  learned  the  same  painful 
lesson:  Cosmonaut  Vladimir 
Komarov  was  killed  when  his 
Soyuz  1  spacecraft  crashed  follow- 
ing an  aborted  Earth-orbit  mission. 

For  NASA,  the  shock  of  the 
fire  gave  way  to  new  determina- 
tion, and  by  December  1968, 
Apollo's  recovery  was  complete. 
On  the  Apollo  7  mission  the  previ- 
ous October,  a  redesigned,  fire- 
proof command  module  had 
passed  its  first  manned  test  in 
Earth  orbit.  The  giant  Saturn  V 
booster  had  become  an  incredible 
reality,  the  most  powerful  rocket 
ever  flown.  At  liftoff,  the  thrust  of 
its  five  first-stage  engines  equaled 
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7.5  million  pounds,  or  160  horsepow- 
er—  more  than  twice  the  hydroelectric 
power  that  could  be  obtained  by  har- 
nessing every  river  and  stream  in 
North  America.  In  the  early  hours  of 
December  24,  1968,  the  astronauts  of 
Apollo  8  fired  their  spacecraft's  main 
engine  into  orbit  —  the  first  manned 
voyage  around  the  moon.  During  their 
20  hours  in  lunar  orbit,  the  crew 
broadcast  stunning  views  of  the  stark, 
desolate  landscape  passing  69  miles 
below  them.  Miraculously,  the  next 
two  Apollo  flights  were  nearly  flaw- 
less, demonstrating  every  aspect 
required  by  the  landing  mission.  By 
July,  NASA  was  poised  to  land  on 
the  moon. 

On  the  afternoon  of  July  20,  1969, 
Armstrong  and  Aldrin  undocked  from 
their  crewmate  Mike  Collins  on  the 
command  ship  Columbia  and  began 
their  final  descent  to  the  surface  of  the 

|  moon.  On  the  way  down  they  grap- 
pled with  a  balky  computer  that  threat- 
ened to  abort  the  landing.  Then,  only 
1,000  feet  above  the  moon,  Armstrong 
saw  that  Eagle  was  headed  toward  a 
giant  crater  ringed  by  massive  boul- 
ders. Taking  over  manual  control, 

1  Armstrong  guided  the  lander  down  the 
last  hundred  feet  and  settled  Eagle  to 
the  ground  at  4: 17  p.m.  EDT.  In  a 
message  of  triumph,  Armstrong  keyed 
his  mike  and  broadcast:  "Houston, 

i  Tranquillity  Base  here.  The  Eagle  has 
landed." 

Hours  later,  the  world  thrilled  to 
the  sight  of  the  two  Americans  walk- 
ing on  the  moon.  For  two  and  a  half 
hours,  Armstrong  and  Aldrin  explored 


July  20,  1969:  Astronaut  Aldrin  poses  for  a 
photograph  beside  the  deployed  flag  of  the 
United  States  during  Apollo  11  's  historic 
mission. 


"The  creation  and  execution  of  the 
Apollo  program  vividly  illustrated 
what  our  nation  can  do — given  a 
guiding  vision,  a  firm  commitment 
and  the  appropriate  resources.  On 
this  25th  anniversary  of  the  Apollo 
mission's  success,  it  would  serve 
our  nation  well  not  only  to  reflect 
upon  the  magnitude  of  that 
achievement,  but  also  to  rededicate 
ourselves  to  a  U.S.  space  program 
with  strong  leadership,  clear  focus 
and  the  necessary  budget  to  push 
forward  the  frontier.  " 

Peter  B.  Teets 
President 

Martin  Marietta  Space  Group 

•  ••••••••••••• 


the  dust-covered,  crater-pocked  Sea  of 
Tranquillity,  gathered  samples  of  rock 
and  soil  and  set  out  a  pair  of  scientific 
experiments.  Most  significantly,  they 
planted  an  American  flag  in  the  lunar 
dust,  a  symbol  of  the  commitment  pro- 
claimed by  John  Kennedy  little  more 
than  eight  years  earlier.  When 
Armstrong,  Aldrin  and  Collins  splash- 
ed down  in  the  Pacific  on  July  24, 
1969,  the  Americans  had  won  the 
space  race. 

To  the  Moon  and  Beyond 

Landing  on  the  moon,  however,  did 
not  signal  the  end  of  Apollo.  In  the 
next  41  months,  five  more  teams  of 
astronauts  landed  on  the  moon,  for 
even  bolder  and  more  ambitious  explo- 
rations. A  sixth  team  —  the  astronauts 
of  Apollo  13  —  nearly  lost  their  lives 
when  their  spacecraft  was  crippled  by 
the  explosion  of  an  oxygen  tank 
200,000  miles  from  Earth.  Their 


Twenty-five  years  ago  Neil  A. 
Armstrong  commanded  the  Apollo 
11  space  mission,  became  the 
first  man  to  walk  on  the  moon, 
and  subsequently  withdrew  from 
public  life.  Today  at  age  63, 
Armstrong  serves  as  the  chair- 
man of  AIL  Systems,  Inc.  —  an 
electronics  manufacturer  in  the 
aerospace  field  —  and  resides  on 
a  farm  in  Ohio.  At  a  recent  panel 
discussion  on  space  and  the  uni- 
verse, held  at  the  Omega  Forum 
in  Switzerland,  Armstrong  made  a 
rare  public  appearance  during 
which  he  shared  personal  recol- 
lections on  his  moon  landing,  as 
well  as  thoughts  concerning  the 
status  of  today's  space  program. 
Armstrong  noted:  "There  is  a 
great  deal  of  frustration  among 
people  of  all  countries  who  have 
an  enthusiasm  for  this  kind  of 
societal  progress  that  we  aren't 
able  to  do  more  and  to  move 
faster,  to  do  newer  things  and  to 
change  the  course  of  history." 
Nevertheless,  Armstrong  remains 
optimistic  that  the  space  program 
will  regain  the  level  of  enthusi- 


asm and  support  that  it  earlier 
enjoyed,  helped  by  future  multina- 
tional efforts  such  as  the  Hubble 
Space  Telescope  —  a  joint  effort 
between  the  European  Space 
Agency  and  the  United  States  — 
and  the  proposed  international 
space  station. 

Concerning  the  25th  anniver- 
sary of  man  on  the  moon  and  the 
truly  historic  significance  of  this 
achievement,  Armstrong 
observed:  "Anniversaries  are  a 
time  of  recollection  ...  to  think 
back  to  what  has  happened  and 
what  might  have  happened. 
Personally,  I  would  rather  look 
ahead  to  the  things  that  we're 
going  to  do  in  the  future  than  the 
things  we  did  in  the  past." 


Road  construction 
next  4,000,000 
miles. 


Most  of  the  four  million  miles  of  public 
load  and  highway  in  this  country  need  major 
repairs,  improvements  or  expansions. 

In  fact,  our  country's  entire  infrastructure 
is  aging.  This  includes  bridges,  airports,  mass 
transit  systems,  and  environmental  systems,  as 
well  as  local  roads  and  highways. 

This  year,  Martin  Marietta  Materials 
Company  will  provide  65  million  tons  of  aggre- 
gates -  crushed  stone,  sand  and  gravel  -  for 
vital  infrastructure  projects,  and  our  proven 
reserves  of  more  than  four  billion  tons  will  help 
keep  America  on  the  move. 

With  precision  techniques,  we're  making 
aggregates  mining  safer  and  more  efficient. 

With  plant  automation,  we're  increasing 
productivity  in  a  setting  designed  to  protect  the 
surrounding  countryside. 

And  instead  of  stripped  mines  and  empty 
quarries,  our  site  reclamation  program  produces 
pastures,  reservoirs,  wildlife  habitats  and 
recreational  areas. 

When  you  add  it  all  up.  small  rocks  are 
hardly  a  small  matter. 

Alter  all,  aggregates  are  the  building  blocks 
of  America's  revitalization. 


6801  ROCKLEDCE  DRIVE.  BETHESDA. 


MARYLAND  20817 
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successful  recovery,  enabled  by  a 
round-the-clock  effort  by  mission 
control  and  by  Apollo  teams  around 
the  country,  was  one  of  NASA's 
finest  hours.  For  the  last  three 
Apollo  missions,  astronauts  lived  on 
the  moon  for  three  full  days,  took 
moon  walks  lasting  up  to  seven 
hours  each  and  roamed  the  land- 
scape in  search  of  geological  trea- 
sure. The  explorations  were  aided 
by  a  battery-powered  car  called  the 
Lunar  Rover,  which  had  been 
designed,  built  and  tested  in  less 
than  two  years.  When  the  Apollo 
program  ended  in  1972,  scientists 
had  reaped  a  harvest  of  data  that 
would  unlock  clues  to  the  origin  of 
the  moon  and  even  the  solar  system. 


"The  trip  to  the  moon  was  a 
race  that  every  American 
wanted  us  to  win.  It  wasn 't 
just  a  political  battle.  Nor  was 
it  the  test  of  a  few  heroic  astro- 
nauts. It  was  the  pioneering 
spirit  shared  by  thousands  of 
scientists,  engineers  and  work- 
ers who  joined  together  in  the 
greatest  intellectual  explo- 
ration known  to  mankind. 
That  quest  continues  today  and 
is  one  we  cannot  abandon.  " 

Donald  R.  Beall 
Chairman  and  CEO 
Rockwell  International 


In  the  1970s,  NASA  accepted  a 
new  mission:  the  creation  of  a 
space  transportation  system  capa- 
ble of  reducing  the  cost  of  access 
to  low-Earth  orbit.  The  space  shut- 
tle—  the  world's  first  reusable 
spacecraft  —  could  take  off  like  a 
rocket  and  land  like  an  airplane. 
The  shuttle's  maiden  voyage,  in 
1981,  heralded  a  new  era  in  space 
exploration.  Astronauts  orbited  the 
Earth  on  a  regular  basis  to  perform 
scientific  experiments,  make 
observations  of  the  Earth  and 
stars,  and  launch  and  retrieve 
satellites.  So  successful  were  the 
shuttle's  first  24  missions,  it 
seemed  spaceflight  had  become 


routine.  That  illusion  was  shat- 
tered on  January  28,  1986,  when 
the  Space  Shuttle  Challenger 
exploded,  killing  its  seven-mem- 
ber crew,  including  schoolteacher 
Christa  McAuliffe.  Exactly  19 
years  and  one  day  after  the  Apollo 
fire,  NASA  relearned  the  painful 
lesson  that  the  cost  of  new  knowl- 
edge is  sometimes  paid  with 
human  lives. 

By  September  1988,  however, 
the  shuttle  was  flying  again,  and 
its  missions  soon  included  launch- 
ing such  tools  of  exploration  as  the 
Magellan  Venus  probe  and  the 
Hubble  Space  Telescope.  In  1993, 
the  can-do  spirit  of  Apollo  was 
reprised  when  shuttle  astronauts 
staged  a  difficult  and  spectacular 
repair  mission  to  correct  the 
Hubble' s  faulty  vision.  Today, 
Rockwell  International  —  the  man- 
ufacturer of  the  five  space  shuttle 
orbiters  —  is  the  prime  contractor 
for  supporting  shuttle  operations. 
Rockwell's  Rocketdyne  division, 
meanwhile,  produces  the  shuttle 
orbiter's  liquid-fueled  main 
engines. 

Corporations  Support  New 
Technical  Achievement 

No  longer  an  instrument  of  Cold 
War  competition,  space  is  becom- 
ing an  arena  of  international  coop- 
eration, and  many  of  the  compa- 
nies that  helped  get  men  to  the 


moon  are  a  part  of  it.  Government 
and  industry  teams  —  from  the  U.S., 
Russia,  Canada,  Europe  and 
Japan  —  have  joined  forces  for  a 
major  goal:  the  construction  of  a  per- 
manent space  station.  The  Boeing 
Corporation  is  NASA's  prime  con- 
tractor for  the  station;  Boeing's 
Missies  &  Space  division  is  building 
the  station's  U.S.  Habitation  & 
Laboratory  modules.  McDonnell 
Douglas  is  constructing  the  "truss" 
that  serves  as  the  station's  backbone, 
as  well  as  the  five  major  systems  for 
the  station,  including  its  thermal  con- 
trol and  its  crew  health-care  and 
monitoring  equipment.  Martin 
Marietta  Corporation  is  subcontracted 

(continued  on  page  9) 


"As  we  look  back  to  the  Apollo 
11  mission  25  years  ago,  we 
can  see  the  impact  technology 
has  had  on  our  everyday  lives. 
We  at  Omega  were  proud  to  be 
part  of  that  historic  mission. 
We  look  forward  to  the  next  25 
years  to  expand  our  knowledge 
about  the  universe  and  to 
understand  more  of  the  world 
around  us. " 

Gerald  S.  Batt 

President 

Omega 

•  ••••••••••• 


The  Tracking  and  Data  Relay  Satellite  (TDRS) — released  from  the  space  shuttle 
Endeavour — is  one  example  of  the  recent  advances  made  in  space  technology. 
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Why  One  Small  Step  Deserves  Another. 

Twenty-five  years  ago,  we  took  one  small  step  and  made  a 
dream  come  true.  Since  that  time,  we've  continued  to  grow  and  learn.  • 
,  But  today  we  stand  on  the  threshold  of  reaching  yet  another  dream. 

We're  ready  to  learn  more  in  the  next  five  years  than  we  have  in  the 
past  twenty-five.  All  we  need  to  do  is  take  the  next  small  step. 
And  that  step  is  Space  Station.  Help  us  keep  the  dream  alive.  .    *; i 

MCDONNELL  DOUGLAS 

.  ?  Performance  Above  and  Beyond.  •    .  . 
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Investing  in  Aerospace  and  Defense 


By  Jerry  Cantwell 

President 

Lionheart  Research  Inc. 

Specialists  in  aerospace  investment  analysis 

Has  the  drumbeat  of  bad  news  about  commer- 
cial aircraft  order  cancellations  and  a  declining 
defense  budget  kept  you  away  from  aerospace- 
defense  stocks?  If  so,  you  probably  missed  out 
on  the  aerospace  group's  nifty  26.4%*  gain  in 
1993,  a  year  in  which  the  overall  market  rose 
by  a  much  more  modest  5.2%.**  And  with 
industry  heavyweight  Boeing  up  significantly  so 
far  in  1994,  it  looks  like  the  aerospace- 
defense  group  may  once  again  best  the  overall 
market. 

How  is  this  possible  amid  the  bad  news 
besetting  aerospace-defense  companies? 
Simply  put,  that  was  yesterday's  news. 
Investors'  expectations  first  turned  increasingly 
negative  in  the  mid-1980s,  when  the  market 
began  anticipating  the  end  of  the  Cold  War, 
and  were  reinforced  in  1990,  when  the  com- 
mercial aircraft  order  boom  gave  way  to  the 
Gulf  War  and  the  ensuing  economic  recession. 
As  a  result,  aerospace-defense  stocks  per- 
formed poorly  during  this  period.  But  now, 
that's  all  in  the  past.  Driving  the  recent  impres- 
sive performance  of  aerospace-defense  stocks 
is  the  emergence  of  encouraging  signs  for  the 
industry:  a  recovery  in  commercial  aerospace 
markets  and  a  bottoming  out  in  the  important 
sectors  of  the  defense  budget. 

While  the  industry's  sales  and  earnings 
undoubtedly  face  another  year  or  two  of 
decline,  longer-term  prospects  are  becoming 
increasingly  bright.  Few  things  are  as  exciting 
to  investors  as  the  sight  of  a  deeply  cyclical 
industry  traveling  from  a  long  down-cycle  to  the 
beginning  of  a  new  up-cycle,  which  is  exactly 
Lionheart's  view  of  the  aerospace  industry 
today.  At  Lionheart  Research,  we  believe  that 
during  the  mid-to-late  1990s  the  performance 
of  aerospace-defense  stocks  will  be  defined  by 
the  following  key  factors. 

■  The  long  decline  in  defense  spending  is 
nearing  an  end.  Procurement  funding  has 
already  bottomed  out  and  R&D  funding  should 
follow  in  another  one  to  two  years.  An  eventual 
upturn  in  defense  spending  is  likely,  due  to  the 
volatile  world  scene  and  the  results  of  the 
Clinton  Administration's  review  that  validated 
the  need  for  a  stronger  military  than  is  afford- 
able under  current  budget  plans. 


■  The  modest  recovery  being  experienced  by 
the  world's  airlines  should  yield  a  generally 
improved  traffic  and  profit  picture  in  1994. 
Against  the  backdrop  of  very  sharp  capacity 
cuts  expected  in  the  next  few  years  and  a 
strong  replacement  demand,  this  should  bring 
about  rising  jetliner  order  rates  within  the  next 
12  months. 

■  Over  the  past  five  years,  management  has 
demonstrated  its  ability  to  increase  profit  in  a 
difficult  operating  environment,  and  to  judi- 
ciously use  healthy  cash  flows  to  enhance 
earnings  through  antidilutive  acquisitions, 
share  buybacks  and  reductions  in  debt  and 
interest  charges. 


Pholo:  NASA 


■  The  industry  consolidation,  which  for  the 
most  part  has  been  a  benefit  to  the  sharehold- 
ers of  both  the  buying  and  selling  companies, 
is  expected  to  continue  and  its  pace  is  likely  to 
accelerate. 

At  a  50%  discount  to  the  market,  aero- 
space-defense stock  price/earnings  multiples 
are  currently  near  the  very  bottom  of  their  his- 
torical range.  In  light  of  the  industry's  increas- 
ingly positive  outlook  — the  military  build-down 
is  destined  to  end,  commercial  aircraft  orders 
can  only  improve  and  an  orderly  and  profitable 
industry  consolidation  is  under  way  — this 
should  sound  a  legitimate  note  of  optimism  to 
investors. 


*  Measured  by  the  S&P  Aerospace  Index 
*  *  Measured  by  the  S&P  Industrials 
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(continued  from  page  6) 

to  produce  the  station's  communica- 
tions system.  Rockwell's  Rocketdyne 
division  is  developing  the  electric 
power  system  that  will  take  power 
from  the  station's  solar  arrays  and  dis- 
tribute it  to  onboard  equipment  and 
experiments.  And  to  help  the  shuttle 
reach  its  destination,  Martin  Marietta, 
which  produces  the  shuttle's  external 
fuel  tank,  is  creating  a  super-light- 
weight version  from  new  aluminum- 
lithium  alloys.  The  savings  in  weight 
will  enable  the  shuttle  orbiter  to  carry 
large  payloads  to  the  station. 

Next  January,  in  a  mission  that 
will  serve  as  a  prelude  to  the  creation 
of  the  international  space  station, 
American  physician-astronaut  Norman 
Thagard  will  spend  three  months 
aboard  Russia's  Mir  space  station. 
Martin  Marietta  is  handling  support  for 
the  life  sciences  experiments  that  will 
be  conducted  to  help  gauge  the  long- 
term  effects  of  weightlessness.  Also  in 
January,  shuttle  astronauts  will  test  a 
compact  robotic  device,  developed  by 
McDonnell  Douglas  Aerospace, 
designed  to  aide  astronauts  with  rou- 
tine tasks  inside  their  Spacehab  labora- 
tory module.  The  device,  which  can 
move  in  any  direction  through  the 
cabin  by  a  system  of  cables  and  reels, 
has  been  dubbed  Charlotte  by  its 
inventors.  Charlotte  is  equipped  with 
cameras  and  manipulators  that  allow 
it  to  perform  such  tasks  as  changing 
data  cartridges,  setting  switches  and 
observing  experiments. 

Hughes  Communications  Corp.  is 
working  to  bring  space  technology  into 
use  on  the  information  superhighway. 
In  El  Segundo,  California,  Hughes 
engineers  are  developing  a  high-speed 
video,  voice  and  data  transmission  sys- 
tem whose  applications  include  any- 
thing from  teleconferencing  to  relaying 
medical  images.  Another  Hughes  pro- 
ject, to  be  unveiled  this  fall,  is  a  sys- 
tem for  broadcasting  digital  television 
with  150  channels  directly  to  users. 

Meanwhile,  across  the  country 
efforts  are  under  way  to  develop  the 
space  vehicles,  systems  and  missions 
for  the  1990s  and  beyond.  McDonnell 
Douglas'  Space  Systems  division  has 
resumed  the  testing  of  a  one-third 
scale  prototype  of  the  Delta  Clipper 
Single  Stage  To  Orbit  (SSTO)  vehicle. 
Its  designers  say  the  full-scale  Clipper 


would  transport  people  and  cargo  to 
low-Earth  orbit  for  a  fraction  of 
today's  launch  costs,  reducing  the  cost 
of  access  to  space.  Rockwell  and 


"Twenty-five  years  ago,  with  one 
small  step,  America  began  a  jour- 
ney to  tomorrow.  Apollo  allowed  us 
to  take  that  giant  leap  for  mankind. 
The  American  aerospace  industry 
is  proud  and  thankful  to  have  par- 
ticipated. Now  it  is  incumbent  upon 
us  to  continue  that  journey  and 
take  the  next  logical  step.  " 

John  McDonnell 
Chairman  and  CEO 
McDonnell  Douglas  Corp. 


McDonnell  Douglas  are  members  of  a 
four-company  consortium  conducting 
hypersonic  flight  research  to  pave  the 
way  for  the  proposed  National 
Aerospace  Plane  —  capable  of  flying 


into  orbit  from  a  runway  —  while 
Rockwell  engineers  are  continuing  to 
develop  new  concepts  for  SSTO 
vehicles. 

This  time  of  new  possibilities  is 
exemplified  by  the  recent  Clementine 
unmanned  lunar-orbit  mission,  which 
was  developed  by  the  Naval  Research 
Laboratory  and  funded  by  the  Ballistic 
Missile  Defense  Office.  A  small  cadre 
of  scientists  and  engineers  designed, 
built  and  tested  Clementine  in  just  two 
years.  Clementine's  vast  haul  of 
data  —  some  1.5  million  new  closeup 
images  of  the  moon  —  will  help  scien- 
tists reach  a  new  level  of  understand- 
ing of  the  moon.  The  same  creative 
spirit  is  in  evidence  at  small  and  large 
companies  across  the  country,  where 
new  ideas  are  being  developed  for 
tomorrow's  missions  to  the  moon  and 
the  planets.  And  in  the  years  to  come, 
NASA  will  inaugurate  Mission  to 
Planet  Earth,  featuring  a  network  of 
Earth  Observing  System  (EOS)  satel- 
lites that  will  let  scientists  monitor 
changes  in  the  planet's  continents, 
atmosphere  and  oceans  in  unprece- 


"A  Magical  Place  To 
Discover  Space" 


Space  Center  Houstqn,  the  new  visitors  center  for  NASA's 
Johnson  Space  Center,  applauds  the  incredible  team  effort 
that -went  into  sending  a  man  to  the  Moon  25|iears  ago. 

That  same  spirit  of  teamwork  exists  at  Space  Center 
Houston  with  an  outstanding  group  of  corporate 
sponsors  including  Coca-Cola,  Kodak, 
Southwest  Airlines,  Southwestern  Bell,  IBM 
andDuPont. 

Our  mission  is  to  educate  and  inspire.  We  do 
"  that  through  a  magical  mix  of  interactive 
exhibits, films, tours  and  live 
presentations  which  makes 
learning  about  space  . 
effortless.  ♦ 


Vance  Abloft, 
Ge^ral  Manager'  * 
Kinpchaller, 
Director  of  Marketing 
1601  NASA  Road  t 
Houston,  Texas.  77058 
(713)244-2105  * 
Space  Center  Houston  is  a  project  of  the  not-for-profit  Manned  Space  Flight  Education  Foundation,  Inc. 


®  ,99*1  Bankers  Trust  New  York  Corporation  and  its  affiliated  companies. 


□Bankers  Trust 


From  Kitty  Hawk  to  Cape  Kennedy:  America 
would  never  have  gotten  off  the  ground  if  Americans 
hadn't  been  willing  to  reach  out  and  go  for  it. 

NASA's  "one  small  step"  has  brought  bountiful 
rewards  to  us  all.  It's  been  part  and  parcel  of  a  long 
human  tradition  of  running  great  risks   to  reap 


great  rewards. 


Risk  surrounds  almost 
everything  worth  having 


Your  skillful  balancing  of  risk  and  reward  has 
put  much  of  space  within  America's  grasp.  And 
promises  to  continue  in  the  same  productive  way. 

We  at  Bankers  Trust  congratulate  you  on  this 
memorable  25  th  Anniversary. 

Your  strength  has  made  us  all  proud.  May  you  — 
may  we  all  —  long  continue  to  lead  from  strength. 


LEAD      FROM  STRENGTH. 
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"Perhaps  more  than  any  other 
American  endeavor,  the  Apollo 
program  has  shown  how  the 
undertaking  of  a  great  effort  — 
one  that  was  not  without  great 
risk  —  can  bring  great  rewards. 
Twenty-five  years  after  America 
left  its  indelible  mark  on  the 
moon 's  surface,  we  are  still 
reaping  those  rewards:  in  medi- 
cine, in  technology,  in  virtually 
every  area  of  human  knowl- 
edge. Apollo  united  govern- 
ment, accidentia  and  private 
enterprise  in  a  great  coopera- 
tive effort  whose  success  is  a 
living  tribute  to  American 
determination,  courage  and 
energy. " 

Eugene  B.  Shanks  Jr. 
President 
Bankers  Trust  Co. 


dented  detail.  The  first  of  the  EOS 
satellites,  to  be  launched  in  1998, 
is  being  built  by  Martin  Marietta. 

Building  On  Apollo's  Legacy 

Space  Center  Houston,  located  at 
NASA's  Johnson  Space  Center, 
focuses  on  educating  the  public  — 
especially  children  —  on  the  past, 
present  and  future  of  humans  in 
space.  Visitors  can  witness  history 
through  such  artifacts  as  Gordon 
Cooper's  Faith  7  Mercury  space- 
craft, Gemini  5  and  the  Apollo  17 
command  module.  They  can  taste 
the  thrill  of  spaceflight  with  such 
hands-on  activities  as  the  "land  the 
shuttle"  simulator  and  demonstra- 
tions of  life  aboard  the  space  sta- 
tion. In  its  first  year  of  operations, 
Space  Center  Houston  drew  1 . 1 
million  visitors.  New  this  summer 
is  the  IMAX  film,  "Destiny  in 
Space,"  which  includes  spectacular 
footage  of  the  Hubble  repair  mis- 
sion. For  schools,  the  Center  pro- 
vides free  educational  materials  for 
a  ten-day  curriculum  on  space  that 
strives  to  excite  interest  in  math 
and  science.  The  course  culminates 
with  a  student  field  trip  to  Space 
Center  Houston.  Some  100,000 


children  have  toured  the  center 
during  the  past  year. 

Today,  25  years  after  the  first 
lunar  landing,  we  look  back  with  a 
sense  of  wonder  at  what  w6  have 
accomplished  and  draw  inspiration 
for  tomorrow's  challenges.  Apollo 
changed  our  everyday  lives  with 
new  technologies  and  advances  in 
microelectronics,  computers,  and 
communications  and  weather  satel- 
lites. Apollo  also  gave  us  a  vision 
of  our  future  in  space.  In  time,  the 
lunar  surface  could  serve  as  an 
astronomical  observatory  where 
giant  telescopes  could  probe  the 
heavens.  It  could  supply  the  plan- 
et's growing  energy  needs  through 
the  collection  of  solar  power 
beamed  from  the  moon  to  the 
Earth  in  the  form  of  microwave 
energy.  Research  is  under  way  on 
a  cleaner,  safer  and  more  efficient 
means  of  producing  power  from 
nuclear  fusion  using  an  isotope  of 
helium  that  is  relatively  plentiful 
in  lunar  soil. 

For  scientists,  the  moon 
remains  a  cosmic  history  book  that 
records  the  earliest  era  of  solar 
system  evolution,  a  story  long 
erased  on  the  restless  surface  of 
the  Earth.  For  all  that  Apollo  told 
us  about  the  moon,  the  six  lunar 
landings  only  scratched  the  surface 
and  the  moon  beckons  to  a  future 


"Like  millions  of  young  televi- 
sion viewers  25  years  ago,  I 
waited  with  anticipation  for 
Neil  Armstrong  to  make  his 
'one  giant  leap  for  mankind, ' 
which  proved  that  human 
beings  have  the  potential  to 
meet  life's  greatest  challenges. 
At  Space  Center  Houston,  our 
goal  is  to  motivate  children  to 
strive  for  the  seemingly  impos- 
sible. That  first  moon  walk  in 
1969  was  only  the  beginning. 
Today,  there  are  no  limits,  no 
boundaries.  " 

Vance  Ablott 
General  Manager 
Space  Center  Houston 


generation  of  explorers.  Yet 
Apollo's  greatest  legacy  remains  a 
spiritual  one:  Americans  demon- 
strated, to  themselves  and  to  the 
world,  that  the  seemingly  impossi- 
ble can  be  accomplished,  given  the 
will  to  accomplish  it.  O 

Design:  Daniel  Raabe  &  Associates.  Inc.. 
New  York  Cits: 


The  space  shuttle  Atlantis  as  it  began  its  mission  to  deploy  the  European 
Retrievable  Carrier  and  the  NASA/Italian  Space  Agency  Tethered  Satellite 

System. 


"The  First  and  Only  Watch  Worn  on  the  Moon" 


OMEGA 

The  sign  of  excellence        available  at  selected  jewelers 

©1994  Omeoa?a  division  of  CT^f  (I  AS)  Inc.  1-800-76  OMEGA 


If  it's  in  space, 

Rockwell  probably  put  it  there. 


For  more  than  two  decades, 
Rockwell  has  been  NASA's 
number  one  contractor. 


From  the  first  Americans  in 
orbit,  to  the  first  men  on  the 
moon,  the  programs  that  defined 
the  Space  Age  have  relied  on 
Rockwell  systems. 

We  designed  and  built  the 
Space  Shuttle  orbiters,  and  today 
support  their  missions.  Our 
engines  power  the  orbiter,  as  well 
as  Atlas  and  Delta  unmanned 
launch  systems.  Our  GPS  satel- 
lites are  revolutionizing  civilian 


and  commercial  navigation. 
We're  also  working  on  the  Space 
Station  and  the  National  Aero- 
space Plane. 

Our  success  is  the  result  of  a 
restless  dissatisfaction  with  the 
status  quo — a  commitment  to 
excel  in  everything  we  do.  It's  made 
us  a  leader  throughout  our  diverse 
markets.  By  applying  the  innova- 
tion that  put  America  in  space  to 
our  customers  here  on  Earth. 


'1*  Rockwell 
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RATIONAL  EXPLANATIONS 


Most  people  seem  persuaded  that  health  care 
costs  too  much.  Maybe  it  costs  too  little. 

A  modest 


proposal 


BY  STEVEN  E.  LANDSBURG 


Steven  E.  Landsburg  is 
associate  professor  of  economics  at 
the  University  of  Rochester  and  author  of 
The  Armchair  Economist. 


How  DO  YOU  TELL  when  a  price  is  too 
high?  For  example,  is  the  price  of 
health  care  too  high?  Let's  try  to 
identify  a  good  argument.  Here  are 
some  of  the  candidates. 

"Health  care  is  too  expensive  be- 
cause it  is  more  expensive  than  it  used 
to  be."  To  this  there  are  two  coun- 
terarguments. 

First,  lots  of  things  are  more  expen- 
sive than  they  used  to  be,  just  as  lots  of 
things  are  less  expensive.  Prices  fluc- 
tuate all  the  time,  to  reflect  changing 
conditions  of  supply  and  demand, 
and  this  is  a  good  thing.  Flexible 
prices  enable  markets  to  allocate  re- 
sources to  their  most  valuable  uses. 

It  is  not  surprising  that  health  care 
is  one  of  those  things  whose  prices 
have  gone  up,  rather  than  down.  In 
many  areas,  new  techniques  of  mass 
production  have  helped  to  lower 
prices  over  the  past  20  years,  but  a 
'surgeon  can  still  operate  on  only  one 
patient  at  a  time. 

Also,  the  average  American  has  got- 
ten a  lot  wealthier  over  the  past  20 
years.  As  people  become  wealthier, 
they  demand  more  of  expensive  luxury 
goods  like  exotic  medical  procedures, 
and  the  prices  of  such  goods  are  bid  up. 


The  second  counterargument  is 
that  after  adjusting  for  quality,  it  is  by 
no  means  clear  that  health  care  is  any 
more  expensive  now  than  it  was  in, 
say,  1970.  Ask  yourself  this  question: 
Would  you  rather  receive  1970  quali- 
tv  care  at  1970  level  prices,  or  1994- 
quality  care  at  1994-level  prices?  I  am 
willing  to  wager  that  most  informed 
people  would  choose  the  latter.  That 
has  to  mean  that,  after  adjusting  for 
quality,  they  are  getting  a  better  deal 
than  they  used  to  get. 

Second  popular  complaint  about 
medical  costs:  "Health  care  is  too 
expensive  because  it  is  more  expen- 
sive here  than  in  other  countries, 
such  as  Canada.11  But  comparing 
Canadian  and  U.S.  health  costs  is  a 
tricky  business.  The  Canadian  ac- 
counting system  systematically  omits 
capital  expenditures  that  would  ap- 
pear as  costs  in  the  U.S.  And  those  are 
not  the  only  costs  that  the  Canadian 
system  hides:  Canadians  spend  more 
time  w  aiting  in  doctors'  offices,  more 
time  out  of  work  while  waiting  for 
heart  surgery  and  other  procedures, 
and  more  time  crossing  the  border  in 
order  to  get  prompt  medical  care.  If 
our  own  system  becomes  more  1  ike- 
Canada's,  where  will  Americans  flee? 
To  Mexico? 

A  third  argument:  "Health  care 
must  be  too  expensive  because  too 
many  resources  are  being  devoted  to 
health  care."  Approximately  14%  of 
our  domestic  product  goes  to  health 
care;  the  average  $50,000-a-year  fam- 
ily spends  about  $7,000  a  year  on  all 
health-related  expenses  (including 
dental  work,  eyeglasses  and  roughly 
$3,000  in  tax  payments  for  Medicare, 
Medicaid  and  other  governmental 
programs).  This  strikes  me  as  reason- 
able, given  the  quality  of  today's 
health  care. 


Others  claim  to  feel  differently. 
But  here's  a  good  test  of  their  sincer- 
ity: When  a  bright  college  graduate 
goes  off  to  medical  school,  do  the 
neighbors  despair  of  all  that  talent 
going  to  waste  in  a  field  that  already 
commands  too  many  of  our  precious 
resources?  Or  do  they  breathe  a  sigh 
of  relief  and  thank  God  he's  not 
going  to  law  school?  If  we  are  happy 
to  see  the  best  and  the  brightest 
going  into  medicine,  then  we  must 
believe  deep  down  that  medicine 
needs  to  receive  more  of  society's 
resources,  not  less. 

Fourth  argument  about  medical 
costs:  "Health  care  is  too  expensive 
because  demand  is  artificially  inflat- 
ed." Here  for  the  first  time  we  have  an 
argument  that  economists  must  take 
seriously.  Most  Americans  get  their 
health  insurance  as  a  tax-deductible 
fringe  benefit,  and  therefore  buy  too 
much  of  it — where  "too  much" 
means  more  than  they  would  buy  if 
they  had  to  bear  the  entire  cost.  Be- 
cause we  are  overinsured,  we  overuse 
the  health  care  system. 

I  have  a  colleague  who  has  no 
collision  insurance  on  his  car  but  is 
fully  insured  (as  an  employee  fringe 
benefit)  against  losing  his  eyeglasses. 
Only  an  insane  system  could  yield 
such  outcomes.  I  am  insured  against 
my  regular  annual  visit  to  the  dentist. 
Surely  a  foreseeable  annual  checkup  is 
exactly  the  sort  of  thing  that  insurance 
was  not  invented  for. 

Having  discovered  the  one  legiti- 
mate reason  to  believe  that  we 
spend  too  much  on  health  care,  we 
are  in  a  position  to  discover  the 
solution:  Eliminate  the  tax  deduct- 
ibility of  fringe  benefits.  The  reve- 
nue generated  can  be  used  to  fund  a 
cut  in  income  tax  rates,  so  that  the 
average  worker  feels  no  additional 
tax  burden. 

The  prominent  health  economist 
Charles  Phelps  has  estimated  that  this 
single  reform  could  reduce  health 
care  expenditures  by  something  on 
the  order  of  40%,  with  only  a  negligi- 
ble change  in  people's  health. 

The  current  system  of  tying  health 
insurance  to  employment  status  via 
the  tax  system  started  during  World 
War  II  as  a  device  to  evade  wage 
controls.  That  war  has  been  over  for 
50  years.  We  won.  It  is  time  to  stop 
paying  the  cost.  HB 
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Owning  your  own  trucks  is  no  day  at  the  club.  For  starters,  you  have  to  lay  out 
a  significant  capital  investment  and  be  responsible  for  regular  maintenance.  And  if 
you  think  three -putting  leaves  you  frustrated,  consider  the  hassles  and  paperwork 
that  come  with  licensing,  permitting  and  DOT  compliance. 

But  these  are  not  the  only  hazards  you  face.  Time-consuming  problems  like 
changing  EPA  regulations,  new  technologies  and  a  more  demanding  customer  can  be 
as  frustrating  as  a  bad  slice. 

A  Ryder  Full  Service  Lease 

will  prevent  you 
from  driving  into  the  traps. 

There  is  an  easier  way  for  your  company  to  reach  the  green.  A  Ryder  Full 
Service  Lease.  The  experts  at  Ryder  will  help  you  improve  customer  service  and 
reduce  costs.  You'll  get  customized  trucks  and  extra  or  loaner  vehicles  if  you  need 
them.  Plus  a  preventive  maintenance  program  that  keeps  your  vehicles  in  top 
condition  and  a  competitively  priced,  comprehensive  fuel  program. 

To  learn  how  transportation  can  improve  your  business,  call 
1-800-RYDER-OK,  ext.  103,  for  a  free  brochure  and  a  "Lease  Versus  Own  Analysis." 
And  take  a  lesson  or  two  from  the  pros. 

RYDER 

<S)L993  Ryder  Thick  Rental,  Inc  A  Ryder  System  Co  Ryder  is  an  equal  opportunity  employer  1-800-RYDER-OK 


Unhappy  with  paltry  returns  on  traditional  life 
insurance  policies,  the  public  is  signing  up 
in  droves  for  variable  life.  Careful  there,  folks. 

Great 

expectations 


By  Carolyn  T.  Geer 

Does  anyone  rkmkmbkr  when  uni- 
versal life  insurance  was  all  the  rage? 
Carriers  churned  out  policies  whose 
performance  was  tied  to  the  high 
interest  rates  of  the  early  1980s.  Sales- 
men projected  those  high  rates  de- 
cades into  the  future,  leading  policy- 
holders to  believe  that  a  few  years  of 
premiums  would  pile  up  into  fat  cash 
values  and/or  fully  paid-up  death 
benefits. 

The  expectations  weren't  met  be- 
cause interest  rates  fell,  and  legions  of 
bitter  policyholders  were  forced  to 

dig  deep  into  their  pockets  to  pay  the  most  significant  thing  to  come 
additional  premiums  to  keep  their  along  since  universal  life,"  asserts  Pe- 
policies  afloat.  ter  Foley,  an  insurance  agent  in 

Well,  here  we  go  again,  this  time  Wellesley,  Mass. 
with  variable  life.  This  is  an  insurance  What  is  significant  is  that  salesmen 
policy  hitched  to  a  mutual  fund.  Vari-  can  project  higher  returns  on  variable 
able  life  is  hot.  Premiums  hauled  in  on  policies  than  on  straight  life  policies, 
newly  sold  variable  policies  increased  Traditional  insurance  policies  make 
34%  last  year,  to  $1.7  billion.  "This  is    guarantees — namely,  minimum  cash 

Buying  at  the  top? 


Universal  Life's  market  share 


Long-term  government  bond  yields 
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Sources:  Life  Insurance  Marketing  &  Research  Association  estimates;  Moody's,  Standard  &  Poor's 

When  interest  rates  were  high,  fixed-income  universal  life  was  all  the  rage.  With 
rates  down  and  stocks  high,  people  can't  get  enough  of  the  latest  fad,  variable  life. 


values  and  death  benefits.  So  the  in- 
surance companies  must  invest  con 
servatively.  New  risk-based  capital 
standards,  cooked  up  by  state  regula- 
tors in  response  to  a  few  recent  insur- 
ance company  failures,  further  ham- 
string carriers,  making  it  all  but  im- 
possible for  them  to  own  junk  bonds, 
for  instance. 

Projections  for  nonvariable  policies 
hew  pretty  closely  to  current  yields  on 
the  insurer's  conservative  fixed-in- 
come portfolios.  With  variable  life,  in 
contrast,  your  premiums  go  into  one 
or  more  separate  mutual -fund-type 
accounts  of  your  choosing — and 
there's  no  telling  what  these  portfo- 
lios will  earn. 

Some  insurance  carriers,  such  as 
Phoenix  Home  Life  and  Manulife 
Financial,  manage  these  funds  in- 
house.  Others,  such  as  Provident  Mu- 
tual Life,  use  independent  funds,  and 
still  others,  including  Northwestern 
Mutual  Life,  use  a  combination  of  in- 
house  and  outside  funds.  Either  way 
policyholders  are  at  the  mercy  of  the 
stock  market. 

Conceptually,  a  variable  life  policy 
is  much  like  a  universal  life  policy. 
Your  premiums  go  into  an  investment 
pot.  Out  of  the  pot  come  "insurance" 
charges — the  cost  of  providing  death 
protection — and  various  fees,  such  as 
for  managing  the  portfolio.  Into  the 
pot  go  investment  returns.  If  the  pot 
gets  fat,  you  will  get  either  more  death 
protection  eventually  or  the  right  to 
stop  paying  premiums  for  a  while.  If 
you  cancel  the  policy,  the  pot  is  yours 
(perhaps  minus  a  surrender  charge). 

Insurance  companies  love  variable 
life  because  there's  no  portfolio  risk 
for  them.  Thus,  they  need  set  aside 
only  a  modicum  of  capital  to  stand 
behind  the  policies.  Customers  love 
variable  life  because  they  are  mesmer- 
ized by  the  potential  profits.  Current- 
ly the  salesman  can  dangle  the  pros- 
pect of  mouthwatering  returns — up 
to  12%  a  year,  before  portfolio  man- 
agement fees.  Cranked  into  an  offi- 
cial-looking "illustration"  of  a  poli- 
cy's potential  outcome,  that  kind  of 
return  makes  the  insurance  look  like  a 
screaming  bargain.  It  also  makes  it 
easier  for  the  salesman  to  justify'  his 
commission. 

Look  at  this  projection  from  Lin- 
coln National  Life.  A  one-time 
$25,000  premium  buys  a  healthy  35- 


120 


Forbes  ■  July  18,  1994 


it  is  j  HI  ROOTS  of  a  STRUCTURE 
THAT  CONTINUE  toprovide 
its  strength  AND  STABILITY. 


A  DEFINING  PHILOSOPHY.  That  is  what  Judge  Samuel  Putnam  wrote  in 
1830  with  his  Prudent  Man  Rule,  thus  creating  the  guiding  principle  upon 
which  professional  money  management  rests.  And  it  is  a  philosophy  still 
maintained  today  at  Putnam  Investments.  The  opinion  stated  that  one 
should  manage  money  as  if  it  were  one's  own,  providing  clients  and  investors 
with  a  balanced  approach  to  investments,  considering  both  income  as  well  as 
protection  of  capital.  It  is  why  we  have  developed  a  demonstrated  strength  in 
both  equities  and  fixed  income,  and  across  a  broad  range  of  asset  categories. 
This  philosophy,  even  more  relevant  today,  forms  the  roots  of  our  firm.  It  is 
what  has  allowed  Putnam,  and  its  clients  and  investors,  to  grow  and  flourish. 

A  TIME  -  HONORED  TRADITION   IN  MONEY  MANAGEMENT 


PUTNAM 

INVESTMENTS 


BOSTON  •  LONDON  -  TOKYO 


Are  You 
Hearing 
Everything? 

If  some  things  don't  sound 
right,  you  could  have  a 
hearing  problem.  Do  you  ask 
people  to  repeat  things?  Can 
you  hear  telephone  callers 
clearly?  Do  others  complain 
that  your  radio  or  TV  is  too 
loud?  No  matter  what  your 
age  —  young  or  old  —  hearing 
problems  can  be  barriers  to 
success  in  school  or  at  work. 
If  you  have  trouble  hearing, 
contact  an  audiologist. 

A  hearing  problem  is  one 
problem  you  don't  have  to 
live  with. 


American 
Speech-Language- 
Hearing 
Association 


For  additional  information  on  hearing 
loss  and  audtologists  in  your  area,  call 
1-800-638-8255. 


INSURANCE 


year-old  man  a  policy  that  starts  out 
with  a  $132,000  death  benefit.  As- 
suming a  12%  return,  says  an  illustra- 
tion, the  policy  grows  to  a  $505,000 
death  benefit— and  a  $414,000  cash 
surrender  value — after  30  years. 

If  you  have  faith  in  those  numbers, 
you  probably  loved  the  universal  life 
Lincoln  National  was  selling  in  1981 . 
Illustrations  came  with  an  assumed 
11.75%  interest  rate.  Alas,  customers 
are  now  earning  just  6.25%. 

Lincoln  National  is  by  no  means 
alone.  All  the  big  companies  are  using 
outlandish  illustrations  on  variable 
life.  Here's  a  knee-slapper:  They  can 
use  a  12%  projection  when  the  cus- 
tomer intends  to  invest  entirely  in 
money  market  funds. 

The  salesman  of  a  variable  life  poli- 
cy is  required  (under  National  Associ- 
ation of  Securities  Dealers  guidelines) 
to  illustrate  the  effects  of  a  0%  return 
as  well,  but  if  he  is  any  good  he  can 
dismiss  that  outcome  with  a  wave  of 
his  hand.  Zero  percent?  Why,  stocks 
have  returned  better  than  15%  over 
the  past  decade,  he  will  say.  Oh,  yeah? 
Supposing  you  or  your  heirs  had 
cashed  in  a  policy  in  1974?  Or  in 
November  of  1987? 

The  reality  is  that  a  1 2%  compound 
annual  return  is  at  the  far  upper  end  of 
plausible  results  over  the  next  decade. 
Bear  in  mind  that  stocks  have  re- 
turned 10%  a  year  over  the  past  68 
years.  Moreover,  they  are  now  priced 
at  abnormally  high  multiples  of  their 
book  value,  dividends  and  earnings, 
and  would  have  to  fall  by  a  third  to 
revert  to  normal  multiples.  For  the 
next  decade,  stock  market  investors 
will  be  darned  lucky  to  get  even  1 0%  a 
year.  A  7%  return  is  more  likely.  A 
negative  return  is  not  inconceivable. 

Compounding  the  problem,  insur- 
ers rake  off  a  variety  of  fees  from  your 
investment  pot,  but  aren't  too  careful 
about  figuring  those  fees  into  the 
forecast  of  results.  Phoenix  Home 
Life,  for  example,  assumes  an  average 
fund  fee  of  0.8%  in  all  its  illustrations, 
even  though  the  fee  for  its  interna- 
tional fund  is  1 .2%. 

If  an  insurer  is  temporarily  absorb- 
ing expenses  on  an  investment  portfo- 
lio, it  is  free  to  use  the  reduced  ex- 
pense rate  in  projecting  policy  results, 
even  though  it  might  have  no  inten- 
tion of  maintaining  the  low  rate.  Jen- 
nifer Strickland,  who  reviews  variable 


insurance  products  at  Morningstar, 
the  fund  rating  company,  cites  a  star- 
tling rate  hike  on  a  tax-deferred  vari- 
able annuity,  a  product  similar  to 
variable  life.  Last  year,  she  says,  Gold- 
en American  Life  Insurance  was  sell- 
ing annuities  on  the  strength  of  a  0.5% 
expense  ratio  at  a  component  fund. 
This  year  that  fund's  expenses  are 
projected  to  more  than  quadruple. 
People  who  bought  last  year  are 
boxed  in.  They  can't  get  out  of  the 
fund  without  losing  the  1 .5%  front- 
end  load  they  paid  to  get  in. 

In  the  worst  cases,  you  end  up 
paying  ten  fees:  a  premium  processing 
charge,  a  premium  tax,  an  upfront 
sales  commission,  a  fee  to  cover  your 
medical  exam,  a  monthly  administra- 
tive charge,  a  monthly  insurance 
charge,  a  "guaranteed  death  benefit" 
charge,  an  investment  advisory  fee,  a 
fund  overhead  fee  and  a  "mortality 
and  expense  risk"  charge.  And  if  you 


Insurance  companies 
love  variable  life 
because  there's 
no  portfolio  risk 
for  them.  Customers 
love  variable  life 
because  they  are 
mesmerized  by 
the  potential  profits. 


try  to  escape  within  the  first  ten  years 
or  so,  you  will  almost  certainly  be 
assessed  a  surrender  charge. 

If  you  are  under  40  and  in  the 
market  for  a  large  policy,  a  variable  life 
policy  may  be  a  good  bet.  Chances  are 
you'll  be  around  long  enough  to  ride 
out  any  down  cycles  in  the  market  and 
come  out  ahead  in  a  variable  life  poli- 
cy. "The  most  appropriate  uses  for 
variable  are  to  pay  estate  taxes  that'll 
be  due  probably  decades  from  now, 
or  to  pass  money  on  to  heirs,"  asserts 
Glenn  Daily,  a  fee-only  insurance  ad- 
viser in  New  York. 

If  this  doesn't  describe  you  and  if 
the  current  low  returns  on  straight  life 
turn  you  off,  then  buy  term  and  invest 
your  money  elsewhere.  You  can 
achieve  the  same  result  that  way  as 
you  could  by  buying  a  variable  policy, 
will  probably  save  a  lot  on  fees — and 
will  have  a  far  broader  range  of  invest- 
ments to  choose  among.  M 

Forbes  ■  July  18,  1994 


1/. 


*   ★  ★ 


STOP 


LABELING 


1  

— 1  1 

cz 

 * — 

cz 

1 

1  

 1  1 

c 


AND  START  LABELING 


EVERYTHING  ELSE! 


And  once  you  start  using 
P-Touch,  you'll  be  in  good 
company  because  over 
2  million  people  are  already 
using  Brother's  Electronic 
Labeling  System  to  organize 
and  identify  all  sorts  of 
items  in  their  home  and 
office.  So  get  busy.  Pick  the 
P-Touch  model  that's  perfect 
for  you,  pop  in  a  label 
cartridge-you  have  over  30 
label  colors  to  choose 
from-type  in  your  label 
information  and  hit  print. 
You'll  get  a  razor  sharp, 
laminated  label  that's 
perfect  for  anything:  file 
folders,  binders,  tools, 
computer  disks,  fuse  boxes, 
you  name  it.  Because  when 
it  comes  to  labeling 
everything  else,  there's 
only  one  place  to  start . . . 
Brother  P-Touch. 

Available  at: 

SEARS  BRAND  CENTRAL 

STAPLES 

OFFICE  DEPOT 

MONTGOMERY  WARD 

ELECTRIC  AVENUE 

OFFICEMAX 

COMPUSA 

AND  OTHER  FINE  DEALERS 


ELECTRONIC 
LABELING  SYSTEMS 

We're  at  your  side. 


We  re  at  your  side. 

brother 


ADVERTISEMENT 


TIME  IS  WEIGHTLESS 

But  now  it  has  two  new  faces:  the  Titanium  Automatic'  and  the 

lady  Titanium'  by  FA.  Porsche  and  IWC.  Perfect" in  every  detail:  in  other  words, 

design  purissimol 


A design  is  a  composite  whole,  a  sig- 
nature in  its  own  right",  says 
Ferdinand  A.  Porsche,  and  adds: 
"My  work  is  an  attempt  to  get  back  to 
basics,  my  objective  is  to  design  products 
that  are  pure  and  honest".  For  over  15 
years  now  Porsche's  signature  has  been 
the  unmistakable  stamp  on  a  wristwatch 
line  manufactured  by  RYC  International 
Watch.  Now  Porsche,  unquestionably  one 
of  the  world's  leading  designers,  has  given 
a  new  form  to  his  credo  with  two  watches 
-  the  'Titanium  Automatic'  and  the  'Lady 
Titanium'  -  which  seem  destined  to  reap 
all  the  praise  that  can  be  accorded  an 
object  designed  for  everyday  use.  Or  to 
use  a  word  favored  by  design  connois- 
seurs: purissimo,  Genuine  Porsche.  And 
like  the  recently  launched  traveler's  watch, 
the  diver's  watch  before  it  or  the  "gray" 
chronograph,  the  two  new  models  are 
made  of  solid  titanium,  the  material  intro- 
duced to  the  watchmaking  worlds  by  none 
other  than  FA.  Porsche  and  IWC.  A  hun- 
dred years  from  now,  when  our  descen- 
dants are  searching  for  objects  that 
express  the  essence  of  form  at  the  end  of 

Fifteen  years  ago,  the  compass  n  atch 
marked  the  start  of  a  creative  partnership 
between  F.A.  Porsche  and  IWC 


Timeless  design  and  watchmaking  perfection:  the  'Titanium  Automatic'  and  the  'Lady  Titanium 


\DVERTISEMENT 


Ferdinand  A.  Porsche,  the  designer  of  the 
legendary  Porsche  911 

the  20th  century,  the  'Titanium 
Automatic'  will  almost  certainly  be  one  of 
them.  Wanna  bet? 

Time  itself  is  weightless.  A  meta- 
physical notion,  certainly,  but  made  palpa- 
ble by  the  new  'Titanium  Automatic'  and 
'Lady  Titanium',  which  tip  the  scales  at 
41g  and  24g,  respectively.  When  conceiv- 
ing and  producing  the  watch,  iWC  and 
Porsche  Design  were  guided  by  the  desire 
to  create  a  timepiece  that  would  be  reli- 
able, comfortable  to  wear,  easy  to  use  and 
eminendy  practical  under  everyday  condi- 
tions. 

Anyone  familiar  with  F.A. 
Porsche's  work  will  be  aware  that  the  pri- 
mary consideration  in  his  designs  is  not 
visual  effect  but  practicality.  The  dial,  for 
example,  is  protected  by  a  sapphire  crystal 
and  secured  by  a  plain  solid  bezel  -  for 
maximum  stability  -  in  matte  or  polished 
titanium  or  yellow  gold.  Otherwise,  there 
is  nothing  to  distract  the  owner's  eye  when 

World-time  watch  and  alarm  in  one 


The  Ocean  2000:  for  professional  divers 

he  or  she  glances  at  the  hour  and  minute 
hands  or  the  sweep  seconds  hand  in 
Porsche's  characteristic  pillar-box  red. 
Maximum  readability  at  night  was  like- 
wise a  major  priority.  And,  as  you  might 
expect,  function  follows  form.  Both  ladies' 
and  gentlemen's  models  naturally  feature 
a  date  display.  The  back  of  the  case  is  held 
firmly  in  place  by  seven  screws.  The 
'Titanium  Automatic'  has  a  mechanical 
self-winding  movement  and  a  screw-in 
crown  which  makes  it  water-resistant  to 
60  meters.  The  'Lady  Titanium'  features  a 
quartz  movement  and  battery  end-of-life 
indicator  and  is  water-resistant  to  30 


Form  follows  function:  the  titanium 
chronograph 

meters.  No  effort  was  spared  to  make 
both  models  suitable  for  everyday  use 
under  the  toughest  conditions. 

But  it  is  also  in  the  details  that  we 
see  the  work  of  a  team  in  perfect  harmo- 
ny. The  tough  yet  supple  leather  strap  is 
secured  by  strikingly  shaped  lugs  which 
move  slightly  in  relation  to  the  case  and 
mold  themselves  to  the  contours  of  the 
wrist.  Together  with  the  fact  that  both 
models  are  made  of  titanium  -  which  is 
extremely  gende  on  the  skin  -  and  weighs 
so  little,  this  guarantees  maximum  com- 
fort for  the  wearer. 


The  'Titanium  Automatic'  and  the  'Lady  Titanium' 


IWC 


For  a  complete  color  catalog,  please  call  (800)  432-9330 


You  dream  of  escaping  the  rat  race 
and  spending  your  days  in  blue  jeans 
and  in  the  outdoors.  There's  this 
nice  little  hunting  and  fishing  outfitter 
in  the  wiids  of  Idaho— and  it's  for  sale. 

Roughing  it 


By  Nancy  Rotenier 

W.  Travis  York  has  made  his  living  in 
the  wilderness  of  Idaho  since  he  was  17. 
Raised  in  the  tiny  town  of  Elk  City 
(pop.  500),  he  grew  up  tending  horses 
for  his  father,  a  cattle  rancher  and 
trapper.  Travis  and  his  father,  Wally 
York,  also  guided  hunters  and  fisher- 
men through  the  Idaho  backcountry  in 
search  ol  cougar,  elk  and  rainbow  trout. 

Travis,  now  51 ,  bought  Wallv  York 
&  Son  from  his  father  in  1970  for 
$50,000 — and  turned  the  ranch's 
outfitting  sideline  into  a  full-time  op- 
eration. York  now  holds  the  commer- 
cial hunting  and  fishing  rights  to  180 


square  miles  of  north-central  Idaho  in 
the  Selway-Bitterroot  and  River  of 
No  Return  wilderness  areas. 

Would  you  like  to  own  the  busi- 
ness? It's  for  sale.  Asking  price: 
$440,000.  After  36  years,  York,  who 
runs  the  business  with  second  wife 
Beverly,  has  a  bad  back  and  is  tired  of 
dealing  with  the  public.  "There's  no 
romance  left  in  it  for  me,"  he  says.  "I 
just  freeze  out  there." 

Here's  what  you  get  for  your 
$440,000: 

■  A  3,000-square-foot  house  on  35 
acres  of  spectacular  wilderness  where 


the  Selway,  Salmon  and  Clearwater 
rivers  thread  through  unspoiled  val- 
leys and  snowcapped  mountains  that 
rise  as  high  as  10,000  feet.  The  house 
with  the  land  was  recentlv  appraised  at 
$190,000. 

■  A  base  camp  23  miles  east  of  Elk 
City — with  a  heliport,  eight  small 
cabins  and  a  building  used  to  teach 
camp  cooking  and  knot  tving  to  pro- 
spective guides. 

■  Pack  equipment,  including  15  rid- 
ing horses  and  1 5  pack  mules,  radios, 
tents,  two  trucks  and  kitchen  supplies. 
Value?  Maybe  $166,000.  Return  on 
your  investment?  Not  counting  the 
psychic  return  from  the  blue  skies  and 
rugged  scenery,  it's  less  than  you 
could  earn  on  a  one-year  CD.  York  & 
Son  earned  $  1 6,500  last  year  and  paid 
York  a  salary'  of  just  under  $  1 0,000  on 
revenues  of  $137,000.  Figuring  the 
time  he  put  in,  York's  salary  was  a  bit 
more  than  the  minimum  wage  but 
not  much  more. 

York,  however,  says  an  energetic 
owner  with  a  flair  for  promotion 
could  do  much  better.  Last  year  York 
&  Son  took  just  80  clients  on  trips 
into  the  wild — about  the  same  num- 
ber York  took  ten  years  ago.  He  thinks 
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Travis  and  Beverly  York,  of 
Wally  York  &  Son  (left); 
on  the  ranch  (center); 
downtown  Elk  City  (above); 
Selway-Bitterroot  National 
Forest  (right) 

After  guiding  hunters  and 
fishermen  through  the  Idaho 
wilderness  for  36  years, 
York  is  selling  out.  Buyers 
beware:  The  nearest  doc- 
tor is  55  miles  away.  Local 
entertainment:  bar  fights. 


the  ranch's  capacity  is  much  greater 
than  that.  His  total  advertising  bud- 
get last  year  was  only  $9,000.  He  says 
a  new  owner  bringing  new  energy  to 
the  business  could  add  white-water 
rafting  and  kayaking,  which  could 
expand  the  customer  base.  ''There  are 
a  lot  of  things  open  to  an  outfitter,'1 
growls  York.  "But  you  have  to  want 
to  do  them." 

You  also  must  be  willing  and  able  to 
toss  in  some  more  capital.  Forest  Ser- 
vice trails  could  be  used  for  cross- 
country skiing  or  snowmobiles.  Figure 
at  least  532,000  for  equipment.  York 
thinks,  say,  30  trips  of  six  people  with  a 
guide  over  a  six-month  season  could 
generate  over  $31,000  in  new  operat- 
ing profits  from  the  two  new  sports — 
after  factoring  in  new  fixed  costs,  in- 
surance and  additional  staff. 

If  you  don't  want  to  go  into  winter 
sports  right  away,  there  are  several 
that  overlap  with  York's  fall  hunting 
and  summer  fishing  seasons  that 
could  be  added:  white-water  rafting 
and  mountain  biking. 

Besides  additional  cash,  expanding 
the  product  line  would  put  enormous 
demands  on  the  new  owners.  This  is 
hard  work — and  12  months  a  year  of 


it  would  be  no  breeze. 

As  is,  every  summer  and  fall  York 
and  his  five  guides  lead  small  parties  of 
hunters  on  horseback  for  one  or  two 
weeks  at  a  time,  spending  nights  at 
base  camp  or  in  the  woods  and  waking 
at  dawn  to  hunt  elk  and  deer.  York 
and  his  crew  will  also  take  you  on  fly- 
fishing trips  along  the  Selway  River 
and  Running  Creek.  Cost:  $1,100  to 
$3,400  per  person  for  the  hunting 
packages;  $100  to  $225  per  day  for 
fly-fishing  trips. 

Obviously,  you'd  better  be  in  good 
physical  shape  if  you  plan  on  buying 
the  business.  York  is  willing  to  stay  on 
for  a  year  at  no  salary.  Most  of  his  nine 
employees,  local  ranch  hands  who 
help  out  in  the  high  season,  will  also 
stick  around.  They've  little  choice. 
Licensed  outfitters  have  exclusive 
rights  to  the  regions  where  they  oper- 
ate— York  pays  around  $10,000  a 
year  for  permits  and  fees — so  he's  one 
of  the  few  employers  in  the  neighbor- 
hood. The  guides  make  between 
$2,500  and  $9,000  each  for  the  sea- 
son— depending  upon  experience — 
supplementing  their  income  from 
cattle  ranching,  hunting  and  the  like. 

Any  way  you  figure  this  deal,  how- 


ever, you  are  going  to  earn  every 
penny  you  get.  The  real  payoff  is  the 
lifestyle,  so  you  had  better  make  sure 
it  really  does  appeal  before  taking  on 
something  like  this.  When  we  say  the 
spot  is  isolated,  we  mean  isolated. 

Getting  to  Elk  City  involves  flying 
to  Boise,  then  connecting  to  a  19-seat 
passenger  plane  for  a  40-minute  flight 
to  Lewiston.  (There  are  also  connect- 
ing flights  from  Seattle,  Spokane  and 
Portland.)  From  there,  it's  a41/2-hour 
drive  to  the  base  camp.  Or  you  can  fly 
in  directly  by  private  prop  plane  to  Elk 
City's  4,000 -foot  airstrip. 

There's  not  much  going  on  in 
town,  which  boasts  a  $32-a-night  ho- 
tel, a  liquor  store,  two  churches,  a 
launderette,  two  taverns,  a  post  office, 
a  general  store  and  a  shower  house. 
Entertainment  consists  largely  of  bar 
fights.  The  nearest  doctor,  shopping 
center  and  movie  theater  are  55  miles 
west,  in  Grangeville. 

Temperatures,  which  can  drop  to 
20  degrees  below  zero  in  December 
and  January,  warm  up  to  a  balmy  35 
to  45  degrees  in  February  and  March. 

Maybe  just  reading  about  this  is  as 
far  as  you'll  want  to  go.  But  then, 
maybe.  .  .  .  BB 
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Mot  even  a  $5  billion  company  can  accommodate 
59  offspring  and  two  major  partners. 
So  Jon  Huntsman  plans  taking  his  big 
chemical  empire  public  in  a  few  years. 

$5  billion  and 
50  grandchildren 


By  Phyllis  Berman 

Nothing  personal,  mind  you,  but 
Alan  Greenspan  cost  Jon  Huntsman  a 
cool  $70  million  that  fourth  day  of 
February  this  year  when  he  started 
nudging  up  interest  rates.  Into  a 
34th-floor  meeting  room  at  Bankers 
Trust  Liberty  St.  offices  in  Manhattan 
strode  Huntsman,  the  billionaire 
chemicals  magnate  from  Salt  Lake 
City.  He  was  on  the  last  leg  of  a  "road 
show"  to  raise  $600  million  in  bonds 
to  finance  one  of  the  most  important 
deals  of  his  life.  His  company,  Hunts- 
man Corp.,  was  buying  Texaco's  $1 .5 
billion  (revenues)  chemical  operation 
for  $1.06  billion. 

Huntsman's  investment  bankers, 
BT  Securities  and  Wertheim  Schroder, 
had  told  him  he  could  float  the  bonds 
at  around  9%,  but  now  the  Fed  had 
thrown  markets  into  confusion  by 
raising  rates.  To  move  the  issue, 
Huntsman  would  have  to  pay  11% 
interest  on  it.  Would  he  pay?  The 
difference  after  taxes  would  be  $8 
million  a  year,  over  $70  million  over 
the  life  of  the  bonds. 

Huntsman  hesitated.  He  had  an 
alternative.  He  could  borrow  the 
money  from  banks  more  than  happy 
to  do  business  with  him.  But  turning 
to  the  banks  would  mean  more  re- 
strictive covenants  and  would  cause  a 
delay.  Texaco  as  well  as  Huntsman 
wanted  the  deal  done. 

Huntsman  swallowed  hard  and 
agreed  to  the  higher  rate.  But  first, 
smart  bargainer  that  he  is,  he  got 
Texaco  to  make  some  concessions 
and  got  his  two  bankers  to  hold  in 
inventory  any  bonds  that  didn't  sell 
because  of  interest  rate  uncertainty. 


Five  years  ago  Jon  Huntsman 
talked  to  Forbes  about  two  of  his 
family's  objectives.  One  was  to  raise 
the  revenues  of  its  $1  billion  Hunts- 
man Chemical  Corp.  to  $5  billion  in 
ten  years.  The  second,  more  personal, 
was  to  provide  for  the  50  or  so  grand- 
children his  sons  and  daughters,  good 
Mormons  all,  are  likely  to  produce. 

With  the  acquisition  in  April  of 
Texaco's  chemical  operations,  he  was 
within  $1.6  billion  in  revenues  of 
achieving  the  business  goal. 

The  Texaco  plants  are  a  good  fit 
with  Huntsman's  existing  commod- 
ity chemical  business.  The  Huntsman 
group  of  companies  has  been  among 
the  world's  largest  buyers  of  raw  ma- 
terials like  ethylene  and  propylene, 
both  of  which  are  produced  by  the 
Texaco  operations. 

Bringing  the  two  outfits  together 
creates  a  significant  backward  integra- 
tion: A  mere  one-cent-per-pound 


saving  on  1.5  billion  pounds  of  sty  - 
rene  and  1  billion  pounds  of  propyl- 
ene consumed  annually  in  Huntsman 
Chemical's  plants  can  add  up  to 
$25  million  in  additional  operating 
earnings. 

The  deal  also  improves  the  compa- 
ny's product  mix,  which  until  now  has 
been  chiefly  commodity  type  chemi- 
cals. Texaco  adds  fuel  additives, 
chemical  surfactants  used  in  soap  and 
detergents,  and  gas-treating  chemi- 
cals. These  will  raise  the  noncom- 
modity  portion  of  Huntsman  to  35% 
from  just  20%. 

The  Texaco  deal  culminated  a  long 
search.  Jon  Huntsman  and,  on  occa- 
sion, his  wife,  Karen,  who  is  vice 
president  of  the  company,  spent  four 
years  aboard  their  private  jet,  travel- 
ing to  Southeast  Asia,  Australia,  Eu- 
rope and  within  the  LJ.S.,  studying 
what  was  available.  For  three  years, 
they  were  rebuffed.  They  found  noth- 
ing big  that  Huntsman  liked  or  that 
he  thought  was  priced  right,  but  he 
did  add  bits  and  pieces,  like  Good- 
year's  film  packaging  assets,  an  ex- 


The  Huntsman  family  as 
they  were  in  1989 
(below)  and,  greatly  ex- 
panded, today 
"I  am  just  laying  the 
groundwork  for  what  iny 
children  and  my  grand- 
children are  going  to 
build  in  the  next  two  or 
three  generations,"  says 
Jon  Huntsman,  at  cen- 
ter, with  wife  Karen. 
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pandable  polystyrene  plant  in  France 
and  raw  material  processing  business- 
es sold  by  Monsanto. 

But  the  Texaco  deal — this  was 
something  else.  As  soon  as  Huntsman 
heard  Texaco  was  exiting  the  chemi- 
cal business  he  scheduled  a  meeting. 
A  few  days  later  he  came  to  terms  with 
Texaco. 

Unless  Huntsman's  sense  of  timing 
has  failed  him,  he  got  himself  a  bar- 
gain— even  after  paying  1 1  %  for  most 
of  the  money.  Financier  Kerry  Packer 
of  Australia  certainly  thinks  so;  Packer 
has  taken  20%  of  the  Huntsman/Tex- 
aco deal. 

A  partner  in  earlier  deals,  Great 
Lakes  Chemical  which  owns  40%  of 
Huntsman  Chemical,  the  original 
company,  has  been  benefiting  from 
that  sense  of  timing  since  the  early 
Eighties.  For  the  fact  is  Huntsman  has 
a  knack  for  buying  at  the  bottom  of 
the  chemical  cycle.  He  did  it  eight 
times  before  between  1983  and  1987. 
And  he's  done  it  again,  shaking  hands 
on  the  deal  last  September  well  before 
the  cycle  turned  up. 


Buying  at  the  bottom  is  only  the 
first  part  of  Huntsman's  success  strat- 
egy. The  second  is  cutting  costs.  He 
cuts  them  until,  even  in  lean  times,  an 
operation  can  throw  off  operating 
earnings  equal  to  15%  of  revenues — 
before  interest,  taxes,  depreciation 
and  amortization.  Texaco's  chemical 
operations  generated  operating  earn- 
ings in  1992  and  the  first  half  of  1993 
that  were  less  than  half  of  Huntsman's 
15%  target. 

Since  he  signed  the  deal  with  Tex- 
aco, Huntsman  has  more  than  dou- 
bled its  operating  earnings.  The  new 
combined  company  will  have  reve 
nues  of  $3.4  billion  and  operating 
earnings  of  between  $340  million  and 
$375  million  this  year.  But  this  is 
without  Huntsman's  vaunted  econo- 
mies and  before  the  full  effects  of  the 
current  pickup  in  chemicals. 

A  huge  potential  bonus  may  accrue 
to  the  Huntsman  family  as  a  result  of 
the  Texaco  deal:  They  paid  $10  mil 
lion  to  Texaco  for  an  option  on  a 
propylene  oxide  facility,  which 
Huntsman  can  buy  for  an  estimated 


$400  million.  That  facility  has  pio- 
neered a  new,  cheaper  and  more  effi- 
cient way  to  make  propylene  oxide, 
used  in  foam  cushions.  Today,  Arco 
and  Dow  have  a  virtual  oligopoly  on 
that  marketplace,  and  naturally  their 
customers  welcome  a  new  entrant  like 
Huntsman/Texaco.  Meanwhile, 
some  major  FLuropean  operators  have 
expressed  interest  in  having  the 
Huntsmans  build,  own  and  operate 
similar  facilities  for  them  in  F.urope; 
the  European  giants  would  promise 
to  buy  the  output. 

Once  the  Texaco  plants  are  up  to 
snuff,  Huntsman  plans  to  bring  his 
companies  public.  Why?  The  compa- 
ny doesn't  badly  need  the  money,  and 
Huntsman  and  his  wife,  Karen,  decid- 
ed long  ago  to  stay  private  in  order  to 
avoid  the  red  tape  and  limitations  that 
public  companies  face.  Why  the 
reversal? 

In  part,  it  would  give  his  partners 
Kerry  Packer  and  Great  Lakes  Chemi- 
cal an  opportunity  to  cash  out  if  they 
wish  to.  But  the  change  in  plans  also 
has  to  do  with  the  second  part  of  the 
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Jon  Huntsman 


What  do  40  companies  that  control  a  third  of  the 
country's  independent  venture  capital  have  in  common? 
A  landlord  named  Tom  Ford. 

Venture  capital 
heaven 


By  Randall  Lane 


n  Thomas  Ford, 
I  at  his  Sand  Hill 

Road  development 

Good  location, 

beautiful 

surroundings 

and  handy 

neighbors  add  up 

to  a  choice  address 

for  venture 

capitalists. 


long-term  plan  Huntsman  talked 
about  with  FORBES  back  in  1989:  the 
50  grandchildren.  Right  now  there 
arc  23,  with  1  more  on  the  way — and 
the  children  aren't  likely  to  have  fin- 
ished producing  grandchildren  yet. 

Not  even  a  $5  billion  company  can 
provide  opportunity  for  9  children 
and  50  grandchildren.  Nor  will  all  of 
them  necessarily  want  to  work  for  the 
family.  Right  now  most  of  the  second 
generation  are  in  the  business. 

Jon  Jr.,  34,  ambassador  to  Singa- 
pore under  President  Bush,  is  vice 
chairman  of  all  four  companies  that 
make  up  the  Huntsman  empire.  Pe- 
ter, 32,  is  president  of  Huntsman 
Corp.  in  Houston.  David,  26,  works 
as  marketing  director  for  Huntsman 
Packaging. 

Paul,  24,  works  in  human  resources 
at  a  subsidiary  in  Australia.  James  is  a 
student  at  the  University  of  Utah. 
Mark,  IX,  is  still  at  home.  Two  sons- 
in-law  are  also  in  the  business:  Rich- 
ard Durham,  30,  is  executive  vice 
president  and  CFO  for  the  combined 
companies.  Jim  Huffman,  26,  who 
was  the  manager  of  business  develop- 
ment at  Huntsman  Packaging  Corp., 
is  now  getting  an  M.B.A.  at  Wharton. 
Daughter  Jennifer,  at  the  University 
of  Utah,  was  recently  married  to  fel- 
low student  David  Parkin. 

Says  Jon  Huntsman,  "Of  course, 
when  he  graduates  we  would  love  to 
have  David  in  the  business  with  us.'1 

Nevertheless,  the  Huntsmans 
would  like  to  take  out  $300  million  to 
$400  million  in  equity  to  create  trust 
funds  for  their  children.  That  would 
buy  them  all  freedom.  They  could 
work  for  the  company.  Or  they  could 
strike  out  on  their  own.  Same  with  the 
grandkids. 

Not  all  the  proceeds  will  stay  in  the 
family.  Huntsman  has  put  $10  mil- 
lion into  a  cancer  research  center  at 
the  University  of  Utah.  Huntsman's 
interest  has  a  personal  basis.  He  has 
had  two  battles  with  the  disease — 
prostate  cancer  and  cancer  of  the 
mouth.  The  first  he  says  is  cured,  the 
second  in  remission. 

He  also  plans  to  fund  a  family 
foundation  with  $1  billion,  which 
will  be  used  for  a  host  of  other 
charities.  That,  too,  would  come  out 
of  the  money  lie  hopes  to  raise 
by  taking  the  four  Huntsman  com- 
panies public.  HC 


"Days  like  this,  I  think  of  my  Yale 
classmates  down  in  Florida  fishing," 
grins  Thomas  Ford,  a  fit  73.  "I  can't 
believe  they're  having  more  fun  than 
I  am." 

Ford's  enjoyment  as  he  strides 
through  his  Menlo  Park,  Calif,  office 
park  stems  from  two  things:  a  splen- 
did June  day  and  the  project's  100% 
occupancy  rate  in  the  midst  of  a  Cali- 
fornia real  estate  recession. 

Ford's  12  buildings  on  Sand  Hill 
Road  house  the  cream  of  venture 
capital  firms,  40  of  them,  including 
Sequoia  Capital,  the  Mayfield  Fund 
and  Donaldson,  Lufkin  &  Jenrette's 
Sprout  Group.  In  addition,  20  private 
investment  and  buyout  companies 
have  migrated  here;  among  them. 


Kohlberg  Kravis  Roberts  &  Co. 
moved  its  West  Coast  operation  from 
San  Francisco  last  December. 

More  than  30%  of  the  independent 
venture  capital  in  the  U.S.  is  con- 
trolled by  people  in  Tom  Ford's 
buildings.  They  have  about  $10  bil- 
lion invested,  and  perhaps  $2  billion 
more  in  cash  available.  Factor  in  deal- 
makers  like  KKR  and  you're  talking 
about  more  capital  than  some  small 
countries  possess. 

It's  the  old  story:  location,  loca- 
tion, location.  Sand  Hill  Road  is  right 
off  1-280,  one  of  two  major  links 
between  San  Jose  and  San  Francisco. 
It  lies  a  half  hour  from  both  those  1 
cities  and  their  airports.  Stanford  Uni- 
versity is  down  the  road,  as  are  many 
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Why  The  Last  One  In 
Is  Always  A  Rotten  Egg. 


7Tic  A.C.  Gilbert  Company  was  never  big,  but  it  was  important.  Their  American  Flyer  trains  and 
Erector  sets  brought  fathers  and  sons  together  for  generations.  Success,  however,  has  a  dark  side;  it  begs  you 
to  please  stand  still.  And  perhaps  that's  why,  in  the  early  1960s,  A.C.  Gilbert  chose  to  ignore  a  new  force 

in  toy  marketing:  '  ••  l<  \  is  ..du-msing.  Within  a  leu  short  years,  splashy,  fad-creating 

TV  campaigns  were  H  r  (j  changing  a  lot  more  than  consumer  preferences.  They  were  affecring  how 


toy  manufacturers  ■         ■  developed  their  products,  managed  their  inventories  —  and  even  how  they 
■ 

related  to  retailers.  Meanwhile,  the  A.C.  Gilbert  Company  was  bleeding.  Fiddling  with  their 

product  line.  Firing  executives.  And  waiting.  Finally  in  1965,  just  dollars 


away  from  insolvency,  rhey  took  to  the  networks  with  a  vengeance.  It  was  too  late. 

That's  something  you  might  consider  the  next  time  you  review  your  corporate  transportation  strategy  . 
Because  if  you  haven't  leapt  wholeheartedly  into  intermodal  transportation,  history  has  a  lesson  for  you:  The 
last  to  embrace  a  new  idea  is  in  far  more  peril  than  the  first. 

Today,  we're  helping  companies  truly  manage  transportation.  It  is,  when  you  think  about  it,  your 
supply  chain.  A  good  one  creates  value,  and  a  poor  one  squanders  it  away.  We're  the  only  transportation 
company  in  the  country  with  truck,  rail,  and  terminal  operations  stretching  across  all  of  North  America. 
Right  now,  companies  are  using  our  system  to  improve  margins,  and  compete  more  effectively.  They're 
paying  for  two-thirds  less  fuel  than  they  used  to.  Staying  in  front  of  strict  environmental  regulations.  And 
discovering  that  transportation  is  important  enough  to  be  discussed  in  the  executive  suite. 

The  press  has  been  chronicling  the  trend.  Even  trucking  firms  are  busy  reinventing  themselves  as 
more  shippers  inch  toward  the  edge  of  the  platform.  What  about  you?  Will  your  company  be  among  the  first 
in?  Or  will  you  be  the  last?  If  you'd  like  to  discuss  it  with  us,  we  encourage  you  to  call  us  at  1-800-279-6779. 
We'd  like  you  to  do  it  soon,  of  course.  But  you  can  call  whenever  you  like. 

"  1994  ( :SX  Intermodal.  Can  of  the  CSX  glohjl  transportation  network. 


Sand  Hill  Road 


of  the  bedroom  communities  favored 
by  Silicon  Valley  entrepreneurs. 

Of  course,  there  are  plenty  of  other 
office  parks  with  good  locations,  but 
they  don't  have  Tom  Ford's  flair  for 
mixing  tenants.  Quite  deliberately, 
Ford  has  designed  a  community  to 
serve  the  venture  capitalist.  Need  a 
lawyer?  Try  Venture  Law  Group,  or 
one  of  three  other  firms.  A  new  chief 
executive?  Fight  executive  search 
companies  have  offices  at  Ford's  four- 
building  hub,  3000  Sand  Hill  Road. 
Now  add  in  four  turnaround  special- 
ists, three  accounting  agencies,  two 
secretarial  firms,  a  bank,  a  travel  agent 
and  two  securities  brokers.  No  need 
ever  to  even  get  in  your  car. 

There's  even  the  Sundeck,  a  restau- 
rant that  Ford  subsidizes  to  keep  his 
tenants  close  to  home.  Situated  in  the 
center  of  the  complex,  it  may  well  be 
the  only  eatery  anywhere  with  a  time 
line  charting  venture  capital  history 
on  the  wall.  Rhapsodizes  Wally  Haw- 
ley,  a  founder  of  InterWest  Partners: 
"I've  done  more  productive  business 
in  the  hallways  or  at  the  Sundeck  than 
I  can  ever  attribute  to  any  other  place 
I've  ever  been." 

As  you  may  have  guessed  by  now, 
Tom  Ford  requires  his  tenants  to  pay 
handsomely  for  this  convenient  and 
pleasant  ambiance.  For  the  $45  per 
square  foot  a  year  Hawley  is  paying, 
he  could  secure  a  top  floor  suite  in 
San  Francisco's  prestigious  Bank  of 
America  building;  for  a  few  dollars 
more,  he  could  /wdecent  office  space 
3  miles  away.  But  what's  a  few  bucks  a 
square  foot  when  you  are  investing 


above  The  Sundeck  restaurant 
LEFT:  3000  Sand  Hill  Road, 
venture  capital's  capital 
Deals  at  lunch, 
or  in  halls. 


billions?  "On  a  gross  cost,  you  can't 
pay  more,"  says  Hawley,  who  at- 
tributes three  deals  to  his  location  on 
Sand  Hill  Road.  "On  a  net  cost,  you 
probably  can't  pay  less."  Now  that's  a 
compliment  most  business  people 
would  kill  to  get. 

The  son  of  a  Youngstown,  Ohio 
judge,  Ford  sandwiched  a  World  War 
II  Navy  hitch  between  Yale  and  Mich- 
igan Law.  After  practicing  law  back  in 
Youngstown,  Ford  headed  west  in  a 
red  Oldsmobile  convertible  in  1955, 
signed  on  as  a  lawyer  for  Stanford 
University  and  eventually  headed  the 
school's  real  estate  office.  There,  he 
came  under  the  tutelage  of  Coldwell 
Banker  founder  Colbert  Coldwell, 
who  was  giving  Stanford  free  advice  at 
the  time.  Coldwell  took  a  liking  to  the 
eager  administrator  and  discussed  real 
estate  with  him  for  hours.  "He  taught 
me  to  always  leave  something  on  the 
table  for  the  other  guy,"  says  Ford. 

In  1964  Ford  became  a  real  estate 
broker  and  eventually  began  develop- 
ing small  buildings  for  research. 
While  looking  for  new  headquarters 
for  Sunset  Magazine  in  1969,  Ford 
came  across  a  17-acre  tract  surround- 
ed by  the  second  nine  holes  of  a 
country  club  golf  course.  "My  eyes 
popped  out  of  my  head,"  he  says. 
Ford  saw  the  potential:  a  verdant  spot 
just  seconds  off  one  of  the  region's 
major  arteries.  He  made  an  offer  of 
$1.25  million  for  the  property  on 
behalf  of  Sunset  and  happily  contem- 
plated getting  a  $60,000  broker's 
commission.  Shock!  Sunset's  owners 
chose  to  stay  put. 


Ford  tried  to  salvage  something  by 
buying  the  property  himself  in  a  joint 
venture  with  Hartford  based  Phoenix 
Mutual  Life  Insurance.  The  fust 
building  of  3000  Sand  Hill  Road  was 
completed  in  June  1970,  the  second 
nine  months  later.  By  early  1971  his 
two  completed  buildings  were  only 
one  third  full  and  one  more  building 
was  under  construction  with  no  ten 
ants  in  sight.  Ford's  efforts  to  fill  the) 
space  with  big  tenants  had  fallen  flat. 

Ford  decided  to  switch  to  subdivid 
ing  the  offices  and  focusing  on  smaller 
tenants.  He  landed  venture  capital 
firm  Kleiner,  Perkins,  Caufield  & 
Byers  in  early  1972,  and  a  lightbul 
turned  on  in  his  head.  These  tenants 
were  small-scale  but  gold  plated.  He 
began  targeting  other  venture  capital- 
ists and  complementary  businesses.  It) 
worked.  By  1973  he  had  four  build 
ings  on  the  site — all  full.  And  they've 
been  full  since.  Ford  has  gradually 
added  eight  more  buildings  on  17 
adjacent  acres  along  Sand  Hill  Road. 

In  expanding,  Ford  minimized  le 
verage  by  having  a  high  equity  com- 
ponent in  every  piece  of  the  deal;  not 
for  him  the  highly  leveraged  deals  that 
have  crushed  so  many  real  estate  men 
in  this  era  of  volatile  interest  rates.  He 
tapped  his  venture  capital  tenants. 
Twenty  of  Ford's  tenants  helped  him 
buy  out  Phoenix  Mutual  in  1982. 
Tenants  now  own  about  30%  of  3000 
Sand  Hill  Road;  Ford  owns  the  other 
70%.  His  tenants  are  also  major  inves 
tors  in  the  eight  newer  buildings,  of 
which  Ford  owns  a  quarter. 

So  no  wonder  Tom  Ford  is  having 
fun  while  a  lot  of  other  developers  are 
going  gray  haggling  with  their  lend 
ers.  At  a  conservative  valuation, 
Ford's  properties  are  worth  $120  mil 
lion,  estimates  Edward  Abbott,  chair 
man  of  Abacus  Capital  Corp.  The 
properties  carry  less  than  $50  million 
in  debt.  After  interest  payments  the 
buildings  spit  out  more  than  $5  mil 
lion  annually. 

Note  this:  Ford  consistently  resist 
ed  .the  temptation  to  leverage  his 
growing  equity  into  other  realty  de- 
velopments. He's  too  busy  adding 
value  to  the  property  he  already  owns. 
"It's  hard  enough  to  be  an  expert  in 
the  area  you're  in,"  he  says.  For  pco 
pie  like  Tom  Ford,  business  isn't  just  a 
way  of  amassing  money  or  power.  It's 
a  way  of  life. 
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Tinker  to  Evers  to  Chance.  The  legendary 
double  play  combination.  Game  after  game  their 
fluid,  seamless  play  transformed  a  potential 
rally  into  a  goose  egg  for  the  opposing  team. 
Their  sure  hands  and  fancy  footwork  dazzled 
the  paying  customers  and  boosted  the  Chicago 
Cubs  to  World  Series  championships  in  1907 
and  1908.  Tinker,  Evers  and  Chance  made  base- 
ball history  and — as  a  trio — were  enshrined  in 
Baseball's  Hall  of  Fame. 

Corporate  transportation  works  exactly  the 
same  way.  To  top  the  competition  and  build 
the  bottom  line,  you  need  a  flow  of  goods 
to  market  that  has  the  deceptive  ease  of  a 
6-4-3  double  play.  So  that  the  customer,  like 
the  first  sacker,  receives  the  goods  in  perfect 
shape,  in  plenty  of  time,  with  virtually 
nothing  left  to  chance. 

That's  why  today's  farsighted  shippers  are 
increasingly  banding  together  with  transporta- 
tion carriers  to  form  intermodal  partnerships. 
By  effectively  leveraging  each  other's  assets 
they  achieve  not  only  bottom  line  success,  but 
also  bring  added  value  and  quality  to  their 
customers.  No  wonder  intermodal — with  its 
efficient  truck/rail  combination — is  increas- 
ingly the  transportation  of  choice  among  the 
Forbes  500  and  other  progressive  companies. 

These  intermodal  partnerships  epitomize 
the  threefold  commitment  at  the  heart  of 
any  effective  business  relationship:  sharing 
of  resources,  information,  and  value. 

Resources... A  key  to  success  lies  in  the 
right  mix  of  players.  All  partners  bring  their 
best  to  the  table,  to  ensure  the  maximum 
possible  utilization  of  everyone's  assets. 
Shippers  bring  traffic  volumes,  scheduling 
flexibility  and  service  specifications.  At  the 


same  time,  intermodal  carriers  draw  on  their 
operational  network,  equipment  investments 
and  service  support  structures.  Blending  these 
and  other  resources  into  a  customized,  cost- 
effective  partnership  will  consistently  generate 
value  well  beyond  traditional  transactional 
relationships. 

Communication... Not  just  the  circumstan- 
tial basics,  but  an  in-depth  understanding  of 
each  partner's  needs,  capabilities,  and  business 
objectives.  Through  a  constant,  complete  and 
candid  exchange  of  information,  individual 
needs  merge  into  a  common  goal,  and  a  plan 
of  action  to  achieve  it. 

Value... What  kind  of  value  do  these  part- 
nerships bring?  A  quality  process  that  better 
manages  the  total  costs  of  transportation. 
Not  just  efficient  service  start-to-finish,  but 
a  balanced  mix  of  services  in  which  each 
partner  finds  creative  new  ways  to  utilize 
the  other's  resources,  as  well  as  their  own. 
Not  just  satisfied  customers,  but  the  discovery 
of  new  market  opportunities.  All  told,  value 
translates  into  increased  competitive  advan- 
tages, improved  quality,  and  significant 
improvements  in  profit  margin. 

Intermodal  carriers  and  shippers  are  thus 
seizing  the  opportunity  to  create  and  maxi- 
mize value  through  strategic  partnerships. 
Smart  companies  across  America  are  tapping 
intermodal  transport,  to  strengthen  their  balance 
sheet,  meet  domestic  and  global  competitive 
challenges,  and  attain  new  levels  of  customer 
satisfaction.  They  rightly  see  intermodal  as  a 
creative  approach  to  transportation. 

The  spirit  of  partnership. 
It  makes  corporate  trans- 
portation look  as  easy  as  6-4-3.  INTERMODAL 


1)  Karl-Ernst  Vaillant 

2)  Luis  Carlos  Sarmiento  Angulo 

3)  Roberto  Gonzalez  Barrera 

4)  George  P.  Livanos 

5)  Kenshin  Oshima 

6)  Leonardo  Del  Vecchio 

7)  Robert  Ng 

8)  Denis  Defforey 
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Forbes7  Eighth  Annual  Survey 
of  the  world's  wealthiest  people 


As  the  chart  below  shows,  private  fortunes  of 
$1  billion  or  more  are  bursting  out  all  over.  Why 
is  so  much  wealth  being  created  in  Asia,  and  by 
whom?  See  Andrew  Tanzer's  "The  bamboo 
network,"  on  page  138.  Where  will  the  next 
burst  of  billionaires  likely  come  from?  See 
"Billionaires  in  the  making,"  page  146.  This 
year's  complete  roster  starts  on  page  152. 


Where  to  find  them  and  where  their  ranks  are  surging 
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Official  Worldwide 
Sponsor  of  the  1996 
Olympic  Games 

OQQ 
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It's  not  too  early  to  prepare  for 
the  1996  Olympic  Games 
when  you're  in  it  for  the  long  run. 


A  runner  prepares  for  an  Olympic  event.  Every 
step,  every  stride  is  analyzed  and  scrutinized. 

A  gymnast  practices  a  flip.  Each  leap,  each 
landing  is  studied  in  minute  detail. 

A  swimmer  slips  through  the  water  with  grace 
and  speed.  Every  stroke  and  breath  is  examined. 

At  the  U.S.  Olympic  Training  Center, 
Panasonic  provides  video  equipment  to  help 
improve  every  step,  breath  and  stroke  of  an 
athlete's  performance.  Matsushita  is  not  only 
helping  the  U.S.  Olympic  team,  but  we're  also 
helping  support  the  Olympic  movement  around 
the  world. 

And  the  world  will  witness  the  athletes'  efforts 
through  our  technology.  After  a  worldwide  com- 
petition, Matsushita's  Panasonic  digital  video 
system  has  been  selected  as  the  official  broadcast 
equipment  of  the  1996  Olympic  Games.  It  will 
capture  the  Olympic  Summer  Games  in  stunning 
detail  and  breathtaking  color. 

For  more  than  a  decade,  Matsushita 
has  been  dedicating  its  vast  resources 
to  the  Olympic  Games.  So,  while  it 
might  seem  like  it's  too  early  to  pre- 
pare for  the  1996  Olympic  Games, 

\tlantal996   't  s  n0t"  ^0t  wnen  voure  in  ft  f°r  tne 
long  run. 
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t  always  loved— and  at  times  brutally  persecuted— 
Asia's  ethnic  Chinese  are  enriching  themselves  and 
everyone  else  in  their  adopted  homelands.  The  biggest 
potential  beneficiary  of  their  dynamism:  China. 

The 

bamboo 
network 


By  Andrew  Tanzer 

Like  Israel,  but  on  a  far 
larger  scale,  China  is  bene- 
fiting mightily  from  the  tal- 
ent, wealth  and  connec- 
tions of  the  children  of  its 
diaspora.  Dhanin  Cheara- 
vanont,  a  second-genera- 
tion Thai  of  Chinese  de- 
scent, is  one  of  the  wealthi- 
est men  in  the  world,  his 
food,  manufacturing,  tele- 
communications and  real 
estate  interests  worth  by  Forbes'  esti- 
mate over  $5  billion.  Since  China  first 
opened  to  foreign  investment  in 
1979,  Dhanin  has  poured  investment 
money  into  the  land  from  which  his 
father,  who  began  as  a  small  shop- 
keeper, emigrated  around  1921 . 

"I  saw  that  they  were  moving  away 
from  communism  and  couldn't  go 
back,"  explains  Dhanin.  Today  his 
Sino-Thai  empire,  the  Charoen  Pok- 


phand  Group,  operates 
over  75  animal  feed  mills 
across  China,  breeds  5  mil- 
lion day-old  chicks  a  week 
there,  is  China's  second 
leading  motorcycle  maker 
and  is  investing  in  a  $1  bil- 
lion real  estate  develop- 
ment in  Pudong,  Shang- 
hai's showcase  economic 
zone. 

For  all  his  wealth  Dhanin 
is  only  a  trickle  in  a  flood.  Robert 
Kuok,  the  Malaysian  billionaire,  has 
already  committed  $1  billion  to  in- 
vestments in  the  country  his  shop- 
keeper and  commodity  trader  father 
left  early  this  century.  Known 
throughout  Southeast  Asia  as  "The 
Sugar  King,"  Kuok  is  involved  in 
hotels,  office  buildings,  shopping 
centers  and  Coca-Cola  bottling  plants 
in  China. 


Liem  Sioe  Liong  emigrated  as  a 
young  man  in  the  1930s  from  Fujian 
to  Indonesia  to  work  with  his  uncle  in 
the  peanut  oil  trade.  "Uncle  Liem," 
now  78,  controls  Salim  Group,  In- 
donesia's largest  conglomerate  (esti- 
mated sales,  $9  billion).  He  is  pouring 
money  into  a  vast  industrial  zone  and 
seaport  in  his  native  Fujian. 

Companies  controlled  by  Hong 
Kong's  Li  Ka-shing,  the  legendary 
plastic-flowers-to-property  multibil- 
lionaire  immigrant  from  Guangdong, 
are  involved  in  billions  of  dollars  of 
projects  in  China,  including  property 
and  port  developments. 

Unlike  many  developing  countries 
that  depend  chiefly  on  foreign  capital 
and  foreign  know-how,  China  has  a 
native  supply.  It  is  repatriating  talent 
it  once  lost  for  lack  of  opportunity  at 
home.  From  Hong  Kong  to  Jakarta, 
Taipei  to  Singapore,  Bangkok  to  Kua- 
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The  Bangkok  seed  shop 
(circa  1921)  started  by 
Dhanin  Chearavanont's  father 
after  emigrating  from  China; 
Chearavanont  today 
From  the  shop  has  grown 
Charoen  Pokphand  Group, 
a  vast  agribusiness  empire 
stretching  from  Bangkok  to 
Hong  Kong  to  Jakarta— and 
now  back  to  the  land  of 
Chearavanont's  ancestors. 


la  Lumpur,  overseas  Chinese  are  the 
driving  force  behind  economic  devel- 
opment surrounding  the  South  China 
Sea  through  their  informal  business 
networks.  New  tendrils  are  shooting 
across  the  Pacific  and  taking  root  in 
Vancouver,  Seattle,  Los  Angeles. 

This  economy  without  borders  is 
simply  the  most  dynamic  force  for 
economic  change  in  the  world.  There 
are  an  estimated  57  million  overseas 
Chinese,  53  million  of  them  living  in 
Asia,  including  Taiwan,  Hong  Kong 
and  Macau.  This  vast,  geographically 
dispersed  community  is  accumulating 
wealth  at  a  furious  pace  and  generates 
an  annual  economic  output  of  more 
than  S500  billion — equivalent  to  the 
gross  national  product  of  mainland 
China  itself.  This  overseas  Chinese 
national  product  is  compounding  at 
7%  to  10%  a  year. 

Numerically    and  economically, 


ethnic  Chinese  control  affluent  Hong 
Kong,  Taiwan  and  Singapore,  whose 
combined  foreign  reserves  of  $180 
billion  are  equal  to  that  of  Japan  and 
Germany  together.  In  each  Southeast 
Asian  country,  the  overseas  Chinese 
share  of  the  private  sector  is  far  in 
excess  of  their  population. 

In  Indonesia,  where  ethnic  Chinese 
make  up  3%  or  4%  of  the  population, 
overseas  Chinese  own  an  estimated 
70%  of  private  domestic  capital  and 
run  more  than  160  of  the  200  largest 
businesses.  In  Thailand  ethnic  Chi- 
nese account  for  about  10%  of  the 
population  but  control  all  four  of  the 
largest  private  banks,  including  Bang- 
kok Bank,  the  largest  bank  in  the 
region.  Bangkok  Bank,  a  key  lender  to 
the  region's  overseas  Chinese  com- 
munity, is  controlled  by  the  Sophon- 
panich  family,  whose  net  worth  ex- 
ceeds $2  billion  (see  p.  176).  Ethnic 


Chinese — not  the  Japanese — are  also 
the  largest  cross-border  investors  in 
Thailand,  Malaysia,  Indonesia,  the 
Philippines  and  Vietnam. 

None  of  this  makes  the  Chinese 
popular.  Enterprising  minorities  are  a 
handy  target  for  demagogues  every- 
where and  in  every  era — whether  Ko- 
reans in  the  black  districts  of  Los 
Angeles,  Jews  in  Europe  or  Indians  in 
Africa.  Many  of  the  worst  outrages 
against  prosperous  minorities  abroad 
were  perpetrated  by  nationalistic  re- 
gimes of  both  the  right  and  left  wings. 

In  1965  tens  of  thousands  of  ethnic 
Chinese  were  murdered  in  Indonesia 
following  an  abortive  communist 
coup.  After  the  Vietnam  War  ended  in 
1975  and  the  communists  took  over 
the  south,  hundreds  of  thousands  of 
ethnic  Chinese  were  purged  and  fled 
the  country. 

Ethnic  riots  erupted  in  Kuala  Lum- 
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Overseas  Chinese 


pur  in  1969.  Since  the  early  1970s  the 
Malaysian  government  has  codified 
discrimination  with  quotas — there, 
too,  prettified  as  affirmative  action — 
for  the  Malay  majority,  guaranteeing 
them  places  in  universities  and  share 
ownership.  The  paranoid  idiocy  con- 
tinues. Indonesia  bans  Chinese 
schools  and  the  Chinese  written  lan- 
guage in  public  places  and  requires 
ethnic  Chinese  to  take  Indonesian 
names.  This  April  labor  unrest  in  Me- 
dan,  one  of  Indonesia's  largest  cities, 
erupted  into  an  anti-Chinese  riot.  A 


that  the  Chinese  brought,  these  soci- 
eties could  never  have  developed  to 
their  present  levels  of  prosperity.  Over 
a  long  period  of  time  these  attitudes 
will  become  diffused  through  the  en- 
tire society.  Until  then  the  Chinese 
will  remain  economic  leaders. 

Studying  all  this  should  make  any- 
one but  doctrinaire  left-wingers  un- 
derstand that  "exploitation"  has 
nothing  to  do  with  the  case.  As 
Thomas  Sowell  has  often  pointed  out, 
the  success  of  these  minorities  in 
adopted  lands  makes  laughable  the 


Anti-Chinese 
mob  rule 

TOP  In  Medan,  In- 
donesia in  April, 
mobs  sacked 
Chinese-owned 
businesses 
and  beat 
a  factory 
owner  to  death. 
BELOW:  The  face 
of  Indonesia's 
anti-Chinese 
discrimination 
in  1967. 


Chinese  factory  owner  was  dragged 
from  his  car  and  beaten  to  death  by 
the  mob.  By  contrast,  in  tolerant  Bud- 
dhist Thailand,  overseas  Chinese  are 
relatively  well  assimilated. 

What  the  demagogues  stubbornly 
ignore  is  that  the  less  prosperous  reap 
enormous  benefits  from  the  energy, 
drive,  intelligence  and  capital  that 
these  clever  immigrants  of  Chinese 
descent  bring.  It  is  quite  literally  true 
that  what  is  good  for  the  Chinese  of 
Southeast  Asia  is  even  better  for  the 
indigenous  races  and  cultures.  With- 
out the  fresh,  yes  foreign,  attitudes 


theory  that  poverty  begets 
poverty  and  only  govern- 
ments can  help  "disadvan- 
taged" people.  No  one 
could  have  been  more  dis- 
advantaged at  the  start  than 
the  overseas  Chinese  who 
migrated  as  peasants  in  the 
late  19th  and  early  20th 
century,  desperately  poor, 
uneducated  in  most  cases 
and  employed  as  coolies 
and  farm  laborers,  often  in- 
dentured to  plantation 
owners.  They  rose  in  society  because 
they  brought  habits,  values  and  atti- 
tudes those  societies  so  badly  needed. 

Culture,  not  politics,  best  explains 
the  rise  of  the  overseas  Chinese.  In  all 
of  these  different  environments  over- 
seas Chinese  display  strong  self-reli- 
ance and  the  Confucian  virtues  of 
thrift,  discipline,  industriousness, 
family  cohesion  and  reverence  for 
education.  They  build  family  enter- 
prises with  low  debt  levels.  Social  and 
political  insecurity  partially  explains 
their  obsession  with  money,  but  they 
are  also  driven  to  accumulate  wealth 


to  perpetuate  and  enhance  the  family 
lineage,  which  many  Chinese  can 
trace  back  for  centuries. 

Singapore -born  Linda  Lim,  direc- 
tor of  the  Southeast  Asia  Business 
Program  at  the  University  of  Michi- 
gan's business  school,  explains  this 
Confucian  concept:  "The  Chinese 
family  is  vertical,  patriarchal,  with  ob- 
ligations to  ancestors  and  to  future 
generations.  It  never  ends.  Tradition- 
ally, you  must  always  maximize 
achievement  to  glorify  your  ancestors 
and  accumulate  wealth  for  your  de- 
scendants. It's  an  obligation  to  your 
lineage." 

Others  may  differ  in  their  explana- 
tion of  the  cultural  differences  that 
made  the  Chinese  carriers  of  capital- 
ism and  economic  development,  but 
whatever  the  theory,  the  present-day 
fact  is  very  clear:  It  is  now  China's  turn 
to  benefit  from  the  talents  it  once 
rejected.  Overseas  Chinese  are  kick- 
starting  the  mother  of  all  emerging 
markets.  Since  Deng  Xiaoping 
launched  his  economic  open-door 
policy  a  decade  and  a  half  ago,  over- 
seas Chinese  have  invested  more  than 
$50  billion  in  the  motherland,  ac- 
counting for  about  80%  of  all  foreign 
investment  and  helping  to  keep  the 
country's  debt  service  ratio  to  an  un- 
usually low  level  for  a  high- growth 
developing  economy. 

Overseas  Chinese  have  formed 
more  than  100,000  joint  ventures  in 
China,  building  export  industries, 
bringing  in  valuable  management 
skills  and  technology  and  providing 
international  connections.  "That's 
the  biggest  business  school  for  man- 
agers ever  created  in  the  world," 
quips  William  Overholt,  Hong  Kong- 
based  executive  director  of  Bankers 
Trust  Co.  and  author  of  The  Rise  of 
China:  How  Economic  Reform  is  Cre- 
ating a  New  Superpower. 

The  world  can,  if  the  world  wishes, 
learn  a  valuable  lesson  here.  Begin  by 
asking  an  obvious  question:  If  the 
Chinese  were  the  carriers  of  industrial 
and  commercial  revolution,  why  did 
economic  progress  so  long  pass  China 
by?  Why  did  the  country  remain  weak 
and  barely  able  to  feed  its  huge  popu- 
lation until  almost  yesterday? 

The  answer  is  obvious:  bad  govern- 
ment policy.  Government  cannot  cre- 
ate prosperity,  but  it  can  create  condi- 
tions under  which  a  society's  energy 
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and  talents  can  flower. 

In  fleeing  their  homeland  for  lands 
that  were  then  ruled  by  colonial  pow- 
■ers,  the  Chinese  merchants  and  coo- 
lies-turned-merchants were  leaving 
the  hostile  environment  of  a  Confu- 
cian social  hierarchy  imposed  by  the 
imperial  court  that  placed  merchants 
on  the  bottom  rung.  Merchants  were 
taxed  arbitrarily,  treated  with  suspi- 
cion and  as  inferiors  by  the  mandarins 
and  suppressed  by  the  bureaucratic 
state,  which  frequently  banned  for- 
eign trade  by  the  merchants  as  a  cor- 
rupting influence.  Wang  Gungwu, 
vice  chancellor  of  the  University  of 
Hong  Kong  and  a  leading  scholar  of 
the  overseas  Chinese,  argues  that 
Mao  Zedong's  Marxism  in  effect  re- 
placed Confucianism:  The  state  re- 
viled capitalists  until  the  1980s,  when 
Deng  opened  up  the  country  for  busi- 
ness. So  the  overseas  Chinese  are 
bringing  home  talents  that  were  sup- 
pressed at  home  for  centuries. 

Consider  the  conditions  under 
which  waves  of  peasants,  unskilled 
urban  workers  and  petty  shopkeepers, 
these  "underprivileged'"  masses,  mi- 
grated from  Guangdong  and  Fujian 
Eo  Southeast  Asia  from  the  mid- 19th 
:entury.  At  home  there  was  hunger, 
:ivil  disorder  and  oppression  by  the 
mandarin  elite.  Abroad,  European 
colonialism  was  kicking  into  high  gear 
lind  the  industrial  revolution  spurred 


demand  for  raw  materials 
such  as  tin  and,  later,  cash 
crops  like  rubber  and  palm 
oil.  African  slavery  had  been 
abolished  everywhere  by 
the  mid- 19th  century,  and 
so  the  coolie  system — con- 
tract labor — rose  up,  sup- 
plying Chinese  labor  to 
build  railroads  in  North 
America,  and  to  work  in  the 
mines  and  plantations  of 
the  Caribbean,  South 
America  and  Southeast 
Asia.  Singapore  soon  became  a  trans- 
shipment port  for  coolies  bound  for 
the  mines  and  plantations  of  the  Ma- 
lay States  and  the  Dutch  East  Indies. 

Why  did  they  leave  home?  Millions 
were  driven  out  by  want.  The  Manchu 
dynasty  was  decaying,  the  country's 
social  fabric  and  economy  crumbling. 
Immigration  to  points  in  Southeast 
Asia  wasn't  random:  Chain  migration 
brought  relatives  and  neighbors  from 
the  same  villages  in  China.  In  a  typical 
small  village  in  Guangdong  or  Fujian, 
nearly  everyone  had  the  same  sur- 
name and  traced  common  ancestry. 
Many  of  the  laborers  returned  to  Chi- 
na after  completing  years  of  work,  but 
many  others  stayed,  saved  their  pen- 
nies, lived  frugally  and  used  their 
modest  capital  to  open  shops  or  stalls. 

In  starting  businesses,  Chinese 
were  typically  helped  by  the  clan  or 


mutual  help  associations  they  formed 
everywhere  they  went.  Still  important 
today  in  Southeast  Asia  and  in  Hong 
Kong,  these  associations  are  typically 
based  on  family,  clan,  native  locality 
or  dialect,  such  as  Cantonese,  Hakka, 
Hokkien  or  Chiu  Chow. 

These  associations  have  acted  rath- 
er like  banks  through  which  Chinese 
could  borrow  money,  trade  informa- 
tion, recruit  workers  and  receive  busi- 
ness introductions,  even  overseas. 
They  help  enforce  the  handshake 
deals  on  which  much  of  Chinese  busi- 
ness is  based.  If  a  businessman  violates 
an  agreement,  he  doesn't  get  sued,  he 
gets  blacklisted — which  is  far  worse. 
"If  you  don't  honor  your  commit- 
ment, the  whole  Chinese  network  will 
know  and  you're  finished,"  remarks 
David  Li,  chief  executive  of  Hong 
Kong's  Bank  of  East  Asia. 
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modity  traders  and  tin  mine  owners 
The  father  of  the  Republic  of  China 
Sun  Yat-sen,  raised  money  from  over 
seas  Chinese  communities  for  his  rev 
olution  that  overthrew  the  Qing  Dy 
nasty  in  191 1 . 

Middlemen  under  the  region's  CQ  I 
lonial  powers,  the  Chinese  business 
men  became  principals  after  the  West  | 
em  powers  departed  following  Worl<  ( 
War  II.  In  Malaysia,  Chinese  bough 
shares  in  some  formerly  English  ' 
owned  companies.  In  the  1960s  an  r 
1970s,  when  Japanese  and  Wester  i 
multinationals  invested  in  the  regior  r 
they  often  teamed  with  ethnic  Ch  e 
nese  entrepreneurs.  Why?  Becaus  n 
they  found  these  business  people  ha  i  ? 
the  knowledge,  capital  and  contaci  p 
they  needed  to  operate  in  an  utterly-  i 
to  them — foreign  culture. 

"Successful  Chinese  entrepreneu: 
are  always  good  at  building  person,  o 
relationships  with  those  in  power,  k 
maintains  Wong  Siu-lun,  professor  <  tl: 
sociology  at  the  University  of  Hon 
Kong.  "They  don't  capture  the  pa  i 
aces,  but  they're  skilled  at  gettin  a 
political  protection  and  building  syn  W 
biotic  relationships." 

A  classic  case  of  building  on  persoi  ] 
al  relationships  is  Indonesia's  Liei  t 
Sioe  Liong,  who  supplied  food  ar  t; 
provisions  and  befriended  Suhart  t; 
during  the  war  of  independence  fro  eir 
the  Dutch  in  the  1940s.  After  Suhar 


There  exists  a  vast  web  of  inter- 
linked, cooperative  Chinese  firms 
across  Asia,  all  held  together  by  verbal 
agreements  and  trust.  Families  intro- 
duce each  other  into  their  networks, 
have  multiple  partners,  trade  deals, 
share  risk  and  reward.  Firms  can  be 
both  highly  competitive  and  collabo- 
rative at  the  same  time,  depending  on 
circumstances.  A  man  may  be  your 
bitter  rival,  but  a  deal  is  a  deal. 

Forming  partnerships,  making 
deals,  is  no  casual  affair.  David  Ch'ng, 
convener  of  international  marketing 
at  Australia's  Swinburne  University  of 
Technology,  breaks  down  the  typical 
networking  process  into  three  stages: 
economic,  socioeconomic,  familial. 
In  the  first  stage  business  is  trivial  and 
often  done  on  a  contract  basis — the 
partners  are  feeling  each  other  out. 
To  reach  the  second  stage  may  take  a 


-  year  or  two  and  typically 
|  involves  banquets,  rounds 
|  of  golf  and  mutual  factory 
§  visits. 

To  reach  the  familial 
stage  may  take  five  to  ten 
years,  says  Ch'ng.  Partners 
are  now  effectively  part  of 
the  same  extended  family 
and  may  address  each  other 
as  brother  or  uncle.  Rela- 
tions may  be  cemented  by 
marriage.  Nearly  all  the 
first-generation  tycoons, 
such  as  Indonesia's  Liem,  Malaysia's 
Kuok  and  Hong  Kong's  Li  Ka-shing, 
have  the  same  image:  trustworthy, 
loyal,  humble,  gentlemanly,  skilled  at 
networking  and  willing  to  leave  some- 
thing on  the  table  for  partners. 

It  is  these  informal  Chinese  net- 
works, rarely  contractual  in  nature 
and  rarely  put  on  paper,  that  create 
what  our  cover  describes  as  "China 
Without  Boundaries."  "National 
boundaries  are  breaking  down,  and 
the  overseas  Chinese  don't  leave  their 
business  culture  whether  they're  sit- 
ting in  Bangkok  or  Taipei  or  Jakarta," 
says  S.  Gordon  Redding,  director  of 
the  University  of  Hong  Kong  Busi- 
ness School  and  author  of  The  Spirit  of 
Chinese  Capitalism. 

By  the  late  19th  century  there  were 
wealthy  overseas  Chinese  business- 
men in  Southeast  Asia,  such  as  com- 
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became  president  in  1967,  Liem  was 
able  to  build  his  empire  largely  based 
on  concessions  in  industries  like  flour 
and  cement.  Today  several  of  Suhar- 
to's relatives  are  involved  in  ventures 
w  ith  Liem's  Salim  Group  companies. 

Corruption?  Conflict  of  interest?  In 
today's  American  sense,  yes,  but  these 
are  societies  where  business  is  done  on 
the  basis  of  personal  connections. 

In  the  overseas  Chinese  world, 
family  enterprise  is  the  basic  econom- 
ic unit.  The  family  is  the  company,  the 
company  is  the  family.  There  is  no 
separation  between  owner  and  man- 
agement. The  company  is  tightly  con- 
trolled by  the  patriarch,  and  manage- 
ment positions  are  traditionally  en- 
trusted only  to  family  members;  the 
concept  of  outside  professional  man- 
agement is  new  and  not  fully  devel- 
oped. Most  company  founders  prefer 
incompetent  relatives  to  competent 
outside  professionals,  with  the  result 
that  Chinese  companies  sometimes 
go  bust.  Two  years  ago  Indonesia's 
second-largest  conglomerate,  Astra, 
controlled  by  an  ethnic  Chinese  fam- 
ily, came  crashing  down  because  of  a 
bank  collapse  attributed  to  the  in- 


competence of  the  eldest  son. 

Even  big  publicly  traded  compa- 
nies and  the  largest  Chinese  groups, 
such  as  Y.C.  Wang's  Formosa  Plastics 
and  Li  Ka-shing's  Cheung  Kong 
Group,  are  closely  run  by  the  pater- 
nalistic founders  and  their  children. 
Thus  Chinese  entrepreneurs  tend  to 
excel  in  businesses  with  simple  orga- 
nizational structures  that  can  be  run 
by  a  single  decision  maker  and  where 
fast  response  time  is  important. 

The  current  center  of  the  overseas 
Chinese  economy  is  Hong  Kong, 
with  its  low  taxes,  absence  of  ex- 
change controls  and  anonymous  capi- 
tal movements.  Many  overseas  Chi- 
nese groups  list  units  on  the  Hong 
Kong  stock  exchange,  raise  funds 
there  and  even  run  their  international 
operations  from  the  crown  colony. 
Robert  Kuok  moved  his  domicile  to 
Hong  Kong  in  the  1970s,  while  a  son 
tends  the  vast  Kuok  Group's  Malaysia 
and  Singapore  operations.  Dhanin 
Chearavanont's  brother  Sumet  is  in 
Hong  Kong  to  oversee  Charoen  Pok- 
phand's  huge  China  business. 

But  Hong  Kong  is  in  a  sense  just  a 
waiting  room.  "China  is  like  this  big 


magnet  drawing  overseas  Chinese  in, 
with  their  knowledge  and  capital," 
says  John  Kao,  a  senior  lecturer  at 
Harvard  Business  School.  While 
many  overseas  Chinese  may  voice  a 
patriotic  duty  to  invest  in  their  ances- 
tral home,  the  main  motive  is  profit. 

The  first  stop  for  overseas  Chinese 
when  they  "return  to  replant  roots"  is 
their  ancestral  village,  which  holds  the 
family  identity,  so  important  still. 
Wealthy  Chinese  typically  revive  links 
with  the  native  village  and  demon- 
strate Confucian  respect  for  familial 
and  clan  ties  by  an  act  of  benevolence, 
such  as  building  a  school  or  hospital. 
The  donations  often  have  a  practical 
element,  too,  in  building  relations 
with  village  elders  that  may  later  pave 
the  way  for  business  investments. 

The  overseas  Chinese  networks  are 
rapidly  tapping  into  coastal  China  for 
comparative  advantage.  For  example, 
Grande  Holdings,  a  big  Hong  Kong- 
listed  electronics  maker,  produces  an 
increasing  ratio  of  its  computer  moni- 
tors and  audio  equipment  in  China's 
Guangdong  province,  and  conducts 
R&D  in  Taiwan  and  finance  and  mar- 
keting at  Hong  Kong  headquarters. 


Carriers 
of  prosperity 

There  have  been  perma- 
nent Chinese  communities 
in  Southeast  Asia  for 
more  than  500  years,  the 
early  enclaves  made  up 
mostly  of  traders  from  the 
two  southern  coastal 
provinces  of  Guangdong 
and  Fujian.  When  the  Eu- 
ropean colonial  powers 
brought  economic  devel- 
opment to  the  area  and 
linked  the  economies  to 
the  West,  the  Chinese  mer- 
chants both  benefited 
from  and  helped  along  this 
early-stage  development. 
Wang  Gungwu,  vice  chan- 
cellor of  the  University  of 
Hong  Kong  and  a  leading 
scholar  of  the  overseas 
Chinese,  says:  "Many  of 
the  Chinese  were  restless 
entrepreneurs  who  moved 


from  port  to  port  in 
search  of  opportunity. 
From  1800  onwards, 
Chinese  trade  followed  Eu- 
ropean flags." 

By  the  1 7th  century 
Chinese  were  trading  all 
over  the  South  China  Sea 
with  the  Portuguese,  Span- 
ish and  Dutch,  as  well  as 
with  the  indigenous  socie- 
ties. A  large  Hokkien 
Chinese  community  grew 
up  in  Manila,  after  the 
Philippines  was  colonized 
by  the  Spanish,  to  serve 
the  silk-for-silver  trade  be- 
tween China  and  Acapul- 
co,  Mexico.  Taiwan  was 
settled  in  the  17th  centu- 
ry by  Chinese  merchants, 
under  Dutch  encourage- 
ment, for  China- Japan 
trade.  As  the  Dutch  ex- 
panded over  the  vast  Malay 
archipelago  from  the 
1600s,  they  realized  they 
needed  more  skilled  labor 


to  run  the  economy.  They 
turned  to  the  Chinese 
and  encouraged  immigra- 
tion. 

Thus  human  resources 
that  lacked  opportunity  at 
home  were  put  to  use 
abroad  by  the  colonialists. 
Yet  another  example  of 
people  doing  good  to  oth- 
ers by  pursuing  their  own 
interests.  "As  outsiders, 
Chinese  were  ideal  mid- 
dlemen," explains  Christo- 
pher Gray,  vice  president 
of  ChinaVest  Ltd.,  a  Hong 
Kong- based  private  equi- 
ty firm.  "They  weren't  part 
of  the  traditional  econo- 
my or  part  of  the  Western 
system,  but  they  could  re- 
late to  both."  The  similar- 
ity to  Europe's  Jewish 
merchants  is  striking.  The 
Chinese  didn't  own  agri- 
cultural land  in  the  Dutch 
East  Indies,  but  they 
quickly  became  wholesal- 


ers, retailers,  commodity 
processors  and  agricultural 
lenders. 

In  1786  the  English 
East  India  Co.  settled  Pe- 
nang  and,  in  1819, 
opened  up  the  port  of  Sin- 
gapore. To  break  the 
Dutch  trading  monopoly  in 
the  Malay  archipelago, 
the  English  declared  both 
harbors  duty-free  ports. 
Chinese  merchants  re- 
sponded quickly;  both  is- 
lands still  have  large  Chi- 
nese majorities  today.  Chi- 
nese labor  was  economical- 
ly vital  to  the  Malay  States. 

Sometimes  accused  of 
exploiting  the  native  popu- 
lations and  of  serving  Eu- 
ropean colonial  interests, 
the  overseas  Chinese  have 
finally  come  into  their 
own— an  economic  asset 
for  their  ancient  homeland 
and  for  their  adopted 
homelands  as  well. 
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The  smartest  of  the  Western  multi- 
nationals are  learning  how  to  tap  into 
and  exploit  these  Chinese  networks. 
McDonald's,  for  example,  teamed  up 
with  its  Hong  Kong  partner  when  it 
moved  into  southern  China  in  1990. 
From  the  mid-1980s  Nike  encour- 
aged its  Taiwanese  footwear  subcon- 
tractors to  move  production  to  China 
to  cut  costs.  Today  all  eight  of  the 
factories  producing  Nike  shoes  in 
China  are  Taiwanese  owned  and  man- 
aged, with  most  of  the  raw  materials 
and  machinery  shipped  from  Taiwan 
to  Guangdong  and  Fujian  provinces 
through  Hong  Kong. 

Are  there  limits  to  Chinese  family- 
based  enterprises?  Yes.  While  there 
are  exceptions,  the  emphasis  on  keep- 
ing ownership  and  management 
within  the  family  tends  to  limit  the 
size  and  complexity  to  which  a  Chi- 
nese firm  can  grow.  Scan  the  profiles 
of  Asian  billionaires  that  begin  on 
page  158,  and  you'll  quickly  see  that 
the  fortunes  of  the  ethnic  Chinese  on 
the  list  are  typically  based  on  property, 
trading,  shipping,  hotels,  textiles 
and  toys. 

With  the  exception  of  Taiwan,  the 
overseas  Chinese  have  generally 
avoided  complex,  capital-intensive  in- 
dustries like  cars,  steel  and  high  tech- 
nology, which  require  long-term  in- 
vestments and  R&D.  They  have 
shunned  complex  service  industries 
and  international  brand-name  devel- 
opment, which  require  integrated 
and  decentralized  decision  making. 
There  is  no  Chinese  equivalent  of 
Sony  or  Procter  &  Gamble,  complex, 
decentralized  organizations. 

Accordingly,  one  of  the  biggest 
problems  for  Chinese  entrepreneurs 
is  continuity.  A  Chinese  saying  holds 
that  wealth  doesn't  survive  three  gen- 
erations. The  second  generation  typi- 
cally holds  fancy  engineering  or  busi- 
ness management  degrees  from  U.S. 
universities — witness  to  their  brain 
power  but  not  necessarily  the  best 
training  for  building  a  business. 

So  there's  a  paradox.  Family  ties  are 
at  once  the  strength  of  Chinese  busi- 
ness and  the  weakness.  But  for  the 
foreseeable  future,  the  opportunities 
are  so  great  and  capital  and  technol- 
ogy in  such  demand  that  China  With- 
out Boundaries  is  on  its  way  to  rank- 
ing among  the  world's  great  econom- 
ic powers.  W 


Big  players 

Liem  Sioe  Liong 

Net  worth  $3  billion 

Liem  Sioe  Liong,  78,  arrived  in 
central  Java  from  southern  China  in 
the  late  1930s,  toiled  with  a  broth- 
er. Break  came  during  the  national- 
ist guerrilla  warfare  against  the 
Dutch  ruling  power.  Liem  tapped 
his  rural  trading  networks  to  sup- 
ply the  rebels  with  food,  clothing, 
medicine  and  perhaps  arms.  In  the 
process  he  developed  close  ties  with 
an  ambitious  young  lieutenant 
colonel  named  Suharto. 

Liem  and  Suharto  were  already 


Liem  Sioe  Liong 

Indonesia's  richest,  most  connected. 


business  partners  when  Suharto 
tossed  out  the  high-living  leftist 
dictator  Sukarno  in  1965.  From  that 
point  on  it  was  roses  all  the  way  for 
Liem.  He  was  given  monopolies  on 
the  import  of  cloves  from  Mada- 
gascar and  Zanzibar,  followed  by 
exclusive  rights  for  flour  milling 
and  a  virtual  monopoly  on 
cement. 

Indonesia's  Muslim  majority 
often  resents  the  hard-working  and 
successful  Chinese  minority;  Liem 
adopted  an  Indonesian  name,  Su- 
dono  Salim,  and  calls  his  main 


holding  company  Salim  Group. 

With  unconsolidated  sales  of 
more  than  $9  billion,  Jakarta-head- 
quartered Salim  Group  accounts 
for  an  estimated  5%  of  Indonesia's 
gross  domestic  product.  One  of 
his  companies,  cement  maker  Indo- 
cement,  is  the  largest  publicly  list- 
ed company  on  the  Jakarta  Stock 
Exchange,  with  a  market  cap  of 
$4.8  billion.  Another,  Indofood,  is 
the  world's  biggest  producer  of 
instant  noodles  and  will  soon  be  tak- 
en public. 

Salim  Group  has  interests  in  Af- 
rica, Europe  and  America,  but  Asia  is 
the  home  front.  In  Asia  Liem  par- 
ticipates in  the  overseas  Chinese 
Bamboo  Network  (see  story)  in 
joint  ventures  with  Thailand's  agri- 
business billionaire  Dhanin 
%  Chearavanont,  Malaysia's  Robert 
Kuok  and  other  ethnic  Chinese 
billionaires. 

On  this  year's  agenda  for  Liem: 
developing  with  Kuok  a  huge  hotel 
and  golfing  resort  on  one  of  In- 
donesia's islands,  bidding  for  South- 
east Asia's  largest  integrated  pulp 
and  paper  firm  in  the  Philippines  and 
setting  up  a  $400  million  cement 
factory  in  Wuhan,  China. 

Robert  Kuok 

Net  worth  $2.1  billion 

Eric  Ambler  didn't  write  the  story 
of  Robert  Kuok,  71,  but  he  could 
have.  Kuok's  father  arrived  in  Ma- 
laysia from  China  in  1911,  opened  a 
grocery  store  and  eventually  be- 
came a  commodities  trader.  Robert 
was  born  in  1923  and  went  into 
commodities  trading  as  well,  but  in 
1952  the  whole  family  fled  to 
London  after  Robert's  brother  was 
killed  by  government  security 
forces  in  the  Malay  jungle.  The  exile 
ended  in  the  late  1950s,  when 
Robert  Kuok  returned  to  Malaysia 
and  established  Malayan  Sugar 
Manufacturing  Co.  Kuok  set  up 
sugar  cane  plantations  and  sugar 
mills  in  Malaysia  and  Thailand.  In 
partnership  with  another  ethnic 
Chinese  businessman,  Indonesian 
billionaire  Liem  Sioe  (Uncle 
Liem)  Liong,  he  grew  and  refined 
sugar  in  Indonesia.  By  the  1970s 
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Kuok  handled  some  10%  of  the 
world's  sugar  trade  and  was 
known  in  trading  rooms  around  the 
world  as  "The  Sugar  King." 

Today  Kuok  is  in  trading,  ship- 
ping, insurance,  mining,  sugar  plan- 
tations, finance,  property,  hotels 
and  media.  Kuok  was  an  early  inves- 
tor in  China.  His  showcase  China 
World  Trade  Center  in  Beijing,  built 
in  1984,  cost  $480  million  and  is 
mow  worth  far  more.  His  Kerry 
group  controls  12.5%  of  China's 
Citic  Pacific,  a  diversified  conglom- 
erate. Last  year  Kuok  bought  a 
35%  interest  in  the  company  that 
publishes  Hong  Kong's  daily 
South  China  Morning  Post  from  Ru- 
pert Murdoch.  Ever  venturesome, 
Kuok  is  in  the  process  of  listing  on 
the  Dublin  stock  exchange  the 
first  investment  fund  specializing  in 
Myanmar  (Burma). 

Dhanin  Chearavanont 

I  Net  worth  $5.3  billion 

Dhanin  Chearavanont's  $5.3  bil- 
lion fortune  grew,  literally,  from 
(chicken  feed. 

The  55-year-old's  father,  a 
peasant  farmer  from  southern  Chi- 
na's Guangdong  province, 
ppened  a  seed  importing  shop  in 


Bangkok  in  1921  (see  photo,  p. 
139).  Three  decades  later  the  Cheara- 
vanonts  set  up  a  chicken-teed  mill 
and  a  new  company,  Charoen  Pok- 
phand,  commonly  known  as  CP. 
Assuming  the  reins  in  1964,  Dhanin 
Chearavanont  supplied  Thai  farm- 
ers with  chicks  and  feed  and  bought 
back  from  them  eggs  and  full- 
grown  chickens  at  a  guaranteed 
price.  By  introducing  new  stocks 
of  fast -growing  chickens,  Cheara- 
vanont created  demand  for  CP's 
chicken  feed  and  was  able  to  lower 
prices  for  chickens,  thereby  stimu- 
lating chicken  demand  and  adding 
an  important  source  of  protein  to 
diets  throughout  Southeast  Asia. 

Although  he  has  a  Thai  name, 
Dhanin  Chearavanont,  like  most 
ethnic  Chinese,  keeps  close  tabs 
on  China.  In  1981,  when  Deng 
Xiaoping  had  barely  opened  Chi- 
na's economy,  Dhanin  and  his  U.S. 
partner,  giant  Continental  Grain, 
established  the  first  foreign-owned 
feed  mill  and  chicken  farm  in  the 
newly  established  Shenzhen  eco- 
nomic zone.  Today  49  of  CP 
Group's  200-plus  companies  are 
in  China. 

Chearavanont  has  diversified 
the  group  into  real  estate  and  land 
development,  petrochemical  re- 
fining, automotive  and  industrial 
products,  and  recently  into  tele- 
communications. TelecomAsia,  a 
joint  venture  between  CP  Group 
and  the  U.S.'  Nynex  Inc.,  was  re- 
cently listed  on  the  Bangkok  stock 
exchange. 

Li  Ka-shing 

Net  worth  $5.8  billion 

People  in  Hong  Kong  are  still  in- 
spired by  the  rags-to-riches  story  of 
"Superman"  Li  Ka-shing,  66.  Li's 
father,  a  teacher,  moved  the  family 
from  China's  Guangdong  prov- 
ince to  Hong  Kong  in  1940,  and 
died  two  years  later,  when  Li  was 
13.  After  working  for  a  company 
that  manufactured  plastic  toys  and 
watchbands,  Li  started  a  plastic 
flowers  business  in  1951  and  be- 
gan buying  property  around  his  fac- 
tory. In  1972  Li  took  his  main 
company,  Cheung  Kong,  public — 


and  in  1979  rocked  Hong  Kong's 
British-dominated  business  com- 
munity by  taking  a  22.4%  interest 
in  Hutchison  Whampoa,  an  old-line 
British  trading  establishment. 

Publicly  traded  companies  con- 
trolled by  Li  currently  account  for 
some  1 0%  of  Hong  Kong's  total 
stock  market  value  ($300  billion). 


Li  Ka-shing 

"Superman"  Li  soared  into  the  billions. 


Although  most  of  his  wealth  re- 
flects his  holdings  in  Hong  Kong 
property,  Li  has  diversified  into  oil 
exploration,  telecommunications, 
media,  power  plant  construction, 
hotels  and  supermarkets.  The  sale  of 
his  64%  interest  in  Star  TV  last  year 
to  Rupert  Murdoch's  News  Corp. 
brought  in  $525  million,  making  a 
hefty  return. 

Li  was  bearish  on  China  initial- 
ly, but  he  isn't  anymore.  Late  last 
year  Hutchison  Whampoa  (Li's 
flagship  Cheung  Kong  now  owns 
43%)  led  a  consortium  that  will 
take  a  70%  stake  in  a  $600  million 
project  to  build,  own  and  operate 
the  port  of  Yantian  in  Guangdong, 
southern  China. 

For  other  ethnic  Chinese  billion- 
aires, see  page  profiles  beginning  on 
page  158. 

-Philippe  Mao  m 
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Who  cares  about  billionaires?  Politicians 
who  want  to  bring  economic  development 
to  their  countries  should  care. 

Billionaires  in 
the  making 

By  Michael  Schuman  with  Riva  Atlas,  Lisa  Bransten, 
Graham  Button,  Philippe  Mao  and  Katarzyna  Wandycz 


Seven  years  ago  Thaksin  Shinawatra 
was  a  lieutenant  colonel  in  the  Royal 
Thai  Police  Department.  Today  he's 
an  Asian  cellular  mogul  worth  $1.6 
billion. 

Six  years  ago  Malaysia's  Tajudin 
Ramli  started  a  small  communications 
company.  The  company  is  now  worth 
over  $3  billion,  and  Ramli,  48,  owns 
38%.  (For  more  on  Shinawatra  and 
Ramli,  see  stories,  pp.  159  and  164.) 

From  the  countries  of  the  develop- 
ing world — the  emerging  markets  as 
they're  now  called — are  springing  in- 
dividual fortunes  in  truly  amazing 
numbers.  In  1987  Forbes'  first  sur- 
vey of  world  billionaires  included  only 
6  Latin  American  billionaires,  and  2  of 
them  were  cocaine  lords,  now  dead; 
on  this  year's  list  are  42  Latin  billion- 
aires; by  all  appearances,  every  one  is 
legitimate. 

Excluding  Japan,  in  1987  Forbes 
reporters  found  only  14  Asian  billion- 


aires. This  year  the  number  is  46. 

Yes,  Forbes  reporters  are  more  ex- 
perienced and  digging  deeper.  But 
much  more  important,  the  develop- 
ing countries  really  are  emerging,  and 
wealth — at  both  the  micro  and  macro 
levels — is  accumulating  as  economic 
liberalization  sweeps  the  globe. 
Wherever  politicians  have  learned  to 
rely  on  market  forces,  economies  have 
grown  and  the  local  roster  of  billion- 
aires has  surged.  Some  economist 
should  create  a  billionaire  index,  to 
show  where  in  the  world  material 
progress  is  greatest. 

Mexico  is  the  textbook  case.  After 
some  fairly  intensive  research  in  1987, 
Forbes  found  one  billionaire  family, 
the  Garza  Sadas.  President  Miguel  de 
la  Madrid  and  his  successor,  Carlos 
Salinas  de  Gortari,  began  opening  up 
the  country's  economy.  The  number 
of  state-owned  enterprises  has  fallen 
from  1,155  to  under  200.  Inflation  is 


down  from  1 60%  at  one  point  in  1987 
to  7%  now.  Mexico  joined  GATT  and 
signed  on  to  Nafta,  opening  up  trade 
and  creating  jobs.  With  at  least  24 
billionaires,  Mexico  ranks  fourth  in 
the  world  as  a  breeding  ground  for  the 
species,  after  the  U.S.,  Germany  and 
Japan. 

The  lesson  here  is  fairly  obvious:  to 
predict  whence  the  next  bursts  of 
billionaires  will  issue,  look  for  coun- 
tries where  markets  are  opening.  The 
most  promising  country  right  now: 
India,  where  Prime  Minister  Nara- 
simha  Rao  and  his  finance  minister, 
Manmohan  Singh,  are  snipping  red 
tape  and  burning  up  regulations  that 
have  enslaved  India's  businessmen  for 
half  a  century  (Forbes,  May  23). 

Among  the  Indian  business  families 
sure  to  reach  billionaire  status  in  the 
near  future  are  the  Ruias  of  Bombay. 
They're  now  worth  about  $500  mil- 
lion— in  purchasing  power  terms, 
that  would  make  them  multibillion- 
aires,  but  that's  another  storv  (see  box, 
p.  149). 

Brothers  Shashi  Ruia,  49,  and  Ravi, 
44,  took  over  their  late  father's  tiny 
trading  company  in  1969,  and  have 
turned  it  into  a  $  1  billion  conglomer- 
ate with  operations  in  steel,  shipping, 
construction,  oil  and  gas,  and  finance. 
In  1990  the  Ruias  got  into  sponge 
iron,  a  raw  material  for  steel.  They 
brought  a  sponge  iron  plant  piece  by 
piece  from  Germany  to  western  India, 
which  more  than  doubled  the  total 
capacity  in  India.  Now  their  flagship 
company,  Essar  Gujarat,  is  the  largest 
producer  of  sponge  iron  in  the  world, 


Benzion  Landa  of  Indigo  N.V. 

His  stake  is  worth  over  $500  million. 


India's  Shashi  and  Ravi  Ruia 

Taking  advantage  of  less  red  tape. 


Citic  Pacific  Chairman  Larry  Yung 
Already  living  like  a  billionaire. 
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Polish  entrepre- 
neurs (clockwise 
from  top):  Jan  Wej- 
chert,  Zbigniew 
Niemczycki  and 
Marek  Profus 
Making  millions 
on  Jurassic  Park,  a 
Baltic  Sea  resort 
and  aircraft  from 
the  former  Sovi- 
et Union. 


and  exports  half  of  its  production. 

Essar  Gujarat  is  building  a  $1.5 
billion  steel  mill,  due  to  start  up  by 
year-end,  that  will  be  able  to  compete 
with  any  mill  in  the  world.  The  Ruias 
are  also  building  a  $600  million  pow- 
er plant  and  are  planning  a  $1.6  bil- 
lon oil  refinery.  "The  reform  is  open- 
ing up  more  business  opportunities," 
says  Ravi  Ruia.  "And  we  will  take 
advantage." 

Or  take  Delhi's  Jindal  family,  now 
worth  $350  million.  Patriarch  Om 
Prakash  Jindal,  64,  started  making 
steel  pipes  in  the  1950s  and  now  is 
India's  largest  private  manufacturer 
of  stainless  steel.  The  Jindal  Group's 
sales  have  jumped  tenfold,  to  $500 
million,  in  only  the  past  eight  years. 
But  the  growth  could  have  been 
much  faster.  Under  the  old  regula- 
tions, the  Jindals  were  unable  to  get 
licenses  to  expand  their  business. 
Now  that  they  no  longer  need  those 
licenses,  Jindal  is  planning  a  $1  billion 
iteel  mill  near  Bangalore  and  is  spend- 
ing $100  million  to  double  his  stain- 
less steel  output.  The  Jindals  expect 
their  Jindal  Group,  with  $500  million 
m  assets  now,  to  be  a  $3  billion  group 
n  five  years. 

This  will  most  likely  earn  the  Jindal 
family  a  place  among  Forbes  billion- 
aires, but,  more  important,  it  means 
chat  all  Indians  will  benefit  as  top- 
quality  steel  replaces  weaker  materials 
n  buildings,  highways,  railway 
bridges. 

Pune's  Rahul  Bajaj,  now  worth  at 
least  $500  million,  controls  Bajaj 
\uto,  India's  largest  maker  of  motor 
;cooters.  Bajaj's  net  worth  should  rise 
ks  tens  of  millions  of  Indians  enter  the 
middle  class. 

!  And  last,  but  far  from  least,  there's 
:he  Goenka  family,  also  worth  at  least 
£500  million.  Based  in  Bombay,  fam- 
ily leader  Rama  Prasad  Goenka  has 
|reated  a  $1  billion  (sales)  group  in 
only  15  years;  it  specializes  in  chemi 
pals,  pharmaceuticals  and  information 
technology.  The  Goenkas  plan  anoth- 
er $1.5  billion  of  new  projects. 

What  about  China?  In  a  sense  it  is 
already  well  represented  by  the  over- 
leas  Chinese  billionaires  profiled  in 
jhe  preceding  and  succeeding  stories. 
But  as  economic  reforms  continue, 
jhe  People's  Republic  itselfwill  spawn 
nany  huge  fortunes.  The  Shanghai 
Lnd  Shenzhen  stock  exchanges  are 


L 


now  attracting  hundreds  of  home- 
grown companies.  Haifa  dozen  Chi- 
nese companies  have  gone  public  on 
the  Hong  Kong  Stock  Exchange,  and 
dozens  more  are  expected  to  soon; 
mainland  investments,  largely  in 
Hong  Kong's  skyrocketing  real  estate 
market,  are  estimated  in  the  tens  of 
billions  of  dollars. 

One  Chinese  entrepreneur  who 
stands  out  is  Rong  Yiren,  China's  vice 
president.  Pre -World  War  II,  Rong's 
father  and  uncle  built  an  extensive 
Shanghai- based  empire  of  flour  mills, 
textiles,  machinery  and  printing  fac- 
tories. In  1949  the  communists  won 
the  civil  war  and  most  of  Rong's 
family  fled  abroad.  But  Rong  Yiren 
decided  to  stay.  Called  the  "Red  Cap- 
italist," he  was  permitted  to  live  the 
high  life,  driving  around  Shanghai  in 
Mercedes-Benzes  and  Cadillacs.  But 
with  the  Cultural  Revolution,  the 
family's  interests  were  seized  and 
Rong  was  reportedly  forced  to  be  a 
janitor. 


Deng  Xiaoping  rehabilitated  Rong 
in  1979,  when  Deng  urged  Rong  to 
start  the  China  International  Trust  & 
Investment  Corp.  (Citic),  Beijing's 
de  facto  investment  bank.  Despite  its 
official  image,  Citic  looks  a  lot  like  a 
family-run  business.  Since  1987 
Rong's  son,  Larry  Yung,  52,  has  run 
Citic's  publicly  traded  Hong  Kong 
investment  arm,  Citic  Pacific.  With  a 
market  cap  of  $3.6  billion,  Citic  has 
interests  in  trading  and  distribution, 
aviation,  telecommunications,  power 
generation  and  real  estate. 

Just  who  in  Beijing  owns  stock  in 
Citic  and/or  in  Citic  Pacific  is  murky. 
But  it  is  a  fact  that  Rong  Yiren's  son 
Larry  Yung  lives  like  a  second-  or 
third -generation  billionaire.  He 
drives  expensive  cars,  reportedly  spent 
over  $7  million  for  former  British 
Prime  Minister  Harold  Macmillan's 
14-bedroom  home  in  Sussex,  and  is 
building  a  16, 143 -square  foot  man- 
sion in  Vancouver.  Larry  Yung's  tai- 
pan  status  was  consecrated  early  this 
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Uganda's  Yoweri  Museveni  (left)  with  Mayur  Madhvani  of  the  Madhvani  Group  and  representatives  of  NutraSweet  in  Washington,  D.C.  last  month 
Reforms  are  luring  foreign  investors  back  to  a  country  once  synonymous  with  despotic  chaos  and  economic  devastation. 


year  when  he  was  elected  to  the  Board 
of  the  Stewards  of  the  Royal  Hong 
Kong  Jockey  Club. 

New  billionaires  should  also 
emerge  in  Israel,  where  economic  lib- 
eralization began  in  earnest  in  the  late 
1980s.  Restrictions  on  investment  in 
the  stock  market  have  been  lifted; 
stock  prices  rose  an  average  of  50%  in 
1992  and  1993.  Since  1992,  350 
Israeli  companies  have  gone  public  in 
New  York  and  Tel  Aviv. 

Privatization  of  state-owned  enter- 
prises has  made  Eliezer  Fishman,  Is- 
rael's first  buyout  king,  rich.  He 
teamed  up  in  1987  with  Bear,  Stearns 
to  buy  Jerusalem  Economic  Develop- 
ment, a  property  company.  Fishman 
has  since  taken  the  company  public. 
His  interests  in  the  company,  togeth- 
er with  other  equity  investments  and 
substantial  real  estate  holdings  in  the 
Tel  Aviv  area,  are  worth  an  estimated 
$400  million. 

Another  future  billionaire  is  Ben- 
zion  Landa.  A  Canadian  citizen  based 
in  Israel,  he  took  his  digital  color 
printer  company,  Indigo  N.V.,  public 
in  May.  With  Indigo's  market  value 
recently  around  $713  million,  Lan- 


da's  72%  stake  is  worth  $513  million. 

Zohar  Zisapel  used  to  head  the 
Israeli  Defense  Ministry's  Depart- 
ment of  Electronic  Research.  Today 
he  and  his  brother,  Yehuda,  control 
computer  network  equipment  maker 
RAD  Data  Communications  Ltd.  and 
13  affiliated  companies,  with  com- 
bined sales  of  $150  million.  The  Zis- 
apels'  stake  in  their  companies,  two  of 
which  have  gone  public  since  1992,  is 
worth  an  estimated  $250  million. 

In  Eastern  Europe,  too,  people  are 
getting  seriously  rich  as  bureaucratic 
barriers  to  invest  and  expand  are  torn 
down.  Marek  Profus  is  probably  Po- 
land's richest  man.  He  owns  Profus 
Management,  a  conglomerate  with 
1993  revenues  of  $720  million.  His 
primary  business:  trading  Russian 
weapons.  He  buys  aircraft  from  des- 
perate manufacturers  throughout  the 
former  Soviet  Union  and  sells  them  to 
India,  China,  Eastern  Europe  and  the 
Arab  countries. 

While  Poland's  new  rich  can  live  as 
well  as  the  average  Western  billion- 
aire, their  assets — their  companies — 
are  still  in  the  very  early  stages  of 
accumulation.    Remember,  Poland 


shed  communism  only  five  years  ago; 
at  that  time  a  typical  private  business 
in  Poland  was  a  shoemaker  or  a  gro- 
cery store,  employing  two  or  three 
people.  By  contrast,  Britain's 
Schroder  family  has  had  nearly  two 
centuries  to  compound  its  wealth  (see 
p.  200). 

In  the  circumstances,  then,  Po- 
land's Zbigniew  Niemczycki,  proba- 
bly worth  over  $50  million,  is  off  to  an 
impressive  start.  Keeping  a  small  army 
of  bodyguards  at  home,  he  owns  half 
of  $200  million  ( 1993  revenues)  Cur- 
tis International,  which  manufactures 
televisions  and  vcrs,  and  develops 
commercial  and  residential  real  estate. 
His  other  investments  include  a  luxu- 
ry hotel  on  the  Baltic  Sea  and  the  first 
private  airport  in  Poland.  For  expan- 
sion capital,  Niemczycki  hopes  to  sell 
a  minority  equity  interest  in  Curtis  to 
Western  investors  this  September. 

Jan  Bogdan  Wejchert  is  also  worth 
some  $50  million.  He  owns  over  half 
of  $100-million-plus  (1993  sales)  m, 
a  media,  food-processing  and  com- 
mercial real  estate  conglomerate. 
Wejchert  is  a  film  distributor  for  Para- 
mount and  Universal,  bringing  Hol- 
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lywood  films  like  Jurassic  Park  and 
Scbindler's  List  to  Poland  much  faster 
than  the  old  communists. 

And  then  there  is  Africa.  South 
Africa's  Harry  Oppenheimer  is  the 
continent's  only  billionaire,  and  the 
prospects  for  more  are  not  bright. 
While  most  of  the  world  has  em- 
braced free  markets,  many  African 
countries  still  stagnate  under  cor- 
rupt governments  that  have  stifled 
private  enterprise  and  crippled 
economies. 

But  amid  the  gloom  and  doom  is 
the  unlikely  exception  of  Uganda. 
Once  synonymous  with  despotic  cha- 
os and  economic  devastation,  Ugan- 
da in  recent  years  has  become  a  show- 
case for  economic  reform  in  Africa. 
Key  elements  in  President  Yoweri 
Museveni's  recovery  plan:  abolishing 
price  controls,  establishing  a  market- 
determined  exchange  rate,  ending 
currency  restrictions,  downsizing  the 
army  and  civil  service,  and  selling  off 
state-owned  businesses. 

The  results:  Since  1987,  when 
Museveni  began  the  reforms,  eco- 
nomic growth  has  averaged  5%,  and 
inflation  has  fallen  from  over  200%  to 


less  than  5%.  Foreign  investors  are 
beginning  to  return. 

Rising  out  of  the  ashes  is  the  Madh- 
vani  Group,  Uganda's  largest  indus- 
trial group,  with  annual  turnover  of 
over  $100  million — up  from  nothing 
in  1989,  when  the  Madhvani  family, 
with  roots  in  India,  began  in  earnest 
to  rehabilitate  businesses  that  had 
been  expropriated  by  Idi  Amin  in 
1971 .  The  despot  expelled  the  Madh- 
vanis  and  70,000  other  South  Asians 
after  accusing  them  of  exploiting 
blacks  and  "milking  the  economy." 

At  the  time,  the  Madhvanis,  with 
assets  of  around  $120  million,  con- 
trolled more  than  one-third  of  the 
industrial  investment  in  the  country. 
The  centerpiece  was  the  Kakira  Sugar- 
works,  a  22,000-acre  plantation  situ- 
ated on  Lake  Victoria.  The  family  also 
owned  a  brewery,  a  candy  factory, 
textile  and  steel  mills  and  tea  estates. 
Visitors  to  the  Madhvanis'  elegant 
house  at  Kakira  recall  taking  tea  on  a 
terrace  that  was  surrounded  by  stroll- 
ing Indian  peacocks  and  featured  a 
breathtaking  view  of  the  headwaters 
of  the  Nile. 

After  Amin  was  driven  from  the 


country  in  1979,  the  Madhvanis 
were  among  the  first  Asian  families  to 
return  to  Uganda.  Most  of  their  sug- 
ar plantation  had  reverted  to  bush, 
however.  So  with  help  from  the 
World  Bank  and  other  lenders,  the 
Madhvanis  undertook  a  $55  million 
rehabilitation  effort.  They've  also 
been  rejuvenating  their  tea  estates,  a 
soap  factory,  a  confectionery  factory, 
a  steel  mill  and  a  brewery.  Last 
month  the  Madhvanis  and  Nutra- 
Sweet,  a  division  of  Monsanto,  be- 
gan producing  a  blend  of  cane  sugar 
and  aspartame  to  be  marketed 
throughout  East  Africa. 

The  Madhvani's  Ugandan  enter- 
prises now  employ  capital  of  around 
$200  million  and  account  for  about 
9%  of  the  country's  GNP.  Mayur 
Madhvani,  45,  a  director  of  the  fami- 
ly's Ugandan  interests,  says  sugar  pro- 
duction should  hit  pre-Amin  levels  of 
around  70,000  tons  in  1995,  with 
volume  rising  to  130,000  tons  by 
1998.  At  the  rate  things  are  going,  it's 
a  safe  bet  that  they'll  be  Uganda's  first 
dollar  billionaires— as  long  as  the  gov- 
ernment holds  to  its  course  of  eco- 
nomic liberation.  Hfi 


Bigger  than  Gates 
and  Perot 

When  converted  into 
dollars  at  prevailing  ex- 
change rates,  the  fortunes 
of  Uganda's  Madhvanis, 
India's  Ruias  and  China's 
Rongs  don't  add  up  to  $1 
billion  apiece.  Yet  in  their 
respective  countries  they're 
much  more  powerful — 
and  may  live  better — than 
typical  U.S.  or  European 
billionaires  in  their  home 
countries. 

This  paradox  results 
from  the  difference  be- 
tween simple  exchange 
rate  conversions  and  more 
complicated  purchasing 
^ower  parity,  or  PPP. 
Forbes  uses  exchange 
rates  to  convert  a  foreign 
Fortune  into  dollars  for 
purposes  of  our  billionaires 
list.  Example:  With  the 
aipee/dollar  rate  now  at 


31/1,  an  Indian  busi- 
nessman would  have  to 
have  a  net  worth  of  3 1 
billion  rupees  to  be  a  dollar 
billionaire.  We  can  iden- 
tify only  two  such  Indian 
fortunes  (see  p.  182). 

In  developing  coun- 
tries, however,  most  goods 
and  services  are  cheaper 
than  in  the  U.S.  Rochester, 
Wis. -based  Runzheimer 
International,  a  consulting 
firm  specializing  in  relo- 
cating employees,  says  a 
housekeeper  in  New  Del- 
hi costs  37  cents  an  hour 
and  $1  an  hour  in  Beijing, 
but  $4.36  in  a  typical  U.S. 
city.  (Add  14%  if  you 
want  to  be  legal  on  U.S. 
taxes.) 

According  to  the  Fu- 
tures Group,  a  Glastonbury, 
Conn. -based  manage- 
ment consulting  firm,  in  In- 
dia 31  rupees  can  actually 
purchase  goods  and  services 


worth  nearly  $5  in  the 
U.S.  Looked  at  this  way,  the 
rupee/dollar  rate  is  really 
31/5,  and  an  Indian  needs 
net  assets  worth  only  6  bil- 
lion rupees  to  be  a  dollar 
billionaire.  Using  pur- 
chasing power  parities,  In- 
dia's Lalit  Mohan  Thapar, 
who  controls  Ballarpur  In- 
dustries, is  worth  $300 
million  based  on  the  ex- 
change rate  but  can  buy 
$1.5  billion  worth  of  Indian 
goods  and  services.  Chi- 
na's Rongs  can  buy  about 
$1.5  billion  worth,  and 
Uganda's  Madhvanis 
maybe  $1.2  billion  worth. 

Measuring  PPP  is  tricky, 
however.  Many  of  the 
Third  World  rich  like  to 
buy  the  same  things — suits 
by  Armani,  cars  by  Mer- 
cedes— as  the  First  World 
rich,  and  local  tariffs  on 
luxury  goods  make  many 
items  in  a  wealthy  Third 


Worlder's  consumption 
basket  more  expensive 
than  for  his  First  World 
counterpart.  A  Mercedes 
320E,  for  example,  costs 
over  $9,000  more  to  own 
and  operate  in  Mexico  City 
and  about  $3,500  more 
in  Warsaw  than  in  the  U.S. 

But  no  matter  how  you 
calculate  a  PPP  index,  it's 
foolish  to  think  that  $1 
billion  means  the  same  in 
Bombay  as  it  does  in  To- 
kyo or  New  York.  Says  Pe- 
ter Kennedy,  emerging 
markets  director  at  the  Fu- 
tures Group:  "The  big- 
ger point  is  that,  relative  to 
their  own  countries, 
these  wealthy  people  [in 
emerging  countries] 
wield  an  extraordinary 
amount  of  economic 
clout  that  goes  way  beyond 
the  likes  of  a  Ross  Perot 
or  Bill  Gates." 
-Michael  Schuman  an 
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TECHNOLOGY  THAT 
WORKS  FOR  LIFE 


V/V ET     I  JON 


LCHNOLOGY 


Through  commitment, 
innovation  and  an  emphasis 
on  total  quality, 
Samsung  has  become  one 
of  the  world's  fastest 
growing  technology  resources. 
Samsung  is  not  only  on 
the  forefront  of  electronics, 
but  has  received  world- 
wide recognition  for  advances 
in  engineering  as  well. 
Below  are  just  a  few  examples 
of  how  Samsung  quality 
and  technology  are  working 
for  everyone. 

For  more,  write  P.O.  Box  260, 
Ridgefield  Park,  NJ  07660. 
Fax  201-229-6058. 


~0  IVIAKI 


ELECTRONICS 

199-gram  cellular  phone 

High-definition  TV 

64M  DRAM  semiconductors 

Notebook  PC 

Home  service  robot 

ENGINEERING 

Offshore  oil  and  gas  platform 
Aerospace 

Dozers,  excavators  and  loaders 
Chemicals 

Double-hull  oil  tankers 


ndex  of 
foreign 
billionaires 


Name/country/ra/usf/y 


Over  $5  billion 

Albrecht,  Theo  and  Karl/Germany/refa///ng  204 

Azcarraga  Milmo,  Emilio  and  family/Mexico/med/a  194 

Chearavanont,  Dhanin  and  family/Tha'land/agritoness  176 

Haniel  family/Germany/food  wholesaling,  retailing  204 

Haub,  Erivan/Germany/supemw/cefs  204 

Slim  Helu,  Carlos/Mexico/cong/omerator  194 

Henkel  family/Germany/c/iem/ca/s,  consumer  products  204 

Kwok  brothers/Hong  Kong/rea/  estate  174 

Lee  Shau  Kee/Hong  Kong/rea/  estate  174 

Li  Ka-shing/Hong  Kong/rea/  estate,  diversified  174 

Mori,  Minoru  and  Akira  and  family/Japan/property  development  178 

Quandt,  Johanna,  Susanne  and  Stefan/Germany/autos  204 

Rausing,  Hans  and  Gad/Sweden/pacteg/ng  214 

Sacher,  Paul,  and  Hoffmann  family/Switzerland/p/jarmaceuf/ca/s  214 

Thomson,  Kenneth/Canada/puW/s/wig,  retailing,  real  estate  198 

Takei,  Yasuo  and  family/Japan/consumer  finance  178 

Tsai  family/Taiwan//nsurance,  construction  178 

Tsutsumi,  Yoshiaki/Japan/rea/  estate,  resorts  178 

Over  $2  billion 

Agnelli  family/ltaly/autos,  etc.  204 

Al-Rajhi  family/Saudi  Arabia/toning  219 

Arango,  Jeronimo/Mexico/refa/7/ng  194 

Beisheim,  Otto/Germany/refa/7/ng,  wholesaling  206 

Benetton  family/ltaly/appare/,  sporting  goods  204 

Bettencourt,  Liliane/France/cosmef/cs  212 

Birla  family/lndia/cong/omerafe  182 

Boehringer  family/Germany/pnarmaceuf/ca/s  206 

Brenninkmeyer  family/Netherlands/ref3///ng  214 

Bronfman,  Charles/Canada///quor  198 

Busujima  family/Japan/pacft/nto  machines  180 
Cheng  Yu-tung  and  family/Hong  Kong/rea/  estate,  telecommunications  174 

Chung  Ju-yung  and  family/Korea/autos.  heavy  industry  182 

Engelhorn  family/Germany/nea/fh  care  207 

Ermirio  de  Moraes  family/Brazil/cemenf,  mining  196 

Flick,  Friedrich  Karl  it.l&wmawj/investments  206 

Finck,  Wilhelm  and  August,  von/Germany/ banking,  real  estate  206 

Freudenbergfamily/Germany/aufo  parts,  textiles  20/ 


Name/country//ndusf/y 


Gerling,  Rolf/Germany//nsurance  206 

Haefner,  Walter/Switzerland/auto  distributorships,  software  214 

Hariri,  Rafik/Lebanon/consfrucf/on,  investments,  banking  219 

Herz  family/Germany/coffee,  retailing  206 

Ho,  Stanley/Macau/cas/nos,  tourism  174 

Irving  family/Canada/foresf  products,  shipbuilding,  oil,  media  198 

Ito,  Masatoshi  and  family/Japan/re/a/7/ng  178 

Itoyama,  Eitaro/Japan/rea/ esfafe  180 

Iwasaki  family/Japan//ogg/ng,  property,  resorts  178 

Jinnai,  Ryoichi  and  family/Japan/consumer  finance  180 

Kadoorie  family/Hong  \{ongl  utilities,  hotels  174 

Kinoshita  family/Japan/consumer  finance  178 

Kipp,  Karl-Heinz/Germany/i/anefy  stores,  real  estate  207 

Kirch,  Leo/Germany/mowe  distribution,  TV  programming  206 

Koc  family/Turkey/cong/omerafe  219 

Koo  family/Taiwan/ton/c/ng,  cement  178 

Kristiansen  family/Denmark/foys  216 

Kuok,  Robert/Malaysia-Hong  fang) diversified  177 

Kwek  family/Singapore/rea/ esfafe,  finance  177 

Lee  family/Korea/h/gh  tech,  heavy  industry  182 

Lemos,  Costas/Greece/sh/pp/ng  investments  200 

Liem  Sioe  Liong/lndonesia/d/Vers/f/ed  177 

Lim  Goh  Tong/Malaysia/reso/ts,  casinos  177 

Marinho,  Roberto/Brazil/med/a  196 

Merck  family/Germany/p/iarmaceufVca/s  207 

Merckle,  Adolf/Germany/p/wmaceur/ca/s  206 

Mulliez  family/France/hypermartefs  212 

Murata,  Junichi  and  family/Japan/mac/i/neo'  180 

Ng,  Teng  Fong  and  Robert/Hong  Kong/rea/  esfafe  179 

Niarchos,  Stavros/Greece/s/i/pp/ng,  investments  212 

Oetker  family/Germany/food,  beverages,  finance  206 

Ohga  family/Japan/puW/s/j/ng  180 

Oppenheim  family,  von/Germany/ten/ang  207 

Otani  family/Japan/rea/ estate,  hotels  180 

Otsuka  family/Japan/p/?am7aceur7c3/s  180 

Otto  family/Germany/ma//  order  204 

Packer,  Kerry/Australia/puW/sh/ng,  investments  182 

Pangestu,  Prajogo/lndonesia/f/m£>er,  petrochemicals  163 

Pao  family/Hong  Kong/ 'shipping,  property  development,  etc.  174 

Peralta  family/Mexico/ manufacturing,  telecommunications  186 

Perez  Companc  family/Argentina/consfructon,  shipping  196 

Porsche  family/Germany/autos  207 

Quek  family/Malaysia/rea/  estate,  diversifed  177 

Romo  Garza,  Alfonso/Mexico/ cigarettes,  financial  services  194 

Sainsbury,  David  and  family/U.K./supermar/(efs  208 

Schickedanz  family/Germany/ma/7  order  204 

Schmidt-Ruthenbeck  family/Germany/  retailing,  wholesaling  206 

Schorghuber,  Josef/Germany/rea/  estate,  beer  207 

Schwarz,  Dieter  and  family/Germany/supermar/<efs  206 

Seydoux/Schlumberger  family/France/o// services,  textiles,  media  212 

Shin  Kyuk-ho/Korea/food,  beverage,  real  estate  182 

Shinawatra,  Thaksin/Thailand/te/ecommun/caf/ons,  satellites  159 

Shino,  Rinji/Japan/rea/ esfafe,  leisure  180 

Siemens  family,  von/Germany/e/ectoca/  equipment,  electronics  206 

Sophonpanich  family/Thailand/ftan/c/ng,  insurance  176 

Thyssen-Bornemisza,  Baron  Hans  Heinrich/Switzerland/art,  mfg  214 

Toyoda  family/Japan/autos,  real  estate  180 

Wang,  Yue-Che  (Y.C.)  and  family/Jaiwan/p/asf/cs  178 

Wertheimer,  Alain  and  family/France/perfume,  designer  apparel  213 

Weston,  Garry  and  family/U.K./food  212 

Widjaja,  Eka  Tjipta  and  family/lndonesia/pu/p  and  paper,  banking  177 

Wu  family/Taiwan//nsurance,  textiles  178 

Yamaguchi,  Hisakichi/Japan/cans  180 

Yoshimoto  family/Japan/rea/  esfafe  180 

Zambranofamily/Mexico/cemenf  194 
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Over  $1  billion 


Al-Kharafi  family/Kuwait/ 'construction,  banking  219 

Ambani  family/lndia/fexf/'/es,  petrochemicals  172 

Angelini,  Anacleto/Cbile/fooc/.  forestry  198 

Aramburuzabala  Ocaranza,  Pablo/Mexico/brew/ng  finance  194 

Ardila  Lulle,  Carlos/Colombia/so/if  drinks,  sugar  191 

Arison,  Ted/lsrael/cru/se  operator  216 

Bailleres,  Alberto/Mexico/m/n/ng,  retailing,  investments  194 

Bemberg  family/Argentina/beer,  finance  191 

Berlusconi,  Silvio/ltaly/med/a  204 

Bertarelli,  Fabio/Switzerland/ferf/7/fy  drugs  214 

Bin-Mahfouz  family/Saudi  foabtal  banking  219 

Bosch  family/Germany/auto  parts,  household  appliances  208 

Botin  family/Spain/£>an/(/ng  213 

Bozano,  Julio  Rafael  hragao/BmWI investments  190 

Bouriez  family/France/refa/V,  furs,  perfumes  213 

Branson,  Richard/U.K./a/r//nes,  travel,  retailing  212 

Brost  family/Germany/puW/sn/ng  208 

Camargo,  Sebast\a~o/Brai\\/ construction,  manufacturing  196 

Chan,  Ronnie  and  family/Hong  Kong/rea/  estate  174 

Chang  Yung-fa/Taiwan/sn/pp/ng  airline  178 

Cisneros  family/Venezuela/med/a,  soft  drinks,  etc.  198 

Cosio  Arino,  Moises  and  Anton io/Mexicol  investments  190 

Dassault  family/France/aerospace  213 

David-Weill,  MkheVfiancel investment  banking  213 

de  Moraes,  Olacyr  Francisco/Brazd/farm/ng,  construction  190 

Defforey  family if 'ranee/ hypermarkets  202 

Del  Vecchio,  Leonardo/ltaly/eyeg/ass  frames  199 

Diehi  family/Germany/mechan/ca/  engineering,  defense  208 

Eisenberg,  Shoul/lsrael/frade,  finance  216 

Feffer,  Leon  and  family/Brazil/pu/p  and  paper  196 

Fentener  van  Vlissingen  family 7 'Netherlands/ 'oil  and  gas,  retailing  214 

Ferrerofamily/ltaly/candy  204 

Franco  family/Mexico/gases,  machinery,  investments  188 

Fujita,  Den/Japan/re/a/7/ng,  food  181 

Funke  family/Gerrnany/pi/W/sn/ng  208 

Garza  Lagiiera,  Eugenio  and  f ami ly/Mexico/ beverages,  finance  195 

Garza  Sada,  Bernardo  and  family/Mexico///gnf  industry  195 

Gokongwei,  John  Jr.  and  family/Phdippines/dn/ers///ed  163 

Gonzalez  Barrera,  Roberto/Mexico/forf/7/as  188 

Gonzalez  Nova  family/Mexico/refa/7/ng  194 

Goulandris  family/Greece/sn/pp/ng  investments,  art  212 

Grundig,  Chantal/Germany/e/ecfron/cs  207 

Haindl  family/Germany/paper,  printing  208 

Halley  family/France/supermarAefs  202 

Harp  Helu,  Alfredo/Mexico/f/nance  195 

Hayashibara,  Ken/Japan/ pharmaceuticals,  real  estate  182 

Heineken,  Alfred/Netberlands/oeer  214 

Hernandez,  Roberto/Mexico/f/nance  195 

Huang  Shi  Hue/Taiwan/aufo  and  motorcycle  assembly,  finance  166 

Inamori,  Kazuo/Japan/e/ecfron/cs  168 

Isono  family/Japan/food  and  liquor  181 

Jacobs,  Klaus/Switzerland/d/vers/fed  214 

Jameel  family/Saudi  Arabia/auto  distribution,  real  estate  219 

Juffali  family/Saudi  Arabia/ 'conglomerate  219 

Kanjanapas  family/Thailand/rea/  estate,  retail  176 

Kamel,  Saleh  Abdullah/Saudi  Arabia/ 'finance,  diversified  219 

Kamprad,  Ingvar/Sweden/ 'furniture  retailing  216 

Khoo  Teck  Puat/Singapore/hofe/s,  banking  164 

Knauf  family/Germany/p/asfert>oard  207 

Koplowitz  sisters/Spain/consfrucfoa  waste  collection  213 

Lamsam  family/Thailand/ban/c/ng,  trading,  real  estate  1 59 

Larrea  Ortega,  Jorge/Mexico/ 'construction,  mining  188 

Latsis,  John/Greece/sn/pp/ng  investments,  real  estate  212 

Leefamily/Singapore/ban/</ng,  rubber  plantations  177 


Lee,  Hon  Chiu  and  famiy/Hong  Kong/rea/  estate  158 
Leibbrand  family/Germany//wesfmenfs  208 
Liebherr  family/Switzerland/consf/x/cf/on  equipment  214 
Livanos  family/Greece/sn/pp/ng,  investments  200 
Lo  Ying  Shek  and  family/Hong  Kong/rea/  estate  158 
Lopez,  Eugenio  Jr.  and  family/Philippines/med/a,  utilties  162 
Losada  Gomez,  Angel/Mexico/refa/7/ng  194 
Luksic  family/Chile/m/mng,  beer,  railroads  198 
Mabuchi  family/Japan/m/n/mofors  167 
Macri,  Francisco/Argentina/autos,  construction  196 

Mann  family/Germany//?ypermartefs  207 
March  family/Spain/consfrucf/on  213 
Martinez  Guitron  family/Mexico/four/sm,  steel  186 
Matsuda,  Kazuo  and  famiiy/Japan///nance  181 
Matte  family/Chi kl forest  products,  banking  1 98 

Mendoza  family/Venezuela/beer,  food,  banking  198 

Mohn  family/Germany/puW/s/?/ng,  recording  208 
Molina  family/Mexico/soff  drinks,  sugar,  real  estate  194 

Moores  family/U.K./refa/7/ng  212 
Morita  family/Japan/consumer  e/ecrron/cs  181 

Nakajima,  Kenkichi/Japan/pacft/r/tomac/i/nes  180 

Olayan,  Suliman/Saudi  Arabia/ 'investments,  consumer  products,  etc.  219 

Oppenheimer,  Harry/South  Mma/mming  218 

Osanofamily/Japan//?ote/s  166 

Oshima,  Kenshin/Japan/f/nance  167 

Pehaloza,  David  and  Adriana/Mexico/consfrucfon  190 

Pe  ugeot  f  a  m  i  ly/Fra  nce/aatos  2 1 3 

Ramli,  Tajudin/Malaysia/te/ecommun/caf/ons  164 

Ratanarak  family/Tbailand/ban/(/ng,  cement,  insurance,  media  162 

Reimann  family/Germany//?ouse/7oW  products,  cosmetics  207 

Rocca  family/Argentina/stee/,  construction  196 

Rochlingfamily/Germany/defer/se,  telecommunications  208 

Rogers,  Edward/Canada/caWe  TV,  telecommunications  198 

Sabanci  family/Turkey/congtomerafe  219 

Sada  Gonzalez,  Adrian  and  family/Mexico/g/ass,  finance  194 

Safra,  Edmond  and  brothers/Lebanon/ton/dng  219 

Saji,  Keizo  and  family/Japan///quor  181 

Salinas  Pliego  family  Mexico/re/a/7,  broadcasting  186 

Santo  Domingo,  Julio  Mario/Colombia/beer,  finance  196 

Sarmiento  Angulo,  Luis  Carlos/Colombia/r/otvs/ng,  finance  191 

Schmidheiny,  Stephan/Switzerland/frad/ng,  optics,  watches  214 

Schmidheiny,  Thomas/Switzerland/cemenf,  construction  214 

Schroder  family/U.K./banfcng  200 

Servitje  Sendra,  Lorenzo  and  Roberto  and  families/Mexico/food  195 

Shiiki,  Masakazu/Japan/consumer //nance  168 

Simon  f  a  m  i  ly/Ge  r  m  a  ny/  beer  199 

Stroher  family/Germany/ha//'  care  products  199 

Swire  brothers/Hong  Kong-U.K./fraci/ng  airline,  real  estate  174 

Sy,  Henry  and  family/Philippines/refa/7  163 

Tada  family/Japan/rea/ esfate  181 

Takei  family/Japan/rea/  estate,  hotels  182 

Takenaka  family/Japan/consfnvcf/on  181 

Tan,  Lucio/Philippines/fobacco,  beer  176 

Tsutsumi,  Seiji/Japan/yewe/ry  167 
Thurn  und  Taxis,  Prince  Albert,  von/Germany/breivenes.  real  estate,  etc.  207 

Uehara  family/Japan/pharmaceuf/ca/s  181 

Vaillant  family/Germany/neaf/ng  equipment  200 

Vuitton  family/France//uxury  goods  213 

Werhahn  family/Germany/manufacfunng  208 

Weston,  Galen/Canada/supe/msf/cers,  food  198 

Wonowidjojo  family/Indonesia/tobacco  164 

Wu,  Gordon  and  family/Hong  Kong/ construction,  infrastructure  174 

Yamauchi,  Hiroshi/Japan/wefecgames  182 

Yoshida  family/Japan/ou/W/ng  materials,  zippers  181 

Zobel  de  Ayala  and  family/Philippines/rea/  estate,  banking,  etc.  176 
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Name  Residence  Worth      Primary  sources 

\.  ($bil) 


Made  in 
America 

These  78  Ameri- 
can individuals  and 
42  families  were 
worth  at  least 
$1  billion  when 
The  Forbes  Four 
Hundred  was 
compiled  last  fall. 
In  this  listing, 
the  value  of  stock 
held  in  publicly 
traded  companies 
has  been  updat- 
ed to  reflect 
current  market 
prices. 


Over  $5  billion 


Warren  Edward  Buffett 

Omaha,  Nebraska 

7.9 

Stock  market 

Cargill  family 

Los  Angeles,  California;  Minneapolis,  Minnesota 

5.0 

Cargill,  Inc. 

du  Pont  (Pierre  Samuel  II)  family 

Wilmington,  Delaware 

9.0 

Du  Pont  Co. 

William  Henry  Gates  III 

Bellevue,  Washington 

8.2 

Microsoft 

John  Werner  Kluge 

Charlottesville,  Virginia 

5.9 

Metromedia 

Mellon  family 

Pittsburgh,  Pennsylvania 

5.0 

Inheritance  (finance) 

Rockefeller  family 

NYC 

5.5 

Inheritance  (oil) 

Over  $2  billion 

Paul  G.  Allen 

Mercer  Island,  Washington 

3.6 

Microsoft 

Jay  van  Andel 

Ada,  Michigan 

A  t, 
1.0 

Amway  Corp. 

Walter  Hubert  Annenberg 

Wynnewood,  Pennsylvania 

9  n 
L.v 

Publishing 

Barbara  Cox  Anthony 

Honolulu,  Hawaii 

9  A 

LA 

Inheritance  (Cox  Enterprises) 

Mickey  Arison 

Tel  Aviv,  Israel 

9  £ 

L.b 

Carnival  Cruise  Lines 

Robert  Muse  Bass 

Fort  Worth,  Texas 

o  n 
L.\J 

Oil,  investments 

Edgar  Miles  Bronfman 

MVP 

9  £ 
L.J 

Seagram  Co. 

Anne  Cox  Chambers 

Atlanta,  Georgia 

9  A 
LA 

Inheritance  (Cox  Enterprises) 

Richard  Marvin  DeVos 

Ada,  Michigan 

4.6 

Amway  Corp. 

Lawrence  J.  Ellison 

Atherton,  California 

2.3 

Oracle  Corp. 

Fisher  family 

San  Francisco,  California 

9  Q 

L.o 

ine  bap 

Ford  family 

Grosse  Pointe  Shores,  Michigan 

9  1 

LA 

Ford  Motor  Co. 

Hearst  family 

NYC;  Los  Angeles,  California 

a  n 

Inheritance  (publishing) 

Henry  Lea  Hillman 

Pittsburgh,  Pennsylvania 

9  9 

L.L 

Industrialist,  venture  capital,  real  estate 

Kirk  Kerkorian 

D-..-.I    ,    11,11,-       O  n  1  if             '.  r. 

Beverly  Hills,  California 

9  A 

LA 

Investments 

Forrest  Edward  Mars  Sr. 

Las  Vegas,  Nevada 

9  A 
LA 

Candy,  pet  food 

Forrest  Edward  Mars  Jr. 

McLean,  Virginia 

9  A 

LA 

Candy,  pet  food 

John  Franklyn  Mars 

Arlington,  Virginia 

2.4 

Candy,  pet  food 

McCaw  family 

Seattle,  Washington 

2.5 

McCaw  Cellular 

Milliken  family 

NYC 

2.3 

Milliken  &  Co.  (textiles) 

Rupert  Keith  Murdoch 

Australia,  London,  NYC 

4.1 

The  News  Corp. 

Donald  Edward  Newhouse 

NYC 

3.5 

Publishing,  cable  TV 

Samuel  1.  Newhouse  Jr. 

NYC 

3.5 

Publishing,  cable  TV 

Ronald  Owen  Perelman 

NYC 

3.1 

LBOs 

Henry  Ross  Perot 

Dallas,  Texas 

2.4 

Computer  services 

Phipps  family 

Old  Westbury,  New  York 

2.5 

Inheritance  (steel) 

Jay  Arthur  Pritzker 

Chicago,  Illinois 

2.2 

Finance,  manufacturing 

Robert  Alan  Pritzker 

Chicago,  Illinois 

2.2 

Finance,  manufacturing 

Sumner  Murray  Redstone 

Newton  Centre,  Massachusetts 

2.8 

Movie  theaters,  cable  TV 

Jaqueline  Mars  Vogel 

Bedminster,  New  Jersey 

2.4 

Candy,  pet  food 

Alice  Walton 

Rogers,  Arkansas 

4.5 

Inheritance  (Wal-Mart) 

Helen  Walton 

Bentonville,  Arkansas 

4.5 

Inheritance  (Wal-Mart) 

Jim  C.  Walton 

Bentonville,  Arkansas 

4.6 

Inheritance  (Wal-Mart) 

John  T.  Walton 

San  Diego,  California 

4.5 

Inheritance  (Wal-Mart) 

S.  Robson  Walton 

Bentonville,  Arkansas 

4.5 

Inheritance  (Wal-Mart) 

Over  $1  billion 

Kathryn  McCurry  Albertson  and  family  Boise,  Idaho 

1.1 

Albertson's  Inc. 

Philip  Frederick  Anschutz 

Denver,  Colorado 

1.3 

Oil,  railroads,  investments 

Bacardi  family 

Miami,  Floriaa 

1.4 

Bacardi  &  Co.  Ltd. 

Steven  Anthony  Ballmer 

Bellevue.  Washington 

1.6 

Microsoft 

Lee  Marshall  Bass 

Fort  Worth,  Texas 

1.9 

Oil,  investments 

Sid  Richardson  Bass 

Fort  Worth,  Texas 

1.9. 

Oil,  investments 

Riley  P.  Bechtel 

San  Francisco,  California 

1.3 

Engineering,  construction 

Stephen  Davidson  Bechtel 

San  Francisco,  California 

1.3 

Engineering,  construction 

Blaustein  family 

Baltimore,  Maryland 

1.3 

Inheritance  (oil) 

Donald  Leroy  Bren 

Newport  Beach,  California 

1.3 

Real  estate 

Brown  family 

Louisville,  Kentucky 

1.4 

Brown-Forman  Corp. 

Busch  family 

St.  Louis,  Missouri 

1.4 

Anheuser-Busch 

Curtis  LeRoy  Carlson 

Long  Lake,  Minnesota 

1.0 

Entrepreneur 
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Name 

Residence 

Worth 
($bil) 

Primary  sources 

Chandler  family 

Los  Angeles,  California 

1.3 

Times  Mirror  Co. 

Collier  family 

Naples,  Florida 

L.C 

Rpal  pctatp 
nedi  CMdlc 

Coulter  family 

Miami  Springs,  Florida 

i  n 

1  .u 

RlnnH  rnimtpr*; 

DIUUU  uUUIUCI  o 

Cullen  family 

Houston  Texas 

1  (1 

fill 
Ull 

Lester  Crown  and  family 

Wilmpttp  lllinnk 

I  i  M  1  1  1  1    i.  1  1.       1  II      i  ■ 

L.J 

IMIlCl  Halite 

Marvin  Harold  Davis 

RpvpNv  Hilk  California 

U'jVI.  1  IJ    IIiMj,    V'-IIM  II'] 

1  7 

1 .  / 

Oil  roal  pctatp 
Ull,  icdi  cMaic 

Ufliu  taiiiiiy 

RpvpHv  Hill's  Califnrnia 

v i  i  y  Mill  l.  vulllUIIIIG 

1  (1 

fill 
Ull 

Davtnn  faimilv 

\jay  l\Ji  I  I  o  1 i 1 1  ly 

MinnpnnnlK  Minnp^nta 

lilll  IMOU  jJUl  1  j,  lYIIIIIICoUid 

1  fl 

l.u 

Hai/tnn  MuHcnn 

Udyiuii  nuuiun 

de  Menil  family 

Houston,  NYC 

1.0 

Schlumberger  Ltd. 

Donnelley  family 

Chicago  origin 

1.2 

R.R.  Donnelley  &  Sons 

John  T.  Dorrance  III 

Dpvi  1  ^  Tnwpr  Wvnminp 

1  i 

Inhpritanrp  (famnhpll  ^fiiinl 

IMIlCl  lid IILC  \UallipUCll  ■  HL|j/ 

Rpnnpfrt  norranrp 

LJK.  \  M  IC  11  UUI  I  a  1  l\,  c 

Pararfkp  Vallpv  Ari/nna 

Inhpntanrp  (Tamnhpll  9nnnl 
lllllcl lldllLc  ^dinpucii  ouupy 

ft/larv  Alirp  Dnrr^nrp  Malonp 

P.natpwillp  Ppnn<,uh/ania 

UUdlCoVMIC,  1  CUM  Jy  1  v  d  M 1  cl 

l  i 
i.i 

Inhpntanrp  fPamnhpll  ^nnnl 

IMIlCl  lldllL-C  lUdllipUcll  OUUU/ 

FipIH  fAmilv 

1  I c i u  I al  1 1 1 IV 

RpvpHv  Hilk  Palifnrnia 

UCV'.Uy     Mill    ,.     Li    ]  1  1  m.j  II  1  1  r  , 

l.U 

Inhoritanrp  moHia 
lllllcl lldllLC,  IllCuld 

Michel  Fribourg  and  family 

NYC 

1.0 

ftrain  trarlpr 
ui  a  hi  M  ciuci 

Rnhprt  William  Gatvin 

Rarrinptnn  Hilk  lllinnk 

UCI 1  1  1 1 1  clul  1  Mill.).  IIIIIIUIO 

i  i 

Mntnrnla 

IVIUIUI  Uld 

fiOrrinn  Ppfpr  Gpttv 

VIUIUUII   1    1 It.  1    \A \*  I L y 

San  FranrKrn  California 

•Jull  I  ICMILIoIjU,  VQIIIUIIIIu 

1  4 

Inhpntanpp  (ri\\\ 
mi ici iidiiuC  \un/ 

Gund  family 

Cleveland  origin 

1.3 

Inheritance  (Sanka,  banking) 

Peter  E.  Haas  Sr. 

San  Francisco,  California 

1.4 

Levi  Strauss 

Haa<;  familv 

1  !  (JO  J  l  (j  r  1 1 1 1  Jf 

San  Franrkrn  California 

■J  1.111   1  ICIIIulOuU,  './CI  1 1  lull  11  CI 

1.4 

1  pui  Straus 

LCVI  Oil  alio  j 

Hall  familv 

1  1  O  II    1  O  1 1 1 1 1 J 

Mi ssinn  Hilk  Kansas 

IrllOOIUII  lllll  i.  IVCIIIOuO 

1.9 

Hallmark  farrK 

1  Id  1 1 1 N dl  rv  Ud  1  UO 

Harrv  Rrakmann  Hplmslpv 

iiaiiy  ui  uni  iiai  :i  i  >  i  ^ —  ■■■  i  jil  y 

NYC  and  Crppnwirh  Cnnnprtirnt 

II  1  W  CIIIU  VJI  OCI 1  V*  ID  1 ,  wUIIIICLUIjUl 

1.0 

Rpal  p^tatp 

William  Redington  Hewlett 

Portola  Valley,  California 

1.5 

Hpwlptt-Parkard 

MCVVICII  I  durVdlU 

Hillenbrand  family 

Batesville,  Indiana 

1.4 

Pa^kpK 

UdortClo 

Hoiles  family 

Colorado  Springs,  Colorado 

1.1 

Newspapers 

Margaret  Hunt  Hill  and  family 

Dallas,  Texas 

1.0 

Inhpritanrp  (d\\) 

INIICI  lldlluC  1  i.Mi | 

Ray  Lee  Hunt  and  family 

Dallas,  Texas 

1.5 

Inheritance  (oil) 

Hughes  family 

California,  Nevada 

1.0 

Hughes  Aircraft 

Johnson  family 

Princeton,  New  Jersey 

1.0 

Inhn^nn  &  Inhn^nn 

JUIIIIoUII  (-*  JUMII.jUM 

Edward  Crosby  Johnson  III  and  family  Boston,  Massachusetts 

1.7 

Firiplitu  Inwp^tmpnt^ 

Nudity  M  I  Vu  j  1 1  ii  r  1 1 1  ,i 

Samuel  Curtis  Johnson 

Racine,  Washington 

1.5 

Inhn^nn  Wax 

J  U  1  1 1 1  Jul  1   IIP  A 

Philip  Hampson  Knight 

Beaverton,  Oregon 

1.6 

Nikp  Inr 

Ml  nC,  1 1 IL . 

Charles  de  Ganahl  Koch 

Wichita,  Kansas 

1.5 

Oil  services 

David  Hamilton  Koch 

NYC 

1.5 

fill  ^Prvirp^ 

U  1 1  OCI  v  luG O 

Joan  Kroc 

Rancho  Santa  Fe,  California 

1.4 

Inhpritanrp  fMrDnnaldkl 

II 1 1  ICI  1  lu  1  ll/u  \  ITIl/ L>UI  ICI  1  U  0/ 

Estee  Lauder 

NYC  and  the  Hamptons 

1.0 

Cosmetics 

Leonard  Alan  Lauder 

NYC  and  the  Hamptons 

1.0 

Cosmetics 

Ronald  Steven  Lauder 

NYC  and  the  Hamptons 

1.0 

Cosmetics 

Samuel  Jason  LeFrak 

NYC 

1.3 

Rpal  pstatp 

1  \  tCI  1  C Old  IC 

Lilly  family 

Indianapolis,  Indiana 

1.2 

Pharmarputirak 

1  MO  1  1 1  luuuu  ULul  J 

Mandel  family 

Shaker  Heights,  Ohio 

1.1 

Premier  Industrial  Corp. 

Marriott  family 

Washington,  D.C. 

1.1 

Marriott  International 

Paul  Mellon 

Upperville,  Virginia 

1.0 

Inhpritanrp 

1 1 1 1  1  C  1  1 1  u  1  1  LC 

Gordon  Earle  Moore 

Santa  Clara  County,  California 

1.4 

Intel  Corn 

ii i it i  vui  y . 

David  Howard  Murdock 

Bel  Air,  California 

1.0 

Rpal  pstatp  takpovprs 

David  Packard 

Los  Altos  Hills,  California 

1.9 

Hewlett-Packard 

Milton  Petrie 

Southampton  and  NYC 

1.1 

Petrie  Stores 

Pitcairn  family 

Bryn  Athyn,  Pennsylvania 

1.0 

Inheritance  (PPG  Industries) 

Reed  family 

Seattle,  Washington 

1.0 

Inheritance  (timber) 

David  Rockefeller 

NYC 

1.1 

Inhpritanrp  loih 

Laurance  Spelman  Rockefeller 

NYC 

1.0 

Inheritance  (oil) 

Schwan  family 

Sioux  Falls,  South  Dakota 

1.0 

Schwan's  Sales  Enterprises 

Scripps  family 

Detroit,  Michigan 

1.7 

Publishing,  inheritance 

Smith  family 

Chicago,  Illinois  origin 

1.2 

Illinois  Tool  Works 

George  Soros 

London,  NYC 

1.1 

Money  manager 

Laurence  Alan  Tisch 

NYC  and  Westchester  County,  New  York 

1.2 

Loews  Corp. 

Robert  Preston  Tisch 

NYC  and  Harrison,  New  York 

1.2 

Lowes  Corp. 

Robert  Edward  Turner  (Ted) 

Roswell,  Georgia 

1.6 

Turner  Broadcasting 

Tyson  family 

Springdale,  Arkansas 

1.4 

Tyson  Foods 

Upjohn  family 

Kalamazoo,  Michigan 

1.2 

Pharmaceuticals 

James  Lawrence  Walton 

Bentonville,  Arkansas 

1.0 

Wal-Mart  Stores 

Leslie  Herbert  Wexner 

New  Albany,  Ohio 

1.2 

The  Limited  Inc. 

Weyerhaeuser  family 

St.  Paul,  Minnesota 

1.0 

Weyerhaeuser  Co. 

Wrigley  family 

Lake  Geneva,  Wisconsin 

1.1 

Wrigley's  chewing  gum 

William  Bernard  Ziff  Jr.  and  family 

Manalapan,  Fiona 

1.5 

Publishing 

The  U.S.  now  ac- 
counts for  34%  of 
the  world's  bil- 
lionaires. But  with 
new  fortunes 
springing  up 
throughout  the 
developing  world, 
these  lists  are 
never  static. 
For  the  latest 
on  America's 
wealthiest  peo- 
ple, see  this  year's 
issue  of  The 
Forbes  Four  Hun- 
dred, appearing 
in  October. 
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The  Air  Force  has  the  Stealth. 
Music  has  Sinatra. 
Paris  has  the  Eiffel  Tower. 

We  have  this. 


On  October  24, 1988,  Nissan  officially  unveiled 
a  new  Maxima.  It  was  designed  to  be  tfie first  auto- 
mobile togh  r  high-priced  European  dream  sedans 
a  run  for  their  money.  It  offered  size,  style,  power, 
grace  and  two  very  important  things  its  expensive 
competition  couldn't  possibly  match:  Outstanding 
reliability  and  a  very  reasonable  price  of  entry. 


The  Maxima  experienced  a  meteoric  rise  to 
success.  Automobile  Magazine  hailed  it  "the  best 
S20,000 sedan  we've  ever  driven"."  Car  and  Driver 
said,  "In  the  international  sports-sedan  class,  we 
reckon  that  it s  gold-medal  material'."  It  gained  a  rep 
utation  for  amazing  quality.  Made  top  ten  lists.  And 
by  1994,  the  Maxima  had  become  the  best-selling 


Xissan  Motor  Corporation  U.S.A.  Smart  people  always  read  the  fine  print.  And  they  always  wear  their  seat  belts.  Boseisa  rt 
Corporation^  'MSRPfor  1995  A  issan  Maxima  GXE  excluding  taxes,  title,  license,  destination,  options  and  locally  reqiiirra  equij 
Magazine,  7/89.  'Car  and  Driver,  11/91.  "1995  E.P.A.  Fuel  Economy  Estimates  21  city/28  highivay  with  automatic;  22  city/2/  hi 


tit-mark  ofBost 
.  "Automobik 
ghu<ay  -with  5-speed 


Import  car  in  its  class  for  nine  consecutive  years. 

Now,  without  further  ado,  we  proudly  introduce 
nou  to  our  latest  Maxima. 

An  astonishing  automobile  that  doesn't  merely 
:hallenge  more  expensive  luxury /performance  se- 
ians-it  runs  rings  around  them. 

To  begin  with,  the  new  Maxima  GXE  boasts  an 


The  1995  Maxima  GXE.  Starling under  $20,000* 


imazing  V6  engine  t/iat  generates  30  more  standard 
wrsepower  (for  a  grand  total  of  190  hp)  and  gets 
'0%  better  fuel  economy  (21  mpg  city/28  mpghigh- 
vay)  than  its  predecessor*  For  those  keeping  score  at 
wme,  all  this  equates  to  scorching  0-60  times  that 
're  faster  tlian  a  1994  Acura  Legend  LS  and  a  Lexus 
?,S  300  luhile  getting  gas  mileage  that's  equal  to  the 


far  less  powerful  four-cylinder  Toyota  Camry? 

Our  engineers  also  worked  wonders  with  the 
suspension.  We  ivon't  go  into  great  detail,  except  to 
say  the  neiv  Maxima  rides  quieter  and  smoother  on 
rough  roads  than  a  Lexus  ES  300  and  can  outcorner 
an  Acura  Legend  LS  with  relative  easef 

Of  the  many  significant  improvements,  perfiaps 
the  most  noticeable  is  the  increased  cabin  volume. 
We've  added  more  leg  room,  slioulderand  head  room. 
We've  also  added  touches  like  woodgrain  appoint- 
ments, an  eight-way  electronically  adjustable  driver's 
seat,  and  a  custom-designed  6 -speaker  Bose' stereo 
system  on  the  Maxima  GLE,  while  safety  features 
like  dual  airbags  and  high-strength  steel  pipe  beams 
in  the  doors  have  been  newly  provided  as  well. 

But  of  all  these  exceptional  achievements,  per- 
haps the  most  remarkable  is  that  the  new  Maxima  can 
still  be  yours  for  a  starting  price  of  under  $20,000* 

And  that  s  something  that  can't  be  said  for  the 
Stealth,  Frank  Sinatra  or  that  famous  tower  in  Paris. 

For  a  free  videocassette  on  the  remarkable  neiv 
Maxima,  call  us  at  1-800-501-4629  or  visit  your 
nearest  Nissan  Dealer. 

The  New  Nissan  Maxima 


NISSAN 


It's  time  to  expect  more  from  a  car!' 


)Jse  these  E.  PA.  estimates  for  comparison  only.  Your  mileage  may  vary.  Comparison  vs.  1994  Toyota  Camry  with  automatic  transmission.  §Based  on 
^dependent  tests  conducted  by  A  MCI  using  1995  Nissan  Maxima  GLE  vs.  1994  competitive  sedans.  Ride  smoothness  measured  from  driver's  seat. 
Vuietness  based  on  decibel  level  at  55  mph.  Cornet  nig  based  on  speed  through  dry  cornering  maneuver.  GXE  model  shown  with  optional  alloy  xuheels. 


;  mm  &  macau 


By  Philippe  Mao 

Teng  Fong  and  Robert  Ng 

"We  like  to  keep  a  low  profile,"  Rob- 
ert Ng,  son  of  Singapore  and  Hong 
Kong  real  estate  kingpin  Teng  Fong 
Ng,  stresses  in  an  interview.  That's 
not  easy  when  you  bid  over  $1  billion 
for  three  small  parcels  of  land  in  Hong 
Kong  in  the  span  of  six  months. 

In  addition  to  their  private  real 
estate  holdings,  the  Ngs  (pronounced 
as  a  drawn  "n")  control  two  inter- 
connected, publicly  traded  Hong 
Kong  companies:  Sinoland  and  Tsim 
Sha  Tsui  Properties.  In  Hong  Kong 
they  developed  the  tallest  building  in 
Asia,  Central  Plaza,  in  tandem  with 
the  billionaire  brothers  Thomas  and 
Walter  Kwok  (see  p.  174).  In  Singa- 
pore the  Ngs  have  privately  owned 
Far  East  Organization,  which  they 
claim  is  the  second- biggest  property 
owner  in  the  country  after  the 
government. 

Teng  Fong  Ng,  65,  emigrated  from 
China  in  the  late  1930s  and  still  over- 
sees the  family's  Singapore  interests, 
while  42 -year-old  Robert  runs  the 
Hong  Kong  operations.  Estimated 
worth:  $3  billion. 


Hon  Chiu  Lee 

Hon  Chiu  Lee's  grandfather  bought  a 
nearly  barren  hill  on  the  east  si^de  of 
Hong  Kong  Island  in  1923.  "At  the 
time,"  says  Hon  Chiu,  "all  the  Hong 
Kong  investments  were  going  to  the 
west  side  of  the  island,  but  my  grand- 
father thought  that  the  future  was  in 
the  east."  The  old  man,  who  died  in 
1928,  never  knew  how  right  he  was. 
Second-  and  third-generation  family 
members  have  since  leveled  the  hill 
and  developed  it  into  thriving  Cause- 
way Bay. 

The  family  patriarch  is  now  65- 
year-old  Hon  Chiu  Lee,  who  earned 
degrees  at  MIT  (engineering,  '52)  and 
Stanford.  He  worked  at  Westing- 
house  and  then  RCA  until  1976,  when 
his  family  called  him  back  to  Hong 
Kong  to  help  oversee  the  Garden  Lee 
Hotel  and  other  parts  of  the  growing 
business.  In  1981  the  family  formed 
Hysan  Development  Co.  as  their 
overall  holding  company  and  took  it 
public.  The  company  now  has  a  mar- 
ket cap  of  $2.9  billion.  The  Lees  are 
worth  some  $1.8  billion. 

Beyond  Flong  Kong,  Hysan  has 
invested  in  Shanghai  and  Beijing,  and 
with  Li  Ka-shing's  Cheung  Kong 
Group  owns  a  stake  in  a  residential 


project  in  Singapore.  An  uncle  of  Hon 
Chiu's  also  owns  a  stake  in  Hong 
Kong's  Television  Broadcasting  (tvb) 
network. 

"I'd  like  to  go  back  to  the  U.S.," 
says  Hon  Chiu  when  asked  about  his 
plans.  "I  think  the  [real  estate]  market 
has  bottomed  out,  and  I  feel  more 
comfortable  in  investing  in  the  U.S. 
because  I  lived  there  for  so  long.  I 
know  New  York  upside  down.  I  can 
even  take  the  subway!" 

Lo  Ying  Shek 

Now  in  his  80s,  Lo  Ying  Shek  can  look 
back  on  a  long  and  enriching  career  of 
Hong  Kong  property  development. 
Born  in  China,  Lo  grew  up  in  Thai- 
land and  moved  to  Hong  Kong  in  the 
1930s.  He  established  a  trading  busi- 
ness but  soon  moved  into  real  estate 
through  his  Great  Eagle  Co.,  now 
publicly  owned  (net  assets,  $2.5  bil- 
lion )  and  developer  of  Hong  Kong's 
Citibank  Plaza. 

Lo  plans  to  take  an  offshoot  of 
Great  Eagle  public  to  raise  capital  for 
the  urban  renewal  project  in  Mong- 
kok,  a  sprawling  and  aging  area  of 
Kowloon.  He's  already  worth  a  solid 
$1.1  billion. 

One  of  Lo's  sons,  Cornell  Medical 
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Bidding 
$1  billion  for 
a  piece  of 
Hong  Kong. 
"We  like  to 
keep  a  low 
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Lo  YingShek 

A  longtimer  on  the  Hong  Kong  property  scene. 


police. 

He  finally  retired  from  the  police  as 
a  lieutenant  colonel  in  1987.  He  was 
38  and  his  computer  leasing  company 
was  making  $300,000  a  year.  From 
that  base  Shinawatra  became  a  distrib- 
utor for  AT&T  and  IBM  equipment  in 
the  country.  Most  important,  he  pur- 
sued and  won  (in  1990)  a  20-year 
license  to  operate  a  nationwide  cellu- 
lar telephone  system. 

To  raise  capital  to  expand  opera- 
tions, he  took  Shinawatra  Computer 
&  Communications  public.  Today 
the  company  has  concessions  for  ra- 
dio paging,  subscription  television, 
data  communication,  telephone  di- 
rectory and  satellite  communications 
as  well  as  cellular.  It's  also  branching 
out  into  Cambodia  and  Laos.  Market 
value:  $2.7  billion.  The  Shinawatras' 
share:  slightly  less  than  60%. 

Lamsam  family 

The  secretive  Lamsams  arrived  in 
Thailand  from  China  some  four  or 
five  generations  ago.  Through  their 


School-educated  Dr.  K.S.  Lo,  47, 
now  runs  Great  Eagle's  day-to-day 
operations. 

Another  son,  Y.S.  Lo,  an  architect, 
parted  ways  with  his  father  after  a 
falling  out  in  the  early  1980s,  but  the 
two  are  on  better  terms  now.  Y.S. 
formed  his  own  real  estate  develop- 
ment empire,  Hong  Kong- based 
Century  City  Group.  The  company 
has  interests  in  property  and  hotels  in 
Hong  Kong,  Canada,  Europe  and  the 
U.S.  He  is  a  young  man  to  watch. 

THAILAND  

By  Philippe  Mao 

Thaksin  Shinawatra 

Shinawatra,  44,  is  from  a  prominent 
Thai  silk  family,  but  he  started  his 
career  in  Thailand's  police  depart- 
ment. After  earning  a  doctorate  in 
criminal  justice  from  Sam  Houston 
State  University  in  Texas  in  1973,  he 
served  in  the  Royal  Thai  Police  De- 
partment. In  1983  he  borrowed  mon- 
ey from  family  and  friends  and  bought 
some  IBM  computers,  which  he  then 
leased  to  the  police  department — 
thus  was  Shinawatra  Computer  & 
Communications  born.  Thaksin  put 
his  wife  in  charge  of  the  company 
while  he  kept  his  steady  job  with  the 


Thaksin 
Shinawatra 
From  police 
lieutenant 
colonel, 
Shinawatra's 
now  reaching 
for  the  stars. 
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Ix>xley  trading  house  (founded  in 
1925  with  Scotsman  Andrew  Beattie 
.  still  in  the  family),  they  were 
1\  ed  in  forestry,  lumber,  rice  mill- 
ing, rubber,  ice  manufacturing  and 
insurance. 

The  clan's  key  moneymaker  was 
Choti  Lamsam.  He  shifted  the  em- 
phasis from  trading  to  finance  with 
the  founding  of  Phatra  Insurance  in 
1932.  In  1945  Choti  established  Thai 
Farmers  Bank,  now  the  cornerstone 
of  the  family's  $1.8  billion  estimated 
fortune. 

Starting  in  the  early  1960s,  Choti 
Lamsam's  son,  Bancha  Lamsam,  ex- 
panded Thai  Farmers  Bank  rapidly, 
making  it  the  country's  second-larg- 
est bank,  behind  fellow  billionaire 
Sophonpanich's  Bangkok  Bank  (see 
cover  story). 

When  Bancha  Lamsam  died  two 
years  ago,  Banyong  Lamsam  took  the 
reins  as  patriarch  and  is  now  expand- 
ing Thai  Farmers  Bank's  foreign  oper- 
ations. It  has  just  been  allowed  to 


operate  in  Myanmar  (Burma).  The 
bank  is  publicly  traded  on  the  Bang- 
kok Stock  Exchange. 

Ratanarak  family 

A  very  secretive  clan,  the  Ratanaraks 
control  a  diversified  fortune  worth 
just  over  $1  billion.  Founder  Chuan 
Ratanarak  was  born  in  China  in  1920, 
moved  to  Thailand  at  age  6,  and,  after 
World  War  II,  began  buying  up 
lighters  that  ferried  cargo  from  an- 
chored ships  on  Bangkok's  Chao 
Phraya  River  to  shore. 

From  this  base,  the  Ratanarak  fam- 
ily gained  a  controlling  stake  in  Bank 
of  Ayudhya  (assets,  $6.65  billion). 
Other  interests:  a  stake  in  Thailand's 
second-largest  cement  manufacturer, 
Siam  City  Cement;  insurance  and 
television. 

Chuan  Ratanarak  died  last  August 
and  was  succeeded  by  son  Krit  Ratan- 
arak. He's  trying  to  open  Bank  of 
Ayudhya  branches  in  Eastern  Europe, 
Vietnam  and  New  York. 


PHILIPPINES  

By  Philippe  Mao 
Eugenio  Lopez  Jr. 

Scion  of  one  of  the  Philippines'  old- 
money  families,  Eugenio  Lopez  Jr.— 
"Geny"  to  friends — was  thrown  in 
jail  by  Ferdinand  Marcos  after  the 
Lopezes'  Manila  Chronicle  newspa- 
per began  attacking  his  regime  in 
1971.  Charged  with  attempting  to 
assassinate  Marcos,  Lopez  spent  five 
years  in  prison,  went  into  exile  in  San 
Francisco,  and  returned  home  in 
1986  when  Marcos'  downfall  allowed 
him  to  reclaim  the  family's  businesses. 


i 


Eugenio  Lopez  Jr. 
From  jail  to  the  top. 


Most  of  these  had  been  started  by 
Eugenio's  Harvard-educated  father, 
Eugenio  Lopez  Sr.,  who  had  put  the 
family  into  newspapers,  bus  transpor- 
tation, air  travel,  radio  and  TV  broad- 
casting, and  the  country's  biggest 
power  utility,  Merako. 

Now  65,  Geny  Lopez  heads 
Benpres  Holdings  Corp.  The  family's 
flagship  holding  company,  it  owns 
important  interests  in  media,  bank- 
ing, telecommunications  and  power 
generation.  Taken  public  last  year, 
Benpres'  market  cap  is  now  $1.2  bil- 
lion. Now  worth  $1.1  billion,  Lopez 
plans  to  invest  $1  billion  over  the  next 
ten  years  in  telecommunications  proj- 
ects and  $500  million  to  build  a  toll 
road  linking  the  U.S.'  former  Clark 
Air  Base  and  the  free  port  of  Subic  Bay 
to  metropolitan  Manila.  He  is  work- 
ing with  fellow  billionaire  John  Go- 
kongwei  Jr.  on  power  generation  and 
banking  projects. 


Banyong  Lamsam 
Head  of  the 
secretive 
Lamsam  clan, 
which  has  been 
building  a 
fortune  for  the 
last  four  to  five 
generations. 


162 


Forbes  ■  July  18,  1994 


John  Gokongwei  Jr. 
From  riches 
to  rags  to 
great  riches. 
Gokongwei  is  a 
businessman  to 
be  reckoned  with. 


John  Gokongwei  Jr. 

Another  billionaire  with  roots  in  Chi- 
na, John  Gokongwei  Jr.  is  the  family's 
second  success  story  this  century.  His 
great-grandfather  migrated  to  the 
Philippines  from  China's  Fujian  Prov- 
ince in  the  middle  of  the  19th  century, 
and  by  the  1920s  the  family  had  a 
successful  business  based  on  movie 
theaters. 

But  in  1937 — when  John  was  only 
13 — his  grandfather  died  with  a  sub- 
stantial amount  of  debt  and  the  family 
was  forced  to  sell  the  theaters.  Shortly 
thereafter,  his  mother  returned  to  her 
family  in  China.  But  John  stayed  on  in 
the  Philippines  to  study. 

In  the  1950s  Gokongwei  started  a 
small  cornstarch  manufacturing  busi- 
ness, and  expanded  into  animal  feed, 
hogs  and  consumer  foods.  Today  Go- 
kongwei's  interests  have  been  con- 
solidated into  his  JG  Summit  Hold- 
ings. One  of  the  Philippines'  biggest 
conglomerates,  jg  Summit  is  now  in- 
volved in  textiles  and  apparel,  real 
estate  development,  hotel  manage- 
ment, banks,  telecommunications, 
printed  circuit  boards  and  power  gen- 
eration, as  well  as  food  and  agribusi- 


ness. On  the  side,  Gokongwei  also 
heads  Manila's  Robinson's  Depart- 
ment Stores  chain. 

Although  his  three  brothers  and  his 
son,  Lance,  all  work  for  JG  Summit, 
John  Gokongwei  remains  the  uncon- 
tested boss.  Late  last  year  he  took  JG 
Summit  public,  but  retained  72%  of 
the  equity  for  himself  and  his  family. 

He's  now  teaming  up  with  fellow 
billionaire  Eugenio  Lopez  Jr.  to  in- 
crease the  scope  of  JG  Summit's  bank- 
ing and  power  generation  invest- 
ments. The  two  billionaires  have  re- 
cently formed  First  Private  Power 
Corp.,  and  together  control  Philip- 
pine Commercial  International  Bank. 
Estimated  net  worth:  just  over 
$1  billion. 

Henry  Sy 

As  Forbes  goes  to  press,  Henry  Sy's 
SM  Prime  Holdings  is  going  public  on 
the  Philippine  Stock  Exchange.  At  a 
proposed  offering  price  of  20  cents — 
33  times  this  year's  projected  earn- 
ings— the  deal  values  the  $66  million 
(sales)  Manila- based  department 
store  and  shopping  mall  company  at 
around  $1.2  billion,  and  Sy's  family's 


85%  stake  at$l  billion. 

With  47%  of  the  department  store 
market  in  the  Philippines,  SM  Prime 
has  come  a  long  way  from  its  origins  in 
a  Manila  shoe  store  opened  by  Sy,  a 
Chinese  immigrant,  in  1945.  In  the 
years  that  followed,  billionaire  Jaime 
Zobel  de  Ayala  (see  p.  176)  developed 
what  was  to  become  a  luxurious  resi- 
dential and  commercial  area  of  Ma- 
nila. That  was  where  Sy  opened  his 
first  large  department  store. 

Sy  has  interests  outside  SM  Prime. 
He  owns  stakes  in  several  banks 
(Banco  de  Oro,  China  Banking,  Far 
East  Bank  &  Trust  Corp.)  and  his 
family  has  a  minority  interest  in  media 
company  ABS-CBN.  He's  worth  at  least 
$1.1  billion. 

INDONESIA  

By  Philippe  Mao 
Prajogo  Pangestu 

When  the  Indonesian  government 
banned  the  export  of  raw  timber  in 
1980,  prices  for  logging  concessions 
tumbled.  In  stepped  Prajogo  Pan- 
gestu, son  of  a  Chinese  rubber  farmer, 
to  buy.  Prajogo  had  founded  a  tim- 
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ber-processing  concern,  Barito  Pacif- 
ic, three  years  earlier  and  needed  raw 
material. 

Every  day  we  closed  on  a  [conces- 
sion]," quips  Prajogo  in  his  native 
Bahasa  Indonesian.  "Like  a  horse,  we 
never  stop  running." 

With  his  cheap  timber,  Prajogo 
built  Barito  Pacific  into  Indonesia's 
biggest  conglomerate,  with  estimated 
revenues  of  $2.5  billion. 

Barito  Pacific  Timber,  which  makes 
up  about  50%  of  the  group's  total 
timber-related  business,  last  October 
raised  some  $300  million  from  public 
investors  and  another  $200  million  in 
a  private  offering.  The  company  has  a 
market  capitalization  of  $3.7  billion. 

Still,  Barito  Pacific  represents  just 
10%  to  15%  of  the  total  asset  base  of 
the  Barito  Pacific  group,  according  to 
Prajogo,  whose  interests  have  extend- 
ed to  petrochemicals  and  agribusi- 
ness. In  partnership  with  lapan's  Ma- 
rubeni, he's  building  a  $1.6  billion 
petrochemical  facility  near  Jakarta. 
With  fellow  Indonesian  billionaire 


Liem  Sioc  Liong  (see  cover  story),  he 
plans  to  list  a  chemical  manufacturing 
company,  Tri  Polyta,  on  the  New 
York  Stock  Exchange. 

Prajogo  also  has  a  big  stake  in  Astra, 
one  of  the  country's  major  holding 
companies.  At  11%,  he's  become"  As- 
tra's largest  individual  shareholder. 
Prajogo's  estimated  net  worth:  $2.5 
billion. 

Wonowidjojo  family 

What  chewing  gum  is  to  Americans, 
clove  kretek  cigarettes  are  to  Indone- 
sians— a  fact  that  has  allowed  the 
Wonowidjojo  family  to  amass  a  $1.8 
billion  fortune. 

Surya  Wonowidjojo,  who  came  to 
Indonesia  from  China  as  a  toddler, 
founded  Gudam  Garam  in  1958.  To- 
day the  company  has  a  45%  share  of 
the  market,  and  its  kretek  cigarettes 
are  a  household  name. 

Surya,  who  passed  away  in  1985, 
was  succeeded  by  son  Rachman  Ha- 
lim,  now  47.  He  inherited  control  of  a 
company  that  operates  the  world's 


biggest  kretek  cigarette  plant,  capable 
of  producing  1 1  billion  hand-rolled 
and  57  billion  machine-rolled  ciga- 
rettes annually. 

The  family  still  controls  88%  of 
Gudam  Garam,  which  went  public  in 
August  1990  and  now  boasts  a  market 
capitalization  of  $2  billion.  Lately 
they've  been  diversifying  into  bank 
ing  and  tourism. 

SINGAPORE  

By  Philippe  Mao  mm* 

Khoo  Teck  Puat 

A  recent  citizen  of  Singapore  and  an 
overseas  Chinese  (his  father  was  a 
Chinese  rice  merchant  and  property 
owner),  Tan  Sri  Khoo  Teck  Puat  has  a 
big  piece  of  his  $1 .6-billion-plus  for- 
tune tied  up  in  Singapore.  There  he 
owns  82%  of  publicly  traded  Good- 
wood Park  Hotel  (market  cap,  $822 
million).  He  took  control  of  the  hotel 
in  1968  after  a  3 3 -year  career  in  bank- 
ing, during  which  he  founded  the 
Malayan  Banking  Group. 

Khoo's  second-biggest  holding — 
worth  $571  million— is  a  14.99% 
stake  in  Britain's  Standard  Chartered 
Bank  (assets,  $48  billion).  Khoo  and 
late  Hong  Kong  billionaire  Y.K.  Pao 
saved  Standard  Chartered  from  a 
takeover  by  Lloyds  Bank  in  1986. 

Closer  to  home,  77-year-old  Khoo, 
has  controlling  stakes  in  Hotel  Malay- 
sia and  Central  Properties,  an  invest- 
ment holding  company.  He  recently 
made  headlines  when  he  sold  his  Sin- 
gapore mansion  for  $52  million  and 
bought  a  bigger  one  for  less  than  $20 
million. 

MALAYSIA  

By  Philippe  Mao  mam 

Tajudin  Ramli 

Another  new  Asian  telecommunica- 
tions tycoon,  Malaysia's  48 -year-old 
Dato'  Tajudin  Ramli  saw  the  stock 
market  value  of  his  Technology  Re- 
sources Industries  (tri)  increase  four- 
teenfold  last  year,  valuing  his  38% 
stake  at  $1.2  billion.  The  company 
has  a  20 -year  license  to  operate  one  of 
Malaysia's  cellular  telephone  systems. 
Tajudin  has  also  struck  cellular  deals 
in  Cambodia,  Tanzania  and  Iran.  In 
die  U.S.,  Tajudin's  Indiana-based 
Rimsat  operates  three  satellites 
that  provide  transmission  services, 
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mainly  for  TV  and  telephone,  in  Asia. 

A  product  of  elite  Malaysian 
schools,  a  Dunlop  Industries  manage- 
ment training  program  and  a  Chase 
Manhattan  affiliate,  Tajudin  is  well 
connected  to  former  finance  minister 
Tun  Daim  Zainuddin — important  for 
Tajudin's  recent  acquisition  of  a  32% 
stake  in  Malaysia's  national  airline, 
Malaysian  Airline  System. 

TAIWAN  

By  Philippe  Mao 

Dr.  Huang  Shi  Hue 

In  all  likelihood,  Taipei's  Huang  Shi 
Hue,  67,  is  the  world's  only  billion- 
aire neurosurgeon.  After  earning  a 
medical  degree  in  Taiwan,  he  went  to 
Washington  University  in  St.  Louis  in 
1954  for  his  residency.  But  in  the  late 
1970s  he  was  called  back  to  Taiwan  to 
take  over  the  family's  lightbulb  manu- 
facturing business  from  his  ailing 
father. 

Today  Huang's  privately  held 
Ching  Fong  Group  imports  and  dis- 
tributes motorcycles,  Honda  cars  and 
Volkswagen  commercial  vehicles. 
Outside  Taiwan,  Ching  Fong  is  al- 
ready the  largest  Taiwanese  investor 
in  Vietnam,  where  Huang  is  building 
two  large  (total  capacity:  500,000 


units)  motorcycle  assembly  plants  and 
a  $268  million  cement  factory.  Dem- 
onstrating Taipei's  new  flexibility  in 
its  relations  with  Beijing,  Huang  is 
also  setting  up  a  motorcycle  company 
in  China. 

Ching  Fong  Group  and  its  various 
operating  companies  are  privately 
held,  but  that  could  soon  change. 
Huang  hopes  the  Taipei  government 
will  soon  allow  him  to  convert  the 
family's  financial  arm,  Cathay  Invest - 


Malaysian  cellular  tycoon  Tajudin  Ramli 

Strong  political  connections  and  32%  of  Malaysian  Airline  System. 
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Huang  Shi  Hue 
He  did  his 
medical 
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at  Washington 
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Louis,  took  over 
the  family  busi- 
ness from  his 
ailing  father 
and  pushed  it 
into  motorcycles 
and  cars. 


ment  &  Trust,  into  a  commercial 
bank  that  he  can  then  take  public.  But 
even  without  stock  market  valuations, 
the  Huangs'  assets  are  worth  at  least 
$1.1  billion.  Beats  neurosurgery. 


JAPAN 


By  Gale  Eisenstodt,  Hiroko  Asami  «■» 
and  Kazumi  Miyazawa 

Osano  family 

When  Kenji  Osano  died  in  1986,  he 
left  his  company,  Kokusai  Kogyo 
Group,  to  his  family.  It  is  now  headed 
by  his  younger  brother,  Masakuni, 
who  is  65. 

What  a  treasure  chest  is  Kokusai 
Kogyo  Group.  Kenji  Osano  was  Ja- 
pan's earliest  investor  in  U.S.  resort 
properties.  In  1963  he  acquired  Wai- 
kiki's  Moana  Surfrider  Hotel.  In 
1974  he  bought  the  venerable  Royal 
Hawaiian. 

Today  the  company  has  five  hotels 
in  Hawaii — all  are  managed  by  Shera- 
ton— plus  the  Hyatt  Grand  Cypress 
Resort  in  Orlando  and  the  Sheraton 
Palace  in  San  Francisco.  Back  home 
Kokusai  Kogyo  owns  28%  of  Tokyo's 
famous  Imperial  Hotel,  an  array  of 
prestigious  resort  properties — includ- 
ing the  116-year-old  Fujiya  hotel  in 
Hakone — and  significant  equity 
stakes  in  Japan's  two  biggest  airlines. 
The  Osano  clan  is  worth  an  estimated 
$1.4  billion. 

A  brilliant  investor,  Kenji  Osano 
also  had  a  somewhat  unsavory  side. 
According  to  Takuza,  a  comprehen- 
sive study  of  Japanese  organized 
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crime  by  David  Kaplan  and  Alec  Du-  g 
bro,  Kenji  Osano  was  close  friends  1 
with  Yoshio  Kodama,  a  key  bridge  1 
between  yakuza  crooks,  politicians 
and  legitimate  business.  The  associa- 
tion with  Kodama  led  to  Osano's 
involvement  in  the  Lockheed  bribery 
scandal  in  the  mid-1970s. 

Controversy  has  come  into  the 
picture  again.  Last  year  prosecutors 
raided  the  company's  offices  because 
they  suspected  that  sums  beyond  the 
legal  limit  were  being  channeled  to 
recendy  deposed  political  kingpin 
Shin  Kanemaru.  But  no  charges  were 
brought. 

On  the  business  side,  Masakuni 
Osano  is  concentrating  on  rebuilding 
Kokusai's  aging  resort  facilities  rather 
than  buying  new  properties. 

Seiji  Tsutsumi 

Tsutsumi,  51,  is  the  founder/presi- 
dent of  Tsutsumi  Jewelry  Co.  Ltd. 
and  a  member  of  Japan's  new  class  of 
entrepreneurs,  who  are  beginning  to 
modernize  the  Japanese  economy. 

When  his  father's  foundry  fell  on 
hard  times  in  the  late  1950s,  Tsutsumi 
apprenticed  himself  to  a  jewelry  mak- 
er and,  at  19,  set  up  his  own  business 
producing  platinum  rings  for  sale  via 
wholesalers  to  jewelry  retailers.  Then 
the  Japanese  economy  slumped  in  the 
early  1970s,  and  orders  stopped  com- 
ing in.  "I  realized  I  didn't  like  being  at 
the  mercy  of  somebody  else,"  recalls 
Tsutsumi. 

So  Tsutsumi  opened  a  retail  shop 
and  began  selling  his  jewelry  direcdy 
to  the  public.  He  also  started  import- 
ing the  diamonds,  rubies  and  emer- 
alds that  he  needs  from  India,  Thai- 
and  and  Israel.  By  cutting  out  mid- 
dlemen at  the  top  and  bottom  of  the 
:hain,  Tsutsumi  has  been  able  to  retail 
ais  products  at  discounts  that  now 
average  around  30%  below  the  big 
•etailers'  prices.  Perhaps  more  impor- 
:ant,  as  a  merchant  Tsutsumi  can  track 
:ustomer  tastes  more  accurately  and 
"eed  that  information  back  quickly  to 
lis  manufacturing  side. 

In  an  economy  with  almost  no 
nflation,  Tsutsumi's  sales  are  boom- 
ing— up  13%  for  the  March  fiscal  year 
tnd  nearly  double  the  level  of  four 
rears  ago.  Net  margins,  now  8%,  are 
inore  than  double  those  of  competi- 
ors.  Tsutsumi  Jewelry  went  public  in 
1991 .  During  the  past  year  the  stock 


has  been  strong.  Tsutsumi  family's 
77%  holding  in  their  $330  million 
(sales)  company  is  now  worth  $1.2 
billion,  and  could  well  go  higher. 
Tsutsumi  figures  that  after  three  years 
of  recession  there  is  latent  demand  for 
better-quality  luxury  goods.  To  meet 
the  demand  he's  introducing  jewelry 
that  carries  higher  price  tags. 

Kenshin  Oshima 

"When  I  was  12,1  read  a  book  about 
the  Rothschilds,"  recalls  Kenshin 
Oshima.  "Since  then  I  knew  I  wanted 
to  be  a  billionaire." 

With  entrepreneurs  suddenly  the 
rage  in  Japan  (Forbes,  July  4),  46- 
year-old  Oshima  has  realized  his 
dream.  His  fast-growing  finance  com- 
pany, Shohkoh  Fund,  started  in  1978, 
specializes  in  short-term  loans  to 
small  businesses.  This  is  a  lucrative 
niche  between  Japan's  large  banks — 
which  generally  don't  like  to  lend  to 
small  business — and  the  small  loan 
sharks,  which  charge  exorbitant  rates 
for  loans. 

"This  business  has  a  rather  dirty 


image  in  Japan,  so  it  doesn't  attract 
smart  people,"  laughs  Oshima,  who 
graduated  from  prestigious  Keio  Uni- 
versity and  spent  time  at  august  Mit- 
sui &  Co.  "It  is  easier  to  compete  with 
stupid  people." 

With  Shohkoh  Fund's  stock  trad- 
ing at  $190  a  share,  up  from  a  low  of 
$66  last  year,  Oshima  is  now  worth 
around  $1.2  billion.  He  plans  to  in- 
vest in  other  businesses  held  in  low 
esteem.  He  runs  pachinko  parlors  and 
talks  about  getting  into  garbage  col- 
lection and  funeral  parlors. 

Mabuchi  family 

With  the  yen  now  up  to  around  1 02  to 
the  U.S.  dollar,  Japanese  manufactur- 
ers are  scrambling  to  move  produc- 
tion to  lower-cost  locales  like  China, 
Indonesia,  even  die  U.S. 

Mabuchi  Motor  founder  Kenichi 
Mabuchi  caught  this  wave  early.  In 
1 964  Mabuchi,  then  4 1 ,  set  up  a  plant 
in  Hong  Kong  to  build  minimotors 
for  toys  and  consumer  electronics. 
The  yen/dollar  rate  back  then  was 
Y360/$l,  but  Mabuchi  saw  that 
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there  were  tax  advantages  to  operat- 
ing in  Hong  Kong  and  that  wages 
were  cheaper.  "We  didn't  want  there 
to  be  any  leeway  for  potential  compet- 
itors to  break  into  this  business," 
recalls  Takaichi  Mabuchi,  Kenichi's 
younger  brother  and  the  company's 
president. 

Today  Mabuchi's  share  of  the  glob- 
al market  for  motors  that  go  in  such 
things  as  CD  players,  vcrs,  car  door 
locks  and  floppy  disk  drives  is  over 
50%.  Its  only  real  competition  is 


Hong  Kong's  Johnson  Electric 
(Forbes,  Nov.  8, 1993).  The  Mabuchi 
family's  34.7%  stake  in  the  $748  mil- 
lion (sales)  company  was  recently 
worth  $1.1  billion. 

No  one  at  Mabuchi  Motor  is  rest- 
ing on  oars.  As  wages  have  climbed  in 
Hong  Kong,  the  Mabuchis  have  gone 
elsewhere  in  Asia.  Today  76%  of  the 
company's  products  are  assembled  in 
China,  15%  in  Taiwan,  8%  in  Malay- 
sia— and  only  1%  are  assembled  in 
Hong  Kong. 


Kyocera  Corp.'s 
Kazuo  Inamori 
One  of  Japan's 
most  creative 
entrepreneurs, 
Inamori  is  mov- 
ing from  IC 
packaging  to 
telephony. 


Kazuo  Inamori 

In  35  years  engineer/entrepreneur/ 
manager  Kazuo  Inamori,  now  62,  has 
built  Kyocera  Corp.  from  nothing 
into  the  world's  largest  manufacturer 
of  ceramic  packages  for  integrated 
circuits.  Annual  sales:  $4  billion.  But 
Kyocera  isn't  his  only  creation.  In 
1984  Inamori  and  a  partner  started 
DDI,  a  telephone  company  that  is  now 
the  most  successful  of  Japan's  three 
long  distance  carriers.  When  DDI  went 
public  last  September,  Kyocera 
reaped  some  $76  million  from  the  sale 
of  DDI  stock.  It  still  owns  22%  of  DDI, 
whose  market  value  is  now  $16  bil- 
lion. Inamori  himself  owns  shares 
only  in  Kyocera;  at  recent  prices,  his 
stake  is  worth  $1  billion. 

DDI  should  be  a  good  customer  for 
Kyocera's  upcoming  lines  of  telecom- 
munications equipment,  such  as  base 
stations  and  handsets.  Its  latest  push  is 
into  a  new  technology  that  the  Japa- 
nese call  Personal  Handy  Phone  sys- 
tem, a  cheaper  alternative  to  cellular. 
When  Japan's  Ministry  of  Posts  hands 
out  licenses  later  this  year,  DDI  should 
come  out  a  winner.  Analysts  at  S.G. 
Warburg  in  Tokyo  predict  that  in  five 
years  the  penetration  rate  for  PHP  m 
Japan  will  be  double  that  of  cellular. 

Masakazu  Shiiki 

In  the  1950s,  when  Japanese  industn 
needed  every  spare  yen  of  capital  tc 
rebuild,  Japan's  Finance  Ministry  dis 
couraged  banks  from  lending  to  indi 
viduals.  Today  Japan's  still  heavily 
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Hughes  Aircraft's  business  reach  new  heights? 


Who  helps 


Pearle  Vision's  business  see  great  results? 


Who  helps 


Graebel  Van  Lines  move  more  business? 


Who  helps 


Princess  Cruises'®  business  put  more  hands  on  deck? 


Wo 
Help 

Business 
Do  More 
Business 


Sprint 

Business 

Successful  businesses  across  the 
country  have  one  thing  in  common. 
Sprint  Business  We're  committed  to 
helping  our  customers  improve  their 
business  performance  by  designing 
communications  solutions  that  enhance 
productivity,  shorten  response  time, 
and  maximize  the  flow  of  information. 
We  apply  our  advanced  technology  to 
meet  your  needs  -  customizing  solutions 
for  your  business  from  hundreds  of  voice 
and  data  products  and  services. 
Everything  from  flexible  800  service 
to  global  high-speed  data  transmission. 
The  result?  We  can  help  you 
turn  communications  technology  into 
a  powerful  business  tool  One  that 

Financial  Management  ♦  Sales  And  Marketing  ♦  Customer  Management 

can  help  your  business  do  more 
business.  That's  what  Sprint  Business 
is  all  about.  Call  1-800-598-5000 


All  trademarks  are  property  of  their  respective  owners. ©1 994  Sprint  Communications  Company  L  P 
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regulated  banks  remain  reluctant  to 
lend  to  consumers  who  don't  own 
lots  of  collateral  and  provide  plenty  of 
loan  guarantees. 

This  has  made  billionaires  out  of 
Yasuo  Takei,  the  Kinoshita  family  and 
Ryoichi  Jinnai.  They  all  control  con- 
sumer finance  companies  that  make 
uncollateralized  loans  to  individuals 
at  annual  rates  that  in  the  past  have 
run  over  100%  per  annum  and  now 
run  around  29%. 

New  this  year  to  the  club  is  Masa- 
kazu  Shiiki.  Shiiki,  66,  is  president  of 
Kyushu-based  Sanyo  Shinpan,  Ja- 
pan's sixth-largest  consumer  finance 
company.  Like  other  moneylenders, 
Shiiki  has  worked  hard  to  improve  the 
image  of  his  trade — lowering  rates 
was  a  big  help.  As  they  became  socially 
acceptable,  the  moneylenders  were 
able  to  go  public.  Along  with  the 
Kinoshita  clan's  Acorn  and  Jinnai's 
Promise,  Shiiki's  Sanyo  Shinpan  was 
listed  on  Japan's  over-the-counter 
market  last  year. 

Popular  with  investors  who  view  it 
as  entrepreneurial  and  highly  profit- 
able (operating  margins:  43%),  Sanyo 
Shinpan  has  seen  its  stock  market 
capitalization  climb  to  $2.3  billion. 
The  Shiiki  family's  shareholdings  are 
worth  $1  billion. 

INDIA  

By  Michael  Schuman 
Ambani  family 

The  most  prominent  of  India's  "new 
money"  families,  the  Ambanis  con- 
trol Bombay- based  Reliance  Indus- 
tries. The  $1.7  billion  (sales)  petro- 
chemical and  textiles  giant  is  India's 
largest  private -sector  company.  The 
Anbanis'  26%  stake  adds  up  to  over 
$1  billion. 

Reliance  got  its  start  in  the  1960s. 
Founder  Dhirubhai  Ambani,  now  61 , 
had  four  knitting  factories,  but  an  old- 
boy  distribution  network  made  it  dif- 
ficult for  him  to  distribute  his  fabrics. 
So  Ambani  decided  to  integrate  for- 
ward by  starting  his  own  distribution 
network.  With  money  coming  in,  he 
then  integrated  backward  into  petro- 
chemicals to  make  polyester  fibers  for 
his  textile  mills. 

Along  the  way  Ambani's  close  rela- 
tionship with  former  prime  minister 
Indira  Gandhi  helped  him  secure  the 
necessary  licenses. 
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Reliance  Industries  has  become  a 
model  of  sorts  for  Indian  entrepre- 
neurs who  are  determined  to  use  the 
country's  new  economic  liberaliza- 
tion (Forbes,  May  23)  to  challenge 
the  Birla  family  and  other  members  of 
India's  economic  aristocracy.  Taking 
on  the  old  guard  has  meant  looking 
outside  India  for  capital.  In  May  1992 
Reliance  became  the  first  Indian  com- 
pany to  issue  equity  in  the  form  of 
Global  Depositary  Receipts;  the  re- 
ceipts trade  in  Luxembourg.  This 
paved  the  way  for  a  flurry  of  recent 
GDR  issues  by  companies  like  Video- 
con,  India's  largest  maker  of  televi- 
sion sets,  and  the  Birla  clan's  flagship 
Grasim  Industries. 

Since  last  fall,  Reliance  has  tapped 
European  markets  for  new  bond  and 
equity  issues  totaling  $440  million. 
The  money  won't  burn  a  hole  in  the 
Anbanis'  deepening  pockets.  They 
say  they'll  spend  $1.7  billion  on  a  new 
oil  refinery,  $2  billion  on  a  petro- 
chemical complex  and  more  on  three 
new  power  plants. 


Reliance  also  won  the  rights  to 
explore  three  choice  oil  and  gas  fields 
off  the  west  coast  of  India  with  Enron 
Corp.  of  Houston.  And  just  recently 
the  Ambanis  proposed  a  $6.5  billion 
telecommunications  project  to  pro- 
vide phone  service  in  western  India. 
There's  also  a  good  chance  they'll 
eventually  succeed  in  their  long- 
standing effort  to  take  over  India's 
largest  engineering  firm,  Larsen  & 
Toubro,  in  which  they  already  have  a 
large  investment. 

Lately  Dhirubhai  Ambani  has  been 
slowing  down  and  turning  Reliance's 
day-to-day  operations  over  to  sons 
Anil,  35,  and  Mukesh,  37.  The  young 
men  fully  appreciate  the  new  free- 
doms bestowed  upon  their  genera- 
tion by  Indian  Prime  Minister  Nara- 
simha  Rao's  economic  reforms.  Anil 
Ambani,  who  earned  an  M.B  A.  from 
Wharton  (class  of  '83),  surveys  the 
growing  Reliance  empire  and  says: 
'All  this  is  a  result  of  business 
breaking  away  from  the  shackles  of 
government." 
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AIRCRAFT  COMPANY 


The  Commander  Corporate  Aircraft  Program 

Are  you  tired  of  the  overburdened  hub  and  spoke  commercial  airline  system? 

Would  you  rather  fly  in  your  own  luxurious  aircraft,  at  your  convenience,  for  less? 

For  less  than  $20,000  after  tax  per  year,  your  company  can  own,  operate,  maintain  and  fly  its 

own  Commander  114B  corporate  aircraft  — 
the  finest  four  place  high  performance  single  engine  aircraft  in  the  world. 


Commander  Aircraft  Company,  together  with  our  growing  worldwide  network  of 
Authorized  Sales  and  Service  Representatives,  provides  a  complete  program  of  assistance 
and  support  for  your  corporate  aircraft:  financing,  insurance,  service  and  support, 
hangar/ storage,  flight  instruction,  and  arranging  to  have  a  personal  pilot  on  call  as  needed 
to  meet  your  transportation  needs. 

FOR  MORE  INFORMATION  ON  THE  COMMANDER  CORPORATE  AIRCRAFT  PROGRAM  CONTACT: 
COMMANDER  AIRCRAFT  COMPANY,  7200  NORTHWEST  63RD  STREET,  BETHANY,  OKLAHOMA  73008 
TELEPHONE:  (405)495-8080  FACSIMILE:  (405)495-8383 


The  Commander  114B  IFR-equipped  base  price:  $285,000/ Attractive  financing  available. 
Service  and  support  provided  by  our  worldwide  network  of  Authorized  Sales  and  Service  Representatives. 


*Based  on  approximately  25,000  miles  of  annual  travel  and  estimated  cost  of  financing,  maintenance,  operation,  insurance  and  taxes. 
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6.5  ' 

Henderson  Land  Development  Co.,  67%  owned  by  Lee,  invests  in  projects  in  Beijing  and 
Shanghai,  Guangdong;  still  developing  Hong  Kong  land  bought  in  1950s.  Henderson  shares 
more  than  doubled  in  1993.  Lee,  66,  has  interests  in  Singapore's  Suntec  convention  center 
and  Vancouver  1986  Expo  site,  plus  residential  developments  in  U.S.  and  Canada. 

Kwok  brothers 

6.4 

Walter,  43,  Thomas,  42,  and  Raymond,  41, 
own  47%  of  Sun  Hung  Kai  Properties,  founded  by  their  late  father. 
Sun  Hung  Kai  has  massive  undeveloped  land  bank  in  Hong  Kong's 
New  Territories,  site  of  booming  residential  market. 

Li  Ka-shing 

5.8 

"Superman"  has  interests 

in  property  development,  telecommunications, 

ports,  energy  and  much  else. 

(See  cover  story.) 

Kadoorie  family 

4.0 

Family  patriarch  Lord  Lawrence  Kadoorie  died  last  August  at  age  94.  Only  son,  Michael,  53, 
presides  over  an  empire  that  includes  59%  of  Hongkong  &  Shanghai  Hotels,  which  owns  the 
Peninsula  Group,  and  33%  of  China  Light  &  Power  Co.  (CLP),  one  of  the  colony's  2  electric 
utilities. 

Pao  family 

3.3 

Through  controlling  interest  in  Wheelock  &  Co.,  Peter  Woo,  48,  son-in-law  of  the  late  Sir  Y.K. 
Pao,  plows  profits  from  property  development  into  transport,  communications,  financial 
services,  retailing.  Recently  purchased  25%  of  Climax  International,  paper  products  firm  with 
strong  mainland  prospects.  Son-in-law  Helmut  Sohmen,  54,  runs  private  shipping  interests. 

Cheng  Yu-tung  and  family 

3.3 

New  World  Development— 37%  owned  by  Cheng,  68— is  believed  to  have  the  largest  China 
land  bank  among  Hong  Kong-listed  companies.  In  Hong  Kong,  he's  expanding  into  telecom- 
munications with  startup  New  World  Telephone.  Son  Henry,  47,  operates  Ramada  Interna- 
tional Hotels  &  Resorts.  Family  has  private  real  estate  holdings  in  Toronto,  Vancouver. 

Teng  Fong  and  Robert  Ng 

3.0 

Father  Teng  Fong  founded  Far  Eastern  Organization,  now  Singapore's  second- largest 
landowner  (after  the  government).  In  Hong  Kong,  the  Ngs  control  property  developer 
Sinoland.  (See  above.) 

Stanley  Ho 

2.1 

Born  in  Hong  Kong  to  a  Portuguese  mother  and  a  Chinese  father  who  went  bankrupt,  Ho,  72, 
controls  Sociedade  de  Turismo  e  Diversoes  de  Macau  (STDM),  which  has  a  monopoly  on 
casino  gambling  in  Macau,  and  Shun  Tak  Holdings,  which  ferried  most  of  the  6  million  or  so 
Hong  Kong  Chinese  who  visited  Macau  last  year. 

Hon  Chiu  Lee 

1.8 

Controls  Hysan  Development,  a  major  property  owner  in  Hong  Kong, 
Shanghai  and  Beijing. 
(See  above.) 

Swire  brothers 

1.7 

U.K.  residents,  Sir  Adrian,  62,  and  Sir  John,  67,  control  Hong  Kong-based  Swire  Pacific 
Ltd.,  with  interests  in  aviation,  marine  services,  insurance,  property  development  and  soft 
drink  bottling.  Adrian  recently  denied  rumors  that  Swire  Pacific  would  divest  its  52% 
interest  in  Cathay  Pacific  Airways,  the  $3.1  billion  (revenues)  Hong  Kong-based  carrier. 

Gordon  Wu 

1.7 

Hopewell  Holdings— 39%  owned  by  Wu,  58— last  year  spun  off  its  power  plant  operations 
into  a  new  Hong  Kong-listed  company,  CEPA  (Consolidated  Electric  Power  Asia),  which  has 
projects  in  China  and  the  Philippines.  The  Princeton-educated  infrastructure  tycoon  will 
soon  open  the  first  phase  of  a  $1 .2  billion  toll  superhighway  from  Hong  Kong  to  Guangzhou. 

Ronnie  Chan  and  family 

1.2 

Hang  Lung  Development  Co.— run  by  Chan,  44—  has  4. 1-million-square-foot  downtown 
commercial  and  residential  complex  in  Shanghai,  where  office  rents  are  spiraling  toward 
New  York  and  London  prices.  Grand  Hotel  Holdings,  a  majority-owned  subsidiary  of  Hang 
Lung  that  has  3  hotels  in  the  colony,  is  expected  to  benefit  from  strong  visitor  growth. 

1  .   1  1 — i  ;  : 
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Some  hammers  still  ensure 
total  control  over  the  opposition. 
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in  the  lightest  performance  racquet  ever.  Sledge  Hammer™  3. 8 si.  Things  will 
never  be  the  same  again.  For  more  information  call  1-800-WIN-6060. 

Made  lo  Win  and  Sledge  Hammer  are  trademarks,  and  W  and  Wilson  are  registered  trademarks  of  Wilson  Sporting  Goods  Co.  ©  1993  Wilson  Sporting  Goods  Co. 
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Hong  Kong     LoYingShek  1.1   '  '  Lo  founded  Great  Eagle  Co.,  a  property  developer  with  $2.5  billion  in  assets.  Cornell- 

educated  son,  K.S.  Lo,  runs  the  company.  (See  above.) 


Thailand        Chearavanont  family  5.3  Chinese  family  with  a  Thai  name  controls  agri-industrial  conglomerate  Charoen  Pokphand 

Group.  (See  cover  story.) 


Sophonpanich  family  2.4  Thai-Chinese  clan  owns  at  least  one-third  of  Thailand's  largest  bank,  Bangkok  Bank,  and 

controls  related  insurance,  brokerage  and  finance  companies.  Under  Chairman  Chatri 
Sophonpanich,  61,  Bangkok  Bank's  profits  grew  32%  last  year  and  45%  in  1992. 


Thaksin  Shinawatra 

2.0 

Former  lieutenant  colonel  in  Royal  Thai  police  force  founded  Shinawatra  Computer  & 
Communications,  which  has  a  20-year  concession  for  Thailand's  cellular  and  paging 
networks.  (See  above.) 

Lamsam  family 

1.8 

Owns  controlling  interest  in  Thai  Farmers  Bank,  Thailand's  second  largest,  and  also  has 
investments  in  trading  and  real  estate.  (See  above.) 

Kanjanapas  family 

1.6 

Patriarch  Mongkol  Kanjanapas,  now  in  his  70s,  started  making  watchbands  in  Hong  Kong  in  the 
1960s;  he  used  profits  to  buy  cheap  Thai  land.  Nowadays  that  land  is  being  developed  by  two 
listed  Thai  companies:  Tanayong,  run  by  Keeree  Kanjanapas,  42;  and  Bangkok  Land,  run  by 
Anant,  52,  who  also  heads  Stelux,  a  Hong  Kong  manufacturer  and  retailer  of  watches. 

Ratanarak  family 

1.0 

Old-money  clan  with  investments  in  Bank  of  Ayudhya,  Siam  City  Cement,  television  and 
insurance.  (See  above.) 

Philippines    Lucio  Tan 

1.7 

Former  Marcos  associate,  59-year-old  Tan  has  Fortune  Tobacco,  with  67%  (volume!  of  the 
Philippine  cigarette  market,  and  Asia  Brewery,  with  16%  of  the  beer  market.  Philippine 
authorities  allege  that  Tan  skirted  $270  million  in  taxes  in  1992.  He  reportedly  offered  to  sell 
his  controlling  stake  in  Philippine  Airlines  to  the  Sultan  of  Brunei  at  cost— about  $180  million. 

Zobel  de  Ayala  family 

1.3 

Ayala  Corp.,  run  by  Jaime  Zobel  de  Ayala,  60,  owns  a  collection  of  banking,  real  estate, 
agribusiness,  food  manufacturing,  telecommunications,  electronics  and  insurance  busi- 
nesses. His  86-year-old  aunt,  Mercedes  Zobel  McMicking,  controls  Mermac  Inc.,  the  family 
holding  company  named  after  her.  Mermac  owns  about  60%  of  publicly  traded  Ayala  Corp. 

Eugenio  Lopez  Jr. 

1.1 

Jailed  by  Marcos  in  the  1970s,  Lopez  now  heads  Benpres  Holdings  Corp.,  which  has 
interests  in  television  and  newspapers.  (See  above.) 

Henry  Sy 

1.1 

Filipino  shopping  mall  king  is  taking  his  SM  Prime  Holdings  public.  He  also  has  interests  in 
banking  and  media.  (See  above.) 

John  Gokongwei  Jr. 

1.0 

Owns  majority  stake  in  JG  Summit  Holdings,  a  conglomerate  in  textiles,  food,  hotels, 
banking,  telecommunications,  power  and  real  estate.  (See  above.) 
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Indonesia 

Liem  Sioe  Liong 

3.0 

His  widely  diversified  Salim  Group  has  been  estimated  to  account  for  5%  of  Indonesia's 
gross  national  product.  (See  cover  story.) 

Eka  Tjipta  Widjaja  and  family 

2.7 

Through  Sinar  Mas  Group,  controls  companies  with  over  half  of  Indonesia's  paper  market.  Also 
big  in  banking,  with  73%of  Bank  Internasional  Indonesia  (assets,  $3.3  billion).  A  son,  Oei  Hong 
Leong,  46,  runs  Hong  Kong-based  China  Strategic  Investment,  which  has  bought  stakes  in  over 
200  state-owned  enterprises  in  China  at  a  cost  of  at  least  $300  million. 

Prajogo  Pangestu 

2.5 

Son  of  a  rubber  farmer,  built  Barito  Pacific  group,  with  interests  in  plywood,  agribusiness 
and  petrochemicals.  (See  above.) 

Wonowidjojo  family 

1.8 

Owns  88%  of  Gudam  Garam,  Indonesia's  leading  maker  of  clove  cigarettes.  Rachman 
Halim,  the  founder's  son,  chairs  the  company.  (See  above.) 

Singapore 

Kwek  family 

2.0 

Related  to  the  billionaire  Quek  family  of  Malaysia,  this  clan— led  by  Kwek  Hong  Png,  83,  and 
his  eldest  son,  Kwek  Leng  Beng,  52— controls  City  Developments  Ltd.,  one  of  the  largest 
property  owners  in  Singapore.  Market  value:  around  $3  billion. 

Khoo  Teck  Puat 

1.6 

Founder  of  Malayan  Banking  Group  who  now  has  investments  in  hotels  and  14.99%  of 
Standard  Chartered  Bank.  (See  above.) 

Lee  family 

1.3 

Venerable  old-money  Singapore  family  centered  on  three  brothers:  Lee  Seng  Wee,  Lee  Seng 
Tee  and  Lee  Seng  Gee.  Together  they  control  Oversea-Chinese  Banking  Corp.,  once  known  in 
Southeast  Asia  as  "The  Bank";  and  private  Lee  Rubber,  whose  plantations  are  being 
developed  as  suburbs  of  greater  Singapore. 

Malaysia 

Quek  family 

2.1 

Led  by  Quek  Leng  Chan,  53,  and  related  to  the  billionaire  Kweks  of  Singapore.  Through 
Malaysian  Hong  Leong  Group,  they  have  interests  in  real  estate  development,  manufactur- 
ing and  financial  services.  In  Hong  Kong  their  diversified  Guoco  Group  has  a  market  value  of 
around  $1.7  billion. 

Urn  Goh  Tong 

2.1 

Since  going  public  in  197 1  on  the  Kuala  Lumpur  stock  exchange,  the  stock  price  of  Genting 
Berhad,  a  casino  and  resort  holding  company  40%  owned  by  Lim,  has  appreciated  300-fold, 
adjusted  for  splits.  In  the  U.S.,  Lim,  76,  helped  finance  construction  of  the  Foxwoods  Resort 
Casino,  located  on  an  Indian  reservation  in  southeast  Connecticut. 

Robert  Kuok 

2.1 

Highly  secretive  Hong  Kong-based  tycoon  with  an  empire  spanning  Southeast  Asia. 
(See  cover  story.) 

Tajudin  Ramli 

1.2 

Controls  Technology  Resources  Industries,  which  has  a  license  to  run  one  of  Malaysia's 
mobile  telephone  networks.  He  also  has  a  chunk  of  Malaysia's  airline.  (See  above.) 
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Taiwan 

Tsai  family 

7.5  • 

Denied  a  license  to  start  a  bank,  69-year-old  patriarch  Tsai  Wan-lin,  through  family- 
dominated  Cathay  Life  Insurance  Co.,  has  been  investing  in  financial  services  outfits  like 
Taiwan  First  Investment  &  Trust  Co.  The  $14  billion  (market  value)  Cathay  Life  reportedly 
plans  to  open  offices  in  Shanghai,  Guangzhou,  Xiamen  and  Beijing. 

Yue-Che  (Y.C.)Wang 

2.1 

Built  Formosa  Plastics  Group  into  the  world's  largest  producer  of  PVC,  the  plastic  polymer 
used  in  everything  from  pipe  fittings  to  artificial  leather.  After  spending  well  over  $1  billion  to 
expand  his  Texas  PVC  plant,  Wang,  now  77,  is  building  an  $8.5  billion  petrochemical  complex 
in  Taiwan.  Son  Winston,  43,  heads  the  biggest  company  in  the  group,  Nan  Ya  Plastics. 

Wu  family 

2.1 

Their  Shin  Kong  Life  Insurance,  with  about  30%  of  Taiwan's  fast-growing  life  insurance 
market,  went  public  on  the  Taipei  stock  exchange  last  December.  Headed  by  Eugene,  50, 
the  family  also  has  holdings  in  energy  (Great  Taipei  Gas  Corp.),  manufacturing,  textiles, 
retailing,  equipment  leasing,  construction,  etc. 

Koo  family 

2.0 

Sixty-one-year-old  Jeffrey  Koo,  chairman  of  Taipei-based  Chinatrust  Commercial  Bank 
(assets,  $9.3  billion),  is  looking  to  open  or  upgrade  offices  to  full-fledged  branches  across 
Southeast  Asia.  Other  holdings  include  Taiwan  Cement,  the  island's  biggest  producer,  and 
New  York-based  China  Trust  Bank. 

Chang  Yung-fa 

1.1 

Chang,  67,  presides  over  one  of  the  world's  largest  container  shipping  lines,  Evergreen 
Group,  and  an  airline,  EVA  Airways,  serving  Asia  and  other  destinations,  such  as  Paris  and 
Los  Angeles.  U.S.-based  Evergreen  America  Corp.  last  year  agreed  to  pay  an  $895,000  fine 
for  illegal  campaign  contributions  to  more  than  20  California  politicians. 

Huang  Shi  Hue 

1.1 

A  neurosurgeon  by  training,  whose  Ching  Fong  group  assembles  motorcycles  and  imports 
and  distributes  Honda  cars  in  Taiwan.  (See  above.) 

Japan 

Yoshiaki  Tsutsumi 

8.5 

Inherited  vast  real  estate  and  railway  empire  from  father,  now  controlled  through  visible 
40%  stake  in  holding  company  Kokudo.  Who  owns  the  other  60%  remains  a  mystery.  If  it's 
not  60-year-old  Tsutsumi,  then  Microsoft's  Bill  Gates,  with  an  estimated  net  worth  of  $8.2 
billion,  may  be  on  his  way  to  becoming  the  richest  businessman  in  the  world. 

Minoru  and  Akira  Mori  and  family 

6.2 

The  Mori  Group,  which  cut  office  rents  by  40%  before  the  real  estate  recession,  saw  profits  fall 
45%  last  year.  But  occupancy  rates  are  recovering  as  companies  like  Chrysler  and  Ford,  eager 
to  expand  business  in  Japan,  sign  leases  in  the  prime  MinatoWard,  a  Mori  stronghold.  Minoru, 
59,  and  Akira,  57,  manage  88  buildings  through  Mori  Building  and  Mori  Building  Kaihatsu. 

Yasuo  Takei  and  family 

5.0 

Yasuo,  64,  founded  Takefuji,  the  strongest  of  Japan's  consumer  finance  companies  that 
makeuncollateralized  loans  at  rates  of  around  29%  per  annum.  Takefuji,  whose  profits  grew 
64%  last  year,  is  expected  to  seek  a  public  listing  within  the  next  3  years. 

Kinoshita  family 

4.0 

Falling  interest  rates  combined  with  surging  loan  volume  growth  have  been  a  boon  to  Acorn, 
the  Kinoshitas'  majority-owned  consumer  finance  company.  Since  listing  on  Tokyo's  over- 
the-counter  market  last  October,  the  company's  shares  are  up  19%.  Acorn  is  the  second- 
largest  company  in  the  industry,  with  a  12%  share,  after  Takefuji  (see  Yasuo  Takei). 

Masatoshi  Ito  and  family 

3.8 

Philip  Morris  and  7-Eleven  Japan  are  jointly  developing  food  products  to  be  sold  at  7-Elevens 
in  Japan  and  the  U.S.,  as  well  as  supermarkets  operated  by  Ito-Yokado.  Both  chains  plus 
Southland  Corp.,  operator  of  the  7-Eleven  chain  in  the  U.S.,  are  part  of  an  empire  created  by 
Ito,  70. 

iwasaki  family 

3.5 

Iwasaki  Group  founder  Yohachirc  Iwasaki,  who  started  in  the  lumber  trade  and  later 
expanded  into  real  estate  and  resorts,  died  last  December,  at  93.  His  eldest  son,  Fukuzo,  69, 
and  grandson  Yoshitaro,  40,  now  run  an  empire  encompassing  lumber,  gas  stations,  resort 
developments,  taxi  and  bus  companies,  food  processing  and  distribution. 

ir;'  >               '        ■ --r^V  i        .■■'<■■■''                                                                                                 -   . 
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In  today's  world,  your  ultimate 
competitive  weapon  is  who  and 
what  you  know. 

That's  why  over  600,000 
successful  people  rely  on  ACT! 
to  manage  their  relationships. 


Make  Better  Use  Of 
What  you  Know. 

Never  again  will  you  be  at  a  loss 
for  the  name  of  your  customer's 
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formats.  Customize  your  contact 
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even  share  ACT!  files  with  your 
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favorite  restaurant. 
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Japan          Busujima  family 

3.2 

Sankyo  has  become  a  serious  competitor  to  industry  leader  Heiwa  (seetiakajima),  where 
Sankyo's  founder,  69-year-old  Kunio  Busujima,  was  once  a  director.  But  even  the  most 
imaginative  machines  might  not  be  able  to  offset  the  negative  effect  of  new  prohibitions 
against  machines  with  jackpot-like  payouts. 

Otsuka  family 

3.2 

Akihiko  Otsuka,  56,  expanded  family's  namesake  pharmaceutical  group  into  nutritional 
beverages,  now  60%  of  sales.  After  3  years  of  declining  profits,  flagship  Otsuka  Pharmaceu- 
tical Co.  rebounded  slightly,  thanks  in  part  to  the  success  of  low-calorie  snack  foods. 

Eitaro  Itoyama 

2.5 

Bounced  out  of  the  Lower  House  in  the  1990  elections,  51-year-old  Itoyama,  formerly  of  the 
Liberal  Democratic  Party,  was  reelected  to  parliament  last  year  as  an  independent.  The  golf 
course  heir  told  the  press  he  owned  some  13  million  shares  of  listed  companies  and 
463,340  shares  of  unlisted  companies.  Which  companies?  He  refused  to  answer. 

Hisakichi  Yamaguchi 

2.5 

North  Korean  native  who,  at  83,  controls  Daiwa  Can,  Japan's  second-largest  canmaker,  with 
30%  of  the  market.  Yen  appreciation  and  the  growth  of  cheaper  imported  soft  drinks  and 
beer  are  putting  pressure  on  Daiwa  and  its  market-leading  rival,  Toyo  Seikan,  with  60%  of 
the  market. 

Junichi  Murata  and  family 

2.4 

Murata  Machinery  makes  textile  machinery,  robots  and  machine  tools  but  is  best  known  for 
low-end  fax  machines.  Yen  appreciation,  fierce  price  competition  and  recession  at  home, 
plus  inroads  by  Korean  fax  machines  overseas— all  have  combined  to  push  the  company, 
which  is  run  by  Junichi,  58,  into  the  red. 

Ryoichi  Jinnai  and  family 

2.3 

Promise,  the  consumer  finance  company  founded  by  Jinnai,  67,  went  public  last  Septem- 
ber, and  was  quickly  followed  by  competitors  Sanyo  Shinpan  and  Acorn  (see  Kinoshita).  By 
muscling  out  smaller  competitors,  these  3  companies  increased  their  share  of  the  consumer 
finance  market  from  24%  in  1982  to  34%  in  1991. 

Rinji  Shino 

2.0 

Rinji's  daughter  Shigeko,  who  ran  Meiko  Group,  nerve  center  of  the  aristocratic  family's  real 
estate  empire,  died  suddenly  last  December  from  excess  of  work;  she  was  51.  Now  85,  Rinji 
is  relying  on  trusted  associates  to  oversee  day-to-day  affairs.  Eldest  son  Akira,  54,  manages 
the  prized  Sennan  Country  Club,  which  is  outside  of  Osaka. 

Ohga  family 

2.0 

Hitotsubashi  Group  has  2  main  publishing  companies,  Shogakukan  and  Shueisha,  both 
founded  by  Takeo  Ohga  in  1920s.  They  publish  comic  books,  dictionaries,  children's 
textbooks,  etc.  Grandson  Masahiro,  43,  runs  Shogakukan,  and  his  father,  Tetsuo,  69,  is  an 
adviser  to  Shogakukan  and  a  senior  director  of  Shueisha. 

Toyoda  family 

2.0 

Founding  family  of  Toyota  owns  less  than  3%  of  the  shares  but  has  substantial  nonauto 
holdings,  including  real  estate.  President  Tatsuro  Toyoda,  65,  and  elder  brother  and 
chairman  Shoichiro,  69,  are  boosting  overseas  production  to  reduce  exposure  to  an  appreci- 
ating yen,  a  big  factor  in  the  84%  drop  in  Toyota's  operating  profits  in  the  last  half  of  1993. 

Yoshimoto  family 

2.0 

Headed  by  the  "great  landlord  of  Umeda,"  Goroemon  Yoshimoto,  this  family  has  had  choice 
real  estate  in  Umeda  section  of  Osaka,  Japan's  second-largest  city,  for  generations.  The 
Osaka  Hilton  sits  on  their  most  prime  parcel:  75,350  square  feet  near  the  Osaka  train 
station,  worth  an  estimated  $1  billion. 

Otani  family 

2.0 

Business  is  down  at  the  New  Otani  chain— 19  luxury  hotels  in  Japan  and  4  overseas— 
because  of  higher  vacancies  and  fewer  reservations  for  lucrative  parties.  But  the  family's  real 
wealth  is  the  745,000  square  feet  of  central  Tokyo  that  Yoneichi,  78,  and  his  brother 
Kokichi,  83,  inherited  from  their  father. 

Kenkichi  Nakajima 

1.9 

The  president  of  Heiwa,  which  manufactures  pachinko  machines  and  operates  pachinko 
parlors,  resigned  in  January  after  prosecutors  charged  the  head  of  the  company's  sales  office 
with  illegal  fixing  of  pachinko  payout  ratios.  Ken  Nakajima,  44-year-old  son  of  founder 
Kenkichi,  has  become  president.  Still,  Heiwa's  stock  is  off  almost  50%  from  last  year's  high. 
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net  worth 
Mil) 

Japan          Kazuo  Matsuda  and  family 

1.8 

Founded  by  Kazuo  in  Kyoto  in  1970,  Nichiei  Co.  makes  short-term  loans  to  underserved 
market:  small  businesses.  Unlike  many  of  Japan's  larger  financial  institutions,  Nichiei  has 
avoided  credit  problems  by  conducting  rigorous  credit  analysis  and  lending  small  sums— 
around  $50,000  on  average— to  borrowers. 

Uehara  family 

1.7 

Smith  New  Court  Japan  expects  earnings  at  the  Uehara's  Taisho  Pharmaceutical  to  decline 
at  an  annual  average  rate  of  8%  over  the  next  4  years.  A  key  factor  is  the  declining  market  for 
"health  tonics,"  which  account  for  more  than  half  of  Taisho's  sales.  Chairman  of  Taisho  is 
Shoji  Uehara,  66.  President,  at  53,  is  Akira  Uehara. 

Takenaka  family 

1.6 

Takenaka  Komuten,  the  Takenakas'  centuries-old  construction  group,  recorded  a  special 
loss  of  $320  million  last  year  relating  to  the  sale  of  its  moneylosing  Takenaka  Development 
units  in  Los  Angeles  and  Honolulu.  Things  aren't  much  better  on  the  home  front:  Total 
construction  orders  last  year  were  $11.4  billion,  down  from  $18  billion  in  1991. 

Isono  family 

1.6 

The  Isonos'  Meidi-Ya  Co.,  a  major  importer  and  wholesaler  of  expensive  food  and  liquor, 
faces  stiffer  competition  as  big  retailers  set  up  ventures  to  source  cheap  food  supplies  from 
abroad.  The  family  also  has  prime  Tokyo  real  estate  and  stakes  in  Fuji  Coca-Cola  Bottling  and 
Kirin  Brewery. 

Keizo  Saji  and  family 

1.6 

Suntory's  push  into  canned  English  tea  and  other  nonalcoholic  beverages  hasn't  offset 
declines  in  distilled  spirits,  which  still  accounts  for  50%  of  sales.  Suntory  is  90%-owned  by 
the  family  of  its  74-year-old  chairman,  Saji. 

Tada  family 

1.5 

Katsumi  Tada,  49,  has  been  a  beneficiary  of  land  reform,  under  which  most  "farmland"  in 
cities  has  lost  its  preferred  status  and  is  now  taxed  at  ordinary  residential  rates.  Tada, 
through  publicly  traded  Daito  Trust  Construction,  develops  the  land,  then  finds  tenants  in 
exchange  for  a  share  of  the  rental  income. 

The  Osano  family 

1.4 

Their  Kokusai  Kogyo  Group  owns  prestigious  resort  properties  in  the  U.S.  and  Japan  and 
stakes  in  Japan's  two  biggest  airlines.  (See  above.) 

Yoshida  family 

1.3 

Tadao  Yoshida,  who  founded  YKK  in  1934  and  built  the  company  into  the  world's  biggest 
zipper  maker,  died  last  July  at  85.  Son  Tadahiro,  47,  inherited  a  business  that  currently  gets 
most  of  its  revenues  from  building  materials,  a  battered  sector  of  the  Japanese  economy. 

Seiji  Tsutsumi 

1.2 

Founder  of  Tsutsumi  Jewelry  Co.,  a  jewelry  manufacturer  that  operates  a  chain  of  jewelry 
retail  shops  known  for  their  low  prices,  and  a  member  of  Japan's  new  class  of  entrepreneurs. 
(See  above.) 

Kenshin  Oshima 

1.2 

Founded  fast-growing  finance  company  Shohkoh  Fund,  which  specializes  in  short-term 
loans  to  small  businesses.  He  is  considering  expanding  into  funeral  parlors  and  garbage 
collection.  (See above.) 

Den  Fujita 

1.2 

Owner  of  50%  stake  in  McDonald's  Co.  (Japan)  has  launched  an  "Everyday  Low  Price" 
campaign  in  a  bid  to  revive  stagnant  sales  at  the  1,055-restaurant  chain  and  steal  market 
share  from  smaller  rivals.  Fujita,  78,  also  has  joint  ventures  with  Toys  "R"  Us  and 
Blockbuster  Video. 

Morita  family 

1.2 

Sony  Corp.  cofounder  and  Chairman  Akio  Morita  is  out  of  the  hospital  and  reportedly  recovering 
steadily  after  suffering  a  cerebral  hemorrhage  last  November.  Meanwhile,  after  a  21%  drop  in 
operating  profit  in  March  1994  fiscal  year,  Sony  needs  new  hit  products.  In  the  wings:  a 
compact  disk-based  videogame  player,  dubbed  the  PlayStation. 
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Japan 

Ken  Hayashibara 

1.1  • 

At  52,  he  oversees  his  1 1 1-year  old  Hayashibara  Group,  which  is  active  in  food  and 
pharmaceuticals.  But  most  of  his  wealth  is  in  real  estate  in  Okayama,  about  100  miles  west 
of  Osaka.  On  the  drawing  board:  a  major  development  project  to  be  centered  on  a  dinosaur 
fossil  museum. 

Mabuchi  family 

1.1 

'Mabuchi  Motor  has  over  50%  of  the  world  market  for  minimotors  used  in  such  things  as 
VCRs,  disk  drives,  CD  players.  (See  above.) 

Masakazu  Shiiki 

1.0 

New  to  the  club  of  Japanese  billionaires  who  control  consumer  finance  companies  that  make 
uncollateralized  loans  to  individuals.  His  Sanyo  Shinpan  is  Japan's  sixth-largest  consumer 
finance  company.  (See  above.) 

Kazuo  Inamori 

1.0 

Built  Kyocera  Corp.  from  nothing  into  the  world's  largest  maker  of  ceramic  packages  for 
integrated  circuits.  (See above.) 

Hiroshi  Yamauchi 

1.0 

Stiff  competition  and  a  rising  yen  have  zapped  Nintendo's  stock,  down  31%  since  October. 
Yamauchi,  Nintendo's  66-year-old  president,  is  betting  that  his  next  videogame  system, 
developed  with  Silicon  Graphics  and  powered  by  a  64-bit  processor,  will  leapfrog  competitors' 
new  32-bit  machines.  Big  wild  card:  the  compact  disk-based  PlayStation  from  Sony. 

Takei  family 

1.0 

Tax  cheat  Hirotomo  Takei,  73,  is  said  to  be  out  of  prison  and  enjoying  composing  haiku. 
Meanwhile,  analysts  say  that  sons  Hiroshi,  49,  and  Hiroyasu,  43,  are  selling  off  real  estate  to 
pay  down  debt  at  Chisan  Group— real  estate,  resorts,  golf  courses,  food  and  publishing. 

India 

Birla  family 

2.2 

Holders  of  stakes  in  200-plus  companies  that  span  the  economy— aluminum,  shipping, 
autos,  chemicals,  tea,  cement  and  trading — 50-year-old  Aditya  Birla,  an  MIT  graduate  and 
the  family's  most  influential  member,  is  also  India's  only  true  international  businessman, 
with  operations  in  Southeast  Asia  and  the  Middle  East. 

Ambani  family 

1.0 

Control  textile  and  petrochemical  giant  Reliance  Industries,  India's  largest  private-sector 
company.  (See  above.) 

Korea 

Shin  Kyuk-ho 

4.0 

Korean-born  founder  of  Lotte  Group  in  Japan:  chewing  gum  and  chocolate,  and  much  real 
estate.  Returned  to  Korea  to  build  second  Lotte:  food/beverage,  petrochemicals  and  Lotte 
World,  which  includes  indoor  amusement  park,  plus  hotels,  a  sports  center  and  scores  of 
shops.  Now  planning  second  Lotte  World  in  Korea. 

Chung  Ju-yung  and  family 

3.6 

Chung  Se-yung,  65,  has  officially  taken  over  at  Hyundai  Business  Group.  His  brother,  78- 
year-old  Hyundai  founder  Chung  Ju-yung,  stepped  aside  in  wake  of  failed  presidential  bid, 
after  which  Hyundai  and  Chung  family  faced  tax  audits,  criminal  investigations  and  funding 
restrictions.  Hyundai  is  Korea's  biggest  cbaebol,  strong  in  cars  and  heavy  industry. 

Lee  family 

2.7 

Lee  Kun-hee,  52,  controls  sprawling  Samsung  Group  (sales,  $49  billion).  Government 
efforts  to  curb  expansion  of  conglomerates  have  brought  new  direction  at  Samsung:  sell  or 
reduce  peripheral  businesses  like  food  to  focus  on  high  tech  and  heavy  industry.  The 
crackdown  thwarted  Samsung's  efforts  last  year  to  up  its  stake  in  automaker  Kia  Motors. 

Australia 

Kerry  Packer 

2.3 

Cash-rich  Packer,  56,  lost  his  bid  with  Circus  Circus  to  build  Sydney's  first  casino.  His  $1 
billion  deal  to  buyTexaco's  petrochemical  unit  with  Utah's  Jon  Huntsman  was  pared  back. 
Still  has  48%  of  magazine  publisher  Australian  Consolidated  Press  and  47%  of  TV  operator 
Nine  Network.  Battle  with  Canada's  Conrad  Black  for  John  Fairfax  newspapers  goes  on. 
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HOW  MUCH 
CAN  ONE  MAIL 
SYSTEM  DO? 


Can  a  mail  system  let  you  and  ing  in.  And  send  faxes  right  from 

everyone  else  in  your  office  do  your  word  processor.  Whether 

more?  Can  it  save  you  time,  money  you're  in  Microsoft  Word,  Microsoft 

and  headaches?  Can  it  keep  you  Excel,  Lotus  1-2-3  or  WordPerfect. 


With  Schedule*  you'll  spend  less  time  rounding  people  up  for  meetings,  because  Schedule*  lets 
ou  see  when  the  people  you  need  are  free.  So  you  can  pick  a  time  that's  convenient  for  everyone. 


learning  to  send  and  receive  mail 
easy.  And  if  you're  going  to  be  awa 
Mail's  Out  of  Office  feature  will 
automatically  forward  a  message 
to  everyone  who  tries  to  get  in  col 

tact  wit 
you  whi] 
you're  out. 
You  can  sav 
even  more  time 
by  adding  other  features  tha 
are  just  as  easy  to  use  as  Mail.  Liki 
Schedule+,  the  best-selling  sched- 
uler for  Windows.  It  helps  you 
manage  your  calendar  and  remind 
you  of  meetings  and  deadlines. 


YOU  DECIDE. 


connected  whether  you're  down 
the  hall,  or  down  under  on  an 
important  business  trip? 

Microsoft  Mail  can. 
No  wonder  it's  the  best- 
selling  LAN-based  mail 
product  in  the  world. 

But  first  things  first.  How  will 
Microsoft  Mail  work  with  what  you 
already  have?  Perfectly.  Whether 
you're  in  MS-DOS,  the  Windows'" 
operating  system,  on  a  Mac,  or  OS/2 . 
And  you  can  send  mail  without 
exiting  the  application  you're  work- 


With  Mail  Remote,  you  don't  need  to  he 

in  your  office  to  keep  in  touch.  And  with 

wireless  service  you  don't  even  need  to  be 

near  a  phone.  You  can  log  in  anywhere. 
>  r 

How  can  Microsoft  Mail  save 
you  time?  Mail  has  smart,  sensible 
symbols  and  online  help  that  make 


It  even  shows  you  when  everyon 
else  is  free.  So  you  can 
schedule  meetings  witK 
out  a  lot  of  legwork. 
Want  to  cut  dowr 
on  paperwork?  Use 
Microsoft  electronic  forms 
to  speed  expense  reports,  vacatioi 
requests  and  any  other  routine 
forms  through  your  office  at  the 
speed  of  light.  And  you  can  tracl 
them  easily.  So  you  won't  have 
to  worry  that  an  important  reques 
has  disappeared  into  a  black  hoi 
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With  electronic  forms,  you  never 
have  to  worry  that  important  paperwork 

is  stuck  in  traffic.  You'll  he  able  to 
track  expense  reports,  vacation  requests 

and  other  important  forms  as  they 
speed  safely  through  your  company. 

'inally,  with  Mail  Remote  you  can 
void  disasters  by  staying  connected 
/hile  you're  on  the  road,  because 
/lail  Remote  lets  you  work  just  like 


Mail  -  [Initial  reactions  to  consumer  tests] 


you  do  in  your  office.  It  can  even 
save  you  money.  Just  read  the 
important  messages,  then  let  Mail 
Remote  respond  automatically 
when  rates  are  lowest. 

No  other  mail  system  is  easier 
to  use.  Or  gives  you  so  many  dif- 
ferent ways  to  stay  in  control  of  your 
work.  To  prove  it,  we'll  send  you  a 
free  demo  disk.  Once  you've  seen 
everything  you  can  do,  deciding 
on  a  mail  system  will  be  easy.  Just 
call  (800)  871-3271,  Dept.  EFP. 
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Microsoft  Mail  gives 
you  an  infinite  number 

of  ways  to  be  more 
persuasive.  Send  words, 

graphs,  pictures  and 
sound  as  mail  messages. 
There's  almost  no  limit 
to  what  you  can  send. 


Schedule+'s  alarm  clock  reminds  you  of  meetings,  deadlines,  anything.  So  you'll  stay  organizes 
and  save  time.  Without  it,  we  might  have  forgotten  this  caption  entirely. 


Microsoft  Mail  is  the  best-selling 
LAN-based  mail  product  in  the  world. 
Add  Schedule*  for  a  personal  time- 
management  and  group  scheduling 
system.  And  electronic  forms  to  speed 
paperwork  through  your  office.  Take 
them  all  on  the  road  with  Mail  Remote. 

Together  they'll  make  your  whole 
organization  more  productive  than  you 
ever  could  have  imagined. 
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THE  AMERICAS 


MEXICO  Y 

By  Joel  Millman  and  Lisa  Bransten 
Peralta  family 

Alejo  PeraJta's  $1 -billion-plus  (sales) 
Industrias  Unidas,  or  iusa,  manufac- 
tures a  wide  variety  of  products,  from 
plumbing  fixtures  to  electrical  meters 
(Forbes,  Apr.  11).  Peralta,  78,  and 
his  family  also  control  Iusacell,  Mexi- 
co's most  profitable  cellular  phone 
operation.  Bell  Atlantic  recently 
agreed  to  invest  up  to  $1  billion  for 
42%  of  Iusacell;  last  month  Iusacell 
sold  a  9%  stake  in  a  public  offering 
listed  in  Mexico  City  and  New  York. 
That  valued  the  Peraltas'  remaining 
52%  at  around  $1.5  billion.  Alejo 
Peralta's  42 -year-old  son  Carlos  runs 
Iusacell. 

In  the  U.S.  the  Peraltas  own  real 
estate  and  Scovill  Fasteners,  a  leading 


supplier  of  fasteners  for  apparel.  Sco- 
vill plans  to  merge  with  another  Pe- 
ralta company — Gicisa,  Mexico's  big- 
gest zipper  maker.  Altogether;  the 
family's  holdings  are  worth  around 
$2.5  billion. 

Martinez  Guitron  family 

In  Guadalajara  they  operate  Mexico's 
state-of-the-art  steel  minimill.  In 
plush  Puerto  Vallarta  they  preside 
over  a  550-acre  resort  marina.  In  Ix- 
tapa,  in  the  state  of  Guerrero,  they 
own  a  430-acre  resort  hotel. 

"They"  are  the  Martinez  Guitron 
brothers,  of  Grupo  Sidek.  Chairman 
and  founder  Jorge  Martinez  Guitron, 
59,  began  with  a  steel  mill  in  Guadala- 
jara in  1967.  Little  brother  Jose,  55, 
started  the  family's  tourism  division. 
A  third  brother,  Guillermo,  70,  serves 
on  die  company's  board. 


With  annual  sales  of  $750  million, 
fast-growing  Grupo  Sidek  is  twenti- 
eth among  Mexico's  top  25  industrial 
conglomerates,  according  to  America 
Economia,  a  Latin  American  trade 
journal. 

The  Martinez  Guitron  family  owns 
around  40%  of  Grupo  Sidek.  Grupo 
Sidek,  in  turn,  owns  about  59%  of 
Grupo  Situr  (hotels)  and  79%  of 
Grupo  Simec  (steel),  which  recently 
built  a  mill  close  to  the  U.S.  border  at 
Mexicali.  All  three  companies  are 
traded  on  the  Mexico  City  bolsa  and 
in  the  U.S.  as  American  Depositary 
Receipts. 

Like  several  of  Mexico's  new  bil- 
lionaires, the  Martinez  Giiitrons  were 
early  investors  in  Banacci,  the  finan- 
cial conglomerate  that  arose  from  the 
1992  privatization  of  Banco  Nacional 
de  Mexico.  The  family  is  worth  an 
estimated  $1  billion,  some  of  which 
it's  using  to  support  charitable  foun- 
dations and  the  arts  in  Mexico. 

Salinas  Pliego  family 

Thirty-eight-year-old  Ricardo  Salinas 
Pliego  is  on  a  tear.  Salinas  (no  relation 
to  Mexican  President  Carlos  Salinas 
de  Gortari)  heads  Grupo  Elektra; 
Mexico's  top  retailer  of  household 
appliances,  it  was  started  by  his  father 
in  1951. 

Determined  to  get  into  electronic 
media,  last  year  Salinas  agreed  to  pay 
$645  million  for  government-owned 
Television  Azteca,  which  broadcasts 
two  networks  nationwide.  This  puts 
Salinas  into  competition  with  fellow 
billionaire  Emilio  Azcarraga's  Te- 
levisa  (Forbes,  June  6).  To  many,  the 
price  seemed  beyond  Salinas'  means. 
But  in  June  General  Electric's  NBC 
announced  a  joint  venture  with  Az- 
teca to  provide  programming.  The 
deal  also  gives  NBC  an  option  to  buy 
up  to  20%  of  Azteca  for  $240  million. 
If  exercised,  that  option  would  value 
Azteca  at  nearly  twice  what  Salinas  has 
committed  to  pay. 

Now  Salinas,  who  earned  an 
M.B.A.  from  Tulane,  is  preparing  a 
$300  million  public  offering  of  Elek- 
tra shares.  The  offering  will  reduce  his 
family's  Elektra  holding  to  about  82% 
but  raise  enough  cash  to  close  the  deal 
for  Azteca. 
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and  son  Carlos 

Alejo  Peralta 

began  with  brass 

plates  for  church 

candles. 

Son  Carlos 

expanded  into 

cellular  phones. 
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Microsoft'  Schedule  +  takes  the  whether  they're  in  another  meeting  yourself.  Let  Schedule  +  graphically 

guesswork  out  of  scheduling  meet-  or  a  noon  aerobics  class.  overlay  a  virtually  unlimited  number 

ngs.  It  lets  you  know  whether  the  So  it's  easy  to  schedule  meeting  of  schedules  and  you  can  see  when 

>eople  you  need  are  available  or  times  that  are  convenient  for  every-  everyone's  available  to  get  together, 

lot.  Without  necessarily  telling  you  one.  Without  inconveniencing  When  it  comes  to  your  own 

WITH  SCHEDULE  +,  COMPUTERS 
CAN  TELL  YOU  WHERE  PEOPLE  ARE, 
INSTEAD  OF  WHERE  THEY'RE  NOT. 

calendar,  Schedule  +  works  just  like 
your  DayRunner."  But  it  does  things 
no  ordinary  datebook  ever  could. 
Like  flashing  alarms  to  help  you 
remember  meetings  and  deadlines. 

For  more  information,  or  a  free 
demo  disk,  there's  one  last  thing  you 
need  to  write  on  a  yellow  note:  Call 
(800)  871-3271.  Ask  for  Dept.  EFP. 


a  ■ 

'     A  program  designed  to  save  you  time  N 
shouldn't  take  hours  to  figure  out.  You'll  be 
using  Schedule*  in  minutes.  Because  it 

works  perfectly  with  Microsoft  Mail. 
Which  is  fust  one  reason  Schedule*  is  the 
top-selling  scheduler  for  Windows? 


Microsoft 
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The  Americas 


The  dynamic  Salinas  clan  is  worth 
an  estimated  $1.2  billion — and  will 
probably  be  worth  far  more  as  the  new 
Azteca  franchise  is  developed. 

Jorge  Larrea  Ortega 

In  1990  Larrea  came  up  with  nearly 
$500  million  for  a  piece  of  U.S./ 
Mexican  history:  La  Cananea  copper 
mine,  where  a  bloody  1906  strike — 
put  down  by  invading  vigilantes  from 
Texas — simmered  and  helped  pro- 
voke the  1910  Mexican  Revolution. 
The  Salinas  government's  willingness 
to  privatize  this  moneylosing  piece  of 
the  national  patrimony  signaled  the 
start  of  its  reform  era. 

Larrea,  82,  made  his  original  for- 
tune in  construction;  his  Mexico 
City- based  Compafua  Construtora 
Mexico  is  still  active.  But  as  the  gov- 
ernment put  Mexico's  mines  up  for 
sale,  Larrea  was  a  ready  buyer.  His 
Grupo  Industrial  Minera  Mexico  is 
now  Mexico's  biggest  mining  compa- 
ny, producing  90%  of  the  country's 
copper,  as  well  as  gold,  silver  and  zinc. 


It  has  joint  ventures  with  Asarco  of 
the  U.S.  and  Belgium's  Union  Mini- 
ere.  Annual  revenues  are  around  $1 
billion. 

Larrea  also  owns  a  small  piece  of 
Transportaciones  Transmaritimas 
Mexicana,  Mexico's  largest  overseas 
shipping  fleet.  With  other  rich  Mexi- 
cans he  invested  early  in  Banacci,  the 
financial  conglomerate  that  grew  out 
of  the  1992  privatization  of  Banco 
Nacional  de  Mexico. 

Naturally  Larrea  is  a  big  supporter 
of  Mexico's  ruling  political  party.  Es- 
timated net  worth:  at  least  $1.1 
billion. 

Roberto  Gonzalez  Barrera 

Tapping  Mexicans'  desire  for  a  quick- 
er tortilla,  Grupo  Industrial  Maseca 
(Gruma)  founder  Gonzalez  Barrera 
developed  the  market  for  dry  tortilla 
flour — a  convenient  alternative  to 
patting  tortillas  from  clumps  of  wet 
cornmeal,  traditionally  sold  fresh  in 
the  market.  Gonzalez  even  sells  pre- 
packaged tortilla  stacks,  an  American 


innovation  he  pioneered  through  a 
U.S.  subsidiary,  Los  Angelcs-based 
Mission  Foods. 

Gonzalez,  63,  enjoys  close  ties  to 
the  government — his  daughter,  for 
example,  is  married  to  the  son  of  the 
country's  chief  agriculture  official, 
who  oversees  import/export  quotas 
on  Maseca's  most  important  raw  ma- 
terial, corn.  In  diversifying  his  empire, 
he  recently  bought  Monterrey's  Ba- 
norte  from  the  government.  The 
bank  greatly  expanded  his  financial 
services  company,  which  includes  the 


Maseca's  Roberto  Gonzalez  Barrera 


A  tortilla  multinational. 


big  stock  brokerage  firm  Aim. 

Now  worth  around  $1.1  billion, 
Gonzalez  Barrera  operates  more  than 
ten  tortillerias'm  the  U.S.,  with  distri- 
bution from  California  to  Florida,  and 
plans  to  add  more.  He  is  also  building 
plants  in  Venezuela,  Honduras,  El 
Salvador  and  Colombia. 

Franco  family 

Part  of  the  small  coterie  that  iiwested 
with  Carlos  Slim  Helu  (see  below)  in 
the  1991  privatization  of  Telefonos 
de  Mexico,  the  three  Franco  Macias 
brothers — Elmer,  Valdemar  and 
Agustin — still  own  about  $400  mil- 
lion of  Telmex  stock.  Their  piece  of 
financial  conglomerate  Banacci — 
which  grew  out  of  the  1992  privatiza- 
tion of  Mexico's  largest  bank,  Banco 
Nacional  de  Mexico — is  worth  anoth- 
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Does  it  feel  like  things  get  out 
of  hand  when  you  leave  town? 
Microsoft  Mail  Remote  keeps  you 
in  control.  Because  it  puts  all  the 
power  of  electronic  mail  right  on 
your  laptop.  So  whether  you're  in 


MS-DOS,  you  can  work  just  like 
you  do  when  you're  in  the  office. 

You  can  log  in  anytime.  Any- 
where. Whether  you're  wireless  or 
connected  by  phone  line.  And  you 
can  send  pictures,  faxes  and  graphs. 


or  the  6:14  A.M.  train  into  the  city* 

Though  Mail  Remote  can't 
save  you  from  having  to  eat  airline 
food,  it  can  save  you  from  unnec- 
essary telephone  charges.  Because 
only  Microsoft  Mail  Remote 


the  Windows'"  operating  system  or      From  a  runway  at  JFK,  a  Motel  6,"       lets  you  preview  message  headers. 

A  LOT  CAN  HAPPEN  WHILE 
YOU'RE  OUT  OF  THE  OFFICE. 


Read  only  essential  messages.  And 
if  you  like,  download  them  automati- 
cally when  phone  rates  are  lower. 
You  can't  be  in  your  office  all  of  the 
time.  Don't  worry.  Just  call  (800) 
871-3271,  Dept.  EFP  for  more  infor- 
mation or  to  receive  a  free  demo 
disk.  Microsoft  Mail  Remote  is  the 
next  best  thing  to  being  there.  Some 
days,  it's  better  than  being  there. 

With  Microsoft  Mail  Remote,  the  best- 
selling  remote  program  for  Windows,  you'll 
always  be  in  touch  and  working  /ust  like 
you  do  in  the  office.  And  with  RAM 
wireless  service  and  Intel's  wireless  modem, 
you  don't  even  need  to  be  near  a  phone. 


LIME 


Microsoft 


<i'k  'Utilizing  IntcrlATA  service  provider  of  customer's  choict  r\nd  Intel's  modem  and  RAM  service  i  1994  Microsoft  Corporation  All  rights  reserved  Offer  good  only  in  the  50  United  States  Inthi  50  United  States  call(800  426-9400 
^fllAM*  h.T  i.il.innari.m  .,nb  In  (  .in.ul.i,  l  .ill  I  SIM ))  sHimMS,  uiiisidi  th,  1  in.cd  Static  and  I  anada.  call  vmn  local  Mict.iv.li  s,,h„.!,,i,  .ulSX.!  VHVXM.I  Mtcr.is.ih  and  MS  IX  r»  jri  nei~tcr.il  trademarks  and  WinJ.ras  ,s  ,  trademark  of 
BSBBqatz       Microsoft  (  orporation.  RAM  Mobile  Data  is  a  business  venture  between  RAM  Broadcasting  and  BellSouth  The  Intel  logo  is  a  registered  trademark  of  Intel  (  orporation  Motel  6  is  a  trademark  ol  'hi  Morel  6  1  otporal  
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er  $200  million. 

Underlying  these  investments  is 
Grupo  Infra.  Started  in  1919  by  their 
lather  and  uncle,  Grupo  Infra  is  Mexi- 
co's largest  manufacturer  of  industrial 
gases;  it  also  makes  welding  equip- 
ment and  big  gas  tank  trucks. 

Last  year  Allentown,  Pa. -based  Air 
Products  Co.  paid  $100  million  to 
increase  its  investment  in  Grupo  Infra 
from  25%  to  40%.  The  three  Franco 
brothers  and  their  five  cousins  own 
the  rest.  The  family's  net  worth:  well 
over  $1  billion. 

Moises  and  Antonio  Cosio  Arino 
These  brothers  have  made  at  least  $1 
billion  by  investing  early  and  often 
during  Mexico's  1990s  stock  market 
takeoff. 

Their  biggest  home  run  was  the 
1991  privatization  of  Telefonos  de 
Mexico,  Mexico's  phone  company, 
orchestrated  by  Carlos  Slim  Helu.  For 
approximately  $50  million,  the  Co- 
sios  got  about  5%  of  preferred  voting 
shares;  today  the  stock  is  valued  at 
nearly  $400  million.  Another  killing 
was  made  on  the  privatization  of 
Banco  Nacional  de  Mexico. 

Sons  of  a  Spanish- born  textile  mag- 
nate, the  Cosios  now  own  small  stakes 
in  nearly  a  dozen  Mexican  blue-chip 
companies,  including  Grupo  Finan- 
ciero  Imbursa,  Grupo  Carso,  Inver- 
Mexico  and  the  Mexican  subsidiaries 
of  Kimberly-Clark  and  John  Deere. 
They  also  own  luxury  hotels  in  Ixtapa, 
Acapulco  and  Mexico  City.  At  Christ- 
mas they  send  friends  packages  of 
towels  from  their  father's  old 
textile  mill. 

The  2  brothers,  both  in  their  late 
fifties,  refused  to  speak  to  Forbes. 
Moises  Cosio  is  married  to  a  daughter 
of  eminent  Mexican  banker  Manuel 
Espinosa  Yglesias.  Little  brother  An- 
tonio is  married  to  the  heiress  of  the 
Mundet  family,  aristocrats  who  made 
their  fortune  in  soft  drinks. 

David  and  Adriana  Penaloza 

This  husband  and  wife  team  met  in 
the  1960s  while  studying  to  be  ac- 
countants at  Mexico's  National  Au- 
tonomous University.  They  went  on 
to  build  a  basalt  quarry  part  owned  by 
Adriana's  father  into  Grupo  Tribasa, 
Mexico's  second-biggest  construc- 
tion outfit 

Most  of  Grupo  Tribasa's  growth 
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came  after  1989,  when  the  Penalozas 
began  bidding  to  build  toll  roads. 
Initially  hampered  by  capital  con- 
straints, in  1992  they  began  securitiz- 
ing  toll  roads — -issuing  international 
bonds  backed  by  tolls  from  the  roads 
they  were  building.  While  some  of 
these  bonds  have  been  difficult  to 
market  (Forbes,  Nov.  8,  1993),  equi- 
ty in  GrupO  Tribasa  hasn't  been:  The 
Penalozas  raised  more  than  $300  mil- 
lion last  September  when  the  compa- 
ny was  listed  on  the  New  York  Stock 
Exchange.  At  current  prices  their  52% 
stake  is  worth  more  than  $1  billion. 
They  also  hold  stakes  in  four  of  the 
country's  biggest  banks:  Bancomer, 
Banca  Serfin,  Banco  del  Atlantico  and 
Banco  Interacciones.  Estimated  net 
worth:  $1  billion. 

BRAZIL  

By  Joel  Millman  and  Lisa  Bransten 

Julio  Rafael  Aragao  Bozano 

Julio  Bozano,  58,  is  the  founder  and 
chairman  of  Rio  de  Janeiro-based 
Grupo  Bozano,  Simonsen  S.A.  He 
has  interests  in  financial  services,  min- 


ing, real  estate,  agribusiness  and  man- 
ufacturing. Bozano's  investment 
group  put  up  approximately  $146 
million  for  stakes  in  Brazil's  three 
privatized  steelmakers — Tubarao, 
Usiminas  and  Cosipa.  Those  invest- 
ments are  now  worth  a  combined 
$441  million  on  the  Sao  Paulo  stock 
exchange. 

Bozano  likes  to  keep  a  low  profile 
and  declined  to  talk  to  Forbes.  But 
Banco  Bozano  officials  proudly  con- 
firm published  reports  of  the  group's 
estimated  $3.1  billion  net  worth.  Bo- 
zano owns  at  least  half  of  Grupo 
Bozano. 

Olacyr  Francisco  de  Moraes 

Believed  to  be  the  world's  biggest 
single  grower  of  soybeans,  Olacyr  de 
Moraes  owns  farmland  spread  across 
much  of  central  Brazil.  His  largest 
single  plantation,  Fazenda  Itamarati, 
covers  250,000  acres  in  Mato  Grosso. 

Every  year  200  "Itamaratians" — 
i.e.,  children  of  employees — are  born 
somewhere  within  the  inland  empire. 
To  hasten  the  population  increase,  de 
Moraes  is  building  a  transcontinental 


railroad  to  lure  settlers  to  the  area.  He 
has  already  spent  $200  million  to- 
wards his  $2.5  billion  dream. 

Born  in  the  southern  Brazilian  state 
of  Sao  Paulo,  de  Moraes  started  a 
trucking  company — three  creaky 
1920s  Model  T  Fords — as  a  teenager. 
"My  father  and  mother  were  listed  as 
owners  because  I  was  under  age,"  he 
laughs.  "When  I  got  to  be  18, 1  fired 
them." 

In  1957  he  founded  a  construction 
firm,  Constrans.  It  grew  fat  on  Bra- 
zil's huge  public  works  contracts  in 
the  1960s  and  1970s.  He  stumbled 
into  soybeans  in  the  1970s,  when 
Brazil's  military  rulers  were  eager  to 
subsidize  Brazilian  farmers  looking  to 
cash  in  on  a  worldwide  soybean  short- 
age. De  Moraes  thought  Constrans 
would  only  build  dikes  and  roads.  But 
he  became  a  farmer  himself,  on  a 
grand  scale. 

Worth  an  estimated  $1.2  billion,  de 
Moraes  is  63,  divorced  and  makes  the 
gossip  columns  by  dating  a  former 
Miss  Brazil. 

He  has  a  son,  Marcos,  28,  and  a 
daughter,  Ana  Claudia,  26. 

COLOMBIA  

By  Joel  Millman  and  Lisa  Bransten 

Luis  Carlos  Sarmiento  Angulo 

Sarmiento,  59,  has  been  building 
apartments  since  graduating  college 
in  the  early  1950s.  To  date,  his  con- 
struction company,  Organizacion 
Luis  Carlos  Sarmiento  Angulo,  has 
built  some  26,000  units  in  Bogota; 
one  in  50  Bojjotanoslivc  in  Sarmiento- 
built  housing.  He  also  builds  in  Puer- 
to Rico,  developing  more  than  500 
apartment  units  outside  San  Juan. 

Along  the  way  he  developed  a 
property  and  casualty  insurance  com- 
pany, a  savings  and  mortgage  bank 
and  a  finance  company,  all  of  which  he 
is  consolidating  under  Administra- 
ciones  Bancarias.  He  finally  took  con- 
trol of  Banco  de  Bogota  in  1988,  after 
a  lengthy  battle  with  shareholders. 

Today  Sarmiento's  70%  stake  in 
■  $1.66  billion  (assets)  Banco  de  Bogo- 
ta and  big  position  in  a  smaller  bank, 
Banco  del  Occidente,  are  worth  just 
under  $1  billion.  His  construction 
interests  and  stake  in  a  new  cellular 
phone  system  push  Luis  Carlos  Sar- 
miento's fortune  to  an  estimated  $1.3 
billion. 


Colombian  sugar  king  Carlos  Ardila  Lulle 

Pepsi  put  him  on  the  map.  High-margin  fruit  drinks  put  him  in  Forbes. 


Carlos  Ardila  Liille 

Stooped  because  of  a  crippling  back 
injury,  64-year-old  Carlos  Ardila 
Liille  is  Colombia's  self-made  soft 
drink  king.  After  working  his  way 
through  engineering  college  in  Me- 
dellin,  he  landed  his  first  job  in  1950 
with  a  local  soft  drink  bottler,  married 
the  owner's  daughter  and  put  in  15- 
hour  days  fighting  for  shelf  space 
against  Coca-Cola  and  Pepsi — until 
he  picked  up  the  Pepsi  bottling  fran- 
chise in  the  late  1950s. 

Ardila  makes  his  own  bottles  and 
caps,  produces  compressed  carbon  di- 
oxide, and  refines  sugar.  "I  am  the 
sugar  industry  here,"  boasts  Ardila 
from  behind  the  great  desk  in  his 
Bogota  mansion.  Organizacion  Ar- 
dila Liille 's  consolidated  sales  hit  $1 .4 
billion.  Ardila's  net  worth  is  just  over 
$1  billion. 

Recent  developments:  Ardila  is 
building  one  of  Colombia's  two  cellu- 
lar telephone  systems.  And  he  is  get- 
ting into  the  beer  business,  in  direct 
competition  against  his  old  rival  Julio 
Mario  Santo  Domingo,  Colombia's 
richest  businessman  and  an  owner  of 
the  Bavaria  SA.  beer  empire  (see  be- 
low). Ardila  thinks  he  can  carve  out 
20%  of  Bavaria's  Bogota  sales  in  his 
first  year.  The  action  on  Colombia's 
bolsa,  where  Bavaria's  stock  has  been 
dropping  in  recent  weeks,  seems  to 


agree  with  Ardila.  Vows  Santo  Do- 
mingo: "We'll  give  him  [Ardila]  a 
good  fight." 

ARGENTINA  

By  Nina  Munk 
Bemberg  family 

In  the  early  1950s,  after  a  bitter  feud, 
Juan  Peron  seized  a  distillery,  brewer- 
ies, rich  pampa  farmland,  textile  mills, 
the  Buenos  Aires  subway  system  and 
other  assets  accumulated  by  Otto 
Bemberg,  a  German  emigrant  who 
landed  in  Argentina  in  the  1850s 
(Forbes,  May  9). 

When  Peron  was  deposed  in  1955, 
the  Bembergs  returned  and  rebuilt. 
Today  the  family's  flagship  brewery, 
Quilmes,  is  the  largest  in  Argentina. 
Outside  Argentina  the  Bembergs 
have  a  holding  company,  Entreprises 
Quilmes,  in  Paris.  Their  New  York 
investment  arm,  Three  Cities  Re- 
search (tcr),  owns  Houston  retailer 
Garden  Ridge  Pottery  and  a  34%  stake 
in  Norcross,  Ga.'s  mlx  Corp.,  a  maker 
of  materials  used  in  aircraft  parts. 

With  the  death  in  January  of  Otto 
Bemberg's  grandson,  Eduardo  Bem- 
berg, a  new  generation  is  being 
groomed  to  expand  an  empire  worth 
an  estimated  $1.2  billion.  Family  sur- 
names include  de  Ganay  and  de  Mon- 
talembert,  as  well  as  Bemberg. 
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TOTAL  ANNUAL  RETURN 

FOR  THE  PERIOD  ENDING  3/31/94 
&  MORNINGSTAR  RATINGS 


Berger 
101  Fund 


1  Year 
11.4%* 


15  Years 
16.7% 


19 .5  Years t+ 
15.6% 


3  Years 
18.7% 


5  Years 
16.3% 
★  ★★★★ 


10  Years 
13.2% 


15  Years 
13.6% 


19.5  Years tf 
13.9% 


Source:  Upper  Analytical  Services, 
Inc^Mornmgstar  proprietary  ratings 
reflect  historical  risk-adjusted  perfor- 
mance as  of  5/31/94.  The  ratings 
are  subject  to  change  every  month. 
Morningstar  ratings  are  calculated 
from  the  funds'  three-,  five-  and  ten- 
year  average  annual  returns  in  excess 
of  90-day  Treasury  bill  returns  with 
appropriate  fee  adjustments  and  a 
risk  factor  that  reflects  fund  perfor- 
mance below  90-day  T-bill  returns. 
192  equity  funds  were  rated: 
10%  of  the  funds  in  an  investment 
category  receive  five  stars,  22.5% 
receive  four  stars  and  35%  earn 
three  stars.  nBerger  Associates 
assumed  management  of  the 
Funds  9/30/74. 


XPERIENCED  VlEW  ON 

Current  Market  Volatility. 


In  over  40  years  of  managing 
other  peoples  money,  I've 
seen  my  share  of  bull  and 
bear  markets.  And  I've  learned 
that  a  volatile  market  can  offer 
opportunities  for  the  wise  investor. 

I  believe  one  way  to  take 
advantage  of  these  opportunities 
is  to  invest  in  a  mutual  fund 
that  owns  shares  of  profitable, 
successful  companies  because 
they  are  most  likely  to  become 
profitable,  successful  invest- 
ments. The  Berger  Funds  have 
adhered  to  this  common-sense 
philosophy  for  over  19  years. 
The  charts  to  the  right  show 
just  how  well  it  has  served 
our  investors.  And  while  past 
performance  does  not  assure 
future  results,  we  believe  it  is 
a  good  indicator. 

Both  the  Berger  100  Fund  (a 
growth  fund)  and  the  Berger  101 
Fund  (a  growth  and  income 
fund)  have  earned  high  ratings 
from  Morningstar.f  The  Berger 
100  Fund  has  earned  five  stars 
overall  and  the  Berger  101  Fund 
has  earned  four  stars  overall. 
Both  can  help  investors  work 
toward  their  long-term  goals  - 
even  in  a  changing  market. 
So  consider  the  Berger  Funds 
today.  Because  in  my  experi- 
ence, your  biggest  risk  is  not 
investing  for  your  future  at  all. 


Results  of  a  hypothetical  $10,000  investment  in  the  Berger  100  Fund 
through  6  bull  and  5  bear  markets. 


From  September  30,1974  thru  March  31,1994 


$320,000 


$160,000  -\ 
$80,000  —1 
$40,000 
$20,000 


$10,000 


Do  you  remember  1987? 
The  Dow  Jones  Industrial  Average  dropped 
508  points  in  one  day!  „ 


Total  Value  (assuming  reinvestment  ol  dividends  &  capital  gains) 

$169,111 
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Results  of  a  hypothetical  $10,000  investment  in  the  Berger  101  Fund 
through  6  bull  and  5  bear  markets. 


From  September  30,1974  thru  March  31,1994 


$160,000 


$80,000 


$40,000 


$20,000 


Total  Value  (assuming  reinvestment  ol  dividends  &  capital  gains) 

$126,261 


$10,000 

4 
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Please  call  (800)  3334001 

for  a  prospectus  containing  more  complete 
information  including  management  fees,  charges  and 
expenses.  Read  it  carefully  before  investing. 


Together  we  can  move  mountains/" 


The  figures  in  the  above  charts  represent  past  performance  and  do  not  guarantee  future 
results.  These  performance  figures  include  changes  in  share  price  and  reinvestment 
of  dividends  and  capital  gains,  which  will  fluctuate  so  that  shares,  when  redeemed,  may 
be  worth  more  or  less  than  their  original  cost.  The  figures  include  the  deduction  of  12b-1 
fees  beginning  in  June  1990. 

©  1994  Berger  Associates,  Inc.  FOR  71894 
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Estimated 
net  worth 
(Soil) 

Mexico 

Carlos  Slim  Helu 

6.6 

Slim,  54,  controls  companies  that  account  for  22%  of  the  market  capitalization  of  the 
Mexican  bolsa.  Grupo  Carso  has  interests  from  tires  to  cigarettes;  it's  also  the  vehicle 
through  which  Slim  controls  giant  Telefonosde  Mexico.  Slim  has  become  a  force  in  financial 
services  through  Grupo  Financiero  Inbursa,  which  launched  a  new  bank  last  fall. 

Emilio  Azcarraga  Milmo  family 

5.4 

Built  father's  communications  company  into  a  media  behemoth.  Today  Grupo  Televisa 
produces  more  programming  than  ABC,  CBS  and  NBC;  it's  also  the  world's  largest  publisher 
(circulation)  of  Spanish-language  periodicals.  On  its  own  and  in  joint  ventures  with  News 
Corp.  and  QVC  Network,  Televisa  reaches  from  the  Americas  to  Europe  and  North  Africa. 

Zambrano  family 

3.1 

Marcelo,  70,  and  nephew  Lorenzo,  50,  run  Cemex,  the  Western  Hemisphere's  biggest 
cement  producer,  which  is  buying  a  Texas  cement  plant  from  Lafarge  Coppee  and  just 
bought  a  controlling  stake  in  Venezuelan  cement  maker  Vencemos  from  the  Mendoza  family 
(see  p.  198).  Lorenzo  is  also  a  director  of  the  financial  group  Banacci. 

Peralta  family 

2.5 

Alejo  Peralta  runs  Grupo  IUSA,  Mexico's  biggest  privately  held  industrial  combine.  Cellular 
telephone  subsidiary,  lusacell,  lists  on  the  New  York  Stock  Exchange. 
(See  above.) 

Jeronimo  Arango 

2.2 

Founder  and  chief  executive  of  Mexico's  biggest  retailer,  Cifra.  Arango,  68,  is  expanding  his 
low-margin/high-volume  stores  beyond  traditional  strongholds  in  Mexico  City  and  central 
Mexico.  Cifra  has  expanded  its  joint  venture  with  Wal-Mart  to  encompass  all  future  business 
in  Mexico,  including  its  VIPs  restaurants  and  Suburbia  clothing  stores. 

Alfonso  Romo  Garza 

2.2 

Brash  billionaire  married  to  Eugenio  Garza  Laguera's  niece.  Romo,  44,  owns  an  estimated 
60%  of  Mexico's  biggest  cigarette  manufacturer,  Empresas  La  Moderna.  Also  bidding  on 
concession  for  "fixed  wireless"  telephony— systems  that  lack  the  mobility  of  cellular  but  are 
cheap  to  install. 

Alberto  Bailleres 

1.9 

"Mr.  B,"  61,  has  majority  stakes  in  mining  company  Industrias  Peholesandoneof  Mexico's 
swankest  department  store  chains,  Palacio  de  Hierro.  Also  has  a  minority  interest  in  the 
country's  biggest  Coca-Cola  bottler,  Femsa.  Financial  interests  include  a  brokerage  house 
and  an  insurance  company. 

Pablo  Aramburuzabala  Ocaranza 

1.6 

Son  of  a  cofounder  of  Mexican  brewer  Modelo  and  an  original  shareholder  of  Acciones  y 
Valores  (see  Hernandez).  Grupo  Modelo,  famous  for  its  Corona  brand,  went  public  on  Mexican 
bolsa  last  February.  Aramburuzabala,  who  owns  an  estimated  35%  of  Modelo,  sits  on  the 
board  of  Anheuser-Busch,  which  owns  17.7%. 

Gonzalez  Nova  family 

1.5 

Fabric  store  built  by  Antonino  Gonzalez  at  turn  of  century  became  retail  giant  Comercial 
Mexicana  under  son  Carlos  Gonzalez  Nova.  Descendants  of  Antonino  own  85%  of  publicly 
traded  Comercial,  run  by  Carlos,  76,  and  brothers  (Jaime,  62,  andGuillermo,  61).  Comercial 
is  a  joint  venture  partner  in  Price  Club  de  Mexico,  S.A. 

Molina  family 

1.4 

The  Molina  brothers— Enrique,  now  57,  and  Fernando,  53— built  Grupo  Embotellador  de 
Mexico  (Gemex)  into  the  top  Pepsi  bottler  outside  the  U.S.,  in  terms  of  case  volume.  A 
separate  sugar  refining  operation,  owned  by  Enrique,  accounts  for  around  27%  of  Mexico's 
total  production. 

Adrian  Sada  Gonzalez  and  family 

1.3 

Fifty-year-old  member  of  Garza  Sada  clan  runs  Vitro  S.A.,  the  Monterrey  glassmaker  and 
Mexico's  biggest  industrial  company;  and  Grupo  Financiero  Serf  in,  Mexico's  third-largest 
financial  group  (market  value,  $2.4  billion).  Serfin  wants  approval  to  merge  with  Grupo 
Financiero  Inverlat  S.A.,  Mexico's  fourth-largest  group  (value,  $1.5  billion). 

Angel  Losada  Gomez 

1.3 

Losada's  Grupo  Gigante  S.A.— Mexico's  second-largest  retailer  (sales,  $2.5  billion)— has 
been  an  aggressive  acquirer.  Now  Losada,  86,  who  has  joint  ventures  with  Fleming  Cos.  and 
Tandy  Corp.,  is  teamed  with  Carrefour  (see Defforey  family,  p.202)to  run  hypermarkets.  In  April  son 
Angel  Losada  Moreno— a  Gigante  executive— was  kidnapped.  Whereabouts  unknown. 
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Mexico 

Ricardo  Salinas  Pliego 
and  family 

1.2 

Owners  of  the  nationwide  Elektra  chain  of  appliance  stores; 
also  have  82%  of  Mexico's  newly  privatized 
Television  Azteca  TV  network. 
(See  above.) 

Bernardo  Garza  Sada 
and  family 

1.2 

Dionisio  Garza  Medina,  40,  this  year  succeeded  uncle  Bernardo— whose  cousin  is  Eugenio 
Garza  Laguera  (see  below)— as  head  of  Mexico's  second-biggest  industrial  group,  Alfa  S.A. 
(sales,  $2.6  billion).  Joint  ventures:  Georgia  carpetmaker  Shaw  Industries  and  Kansas  City 
retailer  Payless  Cashways. 

Lorenzo  and  Roberto  Servitje 
Sendra  and  families 

1.2 

From  lone  bakery  started  in  1945,  Lorenzo,  now  75,  and  his  brother,  Roberto,  66,  built 
Grupo  Industrial  Bimbo  into  Mexico's  largest  baker  and  food  company  (sales,  $1.6  billion). 
Company  plans  joint  venture  with  Texas-based  Mrs.  Baird's  Bakeries,  Inc.  A  Bimbo-Sara 
Lee  joint  venture  already  distributes  U.S.  frozen  foods  in  Mexico. 

Roberto  Gonzalez  Barrera 

1.1 

Founder  and  chief  executive  of  Mexico's  Maseca  corn  flour  conglomerate, 
Grupo  Industrial  Maseca. 
World's  biggest  seller  of  tortillas. 

(See  above.) 

Jorge  Larrea  Ortega 

1.1 

Mining  and  construction  magnate  with 

privatized  copper  mine  as  well  as  stakes  in  TMM  and 

Banamex-Accival. 

(See  above.) 

Eugenio  Garza  Lagiiera 
and  family 

1.1 

Through  Visa  S.A.,  71-year-old  Eugenio  controls  Mexico's  ieading  beverage  company, 
Femsa.  (Coca-Cola  owns  30%  of  Femsa's  soft  drink  operation,  Coca-Cola  Femsa,  S.A.)  He 
also  has  at  least  5%  of  Mexico's  second-biggest  financial  group,  Grupo  Financiero 
Bancomer. 

Moises  and  Antonio  Cosio  Arino 

1.0 

Mexican  moneymen  with  stakes  in 
Telefonosde  Mexico  and 
lots  of  other  blue  chips. 
(See  above.) 

Martinez  Guitron  family 

1.0 

Majority  owners  of  Grupo  Sidek,  a  combination  of  tourism 
and  steel  manufacturing.  Also  shareholders  in 
Banamex-Accival. 
(See  above.) 

Franco  family 

1.0 

Early  shareholders  in  Telefonos  de  Mexico  and  Banamex-Accival, 
this  extended  family  also  runs  Grupo  Infra, 
Mexico's  leading  manufacturer  of  industrial  gases. 
(See  above.) 

David  and  Adriana  Penaloza 

1.0 

Husband  and  wife  team  turned  a  basalt  quarry  into  Grupo  Tribasa, 
Mexico's  second-largest  construction  outfit. 
(See  above.) 

Roberto  Hernandez  Ramirez 

1.2 

Cofounded  stockbroker  Acciones  y  Valores  in  1971.  In  1992,  with  Alfredo  Harp  Helu  and 
others,  acquired  Banco  Nacional  de  Mexico  from  government  and  combined  it  with  the 
brokerage  house  and  other  companies  to  create  Banacci,  Mexico's  biggest  financial  group. 
Market  value:  $10  billion.  Hernandez,  with  estimated  10%  stake,  is  chairman. 

Alfredo  Harp  Helu 

1.0 

As  Forbes  was  going  to  press,  Harp  Helu  family  had  reportedly  agreed  to  pay  upwards  of  $30 
million  in  ransom  to  secure  the  release  of  Banacci  cofounder  who  had  been  held  hostage  by 
kidnappers  for  over  100  days.  First  cousin  to  fellow  billionaire  Carlos  Slim  Helu,  he  serves  as 
president  of  Banacci  and,  like  Hernandez,  holds  an  estimated  10%.  (See  above.) 
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Ermirio  de  Moraes  family  3.0  ■  Antonio  Ermiriode  Moraes,  66,  runs  Votorantim,  the  family  conglomerate  founded  by  his 


grandfather.  It  derives  about  40%  of  its  revenues  from  cement,  30%  from  mining  and  the 
rest  from  pulp  and  paper,  orange  juice  and  chemicals.  Antonio's  brother,  Jose,  is  also  active 
in  the  company. 


Roberto  Marinho 

2.0 

"  At  88,  still  running  his  100%-owned  Globo  media  empire  like  a  personal  fiefdom.  It  includes 

1  natmn\»/iHo  T\/  not^/nrl/  anH  af  f  1 1 1  ato  a  ra  H  in  not\A/nrl/  anrl  a  m  a  mr  no\Aicna  nor  ij(^lnhnnff?m 
1  lldliUllWIUc  1  V  lltrlWUrK  dllU  dll  1 1  Idle,  d  idUlU  NclWUiK  dl IU  d  I lldJUi  ( IcWbpdLJci .  W  \JIUUU  ul  r\ 11) 

de  Janeiro.  Globo's  soap  operas  go  over  big  in  China.  Revenues  are  estimated  at  around  $1 
billion. 

Sebastiao  Camargo 

1.8 

Son  of  a  small  farmer  who,  at  85,  still  calls  shots  at  Sao  Paulo-based  construction 

rnnolnmpratp  Pamaron  Pnrrpa  K  nnwn  fnr  \\s>  invnlvpmpnt  in  manv  nf  Rra7i  W  pranrlpc.t  ni  ihl  ir 

L  Ul  1  g  1 U 1  1  IC 1  u  lC  \j  Q I  1  Id  1  gU  OUIlCu.  rMIUVVII  1  U 1  ILoHlvUlvCIMCIILIIIIIIaliyUI  L>\  Q£.\\  jgiailUCjl  |JUUif. 

works  projects,  Camargo  Correa  seeks  more  private-sector  contracts  as  Brazil's  government 
tries  to  rein  in  spending. 

Leon  Fetter  and  family 

1.5 

Its  pulp  and  paper  business  is  mired  in  an  industry  down  cycle,  yet  Nemo-Feffer  S.A.  is 

maintaininn  rowomio  lowolc  thanl/c  tn  cirlohnoc  in  nnmmorr'ial  nrintmcf   tin  minino  ann 

iriainiaining  revenue  leveib  u  idimb  iu  biucm  icb  n  i  t-ui  in  i  ici  uidi  \j\  1 1  un  ig,  lmi  i  i  hi  hi  ig  di  iu 
petrochemicals.  Founder  Leon  Feffer,  91,  still  comes  into  work  at  least  6  hours  a  day,  but 
grandsons  David  and  Daniel  Feffer  handle  most  day-to-day  affairs. 

Julio  Bozano 

1.5 

Founder  and  majority  shareholder  of  Grupo  Bozano,  Simonsen  one  of  Brazil's 

IpaHino  finanrial  tn^titi itinrK  with  holding  in  rpal  p^tatp 

CdU  1  Mg  llllQlll*lGl  11  1  Ol  1  IU  L  IUI  1  O  ,  Willi  lIUIUIIIgD  III  ICOI  CjIOLC 

agribusiness,  steel  mills  and  gold  mining.  (See  above.) 

Olacyr  de  Moraes 

1.2 

For  years  the  world's  biggest  individual  soybean  grower. 

Mo  alcn  n\A*nc  Ranrn  Itamarati 

and  the  construction  company  Costrans. 
(See  above.) 

Colombia 

Julio  Mario  Santo  Domingo 

1.2 

Julio's  hammerlock  on  the  Colombian  beer  market,  through  Bavaria  S.A.,  is  about  to  be 

r  h  n  1  lonnorl  Kn  Qmhrmcil  C  orl  ac  A  it!  1 1  a  1  i"i  1 1  d    /Coo  holnw  )  ^  a  n  tn  Hnm  I  non     f{\  \  I  n  mn trn  Q 

cnai  lengeu  uy  drcnrivdi  udnos  hiui  id  luiic.  ( jcc  uctuvvj  odi  i lu  l»ui mm igu  oiuup  lui iu uio 
Avianca  Airlines;  Colombia's  third-largest  privately  held  bank;  an  insurance  company;  and  a 
TV  and  radio  network.  Has  joint  ventures  with  McCaw  Cellular  and  Reynolds  Aluminum. 

Luis  Carlos  Sarmiento  Angulo 

1.3 

Started  off  in  home  construction  and  ended  up  being  majority  owner 

OT  C  OT  LOIOlTlDId  S  DlggcSl  DdnKS, 

Banco  de  Bogota  and  Banco  Occidente.  (See  above.) 

Carlos  Ardila  Lulie 

1.0 

Colombia's  sugar  cane  and  bottling  king;  other  interests 

in/*liino  rollnlar  r\hAnpc    tovtiloc  inH  oljicc 
inCIUUc  LcllUldl  pilUIIcb,  LcaLIIco  dllU  gldbo 

and  paper  manufacturing. 
(See  above.) 

Argentina 

Perez  Companc  family 

2.7 

Half  the  wealth  of  Gregorio  Perez  Companc,  59,  and  sister  Alicia,  74,  stems  from  their 

RA%  n\A/norchin  nf  nnhlirk/  trarlpH  Pnmnania  Navipra  Pprp7  Pnrnnanr  Arppntina's 

blue-chip  industrial  group.  The  rest  comes  from  Banco  Rio  de  la  Plata,  Argentina's  largest 
private  bank. 

Francisco  Macri 

1.5 

Controls  Sociedad  Macri,  or  Socma  (auto  parts,  gas  pipelines,  road  construction,  etc.). 
Macri,  64,  is  fighting  charges  of  tax  evasion  in  connection  with  Sevel,  a  publicly  traded 
carmaker  67%-owned  by  Socma.  Sevel  leads  market  with  43%  share  and  has  exclusive 
rights  to  make  Fiats  and  Peugeots  in  Argentina. 

Rocca  family 

1.3 

Techint  Group  began  as  a  steelmaker  in  1946,  but  72-year-old  Roberto  Rocca  expanded  into 
oil,  railroads  and  toll  roads.  Slumping  oil  prices  hurt  Techint's  majority-owned  Siderca — 
maker  of  steel  pipes  used  for  oil  drilling— but  not  to  worry:  The  value  of  Techint's  shares  in 
Telefonica,  a  privatized  telecom,  has  risen  to  $375  million. 
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It's  not  a  phone.  If  s  a 
reengineering  tool 


PLUG  'K  PLAY 
DATA  AND 
MIA056T  OPTIONS 


LCDPAT&  Df&*^AV  (TltTASI-e.) 


S?ipXtf~  Win 

HANPS  fBt£ 


LCD  nour  pipe 
p/w  2<woi 


A  ROLM  phone 
system  can  do  far 
more  than  merely 
deliver  a  dial  tone. 
It  can  help  restructure  vour  company.  And  when 
you  consider  70%  of  US  business  takes  place  over 
the  phone,  you  can't  effectively  reengineer  your 
company  without  evaluating  vour  communications 
system.  A  more  efficient  system 
can,  in  fact,  reduce  costs  and 
improve  business  processes 
throughout  your  organization. 

For  instance,  C.R.  England 
(a  national  trucking  firm)  enjoyed 
substantial  growth  for  decades. 
Then  confronted  with  deregulation 

 .  and  increased  competition,  they 

needed  to  reengineer,  fast.  And  they  realized  their 
phone  system  was  the  best  place  to  start. 

So  they  called  ROLM.  We  linked  a  ROLM 
system  to  their  database  and  quickly  reduced 
their  lost  customer  call  rate  from  30%  to  1%. 
ROLM  voice/data  call  centers  have  netted  equally 


ROLM  is  part  of 
the  Siemens  family,  the 
world's  largest  private 
communicatjon  systems 
manufacturer  Siemens 
has  helped  businesses 
run  more  efficiently  for 
over  HO  years. 


impressive  results  in  all 
operating  departments. 
By  communicating 
with  their  drivers  more 
efficiently  throughout  the  country,  24  hours  a  day, 
they  significantly  improved  their  on-time  delivery 
rate.  And  what's  even  more  staggering  js  eacn 

DO  O 

fleet  manager  can  now  manage  more  than  twice 
as  many  vehicles. 

C.R.  England  is  once  again  a  formidable 
competitor  in  the  American  trucking  industry. 

To  find  out  how  a  ROLM  phone  system  can 
help  your  company,  just  call  the  number  below. 
We'll  send  you  a  free  booklet  entitled  ""101  Ways 
To  Make  Or  Save  Money  With  Your  Phone  System'.' 

It'll  show  you  how  a  ROLM  phone  system 
can  become  a  powerful  reengineering  tool.  And 
a  cash  machine  as  well. 


A  Siemens  Company 

1-800-R0LM-123  ext.  F4 
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Argentina 

Rpmhpra  fa  mil  v 
dciiiuci g  idiiiiiy 

1  2 

A ropnti na'c  f i ret  f am i l\/  nf  hrpwui no  Thp\/  nui/n  p  ma mritv  ctakp  in  OinlnriPQ  InHiictnal  ^Ol  1 1  nca^ 
r\i  gel  iliiici  o  iiiM  i  ail  M  ly  ui  uicwiiig.  i  i  icy  uwi  I  a  1 1  lajui  i  ly  Maftc  ill  uu  h  i  iic  j  niuuouiai  i  wu  n  loay 

and  have  real  estate  and  other  investments 
in  the  U.S.  and  Europe. 
(See  above.) 

V<3>nA7llfklA 

Mpnr1n7A  familv 

iiicnuuto  la  nil  i  y 

1.5 

1  ikp  Santo  Homi  npo  nf  Polomhia  and  Rpmhprps  of  Arppntina  a  fort  imp  hi  lilt  larpplv  on  hppr 

Line  sJO  I  I  iu  uun  11 1  igu  ui  wu  i  >j  1 1  I  kj  I  cj  oiiu  u^i  I  lutigj  ui  nigci  nil  ia(  ci  lui  lu  I  ic  l/uiil  iQig^iy  ui  I  ucci  . 

Cerveceria  Polar,  with  87%  share  in  Venezuela,  is  controlled  by  widows  of  the  founders'  two 
sons.  Clan  is  also  big  in  food— 85%  of  the  arepa  market,  a  cornmeal  staple— and  controls  one 
of  country's  few  healthy  banks,  Banco  Provincial. 

PknprrK  family 
UlollCI  Uo  idiiiiiy 

1  (1 

R  irarHn  A f\  ic  uwanfpH  a  Inno  u/ith  nthpcHi rprtnrc  h\/  p\  ithnntiPQ  fnr  thpir  rnlp  in  thp  ml lancp 
r\ ludl uu,  HU ,  ibWdlllcu(diuiigvViLiiuiiici  uu  cu  lui  o ,  uy  auiiiuiiLico  iui  u  ici  i  I  uic  i  u  u  ic  uui  lauou 

of  Banco  Latino.  "Vendetta,"  says  brother  Gustavo,  49.  The  Cisneros  Group  says  it  paid  off 
the  $22  million  it  owed  Latino.  In  Venezuela,  the  Group  has  radio  and  TV  network  Venevision 
and  Pepsi  bottlers;  in  U.S.,  Spalding  (sporting  goods)  and  Evenflo  (baby  supplies). 

Chile 

Anar'ptn  Anpplini 

1.7 

ltalv-horn  ronplompratpiir  now  80  who  owns  30%  of  Conpr  Holdinps  inrludp  pas  stations 

ILUiy  w'Ji  1 1  ^ijiignjiiieiCJlcu   ,  iiuvv  WW ,  v»i  iu  u»»i  10  ■ —  w  /u  \j\  vyuutv..  I  iuiuii  icj    i  iliu'ji.  cuj  jiuiikj.  i  j, 

petroleum,  forestry,  fishing  and  retailing.  In  May  Standard  &  Poor's  issued  an  implied 
investment-grade  rating  to  Copec,  causing  surge  in  stock  price.  Through  Copec,  Angelini 
shares  ownership  with  Mattes  (see  below)  of  a  Chilean  port. 

1  nkcir  familu 

1  R 

AnHrnnirn  1  iiUcir  Auarna          nwpreppe  H iv/PC^if ipH  arnim  with  intprpQtc:  in  hankinc  (Ranrn 

r\\ IUI  UI  1  luU  LUrOlU  nVfllUd,  U/  ,  UvCl  jCCo  UIVCI  jIIICU  giUUU  Willi  lllLCIColo  III  UOIIMng  \UallUU 

O'Higgins,  Banco  de  Santiago),  brewing  (Compahia  Cervecerias  Unidas)  and  metallurgy 
(Madeco).  Family  also  holds  63%  of  the  U.K. -based  conglomerate  Antofagasta.  O'Higgins 
began  trading  on  the  New  York  Stock  Exchange  in  May. 

Mattp  family 

nifluc  laiiiiij 

1.4 

Own  ahont  54%  of  CMPC  othprwisp  koown  as  1  a  Panplpra  thp  hip  nuln  and  naoer  poods 

WWII  QUUUl  W^  /O  \Jl  WIVII    W,  UllltlVVIOt  l\l  IUV(I  1  d-J  l_CJ  1    upv-lv_lCJ,   lilt.  U  l  g  UUI^  UIIU  UU^I  gwuo 

maker.  Partners  with  the  Rothschild  family  in  Chile's  Banco  Bice,  known  for  superior 
management.  Last  year  the  two  families  set  up  a  financial  consulting  firm  in  Buenos  Aires. 

wciiiauci 

Kpnnpth  R  ThnnKnn 

IXCIIIIClll  IX.  IIMJIIIoUll 

5.2 

Tnrnntn-hacpH  Thnm^nn  Porn   foiindpH  hv  thp  nrp^pnt  1  nrH  Th^)m<:if*ln,^  fathpr  owns  1  89 

1  Jl  UI  1  LU   UO  _  C  vJ    1  1  IUI  1  1  jUI  1  uUI  Ui|   1  UU  1  IUCU  Uy   LIIC  UI  CjC  ML  I—UIU    1  1  IUI  1  1  JUI  1  J  ICJUI^l)  U  YV  l  l  O    1U  J 

U.S.  and  Canadian  newspapers,  including  Toronto's  Globe  and  Mail,  as  well  as  a  leisure 
travel  business.  Thomson,  70,  controls  23%  of  the  Hudson's  Bay  Co.  department  store  chain 
and  64%  of  real  estate  developer  Markborough  Properties. 
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forest-products  giant  J. D.  Irving  Ltd.  with  help  from  his  eldest  son.  Jack,  61,  runs  St.  John 
Shipbuilding  Ltd.  and,  with  brother  J.K.,  oversees  New  Brunswick  Publishing  Co.  And 
Arthur,  62,  looks  after  Irving  Oil  (refining,  tankers,  gas  stations). 
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and  beverage  giant.  Big  question  is  whether  Seagram,  under  Chief  Executive  Edgar  Jr.,  will 
launch  a  takeover  of  Time  Warner  (it  has  accumulated  a  14.9%  stake).  Charles,  63,  looks  to 
build  on  the  success  of  his  "Zionist  investment"  in  Israeli  companies. 
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Communications'  share  of  Canada's  cable  TV  market  to  around  33%,  from  24%.  The  61- 
year-old  mogul  has  said  Canadian  regulators  should  smile  on  the  deal  as  a  bulwark  against 
the  voracious  advances  of  telephone  companies  and  U.S.  direct-broadcast  satellites. 

Galen  Weston 

1.0 

Owns  57%  of  George  Weston  Ltd.,  the  food  and  grocery  store  giant  whose  Loblaw  supermar- 
ket unit  is  big  in  private-label  goods.  (In  the  U.S.,  Wal-Mart  Stores  sells  Loblaw's  President's 
Choice  line  under  the  name  Sam's  Choice.)  Galen,  53,  spends  lots  of  time  abroad,  playing 
polo,  attending  glamorous  parties  and  touting  his  polo  club  development  in  Vero  Beach,  Fla. 
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ITALY  

By  Marc  E.  Babej  sora 

Leonardo  Del  Vecchio 

"Signor  Nessuno" — Mr.  Nobody. 
That's  how  the  Italian  press  described 
low-key  Leonardo  Del  Vecchio  a  few 
years  ago.  But  the  Del  Vecchio  fami- 
ly's 73%  stake  in  Luxottica  Group 
S.p.A.,  the  world's  largest  mid-to-up- 
market eyeglass  frame  manufacturer, 
was  recendy  worth  $1.4  billion,  and 
that's  a  lot  for  a  nobody  to  have. 

Now  59,  Del  Vecchio  was  raised  in 
a  Milan  orphanage.  He  worked  his 
way  through  design  school  as  an  ap- 
prentice in  a  factory  that  made  tooling 
and  molds  for  everything  from  auto- 
mobile logos  to  eyeglass  frames.  In 
1958  Del  Vecchio,  then  23,  opened 
his  own  molding  shop.  Three  years 
later,  with  backing  from  two  big  cus- 
tomers, he  moved  from  Milan  to  the 
small  town  of  Agordo  in  the  Italian 
Alps  to  start  Luxottica. 

Growth  was  steady  but  slow  until 
the  late  1980s,  when  Luxottica  li- 
censed the  names  of  such  top  design- 
ers as  Giorgio  Armani,  Yves  Saint 
Laurent  and  Valentino. 

In  1990  Del  Vecchio  listed  Luxot- 
tica's  American  Depositary  Receipts 
on  the  New  York  Stock  Exchange. 
Adjusted  for  splits,  the  ADR  price  has 
increased  fourfold,  to  a  recent  $33, 
valuing  the  $420  million  (sales)  com- 
pany at  $1.5  billion. 

Luxottica's  U.S.  operations  ac- 
count for  44%  of  sales  and  are  run  by 
Mr.  Nobody  Jr. — Del  Vecchio's  son 
and  designated  successor,  37-year- 
old  Claudio. 

GERMANY  

Bv  David  Fondiller 


Simon  family 

The  Simons  own  a  small  piece  of 
Germany's  huge  beer  market,  but 
whereas  the  overall  market  is  shrink- 
ing (down  6%  last  year),  their  sales  are 
growing  (up  4.7%,  to  $326  million). 
Their  brand  is  177-year-old  Bit- 
burger  Brauerei,  brewed  in  the  Eifel 
Hills  of  Bitburg,  near  the  French 
border. 

A  premium  brand,  Bitburger  com- 
mands prices  20%  to  35%  higher  than 


Luxottica  Group  founder  "Mr.  Nobody"  Leonardo  Del  Vecchio 

The  key  was  signing  up  Giorgio  Armani,  Yves  Saint  Laurent  and  Valentino. 


most  of  its  competitors';  the  company 
nets  over  8%  on  sales,  versus  maybe 
2%  for  a  typical  German  brewer.  Esti- 
mated cash  flow:  around  $120  million 
a  year.  The  brewery  sits  on  prime  land, 
the  full  value  of  which  is  not  reflected 
in  the  company's  financial  accounts. 

Last  September  the  Simons 
launched  an  eastern  German  specialty 
beer,  Kostritzer  Schwarzbier,  and  re- 
cently took  over  the  Schultheiss 
Brauerei  near  Koblenz,  strengthening 
its  position  in  the  middle  Rhine  re- 
gion. Successful  new  products  in- 
clude alcohol-free  beers  and  low- al- 
cohol beers. 

Three  family  members  run  the 
business:  Axel  Theobald  Simon,  50,  is 
the  last  relative  to  carry  the  Simon 
name  and  oversees  production;  Mi- 
chael Dietzsch,  53,  handles  market- 
ing; and  Thomas  Niewodniczanski, 
60,  is  responsible  for  finance.  Esti- 
mated net  worth:  $1  billion. 

Stroher  family 

Franz  Stroher  was  a  wigmaker  who  in 
1927  bought  the  rights  to  a  process 
that  used  hot  curlers  and  chemicals  to 
put  long- lasting  waves  into  women's 
real  hair.  Don't  laugh.  Today  the 
Stroher  heirs  control  a  $1.8  billion 
(sales)  company,  Wella  AG,  that  is  the 
world's  second -largest  hair  care  and 


cosmetics  company  (behind  L'Oreal 
of  France). 

Wella  is  headquartered  in  Darm- 
stadt, in  western  Germany,  and  the 
company  makes  everything  from 
shampoos  and  hair  colors  to  health 
products  and  hair  salon  equipment. 

Franz  Stroher's  descendants  own 
more  than  50%  of  Wella  (worth  at 
least  $794  million)  but  have  not  been 
active  in  daily  operations  since  the 
1970s.  Several  fourth -generation 
family  members  serve  on  the  compa- 
ny's advisory  and  supervisory  boards. 
All  told,  the  Strohers  are  worth  about 
$1  billion. 

Wella's  professional  managers  want 
to  expand  the  core  hair  care  business 
by  making  acquisitions  in  Italy,  Spain, 
France,  Japan  and  Latin  America.  Last 
year  Wella  acquired  the  hair  care  divi- 
sion of  Britain's  SmithKline  Bee- 
cham,  with  sales  of  around  $70  mil- 
lion, and  Sebastian  International  in 
Los  Angeles,  with  sales  of  $80 
million. 

More  recently,  the  company  an- 
nounced in  June  that  it  will  acquire  a 
91%  stake  in  German  perfume  maker 
Muehlens  (sales,  $294  million), 
which  is  best  known  for  its  4711  eau 
de  cologne  brand.  The  deal  has  been 
billed  as  Wella's  largest  acquisition 
to  date. 
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Karl-Ernst  Vaillant 
People  want 
warm  water  and 
warm  homes, 
and  Karl-Ernst 
Vaillant's  Jon. 
Vaillant  GmbH  de- 
livers. But  family 
management  may 
have  run  its 
course. 


Vaillant  family 

The  Vaillant  family  has  accumulated 
over  $1  billion  from  people's  need  for 
warm  water  and  warm  homes.  Their 
privately  owned  company,  Joh.  Vail- 
lant GmbH  &  Co.,  makes  heating 
equipment  and  boilers. 

When  plumber  Johann  Vaillant 
founded  the  company  in  1874  in  the 
town  of  Remscheid,  there  wasn't  even 
a  central  water  supply.  About  20  years 
later  Vaillant  began  producing  heat- 
ing and  boiler  equipment.  Exports 
took  off  after  World  War  II,  and  by 
1955  a  million  boilers  a  year  were 
rolling  off  Vaillant's  line.  Today  half 
the  company's  $1.1  billion  in  sales  are 
made  abroad.  Vaillant  has  a  U.S.  sub- 
sidiary in  New  Jersey,  and  recently 
opened  offices  in  Hungary,  Poland 
and  the  Czech  Republic  to  comple- 
ment its  network  throughout  Europe 
and  Turkey. 

Karl-Ernst  Vaillant,  59,  is  one  of 
Vaillant's  three  managing  partners 
and  the  only  remaining  family  mem- 
ber in  management.  His  brother-in- 
law,  Franz  Wilhelm,  who  retired  in 
1989,  was  largely  responsible  for  the 


company's  international  expansion. 

The  family's  other  business,  Kiip- 
persbusch  AG  (sales,  $160  million), 
produces  home  appliances  as  well  as 
professional  kitchen  and  catering 
equipment. 

UNITED  KINGDOM  

By  Marc  E.  Babej 
Schroder  family 

Founded  176  years  ago,  Schroders 
Pic.  entered  a  second  adolescence  in 
1980.  Since  then  the  London-based 
bank's  stock  price  has  multiplied 
about  forty-fivefold.  The  Schroder 
family,  which  owns  some  40%  to  50% 
of  the  stock — worth  $890  million  to 
$1.1  billion — can  thank  Schroders' 
63-year-old  chairman,  George  Mal- 
linckrodt,  and  53-year-old  Win  Bis- 
chofif,  group  chief  executive.  Since 
they  took  the  helm  in  1984,  the  firm 
has  grown  from  a  struggling  mer- 
chant bank  worth  less  than  $160  mil- 
lion to  a  diversified  investment  bank 
worth  about  $2.3  billion. 

Mallinckrodt  originally  joined  the 
firm  in  1954  and  married  the  daugh- 


ter of  Schroders'  then  chief,  Helmut 
Schroder,  a  great-grandson  of  Schro- 
ders' founder  John  Henry  Schroder. 
Mallinckrodt  was  early  in  deempha- 
sizing  commercial  lending  and  build- 
ing up  fee-based  businesses  like  in- 
vestment banking  and  fund  manage- 
ment, which  now  provide  for  the 
majority  of  Schroders'  pretax  profits 
($294  million  last  year). 

Within  the  next  two  years  Mal- 
linckrodt is  likely  to  retire  and  Bis- 
choff,  a  nonfamily  executive,  is  in  line 
to  succeed  him.  On  the  agenda:  ex- 
panding Schroders'  international 
reach,  and  buying  out  the  50%  ofWall 
Street  investment  bank  Wertheim 
Schroder  that  Schroders  doesn't  al- 
ready own. 

After  Bischoff,  a  Schroder  heir  may 
again  get  a  chance  to  head  the  compa- 
ny. Earlier  this  year  Mallinckrodt's 
son,  Philip,  resigned  from  CS  First 
Boston  to  join  a  recently  created  in- 
ternational finance  division  at  J.  Hen- 
ry Schroder  Wagg  &  Co.,  a  unit  of 
Schroders. 

GREECE  

By  Marc  E.  Babej 

Costas  Lemos 

To  the  names  Niarchos,  Latsis  and 
other  Greek  shipping  billionaires,  add 
another  one:  Costas  Lemos. 

Now  in  his  80s,  Lemos  hails  from 
the  island  of  Inousa.  First  a  ship  engi- 
neer and  then  a  captain,  he  quietly 
built  a  large  tanker  fleet,  then  sold 
most  of  his  ships  in  the  1980s  and 
reinvested  in  stocks,  bonds,  oil  and 
real  estate.  Said  to  have  hundreds  of 
millions  in  cash,  he's  worth  at  least 
$2.5  billion. 

Costas  Lemos  spends  much  of  his 
time  in  Athens.  Son  Michael  takes 
care  of  most  business  matters  from 
London.  Lemos'  two  daughters, 
Chris  and  Irene,  live  in  Athens  and 
Switzerland,  respectively. 

Livanos  family 

With  an  estimated  $1.7  billion  for- 
tune built  on  shipping  in  the  years 
following  World  War  II,  the  Liva- 
noses  are  among  Greek  society's  most 
prominent. 

Following  the  maxim  of  Austria- 
Hungary's  Habsburg  dynasty  that  al- 
liances forged  through  socially  objec- 
tionable marriages  are  preferable  to 
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A  small  hotel 
opens  in  Singapore 

with  the  worlas 
reatest  reputation 

service  hehincl  it. 


Introducing  Four  Seasons  Hotel  S  1  ngapore. 

Having  exceeded  tke  demands  of  business  travellers  from  Tokyo  to  Mdan,  Four  Seasons  now  opens  its 
doors  at  tke  kusiness  crossroads  of  Soutkeast  Asia. Tke  elegant  understatement  of  our  kotel  kelies  tke  passion 
of  our  concierges,  wko  can  kave  your  suit  pressed  witkin  an  kour,  and  your  plane  ticket  issued  in  minutes. 
Tkere's  a  Business  Center  open  seven  days,  a  kealtk  cluk  witk  Singapore's  only  air- 
conditioned  tennis  courts,  even  a  Residents  Lounge  wkere  you  can  catck  up  on  tke 


news  or  col 


llect  your  tkougkts  for  tke  kusiness  day  akea  d.Call  your  travel    -n  r\  TT 

J  ■  ff.  f  i  .1  i    r  i   i  Four  Seasons  Hotel 

counsellor  or  Four  Seasons  reservations  orrice  ror  details  about  tne  notel  r^? 
tkat  always  goes  tke  distance  for  you,  in  tke  keart  of  downtown  Singapore.       A  Four  Seasons  •  Recent  Hotel 

190  ORCHARD  BOULEVARD,  SINGAPORE  1024  SINGAPORE.  PHONE:  (65)  734-1110.  FAX:  (65)  733-0682.  OPENS  JULY  1994. 


Europe 


war,  they  have  wedded  Livanos 
daughters  to  up-and-coming  Greek 
shipping  entrepreneurs  who  more 
than  made  up  for  their  lack  of  a 
lineage  by  business  acumen. 

Tina  Livanos  and  her  sister  Eugenia 
are  notable  examples.  Against  the  ob- 
jections of  their  mother,  their  father 
approved  their  marriages  in  the  1940s 
to  Aristotle  Onassis  and  Stavros  Niar- 
chos,  respectively. 

The  tradition  continues.  Arietta, 
daughter  of  family  leader  George  S. 
Livanos,  has  just  exchanged  vows 
with  longtime  boyfriend  and  Brown 
University  classmate  (class  of  '90) 
George  Vardinoyiannis,  the  affable 
son  of  oil  and  shipping  centimillion- 
aire  Vardis  Vardinoyiannis. 

George  S.  Livanos  winters  in  St. 
Moritz  and  summers  on  his  90-foot 
yacht  and  his  private  island  near 
Spetsai. 

The  other  key  Livanos  is  cousin 
George  P.,  who  has  reclaimed  for  the 
clan  the  distinction  of  being  Greece's 
biggest  shipowner.  George  P.  was 
brought  up  in  New  Orleans  and  now 
spends  a  lot  of  time  in  Greenwich, 
Conn.  One  of  the  most  respected 
men  in  his  business,  he  works  through 
Athens-based  Ceres  Shipping  and  is 
involved  in  trade  organizations  and 
environmental  issues — above  all,  the 
pollution  of  the  seas. 

FRAHCE  

By  Philippe  Mao 

Defforey  family 

With  his  partner,  the  late  Marcel 
Fournier,  Denis  Defforey  started 
what  has  become  the  Carrefour  hy- 
permarket empire.  Carrefour  is  a  kind 
of  Euro  version  of  Wal-Mart — offer- 
ing huge  stores,  discount  prices.  Def- 
forey and  Fournier  opened  their  first 
store  in  1959.  Today  there  are  over 
1,500  stores  in  the  Carrefour  retail 
network,  including  hypermarkets,  su- 
permarkets, minimarkets,  frozen 
food,  home  and  office  supplies,  and 
super  discount  warehouses.  Last  year 
about  40%  of  Carrefour's  $22  billion 
in  revenues  were  generated  outside 
France,  from  Spain  to  Malaysia  and 
Turkey. 

Defforey's  record  in  the  U.S.  is 
mixed.  Hypermarkets  have  flopped 
here;  Carrefour  is  closing  two  Phila- 
delphia stores.  Unlike  the  French, 


Halley  family 

The  backbone  of  the  Halleys'  Pro- 
modes  retailing  group  is  the  Conti- 
nent chain;  with  over  170  hypermar- 
kets in  France  and  western  Europe,  it 
concentrates  on  food.  There  is  also  a 
chain  of  450-plus  supermarkets  in 
France  under  the  name  Champion, 
and  a  growing  network  of  local  dis- 
count and  convenience  outlets. 

Chairman  Paul-Louis  Halley,  59, 
has  been  the  guiding  force  behind 
Promodes  for  nearly  a  quarter  of  a 
century.  Since  taking  over  from  his 
father  in  1971,  Halley  has  expanded 
the  company  beyond  French  national 
borders.  The  group  currently  has 
about  4,500  stores  worldwide,  3,000 
of  them  in  France.  Promodes  is  test- 
ing the  hypermarket  concept  in  Tai- 
wan and  Turkey,  and  plans  to  open 
stores  in  both  countries  this  year  and 
in  1995. 

Halley  stubbed  his  toe  in  the  U.S. 
in  the  1980s,  after  taking  over  the  Red 
Foods  supermarket  chain  in  the 
Southeast.  He  tried  to  sell  both  food 
and  general  merchandise,  but  the 
concept  never  caught  on. 

Earlier  this  year  Halley  threw  in  the 
towel  and  sold  Red  Foods  to  Ahold,  a 
Dutch  retailer,  for  $120  million. 

But  French  investors  haven't  held 
that  against  him.  Since  the  company 
went  public  in  1979,  its  market  capi- 
talization has  risen  about  fifteenfold, 
to  around  $2.5  billion.  The  Halley 
family  owns  41%. 
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"Americans  don't  like  buying  food 
and  televisions  in  the  same  store," 
says  a  company  official. 

But  Carrefour  also  owns  16%  of 
Office  Depot  and  10%  of  discount 
warehouse  chain  Price  Costco.  Both 
investments  have  paid  off  handsomely 
for  the  family. 

Now  69,  Defforey  is  still  chairman 
of  Carrefour.  No  successor  has  been 
chosen  yet.  His  family's  20%  stake  was 
recently  worth  around  $1.6  billion. 


Carrefour  cofounder  Denis  Defforey 
Stakes  in  U.S.  discounters  helped. 


Credit  Lyonnais  USA.  An  American  Success  Story. 
After  five  years  of  record  growth,  capped  by  our  most 
successful  year,  our  recognition  as  a  partner  to 
American  business  is  confirmed.  We  could  not  have 
done  this  without  the  assistance  of  our  long-term 
corporate  relationships.  We  have  listened.  And  learned. 
And  reacted.  And  created  value-added  products 
and  services.  Our  strength  is  no  longer  simply  the 
power  of  a  global  bank,  it  is  diversity,  it  is 
adaptability.  Qualities  that  are  truly  American. 


CREDIT  LYONNAIS     ~    AMERICA'S  EUROPEAN  BANKER 

NEW  YORK  •  CHICAGO  •  LOS  ANGELES  •  HOUSTON  •  SAN  FRANCISCO  •  ATLANTA  •  MIAMI  •  DALLAS  •  BOSTON 


Estimated 
net  worth 

Cty.  Name  ($bil) 


Italy            Agnelli  family 

3.9 

Gianni  Agnelli,  73,  has  retirement  plans  on  hold  as  he  tries  to  revive  the  Fiat  conglomerate, 
which  lost  a  record  $1  billion  last  year.  One  hopeful  sign:  Fiat  returned  to  profitability  in  the 
first  quarter,  thanks  in  part  to  the  Punto,  a  new  compact  car  that  is  already  the  bestselling 
auto  in  Italy. 

Benetton  family 

2.0 

Through  private  holding  company  Edizione,  owns  70%  of  clothier  Benetton  Group  SpA,  plus 
stakes  in  sporting  goods  manufacturers  like  Minneapolis-based  skatemaker  Rollerblade. 
Benetton  has  struggled  to  maintain  its  eroding  share  of  the  casual  clothing  market  in  the 
U.S.,  where  its  store  count  has  dropped  to  around  170  from  more  than  600  a  few  years  ago. 

Ferrero  family 

1.6 

Michele  Ferrero,  69,  took  over  father's  company,  Ferrero  Group,  in  1949  at  age  24.  Now 
Ferrero  is  the  world's  sixth-largest  confectioner  (estimated  sales,  $1.7  billion).  The  media- 
shy  chocolate  and  hazelnut  baron  owes  success  to  the  creation  of  strong  brand  names:  Tic 
Tac  is  big  in  the  U.S.;  Kinder,  Nutella,  Ferrero  Rocher  and  Mon  Cheri  are  big  in  Europe. 

Silvio  Berlusconi 

1.5 

To  quell  conflict-of-interest  concerns,  the  media  magnate  turned  prime  minister  plans  to 
take  his  debt-laden  Fininvest  conglomerate  public  piece  by  piece.  First  to  go:  51%  of 
publisher  Mondadori.  Eventually,  Fininvest  could  become  a  holding  company  with  stakes  of 
around  50%  in  independent  quoted  companies  (TV,  financial  services,  supermarkets,  etc.). 

Leonardo  Del  Vecchio 

1.0 

Founder  of  Luxottica,  one  of  the  world's 
largest  eyeglass  frame  makers. 
(See  above.) 

Germany       Karl  and  Theo  Albrecht 

7.3 

Secretive  founders  of  Aldi  deep  discount  supermarket  empire,  with  3,500  outlets  in  Europe 
and  another  340  in  the  U.S.,  stepped  down  late  last  year,  leaving  one  of  Aldi's  2  regional 
units,  Aldi  South,  in  professional  managers'  hands.  Theo's  sons,  Theo  Jr.  and  Berthold,  run 
Aldi  North.  Theo  also  has  11.5%  of  U.S.  supermarket  chain  Albertson's  Inc.  of  Boise. 

Johanna,  Susanne  and 
Stefan  Quandt 

6.3 

Industrialist  Herbert  Quandt's  widow,  Johanna,  67,  and  children,  Susanne  and  Stefan, 
own  more  than  50%  of  Munich-based  automaker  BMW  and  control  various  other  German 
companies.  Analysts  predict  BMW  profits  will  jump  20%  to  30%  in  1994.  In  Spartanburg, 
S.C.  a  $400  million  assembly  plant  is  scheduled  to  open  in  November. 

Henkel  family 

6.3 

What  started  in  1876  with  a  household  bleach  is  now  Germany's  fourth-largest  chemical 
concern  (after  Bayer,  Hoechst  and  BASF).  Henkel  KGaA  is  the  world's  leading  provider  of 
adhesives,  oleochemicals  and  institutional  hygiene  and  industrial  cleaning  products.  U.S. 
holdings  include  28%  of  Clorox  Co.,  24%  of  Ecolab  Inc.  and  30%  of  Loctite  Corp. 

Haniel  family 

6.0 

Huge  industrial  conglomerate  Franz  Haniel  &  Cie.  GmbH  (sales,  $14.3  billion)  recently 
agreed  to  sell  its  Oklahoma  City-based  Scrivnerfood  wholesaler  to  Fleming  Cos.  for  $1.1 
bi  1  lion.  The  family  also  owns  51%  of  GEHE  AG,  Germany's  largest  pharmaceutical  wholesal- 
er, and  one-third  of  wholesaler/retailer  Metro  group. 

Erivan  Haub 

5.8 

Sole  owner,  at  age  61,  of  Germany's  largest  supermarket  chain,  the  Tengelmann  group 
(sales,  $29  billion),  which  holds  53%  of  A&P  in  the  U.S.  Karl-Erivan  Haub,  34,  is  his  father's 
chosen  successor  at  Tengelmann,  while  30-year-old  Christian  was  named  president  of  A&P 
last  December.  A  third  son,  Georg,  32,  works  in  the  group's  real  estate/construction  area. 

Otto  family 

4.2 

Werner  Otto  built  Hamburg-based  Otto  Versand  into  the  world's  largest  mail-order  company 
(sales,  $12.5  billion)  by  buying  established  catalogs  that  needed  turning  around.  Son 
Michael,  51,  followed  suit  with  1982  acquisition  of  Chicago-based  Spiegel  and  subsidiary 
Eddie  Bauer.  Next  up:  women's  clothier  New  Hampton  Inc.  of  Virginia,  acquired  last  year. 

Schickedanz  family 

3.8 

The  family  of  Grete  Schickedanz,  82,  widow  of  founder  Gustav,  owns  Quelle,  Europe's 
largest  mail-order  house  (sales,  $7  billion).  Son-in-law  Wolfgang  Biihler,  61,  now  in  charge. 
Procter  &  Gamble's  bid  to  acquire  VP  Schickedanz,  maker  of  consumer  hygiene  products,  is 
being  weighed  by  EC  competition  authorities. 
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Germany       Friedrich  Karl  Flick  Jr. 


3.3 


Wilhelm  and  August  von  Finck  3.2 


Boehringer  family  2.8 


von  Siemens  family  2.8 


Otto  Beisheim  2.8 


Schmidt-Ruthenbeck  family  2.8 


Herz  family  2.7 


Rolf  Gerling  2.7 


Flick,  67,  liquidated  family  industrial  empire  in  1986. 

Today  his  assets  include  a  $16  million  villa  in  Munich,  a  Manhattan  penthouse,  a  castle 
near  Paris  and  homes  on  the  Cote  d'Azur  and  in  Palm  Springs. 
Third  wife,  Ingrid,  is  34. 

Wilhelm,  66,  keeps  a  low  profile  living  on  family  estate  near  Munich.  Brother  August,  64,  is 
more  of  an  active  investor.  He  recently  sold  DSK  Bank  to  a  unit  of  Berliner  Bank.  Other 
assets:  90%  of  German  brewer  Lbwenbrau,  25%  of  Swiss  restaurant  chain  Movenpickand  a 
minority  stake  in  German  energy  company  Isar-Amperwerke. 

A  nonfamily  executive,  Dr.  Heribert  Johann,  runs  Boehringer  Ingelheim,  the  big,  private 
German  pharmaceutical  company  founded  by  Albert  Boehringer  in  1885.  The  $3.4  billion 
(sales)  company  is  known  overseas  for  licensing  cardiac  drug  Activase  from  Genentech.  U.S. 
units:  Bl  Chemicals  Inc.  of  Montvale,  N.J.  and  Roxane  Laboratories  Inc.  of  Columbus,  Ohio. 

Family  trust  with  some  220  beneficiaries  retains  about  10%  of  the  voting  stock  of  giant 
Siemens  AG,  the  world's  sixth-largest  electronics  and  electrical  concern  (sales,  $46  billion). 
Peter  Carl  von  Siemens,  now  56,  stepped  down  last  year  after  12  years  on  managing  board 
and  is  now  on  supervisory  board. 

German-born  Swiss  citizen  who  owns  a  third  of  Metro  group,  which  he  founded  in  1964. 
Headquartered  in  low-tax  Swiss  canton  Zug,  managed  in  Dusseldorf ,  Metro  is  one  of 
Europe's  biggest  wholesaler-retailers,  with  hypermarkets  and  other  retailers  (sales,  around 
$42  billion).  Beisheim,  70,  stepped  down  as  chairman  of  managing  board  in  January. 

When  Otto  Beisheim  founded  Metro,  he  needed  financially  strong  partners  with  a  good  sense 
for  the  wholesale  business.  Father  of  brothers  Michael  and  Ranier  Schmidt-Ruthenbeck 
from  Duisburg  fit  the  bill.  Today  they  own  a  third  of  Metro  through  Suprapart  AG,  based  for 
tax  reasons  in  Zug,  Switzerland. 

Through  Tchibo  Holding  AG,  family  owns  stakes  in  the  famous  Tchibo  coffee  retailing  chain 
(100%);  Beiersdorf  AG,  maker  of  Nivea  skin  care  products  (26%);  and  Reerntsma  Cigaret- 
tenfabrik,  Germany's  second-largest  cigarette  maker  (63%).  Gunter  Herz,  53,  runs  the  show 
and  shares  ownership  of  Tchibo  Holding  with  4  siblings  and  their  widowed  mother. 

Sole  heir  to  Gerling-Konzern,  Germany's  leading  industrial  insurer,  Rolf,  40,  sold  oft  30%  to 
Deutsche  Bank  for  an  estimated  $900-million-plus  in  1992.  Resident  in  Switzerland,  he 
pursues  his  interests  in  industrial  psychology  and  the  environment. 


Adolf  Merckle 


Leo  Kirch 


Oetker  family 


2.5 


2.5 


2.5 


Dieter  Schwarz  and  family  2.3 


Through  ratiopharm  GmbH,  Adolf  Merckle,  60,  is  Germany's  leading  producer  of  generic 
drugs.  Also  owns  Merckle  GmbH,  which  makes  brand-name  drugs.  Through  recently  formed 
Phoenix  Pharmahandel,  he  has  4  pharmaceutical  wholesalers  and  is  consolidating  their 
shared  operations  to  cut  costs  in  the  face  of  German  health  care  reform. 

Sixty-seven-year-old  mogul  who  presides  over  one  of  Europe's  largest  film  and  television 
companies,  Munich-based  KirchGroup.  Preparing  for  digital  future,  he  recently  teamed  up 
with  Bertelsmann  and  the  Bundespost  Telekom  to  form  Media  Services  GmbH,  which  will 
provide  pay-TV  programmers  with  various  services. 

Rudolf  August  Oetker,  77,  is  grandson  of  "Dr.  Oetker,"  Germany's  equivalent  of  Betty 
Crocker.  Privately  held  Oetker  Group  (sales,  $2.9  billion)  is  active  in  food  and  beverage, 
shipping,  breweries,  luxury  hotels  and  financial  services.  Rudolf's  eldest  son,  August,  50, 
handles  overall  day-to-day  affairs. 

Schwarz  built  $8  biilion  (estimated  sales)  Lidl  &  Schwarz  in  the  image  of  the  Albrecht 
brothers'  Aldi  chain:  prices  as  low  as  the  overhead,  food  in  crates  on  the  floor.  Now,  in  a  bid  to 
surpass  his  rival,  54-year-old  Schwarz  has  beaten  Aldi  into  Eastern  Europe.  He  is  also  the 
first  German  discounter  to  open  stores  in  Italy  and  Spain. 
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Owns  prime  Munich  real  estate,  a  real  estate  development  outfit,  the  Arabella  hotel  chain 
(named  after  his  daughter  but  run  by  son  Stefan)  and  several  breweries,  including  Paulaner, 
Bavaria's  largest.  In  South  America,  Schorghuber,  74,  has  34%  of  a  big  Chilean  brewery, 
plus  property  in  Santiago  and  in  Argentina  and  Brazil. 

Heirs  of  auto  genius  Ferdinand  Porsche,  foremost  among  them  Ferdinand  Piech,  56, 
chairman  of  Volkswagen .  Stuttgart-based  Porsche  AG  shares  almost  doubled  in  the  last  year, 
thanks  to  the  success  of  newly  launched  911  model.  Family  also  controls  Austria's  private 
Porsche  Holding,  which  has  exclusive  Porsche,  Audi  and  VW  import  rights. 

Fourth-generation  Reinhart  Freudenberg,  61,  runs  family  company  whose  products  range 
from  engineered  parts  (seals  and  vibration  dampers  for  cars)  to  nonwoven  textiles,  used  in 
interlining  garments,  tufted  carpets  and  baby  diapers.  Company  was  founded  in  1849  as  a 
tannery  and  still  supplies  boxcalf  leather  shoemakers  Bally  and  Allen-Edmonds. 

Big  German  pharmaceutical  and  chemical  maker  E.  Merck,  which  long  ago  severed  ties  with 
Merck,  Inc.  of  Rahway,  N.J.,  recently  acquired  51%  of  Dutch  generic  drug  maker  Amerpharm 
Investments,  hoping  to  strengthen  its  position  as  a  worldwide  generics  provider.  No  successor 
chosen  yet  for  Merck  Chairman  Hans  Joachim  Langmann,  69,  who  married  into  family. 

Some  20  family  members  own  Bermuda-based  Corange  Ltd.,  a  $3.2  billion  (sales)  health 
care  holding  company.  Earlier  this  year  Corange  boss  Max  Link  and  family  leader  Curt 
Engelhorn  clashed  over  the  operation  of  drugmaker  Boehringer  Mannheim  GmbH.  Upshot:  a 
unanimous  vote  by  Corange's  supervisory  board  to  remove  Engelhorn  as  its  chairman. 

Sold  Massa  chain  of  German  self-service  stores  in  1986  but  kept  the  underlying  real  estate. 
Now  70,  he  also  owns  4  Swiss  luxury  hotels— including  the  Tschuggen  Grand  in  Arosa,  his 
official  residence— as  well  as  Manhattan  office  buildings  formerly  managed  by  son  Ernst 
Ludwig  of  Annapolis,  Md. 

Family  head  Baron  Alfred  von  Oppenheim,  60,  and  cousin  Manfred,  69,  stepped  down  last 
year  as  managing  partners  of  Sal.  Oppenheim  Jr.  &  Cie.,  Germany's  biggest  and  most 
prestigious  private  bank  (assets,  $6  billion).  But  Alfred  remains  chairman  of  the  bank's 
supervisory  board. 

At  45,  the  widow  of  German  business  legend  MaxGrundigtd.  1989  at  age  81)  is  a  beneficiary 
of  the  Max  Grundig  foundation  that  controls  68%  of  struggling  electronics  maker  Grundig  AG. 
From  sale  of  the  other  32%  to  Dutch  electronics  giant  N.V.  Philips,  the  foundation  receives  an 
annual  dividend  of  almost  $30  million  (estimated)  through  year  2004. 

Mann  Group  consists  of  20  Wertkauf  self-service  hypermarkets 
and  around  15  large  furniture  stores.  Founder  Hugo  Mann  retired 
from  management  in  1989,  handing  over  reins 
to  New  York  University-educated  son  Johannes,  42. 

Albert,  1 1 ,  succeeds  his  father,  Johannes,  who  died  in  1990  at  age  69,  as  prince  of  a  line 
dating  back  504  years.  The  family  was  ennobled  for  establishing  postal  service  of  the  Holy 
Roman  Empire.  Albert's  mother,  33-year-old  Gloria,  once  a  spike-haired  jet-setter,  oversees 
a  patrimony  that  includes  forests  in  Germany,  Canada  and  Brazil,  farmlands  and  breweries. 

Nine  family  members  own  Joh.  A.  Benckiser  GmbH,  maker  of  cleaning  products,  cosmetics, 
fragrances,  including  Coty  and  Quintessence.  They  have  almost  no  say  in  day-to-day  opera- 
tions, because  Albert  Reimann,  patriarch  who  died  in  1984,  willed  voting  control  of  company 
to  trusted  associate  Martin  Gruber,  who  calls  the  shots  with  Chief  Executive  Peter  Hart. 

Baldwin  Knauf,  54,  and  cousin  Nikolaus,  55,  run  one  of  Europe's  leading  gypsum  and 
plasterboard  producers,  Gebr.  Knauf  Westdeutsche  Gipswerke  KG  (estimated  sales,  $1.7 
billion).  The  firm  is  banking  on  a  building  boom  in  Central  Europe.  A  new  plasterboard 
factory  in  the  Czech  Republic  is  planned. 
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Germany 

.iainoi  lamiiy 

1  A 

Family's  newsprint  company,  G.  Haindl'sche  Papierfabri  ken  KGaA,  has  a  U.S.  subsidiary,  Port 
Townsend  Paper  Corp.  of  Seattle,  Wash .  Last  summer  opened  one  of  Europe's  most  advanced 
paper  mills  for  recycled  newsprint  in  Schwedt,  eastern  Germany.  Two  of  the  company's  3 
managing  directors  are  family  members:  Clemens  Haindl,  57,  and  Georg  Holzhey,  55. 

Dnphlinrr  fomilw 

Kocniing  idiniiy 

1  1 

1.0 

Their  67%-owned  Rheinmetall  AG,  hurting  from  military  cutbacks,  has  beefed  up  its  office 
furniture  business  by  acquiring  a  majority  stake  in  Mauser  Waldeck  AG.  Other  holdings  include 
Deutsche  Telefonwerke,  a  telecom  firm  with  contracts  to  rebuild  eastern  Germany's  phone 
system,  and  various  makers  of  engineering  plastics,  measurement  instruments  and  auto  parts. 

nfionn  lamiiy 

1  9 
I./ 

Reinhard  Mohn,  73,  built  up  media  giant  Bertelsmann  AG  (sales,  $1 1  billion)  from  family's 
tiny,  bombed-out  publisher  after  World  War  II.  The  company,  run  by  nonfamily  managers,  is 
69%-owned  by  a  charitable  foundation;  Mohn  and  family  own  20.5%.  Rumor  has  it  that 
Bertelsmann  will  float  a  minority  interest  in  its  newly  formed  entertainment  division. 

wernann  lamiiy 

1  9 
\.L 

i  nrougn  private  noioing  wernann  t\.o.,  xney  own  companies  in  several  areas:  Dunuing 
materials,  grain  and  soybean  milling,  industrial  products  and  consumer  goods,  and  financial 
services  (1992-93  sales:  $1.9  billion).  Cousins  Wilhelm,  55,  Michael,  45,  and  Anton,  35, 
serve  on  5-member  board. 

Leibbr3nd  f  3  m  ily 

1  1 

I.Z 

Willi  Leibbrand,  who  quickly  built  up  his  small  food  wholesaler  into  a  giant  discount 
supermarket  chain  in  the  1970s,  died  last  June  at  61.  He  sold  the  chain,  Rewe-Leibbrand, 
in  1989.  Willi's  wife,  Heidrun,  and  2  children  own  a  five-star  hotel  near  Wiesbaden,  a  190- 
acre  vineyard  and  luxury  leather  goods  maker  Goldpfeil. 

Drnct  "nH  TimLo  fomilioc 
BiUm  al\U  rUnKc  IdlMIMci 

1  1  OQph 
I.I  CdLII 

Liuerai  cncn  dtosi  ano  conservative  jacuu  ruriKc  \u.  lj  i  di  iuuiiucu  rcgiuiidi  uaiiy  vvcbi- 
deutsche  Allgemeine  Zeitung  (WAZ)  in  1948.  Today,  besides  newspapers,  WAZ  Group  has 
interests  in  paper  manufacturing,  TV  and  radio,  plus  25%  of  mail-order  giant  Otto  Versand 
(see  Otto).  Half  of  fortune  is  owned  by  Funke's  3  daughters,  half  by  Brost,  90. 

Doscn  lamiiy 

1  n 

I.U 

KODeri  Doscn  umDn  isaies,        1  dm  i  ion  o  /o-owrieu  uy  ine  doslii idiniiy,  ibuic wur iu  b  lup 
producer  of  antilock  braking  and  fuel-injection  systems.  The  Stuttgart-based  concern  has  a 
U.S.  subsidiary,  Robert  Bosch  Corp.  of  Broadview,  III.,  and  50%  stakes  in  S-B  Power  Tool 
Co.  of  Chicago  and  Vermont  American  Corp.  of  Louisville. 

Diehl  family 

i  n 
I.U 

After  23  years  of  management  leadership  by  outsiders,  Thomas  Diehl,  43,  has  become  boss 
of  mechanical  engineering  and  defense  group  Diehl  GmbH  &  Co.  (sales,  $1.8  billion). 
Grandson  of  company  founder  Heinrich  Diehl,  he  must  expand  the  company's  civilian 
businesses  (clocks,  appliances,  special  vehicles  and  metals)  in  a  shrinking  defense  market. 

Stroher  family 

1.0 

Controls  Wella  AG,  the  world's  second-largest  haircare 

and  cosmetics  company,  after  French  billionaire  Liliane  Bettencourt's  L'Oreal. 

(See  above.) 

Simon  family 

1.0 

Owners  of  one  of  Germany's  most  profitable  breweries, 

the  177-year-old  Bitburger  Brauerei. 
(See  above.) 


Vaillant  family  1.0  Johann  Vaillant's  one-man  plumbing  business  became  $1.1  billion  (sales) 

Joh.  Vaillant  GmbH  &  Co.,  which  makes  boilers  and  heating  equipment. 
(See  above.) 

United  David  Sainsbury  4.4  Own  40%  of  British  supermarket  chain  J.  Sainsbury  Pic.  (David,  53,  chairman,  owns  stock 

Kingdom        and  family  worth  $2  billion.)  Although  J.  Sainsbury's  stock  was  recently  down  some  25%  over  the  last 

year  because  of  price-cutting  and  stronger  penetration  of  the  U.K.  market  by  foreign  chains, 


the  company  is  still  highly  profitable,  with  pretax  margins  over  6%. 
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island  of  Madeira,  part  of  the  crust  of  an 
extinct  underwater  volcano,  rises  dramatically  from  a 
craggy  shoreline  through  dense  green  valleys  to  snow- 
covered  peaks  almost  6,600  feet  high.  The  Portuguese 
navigators  Joao  Goncalves  Zarco  and  Tristao  Vaz, 
exploring  the  coast  of  Africa  for  Prince 
Henry  the  navigator,  discovered  the  unin- 
habited island  in  1420.  They  chose  the 
name  Madeira,  which  means  wood,  because 
of  the  dense  forest  that  covered  the  isle. 

From  the  delicate  blooms  of  rare  orchids 
to  the  glittering  chandeliers  of  fine  hotels, 
Madeira  has  a  long  Uadition  of  excellence. 
A  highly  competitive  offshore  center  is 
adding  a  dynamic  business  dimension  to  the 
island's  attractions.  Established  with  the 
help  of  what  is  now  the  European  Union  to  stimulate 
development,  the  Madeira  International  Business 
Center  (IBC)  offers  investors  the  unique  benefits  of 
EU  membership  and  a  zero  tax  rate. 

Other  business  incentives,  modern  infrastructure 
and  the  allure  of  a  flower-filled  island  add  to  the  list 
of  advantages  that  are  fast  putting  Madeira  on  the 
corporate  map.  Covering  the  full  range  of  offshore 
services,  Madeira  offers  a  free-trade  industrial  zone,  a 
financial  center,  international  services  and  a  shipping 


register,  all  benefiting  from  tax,  duty  and 
exchange-control  exemptions. 

Set  in  the  Atlantic  375  miles  off  the  African 
coast,  opposite  Casablanca  and  on  the  same  lati- 
tude as  Bermuda,  Madeira  has  long  provided  a 


haven  of  warmth  and  tranquillity  for  Northern 
Europeans,  with  an  average  minimum  temperature 
of  61  degrees  Fahrenheit  and  an  average  maxi- 
mum of  72  degrees. 

THE  EU  FRAMEWORK  FOR 
DEVELOPMENT 

The  IBC  was  conceived  as  a  special  European 
LJnion  incentive  to  help  the  island  bridge  the 
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development  gap  separating  it  from 
the  rest  of  Western  Europe.  "Studies 
of  other  peripheral  EU  regions  show 
that  development  grants  alone  are 
simply  not  enough  to  overcome  the 
disadvantages  of  insularity,"  says  Jorge 
Veiga  Franca,  a  director  of  the 
Madeira  Development  Company 
(SDM),  a  private-sector  corporation 
that  runs  the  offshore  center. 

Born  after  a  gestation  period  of 
almost  a  decade,  the  island's  offshore 
facilities  offer  premium  qualities. 
Membership  in  the  European  Union 
provides  both  regulatory  guarantees 
and  full  integration  with  a  preemi- 
nent market,  including  free  circula- 
tion of  goods  and  services  and  the 
right  of  establishment. 

Madeira  shares  this  status  only  with 
Ireland  and  Luxembourg;  offshore 
centers  in  the  Isle  of  Man,  Gibraltar 
and  the  Channel  Islands  hang  more 
tenuously  to  the  EU  by  various,  differ- 
ently defined  threads. 

Madeira's  offshore  center  forms  an 
integral  part  of  Portugal.  Companies 
setting  up  on  the  island  are  governed 
by  the  same  corporate  law  and  central 
bank  regulations  as  their  counterparts 
on  the  mainland;  consequently  they 
enjoy  the  same  guarantees  of  legal 
credibility  and  economic  soundness. 


"Companies  in  Madeira  have  to  oper- 
ate within  an  EU-wide  regulatory  and 
reporting  framework,"  says  William  T. 
Cunningham,  a  Lisbon-based  partner 
with  Arthur  Andersen.  "Companies 
that  don't  like  disclosing  their  accounts 
will  not  be  attracted  there.  The  island 
is  developing  as  a  base  for  legitimate 
international  tax  planning  that  can 
stand  up  to  scrutiny." 

The  scope  for  such  planning  is  con- 
siderable. Offshore  service  compa- 
nies and  financial  institutions  in 
Madeira  enjoy  total  exemption  from 
taxes  on  profits  and  capital  gains  until 
the  end  of  2011.  Investors  also  bene- 
fit from  total  exchange  freedom, 
including  free  repatriation  of  capital 
and  profits,  free  transfers  of  funds 
used  in  commercial  operations  and 
complete  freedom  to  import  capital. 

A  HOSPITABLE  BUSINESS 
ENVIRONMENT 

Besides  tax  privileges,  the  main 
competitive  advantages  of  offshore 
centers  are  weighed  in  terms  of  costs, 
efficiency,  accessibility,  bilateral  tax 
treaties,  language  and  quality  of  life. 
Madeira  scores  well  on  all  levels. 
Salaries,  rents  and  real  estate  prices 
compare  very  favorably  with  other 


European  locations. 

The  island  is  well  served  by  interna 
tional  flights  and  will  become  evei 
easier  to  reach  after  a  planned  50C 
yard  extension  to  the  airport  runwa) 
A  year-round  temperate  climate,  striW 
ing  natural  beauty  and  a  tradition  a 
elegance  and  superlative  service  mak 
Madeira  an  attractive  place  to  liv^ 
Moreover,  the  IBC  is  run  by  busines 
people  who  ensure  efficient  service 
and  speak  the  same  business  languag 
as  investors. 

SDM  officials  are  finely  attuned  t 
the  needs  of  the  international  bus 
ness  community.  A  number  of  firs 
rate  independent  management  con) 
panies  provide  full  services  for  compa 
nies  investing  in  the  offshore  centei 
from  company  registration  throug 
staffing,  administration,  accountin 
and  fee  paying.  Companies  registere 
in  the  IBC  are  required  to  maintain 
physical  presence  in  Madeira. 

In  contrast  to  the  practice  of  mo: 
offshore  centers,  companies  based  i 
Madeira  are  not  excluded  froi) 
Portugal's  double-taxation  treatie 
however,  they  can  use  these  to  reduc 
withholding  taxes  on  royalties,  intere 
and  dividends.  This  makes  the  IBC 
particularly  attractive  niche  for  firm 
investing  in  countries  that  have  agre> 
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menls  with  Portugal.  Brazil,  for  exam- 
ple, has  high  withholding  taxes  and 
only  two  tax  treaties,  with  Japan  and 
Portugal. 

"A  U.S.  company  investing  directly 
in  Brazil  would  be  subject  to  a  25% 
withholding  tax  on  the  distribution  of 
profits,"  says  Rosana  Rodrigues,  a 
lawyer  with  the  independent  manage- 
ment company  Madeira  Fiducia.  "If 
the  investment  were  made  indirectly 
through  Madeira,  it  would  be  subject 
to  a  tax  of  only  15%." 

Portugal  has  double-taxation  treaties 
with  Austria,  Belgium,  Brazil,  Finland, 
France,  Italy,  Luxembourg,  Norway, 
Spain,  Switzerland,  the  UK  and 
Germany.  Planned  agreements  cover 
South  Korea,  Hungary  and  the  Czech 
Republic.  Treaties  are  also  being 
negotiated  with  Japan  and  the  U.S. 

OFFSHORE  BANKING 
ADVANTAGES 

A  total  of  27  banks  and  two  insur- 
ance companies  have  so  far  set  up 
operations  in  the  IBC.   They  include 
such   prestigious  institutions  as 
Chemical  Bank,  Citibank,  Deutsche 
Bank  and  ABN-Amro  Bank  as  well  as 
every  Portuguese  bank.  "From 
Madeira  we  can  provide  all  the  ser- 
vices of  an  overseas  branch  without 
the  heavy  costs  of  establishing  a  net- 
work abroad,"  says  Pedro  Libano 
Monteiro    of   Banco  Comercial 
Portugues,  the  first  bank  to  set  up  an 
offshore  branch  in  Madeira  in  1989. 
i   In  January  1994,  Portugal's  central 
bank  provided  for  the  more  efficient 
operation  of  financial  institutions  in 
the  IBC  by  creating  two  types  of  off- 
shore banking  branches.  Exterior 
oanking  branches  (SFEs)  can  deal 
nly  with  nonresidents  in  Portugal 
ind  enjoy  full  tax  exemption. 
International  offshore  branches 
SFIs)  can  deal  with  residents  in 
ortugal.  They  have  to  pay  the  same 
ax  as  an  onshore  branch,  except  that 
hey  can  accept  deposits  from  nonres- 
dents  of  Portugal  without  having  to 
vithhold  a  20%  tax  on  their  interest. 
David  Caldeira,  head  of  the  Madeira 


operations  of  Caixa  Geral  de 
Depositos,  Portugal's  largest  bank  and 
the  first  institution  to  open  an  SFI, 
says  that,  to  an  onshore  company,  this 
can  mean  savings  of  50  to  100  basis 
points  on  the  cost  of  financing  a 
foreign-exchange  loan. 

"These  changes  have  made  the 
whole  tax  system  operating  in 
Madeira  much  clearer  to  investors 
and  their  advisers,"  says  Francisco 
Costa,  president  of  SDM  and  chief 
architect  of  the  IBC. 

MANUFACTURING 
FREE  TRADE 

For  industrial  companies,  Madeira 
offers  a  296-acre  free-trade  zone  19 
miles  from  the  capital,  Funchal,  and 
five  miles  from  the  international  air- 
port. All  raw  materials  and  compo- 
nents imported  into  the  zone  are 


exempt  from  customs  dudes.  Duties 
are  levied  only  on  raw  materials  from 
third  countries  incorporated  into  fin- 
ished products  exported  to  the  EU. 
Analysts  say  the  zone  is  especially 
attractive  to  non-EU  companies  as  a 
manufacturing  center  for  adding,  in  a 
tax-free  environment,  the  necessary 
EU  local  content  before  their  prod- 
ucts are  exported  to  Europe. 

Surrounded  by  a  perimeter  fence, 
the  zone  is  being  developed  in 
stages.  Building  platforms  provide 
direct  access  to  all  basic  utilities, 
including  energy,  telecommunica- 
tions, water  and  sewerage.  Specially 
constructed  port  facilities  include  a 
terminal  for  discharging  liquids  and 


cereals  by  suction,  together  with 
berths  for  loading  and  unloading 
general  cargo  and  containers. 

The  first  phase  of  the  zone  is  com- 
plete, with  29  companies  in  operation. 
Another  12  companies  are  awaiting 
completion  of  registration  and  licens- 
ing procedures.  Companies  from  all 
over  the  world  are  already  active  in 
sectors  including  petroleum  products, 
plastics,  biological  products,  cement, 
clothing,  computers,  canning,  paper 
products,  food,  household  appliances 
and  optics. 

The  international  services  center  has 
demonstrated  the  runaway  success  of 
the  IBC,  with  1,152  companies  already 
registered.  In  addidon  to  other  bene- 
fits, companies  pardcipadng  in  the  ini- 
tial capital  of  service  enterprises  are 
entitled  to  complete  exemption  from 
withholding  and  income  taxes  on  divi- 
dends, interest  on  shareholders'  loans 
and  on  any  other 
type  of  income  from 
these  companies. 
Offshore  service 
and  financial  com- 
panies can  set  up 
anywhere  on  the 
island  of  Madeira. 

To  date,  37  vessels 
have  registered  with 
MAR,  the  IBC's 
shipping  register. 
The  register  is  open 
to  commercial  ves- 
sels and  pleasure  yachts.  Ship  owners 
can  choose  any  country  whose  legal 
system  they  want  to  govern  the  terms 
of  the  mortgage  of  their  vessel.  Crew 
wages  are  exempt  from  income  tax  in 
Portugal,  though  vessels  registered 
with  MAR  fly  the  Portuguese  flag.  The 
captain  and  50%  of  the  crew  must  be 
EU  citizens,  although  the  authorities 
can  waive  this  requirement  in  special 
circumstances. 

The  Madeira  Development  Company 
has  recently  opened  an  office  in  New 
York  City.  For  more  information  on 
doing  business  on  the  island,  contact 
Brad  Sullivan  at  (212)  274-9417. 

Design:  Leslie  Singer  Design,  nyc 
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Harry  Woctnn 
Udl  1  y  VVGMUII 

and  family 

0  9 
L.L 

This  branch  of  the  Weston  family  (see  p.  198)  controls  63% 
of  food  manufacturer/retailer  Associated  British  Foods, 
which  is  coming  off  a  strong  year:  Aftertax  earnings  rose  37%, 
_  to  $349  million,  on  an  11%  increase  in  sales,  to  $6.7  billion. 

muoics  lainny 

1  ft 
1.0 

Sir  John  Moores,  who  founded  the  Littlewoods  Organisation  as  a  betting  pools  business 

for  soccer  games  in  1923,  died  last  September  at  age  97. 

He  left  behind  one  of  Britain's  largest  private  companies, 

famous  for  its  low-end  retail  outlets,  mail-order  catalogs  and  betting  pools. 

Richard  Branson 

I.I 

To  complement  his  long-haul  Virgin  Atlantic  Airways,  Branson,  44,  plans  to  enter  the 
competition  to  run  a  high-speed  rail  service  through  the  new  English  Channel  tunnel.  On  the 
retail  front,  Virgin  Group  Pic,  in  partnership  with  Blockbuster  Entertainment,  will  open  50 
Virgin  Megastores  (videogames,  music  and  videocassettes)  in  the  U.S.  in  the  next  3  years. 

Cphrnrlor  fomilu 

ocnrooci  idiiiiiy 

i  n 

I.U 

Owns  40%  to  50%  of  Schroders  Pic,  an  international  banking  network 
founded  by  the  family  in  London  176  years  ago. 
(See  above.) 

Greece 

Stavros  Niarchos 

i  ■> 

£.3 

"Golden  Greek,"  now  85,  made  staggering  profits  when  shipping  was  hot  in  1950s  and 
1960s.  But  his  private  life  has  been  filled  with  tragedy.  Two  wives  died,  two  marriages 
ended  in  divorce.  Fortune  now  mainly  consists  of  portfolio  investments 
and  one  of  the  world's  finest  private  collections  of  impressionist  art. 

uosias  Lemos 

9  ■> 

Former  ship  engineer  who  sold  his  tanker  fleet  in  the  1980s 
and  reinvested  in  real  estate,  stocks,  bonds  and  oil. 
(See  above.) 

Inhrt  1  ofcie 
JOfin  LdlSIS 

1  7 
1./ 

inow  o4,  Laisis  once  carneo  suitcases  tot  passengers  on  snips  in  nraeus.  ne  rose  to 
prominence  in  shipping  and  construction  in  the  late  1960s  after  King  Idns  of  Libya 
introduced  him  to  the  Saudis.  Nowadays  son  Spiro,  armed  with  a  doctorate  from  the  London 
School  of  Economics,  is  diversifying  the  family's  activities  into  banking  and  real  estate. 

1  iuonnc  fomilu 
UVdnOS  IdliHIy 

i  7 
l.i 

rr\r\r*rs 1  c  I  -i  crrac  f  rkmninn  Hmili/    +■    r\  1  i       r*i  acoc  h^wo  TrtfmQn  "3  Monroe 

ureece  s  largest  snipping  Tarnny,  me  Livanoses  nave  Tormeu  ainances 
via  marriage  with  other  big  shipping  tycoons. 
(See  above.) 

uuuidiiui  lo  idiniiy 

1  R 
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r oriune  origmdieo  wiin  uapidiri  ludfin i ^  uuuidiiur  ib,  ui  uic  ibie  ui  niiurub,  wi iubc    ai  iubui  ib 
now  operate  out  of  New  York  and  London.  Basil  Goulandris,  probably  the  family's  richest 
individual,  died  in  April  at  81.  Shortly  before  his  death,  he  donated  much  of  his  art  collection 
to  an  I.M.  Pei-designed  museum  of  modern  painting  being  built  in  Athens. 

Frsnce 

Lllldllc  DcUcllLUUIl 

A  9 

'i.i. 

UIq i r       1  1C\rao\    fho  u/nrlH'e  ! arrroct  rncmotirc  firm  H  QQ^  caloc    Si 7  hi  1 1  inn  ^    After  traHino 

neir  10  l  ureal ,  uie  wur iu  s  idigebi  LubiiiciiLb  mi  1 11  \  ljjo  bdicb,  $  /  uiimuii/.  ni  lci  li du  h  ig 
27%  to  Nestle  20  years  ago  for  Nestle  stock  (now  worth  $1  billion),  Bettencourt  still  owns 
L'Oreal  shares  worth  some  $3.1  billion.  Although  Bettencourt  has  said  she'll  maintain 
control  of  L'Oreal  during  her  lifetime,  odds  are  that  Nestle  will  eventually  win  the  company. 

jcyUuUA/oLIIIUIllUelgcl  Idlllll'Co 

9  Q 

Thoca  rmicinc  cfill  hnlH  an  octimafoH  1        nf  nil  con/mpc  criant  ^nhh  imhpropr  1  tH  f^slp^ 

1  IICoC  LUUbtl lb  Ml  1 1  1 IUIU  dl  i  CMI 1 1  IdlCU  i  J/O  Ul  UI  1  oCI  VILC3  gld  1 1 L  OCI II UI  1 IUCI  gCI  LIU  .  V oCHC o, 

$6.7  billion).  Nicolas  Seydoux,  54,  owns  two-thirds  of  Gaumont,  a  successful  Paris-based 
film  production  and  exhibition  company.  Brother  Jerome,  59,  hasn't  had  much  success  in 
turning  around  media  and  textile  conglomerate  Chargeurs  S.A. 

Mulliez  family 

2.6 

Patriarch  Gerard  Mulliez,  63,  founded  the  Auchon  retail  empire,  which  includes  hypermarkets 
and  a  stable  of  specialty  stores  selling  everything  from  sportswear  to  auto  parts.  Estimated 
sales:  $14  billion.  The  family's  82%  stake  (the  rest  is  owned  by  Auchon's  employees)  is 
supplemented  by  a  45%  stake  in  France's  second-largest  mail-order  company,  Trois  Suisses. 
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Country 

Name 

Estimated 
net  worth 
(Soil) 

France 

Alain  Wertheimer  and  family 

2.0 

Pierre  Wertheimer  became  Gabrielle  (Coco)Chanel's  partner  in  1924  to  produce  and  market 
Chanel  No.  5  fragrance.  The  Wertheimers  wound  up  owning  100%  of  the  $1  billion 
(estimated  sales)  company,  now  run  by  Pierre's  grandson,  Alain.  Since  1984,  10  Chanel 
boutiques — selling  clothing  and  accessories  as  well  as  fragrances— have  opened  in  the  U.S. 

Defforey  family 

1.6 

Denis  Defforey  is  chairman  and  cofounder  of  $22  billion  (sales)  Carrefour,  a  kind  of  Euro 
version  of  Wal-Mart.  (See  above.) 

Michel  DavirJ-Weiil 

1.5 

Head  of  the  Lazard  Freres  banking  empire  and  great-grandson  of  Alexandre  Weill,  who 
married  into  the  Lazard  banking  family  and  later  set  up  the  New  York  branch  of  Lazard 
Freres.  As  adviser  to  Paramount  Communications,  Lazard  was  in  the  thick  of  the  $10  billion 
takeover  battle  in  which  Viacom  eventually  outbid  QVC  Network  for  the  entertainment  giant. 

Peugeot  family 

1.5 

Although  they  own  23%  of  the  French  automaker  Peugeot  S. A.,  special  voting  shares  assure 
control.  Europe's  third-largest  automaker,  Peugeot  lost  around  $260  million  last  year.  But 
Chairman  Jacques  Calvet  predicts  the  company  will  at  least  break  even  this  year,  thanks  to 
expected  productivity  gams  and  the  success  of  the  new  Citroen  Xantia. 

Bouriez  family 

1.4 

Under  President  Philippe  Bouriez,  60,  the  $7  billion  (estimated  sales)  Cora  group  of  stores- 
hypermarkets,  supermarkets  and  a  hodgepodge  of  smaller  outlets— has  been  consolidating.  The 
family— three  brothers,  led  by  Philippe,  and  a  sister— also  owns  Revillon,  a  marketer  of  furs  and 
perfumes.  Just  sold  Editions  Mondiales,  publisher  of  popular  beauty,  fashion  and  TV  magazines. 

Dassault  family 

1.4 

A  Taiwanese  order  for  60  Mirage  fighter  jets  is  helping  Dassault  Aviation  S.A.  survive  in  an  era 
of  declining  defense  budgets.  Headed  by  Serge  Dassault,  69,  the  family  owns  just  under  50% 
of  the  company,  also  known  for  its  Falcon  business  jets.  Holdings  in  electronic,  communica- 
tion and  other  stocks  round  out  a  fortune  that  Serge  shares  with  his  mother  and  brother. 

Halley  family 

1.0 

The  Promodes  retailing  network  consists  of  4,500  stores  worldwide,  3,000  of  them  in 
France.  Chairman  Paul-Louis  Halley  has  been  the  guiding  force  behind  Promodes  for  nearly 
a  quarter  of  a  century.  (See  above.) 

Vuitton  family 

1.0 

After  Henry  Racamier,  husband  of  the  original  Louis  Vuitton's  great-granddaughter,  lost 
control  of  LVMH  Moet  Hennessy  Louis  Vuitton  in  a  power  struggle  in  1990,  the  family 
divested  its  interest  in  the  luxury  goods  giant  and  launched  a  new  company,  Orcofi.  Pierre 
Schmidt,  a  former  Paribas  banker,  succeeded  Racamier,  82,  as  head  of  Orcofi  in  June  1993. 

Spain 

Boti'n  family 

1.5 

Emilio  Botin's  Banco  Santander  agreed  in  April  to  pay  $2  billion  to  take  over  troubled  Banco 
Espahol  de  Credito  (Banesto).  Deal  seen  as  vote  of  confidence  in  the  domestic  market,  after 
years  in  which  Emilio  expanded  in  Latin  America  and  the  U.S.  The  Botinsare  believed  to  own 
about  25%  of  Santander.  Two  of  Emilio's  6  children  are  directors. 

Koplowitz  sisters 

1.4 

Alicia,  42,  and  Esther,  44,  control  late  father's  construction  empire,  Fomento  de  Construc- 
ciones  y  Contratas  (FCC).  The  domestic  building  market  is  hurting,  but  FCC  maintained 
profits  thanks  to  strong  solid  waste  business.  FCC  collects  50%  of  Spain's  garbage.  The 
company  also  collects  trash  and  distributes  drinking  water  in  Caracas,  Venezuela. 

March  family 

1.2 

Brothers  Juan,  54,  and  Carlos,  48,  control  holding  company  C.F.  Alba,  which  is  big  in 
construction-related  businesses.  Privately  held  construction  firm  Gines  Navarro  will  proba- 
bly seek  a  public  listing  this  fall.  Other  holdings:  Banca  March  (assets,  $2  billion)  and  a 
minority  interest  in  pay  TV  service  Canal  Plus. 

Forbes  ■  July  18,  1994 


213 


Europe 

;»e£fterlands 

Brenninkmeyer  family  4.0 

Ultrasecretive  Dutch  clan  runs  global  retail  empire  (mostly  apparel)  with  stores  in  12 
countries.  In  Europe,  they  a/e  C&A;  German  sales  estimated  at  $5  billion.  Roelandus 
Brenninkmeyer,  a  Harvard  M.B.A.,  presides  over  U.S.  operation,  including  Women's  Wo,  Id 
Shops  in  California,  JByron  in  Florida  and  Steinbach  in  New  York. 

Fentener  van  Vlissingen  1.9 
family 

Fortune  grew  out  of  a  turn-of-the-century  coal-trading  cartel  founded  by  8  families,  2  of 
which  intermarried  and  ran  business  together  for  50  years.  Core  now  consists  of  Makro,  a 
chain  of  cash-and-carry  wholesale  stores,  and  stakes  in  European  energy  companies. 
Grouped  under  SHV  Holdings,  they're  run  by  Paul  van  Vlissingen,  52. 

Alfred  Heineken  1.2 

"Freddy"  Heineken  officially  retired  in  1989,  but  he  still  owns  a  controlling  stake  in 
Heineken,  the  world's  largest  brewer  outside  the  U.S.  Company  continues  to  expand  into 
new  markets  from  Poland  to  China,  while  trying  to  resist  worker  demands  for  wage  hikes  at 
home— demands  that  led  to  a  strike  this  spring  at  its  two  big  Dutch  breweries. 

Switzerland 

Paul  Sacher  and  7.8 
Hoffmann  family 

Paul  Sacher,  88,  has  been  family's  senior  member  since  the  1989  death  of  his  wife, 
Maja  Sacher-Stehlin,  who  married  the  sole  heir  to  the  Hoffmann-La  Roche  pharmaceutical 
fortune.Today  Sacher  presides  over  the  Hoffmann  and  LaRoche  families'  controlling, 
special  voting  shares  in  the  $49  billion  (market  value)  Roche  Group. 

Walter  Haefner  2.4 

The  founder  (in  1945)  of  Amag,  Switzerland's  biggest  auto  importer  (sales,  $1.6  billion), 
Haefner  also  owns  23%  of  U.S.  software  giant  Computer  Associates  International,  a  stake 
recently  worth  $1.5  billion.  His  son,  a  math  professor,  and  daughter,  who  works  with  the 
mentally  handicapped,  show  no  interest  in  the  business.  Haefner,  84,  remains  semiretired. 

Baron  Hans  Heinrich  2.0 
Thyssen-Bornemisza 

Seventy-three-year-old  heir  to  the  Thyssen  industrial  fortune,  who  sold  the  most  important 
works  in  his  1,400-piece  art  collection  to  Spain  for  $350  million.  His  Monte  Carlo-based 
son,  Georg  Heinrich,  44,  manages  Thyssen-Bornemisza  Group  (otherwise  known  as  TBG 
Holdings  NV),  a  diversified  industrial  and  commercial  concern  with  sales  of  around  $2  billion. 

Stephan  Schmidheiny  1.9 

At  47,  this  billionaire  environmentalist  spends  a  lot  of  time  in  Latin  America.  His  Nueva 
owns  about  30%  of  Chile's  leading  steelmaker,  CAP,  and  is  active  in  low-  to  mid-income 
housingconstruction.  His  widely  diversified  European  interests  include  the  opticsfirm  Leica 
and  a  stake  in  watchmaker  SMH  (which  makes  Swatch). 

Fabio  Bertarelli  1.9 

Italian-born  Bertarelli,  70,  controls  Geneva-based  Ares-Serono,  which  has  78%  of  the  world 
market  for  fertility  drugs  (leading  brand,  Pergonal).  The  $855  million  (sales)  firm  last  year 
won  a  temporary  injunction  against  a  competitor  that  had  infringed  upon  its  patent.  Son 
Ernesto,  28,  a  graduate  of  Harvard  Business  School,  is  being  groomed  to  take  over. 

Thomas  Schmidheiny  1.3 

Stephan's  49-year-old  brother  and  holder  of  a  controlling  stake  in  Holderbank,  one  of  the 
world's  largest  cement  companies  (sales,  $5.9  billion).  Holderbank  has  been  boosting  its 
stakes  in  South  American  cement  companies  and  has  entered  a  joint  venture  with  the 
government  of  Vietnam.  Last  year  it  bought  Holnam  Inc.,  the  top  cement  producer  in  the  U.S. 

Klaus  Jacobs  1.2 

After  selling  most  of  his  family's  coffee  and  chocolate  business  to  Philip  Morris  for  $1.4 
billion  in  1990,  Jacobs,  now  57,  rules  over  a  diversified  portfolio  of  companies.  They  include 
Adia  S.A.,  the  world's  second-largest  temporary  employment  agency,  and  Chicago-based 
candy  company  E.J.  Brach. 

Liebherr  family  1.2 

Hans  Liebherr,  who  in  the  late  1940s  developed  a  construction  crane  that  was  easy  to  move 
from  one  building  site  to  another,  died  last  October  at  age  78.  Eldest  son  Hans  Jr.,  together 
with  his  sister,  Isolde,  and  brother,  Willi,  now  run  Liebherr-lnternational,  where  sales 
dropped  15%  last  year,  to  $2.5  billion,  thanks  to  weak  economies  in  Western  Europe. 

Scandinavia 

Hans  and  Gad  Rausing  9.0 

Hans,  68,  resigned  from  active  duty  at  Sweden's  $8  billion  (sales)  Tetra  Laval  Group  last 
year,  having  built  the  company  into  the  world's  predominant  maker  of  aseptic  packaging, 
which  allows  perishable  liquids  to  sit  months  without  refrigeration.  He  and  his  72-year-old 
brother,  Gad,  an  archeologist,  have  three  children  each;  none  has  emerged  as  a  successor. 
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Hurope/Middle  East 

'  ;  v.  '    '  | 

Estimated 
net  worth 
($bil) 

Scandinavia  Kristiansen  family 

2.3  • 

Kjeld  Kirk  Kristiansen,  46,  runs  Lego  Group,  the  $2  billion  (estimated  sales)  building- 
blocks-for-kids  Danish  company  founded  by  his  grandfather  in  1932.  Lego  plans  to  spend 
$100  million  to  build  a  Legoland  theme  park  in  Carlsbad,  a  suburb  of  San  Diego, 
slated  to  open  in  1999  (Forbes,  Jan.  3). 

ilgvdl  r\d I M U 1  d U 

1.2 

Swedish-based  Ikea,  the  discount  home  furnishings  chain  founded  by  Kamprad  in  1943, 
still  gets  85%  of  its  $4.3  billion  in  sales  from  Europe.  But  its  hottest  market  is  North 
America,  where  20  outlets  generated  sales  of  $407  million  last  year,  up  21%  from  1992. 
Franchisor  Inter  Ikea  takes  3%  of  the  revenues  each  of  Ikea's  120  stores  generates. 

MIDDLE  EAST 


ISRAEL 


By  Riva  Atlas  ^ 
Ted  Arison 

A  U.S.  billionaire  since  1982,  Arison, 
70,  now  shows  up  as  a  new  Israeli 
billionaire  (net  worth,  $1.9  billion). 
How  so?  Because  he  took  advantage 
of  the  ultimate  tax  shelter.  Last  year 
Arison  renounced  his  U.S.  citizenship 
but  remained  a  citizen  of  Israel,  a 
country  with  no  estate  tax.  The  move 
may  already  have  saved  Arison  over  $  1 
billion  in  estate  taxes:  His  estimated 
net  worth,  90%  of  it  in  Carnival  Corp. 
stock,  exceeds  $1.9  billion. 

A  citizen  of  Israel,  Arison  immi- 
grated to  the  U.S.  and  in  1972 
teamed  up  with  Meshulam  Riklis  to 
launch  Carnival.  He  bought  out  Rik 
lis  for  $1  two  years  later.  Last  year  the 
line's  revenues  hit  $1.6  billion. 

Back  in  Israel,  Arison  has  invested 
just  about  $35  million  so  far  in  several 
startup  companies  in  the  construction 
industry,  to  take  advantage  of  the 
country's  housing  shortage.  Now  he 
is  rumored  to  be  looking  for  a  big  deal 
to  invest  in. 

Who's  running  Carnival?  Arison's 
45 -year-old  son,  Micky.  Since  mov- 
ing to  Israel,  Arison  pere  has  trans- 
ferred 45  million  Carnival  shares,  re- 
cently worth  $2.56  billion,  and  the 
chairman's  title  to  Micky,  who  is  still  a 
U.S.  citizen. 

Shoul  Eisenberg 

Born  in  Munich,  Shoul  Eisenberg, 
73,  arrived  in  Shanghai  in  1940  as  a 
19-year-old  Jewish  refugee  from  the 
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Nazis.  After  World  War  II,  he  bro- 
kered raw  materials  to  the  Japanese 
and  South  Koreans. 

Today  Eisenberg's  United  Devel- 
opment Inc.  (UDI)  has  trading  of- 
fices in  18  countries,  mostly  develop- 
ing ones.  In  Israel,  Eisenberg  controls 
Israel  Corp.,  a  $2.5  billion  (sales) 
conglomerate  run  by  former  defense 
and  foreign  minister  Moshe  Arens 
and  Eisenberg's  son  Erwin,  42. 

What's  ahead?  "We  have  a  lot  of 
negotiations  in  progress  in  India  right 
now,"  he  says.  But  China,  where  Ei- 


Developing  market 
dealster 

Shoul  Eisenberg 
He  has  a  major 
foothold  in  China. 
Will  India  be  his 
next  stop? 


senberg  has  brokered  arms  deals,  i) 
getting  more  of  his  attention.  Eisen 
berg  acts  as  a  middleman  on  somd 
deals,  and  as  a  principal  on  others.  Ajn 
example  of  the  latter:  Shanghai  Yao 
hua  Pilkington  (SYP),  a  glassmaker 
which  went  public  on  the  Shanghai 
Stock  Exchange  last  year.  In  lieu  o 
commissions  for  the  construction  o 
factories,  Eisenberg  took  8.5%  ofsYP'i 
stock.  Today  that  stake  is  worti] 
around  $35  million. 

Altogether,  Eisenberg  is  estimatec 
to  be  worth  at  least  $1  billion. 
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thinking  are  the  foundations  of  Credit  Suisse's  inter- 
national success.  As  the  oldest  of  Switzerland's 
three  big  banks,  we  are  totally  committed  to  the  solid 
traditional  values  for  which  Swiss  banking  is  famous. 


But  our  activities  extend  far  beyond  Switzerland. 
Credit  Suisse,  in  partnership  with  CS  First  Boston,  is 
one  of  the  world's  premier  financial  services  groups. 
We  operate  effectively  in  every  market,  offering 
expert  service  with  a  global  horizon. 


We  do  more  to  keep  you     m  at  the  top. 


CREDIT  SUISSE 
CS 


Head  Office:  Zurich/Switzerland:  Represented  in  all  major  international  financial  centres.  In  the  USA  and  Canada:  New  York   Los  Angeles  ■  Atlanta  ■  Chicago  ■  Houston  ■  Miami  Montreal 

San  Francisco  ■  Toronto  •  Vancouver 


SOUTH  AFRICA  

By  Michael  Schurhan  «■ 

Harry  Oppenheimer  and  family 

South  African  mining  magnate  Harry 
Oppenheimer  and  his  family  own  8% 
of  Anglo  American.  Anglo,  in  turn, 
has  investments  in  many  South  Afri- 
can gold  mining  companies  and  De 
Beers,  the  center  of  the  world's  dia- 
mond cartel.  At  current  stock  prices, 
Oppenheimer's  stake  in  Anglo  is 


worth  around  $930  million. 

Then  there's  $2.8  billion  (1993 
sales)  Minorco,  the  Luxembourg- 
based  mineral  holding  company.  Sir 
Harry's  7%  of  Minorco  is  now  worth 
$350  million.  Throw  in  some  miscel- 
laneous holdings,  and  that  brings  the 
Oppenheimers'  estimated  net  worth 
to  $1.5  billion. 

Oppenheimer's  father,  Ernest  Op- 
penheimer, started  the  empire  when 
he  acquired  a  gold  mine  company  in 


1905.  Harry  took  over  the  family 
business  after  World  War  II.  Now  85, 
he  has  been  grooming  his  son,  Nicho- 
las (Nicky)  Oppenheimer,  49,  and 
former  son-in-law  Henry  (Hank) 
Slack,  44,  to  carry  on.  They  have 
much  to  work  with.  Harry  Oppenhei- 
mer was  long  a  foe  of  apartheid  and 
has  a  closer  relationship  with  Nelson 
Mandela  and  the  African  National 
Congress  than  most  Western  inves- 
tors realize. 


Estimated 
net  worth 

Country  Name  (Sbil) 


Israel  Ted  Arison  1.9  A  U.S.  billionaire  since  1982,  Anson  recently  renounced  his  U.S. 

citizenship  and  moved  to  Israel.  He  founded  Carnival  Corp., 
the  cruise  line  operator,  in  1972.  (See  above.) 


Shoul  Eisenberg  1.0  Eisenberg  controls  United  Development  Inc.,  a  trading  company 

with  offices  in  18  countries,  and  Israel  Corp.,  a  $2.5  billion  (sales) 
conglomerate.  (See  above.) 
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Country 

Name 

Estimated 
net  worth 
($bil) 

Saudi  Arabia 

Al-Rajhi  family 

3.0 

The  Al-Rajhi  brothers  (Sulaiman,  Saleh,  Abdullah  and  Mohamed)  run  Al-Rajhi  Banking  & 
Investment  Corp.,  among  the  world's  most  powerful  Islamic  finance  institutions  (assets,  $7.6 
billion).  Instead  of  earning  interest,  depositors  share  in  profits— $240  million  last  year,  up 
24%  over  1992.  Outside  their  52%  of  the  bank  they  have  assets  worth  at  least  $1  billion. 

Bin-Mahfouz  family 

2.0 

The  Manhattan  District  Attorney  dropped  BCCI-related  criminal  charges  against  Khalid  bin- 
Mahfouz— but  only  after  he  paid  some  $225  million  in  fines  and  settlements.  Under 
Khalid's  older  brother,  Mohammed  Salim  bin-Mahfouz,  family's  National  Commercial  Bank 
(assets,  $18  billion)  is  now  back  on  its  feet  after  $1.6  billion  capital  infusion. 

Jameel  family 

1.6 

The  Jameels'  $3  billion  (estimated  revenues)  company,  now  run  by  the  three  sons  of 
the  late  founder,  includes  one  of  the  world's  largest  Toyota  dealers  and  British  car  distributor 
Hartwell  Pic.  Through  Jaymont  Properties,  they  have  substantial  U.S.  real  estate  holdings 
coast  to  coast. 

Suliman  Olayan 

1.5 

One  side  of  his  Olayan  Group  consists  of  operating  businesses:  bottling  (Coca-Cola), 
consumer  franchises  (Hertz,  Burger  King),  light  manufacturing  (often  with  U.S.  partners  like 
Kimberly-Clark,  Colgate-Palmolive),  etc.  Other  side  is  mainly  equity  participations  (with 
Bechtel  in  construction,  for  example)  and  portfolio  investments. 

Juffali  family 

1.0 

The  Juffalis  won  Saudi  Arabia's  first-ever  electrification  project  in  1946,  then  moved  into 
telecommunications,  transportation,  air-conditioning  and  much  else.  Run  by  Ahmed,  70, 
the  Jeddah-based  Juffali  group  has  joint  ventures  with  big  multinationals  like  Dow  Chemical 
and  Fluor  Corp.,  plus  many  plum  distributorships:  IBM,  Mercedes-Benz,  Michelin,  etc. 

Saleh  Abdullah  Kamel 

1.0 

His  $6  billion  (assets)  Dallah-Albaraka  Group  has  interests  in  banking,  trade, 
construction  and  media.  After  years  of  rapid  expansion,  Dallah-Albaraka  is  believed 
to  have  experienced  problems  with  investments  in  commodities,  real  estate.  Kamel,  53,  is  a 
devout  Muslim. 

Lebanon 

Rafik  Hariri 

2.4 

Entrepreneur,  now  49,  who  became  prime  minister  of  Lebanon,  has  put  $125  million  of  his 
own  money  into  Solidere,  a  consortium  formed  to  develop  war-ravaged  Beirut.  Hariri,  who 
owns  vast  tracts  of  Beirut  property,  has  said  that  all  profits  from  his  7%  stake  would  go  to  a 
foundation  offering  scholarships  for  Lebanese  students. 

Edmond  Safra  and  brothers 

1.4 

Edmond,  62,  owns  29%  of  Republic  New  York  Corp.,  the  holding  company  for  the  $32.2 
billion  (assets)  Republic  National  Bank  of  New  York;  and  21%  of  Safra  Republic  Holdings, 
with  banks  in  Geneva  and  other  European  locations.  Younger  brothers  Joseph,  55,  and 
Moise,  60,  own  Sao  Paulo's  Banco  Safra  and  a  stake  in  First  International  Bank  of  Israel. 

Kuwait 

Al-Kharafi  family 

1.5 

Al-Kharafi  Industries  founder  Mohamed  Abdul  Mohsin  Ai-Kharafi,  who  also  helped  establish 
the  National  Bank  of  Kuwait,  died  last  September  at  81.  One  of  the  Gulf's  biggest  construc- 
tion firms,  the  $1  billion  (revenues)  Al-Kharafi  Industries  is  expanding  its  overseas  presence 
in  places  like  Botswana. 

Turkey 

Koc  family 

2.5 

The  Koc  Group,  Turkey's  largest  business  empire,  had  sales  of  over  $5  billion  in  1993 
(adjusted  for  current  exchange  rates).  The  group  began  in  1917  as  a  grocery  store,  and  now  has 
over  100  companies.  Founder  Vehbi  Koc,  93,  has  turned  over  day-to-day  decisions  to  son 
Rahmi,  62.  Family  would  have  been  worth  $5  billion  before  the  collapse  of  the  Turkish  lira. 

Sabanci  family 

1.4 

Led  by  eldest  brother  Sakip,  61,  the  Sabancis  control  Turkey's  second-largest  industrial 
group.  The  49-company  group  started  as  a  cotton-trading  firm  founded  by  Sakip's  late 
father,  Haci  Omer  Sabanci.  The  Sabancis  are  popular  with  multinationals  and  have  tie-ups 
with  Philip  Morris,  IBM  and  Toyota.  They  would  be  worth  $3  billion  with  a  stronger  lira. 

South  Africa 

Harry  Oppenheimer  and  family 

1.5 

Mining  magnate  with  interests  in  Anglo  American/De  Beers 
conglomerate  and  Minorco. 
(See  above.) 
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Emerging  market  countries  are  growing  so  much 
faster  than  the  developed  countries  that  it  won't  be 
long  before  the  lines  start  to  cross. 
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The  emerging  markets  keep  on  emerging.  As  a  group,  27 
"developing  countries"  tracked  by  the  International 
Monetary  Fund  grew  by  6.1%,  on  average,  last  year. 
Compare  that  with  1.2%  for  the  21  countries  identified  by 
the  imp  as  "industrial"  nations. 

Anyone  who  appreciates  compound  interest — or  who 
simply  travels — knows  that  when  looking  at  some  of  these 
emerging  countries  it's  getting  hard  to  draw  the  line 
between  developing  and  developed.  Take  South  Korea.  Its 
economy  grew  5.3%  during  1993,  and  is  expected  to 
expand  by  7.5%  this  year.  Per  capita  income  is  now  $7,466, 
about  the  same  as  Greece's.  And  Korea's  inflation  seems  to 
be  under  control:  Consumer  prices,  which  rose  6.2%  in 
1992,  edged  up  just  4.8%  last  year. 

This  survey  of  the  500  largest  foreign  companies 
includes  1 5  Korean  firms — one  more  than  last  year 
and  five  more  than  in  1992.  The  number  could 
certainly  rise.  Wallace  Wormley,  executive 
director  of  Pricoa  Investment  Man- 
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agement,  a  firm  with  $175  million  under  management, 
says  Korea  looks  a  lot  like  Japan  did  25  years  ago.  Pricoa  is  a 
London-based  foreign  investment  affiliate  of  Prudential 
Insurance  Co.  of  America 

Wormley 's  putting  his  money  where  his  mouth  is.  Even 
though  Korea  accounts  for  less  than  1%  of  the  world's  total 
stock  market  capitalization,  he  has  committed  9%  of 
Pricoa's  $31  million  global  equity  portfolio  to  the  coun- 
try's stock  market.  Wormley  is  betting  that  Korea's  econo- 
my will  continue  its  rapid  growth  ai 
that  the  easing  of  foreign  invest- 
ment restrictions,  both 
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statutory  and  practical,  will  attract  outside  interest  in  the 
country's  publicly  traded  companies. 

Among  the  Korean  companies  in  our  survey,  Wormley 
has  put  Pricoa's  clients'  money  into  Hyundai  Engineering 
&  Construction  and  Korea  Electric  Power. . 

Back  in  our  own  hemisphere,  Argentina  is  .doing  a 
splendid  job  of  putting  decades  of  political  corruption  and 
economic  mismanagement  behind  it.  Argentina's  growth 
is  up  to  South  Korean  levels,  and  inflation  has  been 
lowered  to  11% — high  by  North  American  standards,  but 
a  brilliant  achievement  when  compared  with  Argentina's 
hyperinflationary  past. 

No  Argentinean  company  has  qualified  for  the  Forbes 
Foreign  50()s  since  1990,  the  first  year  we  restricted  our 
foreign  universe  to  publicly  traded  companies.  But  this 
year  YPF,  the  former  state-owned  oil  company  that  was 
privatized  in  1993  (FoRBES,/^/y  4),  makes  the  grade.  With 
sales  of  $4  billion,  YPF  is  ranked  479th.  The  company 
currently  commands  a  stock  market  valuation  of  nearly 
$9.5  billion  and  it  trades  in  the  U.S.  as  an  American 
Depositary  Receipt  (see p.  272). 

Other  emerging  countries'  companies  that  are  new  to 
the  Forbes  Foreign  500s  this  year:  Mexican  retailing  firm 
Cifra  SA.  is  ranked  410th,  with  sales  of  $4.6  billion; 
Singapore  Airlines,  with  revenues  of  $3.9  billion,  is  485th 
and  Korea's  Sunkyong  Co.,  with  sales  of  $3.8  billion,  is 
ranked  498th. 

The  companies  in  this  survey  are  all  publicly  traded  as  of 
May  31,  1994,  and  are  incorporated  outside  the  U.S.  The 
biggest  corporation  is  Japan's  Mitsui  &  Co.,  with  revenues 


25  largest  public  foreign  companies 


Company/business 

Country 

Revenue 

Employees 

($mil) 

(thou) 

Mitsui  &  Co/trading 

Japan 

153,529 

11.5 

Mitsubishi/trading 

Japan 

160,184 

34.0 

Sumitomo/trading 

Japan 

157,624 

22.7 

Itochu/trading 

Japan 

155,229 

7.61 

Marubeni/trading 

Japan 

144,570 

10.0 

Nissho  Iwai/trading 

Japan 

95,507 

7.0 

Royal  Dutch/Shell  Group/energy 

Netherlands 

95,153 

117.0 

Toyota  Motor/automobiles 

Japan 

85.273 

109.3 

Hitachi/elec  &  electron 

Japan 

68,614 

331.5 

Tomen/trading 

Japan 

64.903E 

3.61 

Nippon  Tel  &  Tel/telecomm 

Japan 

61,680 

242.3 

Matsushita  Electric  Indl/appliances 

Japan 

61,413 

252.1 

Daimler-Benz  Group/automobiles 

Germany 

59.116 

371.1 

Nissan  Motor/automobiles 

Japan 

53,785 

143.3 

Kanematsu/trading 

Japan 

52,771 

3.9 

British  Petroleum/energy 

UK 

52,496 

84.0 

Nichimen/trading 

Japan 

51.0982 

2.81 

Siemens  Group/elec  &  electron 

Germany 

50,397 

403.8 

Volkswagen  Group/autcmobiles 

Germany 

46,323 

260.0 

Tokyo  Electric  PowerVutilities 

Japan 

43,772 

40.8 

Toshiba/elec  &  electron 

Japan 

42,937 

173.0 

Unilever/food,  household 

Netherlands 

41.795 

294.0 

UAP-Union  des  Assur/insurance 

France 

40,284 

60.0 

Nestle/food,  household 

Switzerland 

38.904 

209.8 

Allianz  Worldwide/insurance 

Germany 

38.5112 

74.5 

'Not  fully  consolidated.  2Figuresare  latest  available.  Revenues  are  net  interest  income 
plus  other  operating  revenue.   E:  Estimate. 


25  largest  foreign  and  U.S.  public  companies 


Rank 

fnmnanu 

Cnnntrv 

wuu  illy 

Rpvpntip 

($mil) 

1 

Mitsui  &  Co 

Japan 

163,529 

2 

Mitsubishi 

Japan 

160,184 

3 

Sumitomo 

Japan 

157,624 

4 

Itnrhli 

Japan 

155,229 

5 

Marubeni 

Japan 

144^570 

6 

General  Motors 

United  States 

138,220 

7 

Ford  Motor 

United  States 

108,521 

8 

Exxon 

United  States 

97,825 

g 

KJicchrt  1  uua  j 

Japan 

95,507 

10 

Royal  Dutch/Shell  Group 

Netherlands 

95453 

11 

Toyota  Motor 

Japan 

85,273 

12 

Hitachi 

Japan 

68,614 

13 

Wal-Mart  Stores 

United  States 

67,392 

14 

AT&T 

United  States 

67,156 

15 

Tomen 

Japan 

64!903E 

16 

International  Business  Machines 

United  States 

62,716 

17 

Nippon  Telegraph  &  Telephone 

Japan 

61,680 

18 

Matsushita  Electric  Industrial 

Japan 

61,413 

19 

General  Electric 

United  States 

60,562 

20 

Daimler-Benz  Group 

Germany 

59,116 

21 

Mobil 

United  States 

56,576 

22 

Nissan  Motor 

Japan 

53,785 

23 

Kanematsu 

Japan 

52,771 

24 

British  Petroleum 

UK 

52,496 

25 

Nichimen 

Japan 

51,098* 

'Figures  are  latest  available.   E:  Estimate. 


25  largest  nonpublic  foreign  companies 

Company/business  Country  Revenue  Employees 


($mil) 

(thou) 

Nippon  Life  Insurance/insurance 

Japan 

59.5512 

100.0 

Samsung  Group/multi-industry 

Korea 

51,534 

185.0 

Sumitomo  Life  Insurance/insurance 

Japan 

37.9402 

80.0 

ENI-Ente  Naz  Idrocarburi/energy 

Italy 

34,309 

106.4 

Electricite  de  France/utilities 

France 

32,420 

118.0 

Meiji  Mutual  Life  Ins/insurance 

Japan 

31,949 

52.6 

Tengelmann  Group/retailing 

Germany 

31.135 

192.1 

Daewoo  Group/multi-industry 

Korea 

31,007 

77.0 

Renault  Group/automobiles 

France 

29,981 

139.7 

Credit  Agricole3/banking 

France 

29,464 

73.3 

Pemex-Petroleos  Mexicanos/energy 

Mexico 

26.573 

106.9 

France  Telecom/telecomm 

France 

25.0982 

167.0 

Petroleos  de  Venezuela/energy 

Venezuela 

21,459 

55.0 

Norinchukin  BankVbanking 

Japan 

21.0762 

3.2 

Mitsui  Mutual  Life  Ins/insurance 

Japan 

19,920 

29.9 

Robert  Bosch  Group/automobiles 

Germany 

19,639 

156.6 

Asahi  Mutual  Life  Ins/insurance 

Japan 

19.4442 

41.0 

Westdeutsche  Landesbank/banking 

Germany 

16,535 

9.0 

Idemitsu  KosanVenergy 

Japan 

15.5872 

5.7 

Franz  Haniel  &  Cie/trading 

Germany 

14,768 

39.3 

Koc  Group/multi-industry 

Turkey 

14,409 

41.4 

Australian  Mutual  Prov/insurance 

Australia 

14,261 

12.9 

Otto  Versand-Group/retailing 

Germany 

14,235 

470 

Takenaka/construction 

Japan 

14,164 

10.1 

Groupe  Usinor  Sacilor/metals-steel 

France 

13,296 

68.0 

222 
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The  Foreign  Super  Fifty 


Rank 

Company 

Ri  ic.npcc 

Cm  intrv 
uuui  in  y 

Rpvpnup 

Net 

Assets 

Market 

Employees 

($mil) 

income 

($mil) 

value 

(thou) 

($mil) 

($mil) 

1 

Royal  Dutch/Shell  Group 

pnprpu 

Mpt  hprlp  nrl  ^ 

I1CIHCI  1  a  1 1 U  j 

95,153 

4,506 

99,911 

91.7733 

117.0 

2 

Toyota  Motor 

ai|fnmnhi|p<; 
a  u  lu  1 1  iuui  ico 

Japan 

85,273 

1,474 

88,191 

74,949 

109.3 

3 

HSBC  Group 

h^nkino 
uo  1 1  nil  ig 

Ilk 

Ll,OJL 

2  713 

305  200 

238,464 

98.4 

4 

Deutsche  Bank  Group 

banking 

Germany 

33.338 

1,311 

320,846 

20,732 

64.6 

5 

Hitachi 

elec  &  electron 

Japan 

68,614 

633 

86,584 

33,769 

331.5 

6 

Tokyo  Electric  Power2 

utilities 

Japan 

43,772 

575 

105,663' 

41,283 

40.8 

7 

Nippon  Telegraph  &  Telephone 

telecomm 

Japan 

61,680 

463 

118,514 

127,026 

242.3 

g 

Mitsubishi  Bank 

hanlinp 

Uu  Irnl  1  It 

Japan 

27,265 

441 

484,002 

76,939 

16.2 

9 

British  Petroleum 

energy 

UK 

52,496 

924 

45,942 

31,742 

84.0 

10 

Sanwa  Bank 

banking 

Japan 

25,347 

424 

493,588 

63,104 

15.0 

11 

Siemens  Group 

olpr  fL  plprtrnn 

fiPrmanu 

uci  1 1 1  a  i  ly 

50.397 

1,113 

46,597 

23,688 

403.8 

12 

CS  Holding  Group 

hankinp 

Uu  1  lr\l  1  ig 

Q\A/jt7pr|onH 
OWIliCI  IOIIU 

19,470 

1,157 

234,190 

15,167 

24.3 

13 

Dai-lchi  Kangyo  Bank 

hankinp 

UCI 1  ml  1 1  g 

Japan 

25,4341 

3731 

456,484' 

59,555 

18.82 

14 

Nestle 

food,  household 

Switzerland 

38,904 

1,954 

30,408 

31,914 

209.8 

15 

Sumitomo  Bank 

banking 

Japan 

25,903 

330 

497,781 

67,437 

17.6 

15 

Union  Bank  of  Switzerland 

hankinp 

Switzprland 

14,159 

1,535 

210,379 

21,967 

27.5 

17 

Unilever 

fonri  hniKphnld 

IUUU,  IIUUOCIIUIU 

NpthprlanrR 

1  ICll  ICI  IOIIU  J 

41,795 

1,945 

26.493' 

29,103" 

294.0 

18 

Internationale  Nederlanden  Grnun 

incuranrp 

1  MOU  1  u  1 IUL 

NpthprlanH*; 

26,724 

1,092 

174,888 

10,927 

49.0 

19 

Industrial  Bank  of  Japan 

banking 

Japan 

23,294' 

328' 

336,233' 

73,147 

5.42 

20 

Fuji  Bank 

banking 

Japan 

25,169 

305 

507,218 

66,893 

16.32 

21 

Aliianz  AG  Holding 

insurance 

Germany 

38,511' 

325' 

128.510' 

29,615 

74.5 

22 

British  Telecommunications 

telecom  m 

UK 

20,577 

2,659 

33,446 

34,009 

165.7 

23 

Alcatel  Alsthom 

elec  &  electron 

France 

27,605 

1,247 

44,113 

15,564 

196.5 

24 

B.  A.  T  Industries 

bev  &  tobacco 

UK 

17,075 

1,756 

58,171 

19,023 

88.4 

25 

Long-Term  Credit  Bank  of  Japan 

banking 

Japan 

22,499 

316 

302,185 

27,171 

3.92 

26 

National  Westminster  Bank  GrouD 

banking 

UK 

20,183 

927 

226,419 

10,718 

91.4 

27 

ABN-Amro  Holding 

banking 

Netherlands 

22,010 

1,088 

252,986 

9,594 

60.3 

28 

Mitsubishi  Heavy  Industries 

machinery  &  eng 

Japan 

25,813 

740 

34,662' 

24,634 

45.52 

29 

Daimler-Benz  Group 

automobiles 

Germany 

59,116 

364 

52.671 

22,844 

371.1 

30 

Tokai  Bank 

banking 

Japan 

18,030 

314 

270,593' 

26,330 

12.3 

31 

East  Japan  Railway 

trucking,  RR 

Japan 

21,727 

526 

68,395 

19,275 

79.72 

32 

Barclays 

banking 

UK 

22,212 

470 

245,890 

12,380 

99.0 

32 

Matsushita  Electric  Industrial 

appliances 

Japan 

61,413 

227 

79,424 

36,582 

252.1 

34 

Sakura  Bank 

banking 

Japan 

24,384 

212 

495,975 

46,498 

22.4 

35 

SocieteGenerale  Group 

banking 

France 

22,283 

637 

260,162 

9,047 

44.3 

36 

Kansai  Electric  Power2 

utilities 

Japan 

21,991 

466 

60,146 

24,501 

25.4 

37 

Rank  of  Tnkvo 

hankinp 

Japan 

17.045' 

303' 

220,956' 

32,205 

17.7 

38 

Generali  Group 

insurance 

Italy 

22,520' 

467' 

49,640' 

20,728 

33.3 

39 

Dresdner  Bank 

banking 

Germany 

18,458 

621 

217,145 

9,403 

46.4 

40 

RWE  Group 

utilities 

Germany 

28,798 

562 

35,134 

13,321 

113.6 

41 

VFRA  Grnun 

lltilitipc 

Germany 

37,073 

499 

32,173 

14,931 

128.3 

42 

Ravpr  (iroim  WnrlHwirlp 

rhpmirak 

i  i  *  1  N  1  '/  CI  1  O 

Germany 

24,803 

803 

23,270 

14,789 

153.9 

43 

Swiss  Bdnk 

banking 

Switzerland 

12,015 

924 

139,891 

10,626 

23.6 

44 

Mitsubishi 

trading 

Japan 

160,184 

170 

84,707 

18,520 

34.0 

45 

Generate  des  Eaux  Groupe 

services 

France 

26,063 

565 

34,051' 

11,861 

198.8 

46 

Asahi  Bank 

banking 

Japan 

12,239' 

289' 

233,264' 

25,688 

15.1 

47 

Hanson 

multi-industry 

UK 

11,076 

1,119 

36,343 

19,392 

71.0 

48 

Ciba-Geigy  Group 

chemicals 

Switzerland 

15,327 

1,204 

21,470 

17,069 

87.5 

49 

Ito-Yokado 

retailing 

Japan 

26,500 

540 

15,143 

21,249 

33.1 

50 

Philips  Group 

appliances 

Netherlands 

31,672 

1,058 

23,847 

9,081 

252.2 

'Figures  are  latest  available.  2Not  fully  consolidated.  3Combined  market  value  for  Royal  Dutch  Petroleum  and  Shell  Transport  &  Trading.  "Combined  market 
value  for  Unilever  NV  and  Unilever  Pic. 


These  are  the  largest  companies  outside  the  U.S.  according  to  their  composite 
rankings  based  on  revenues,  net  income,  assets  and  market  value. 
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i  Attention,  foreign  shoppers 


A  $10,000  INVESTMENT 
in  Malaysian  casino  owner 
Genting  Berhad  when  it 
first  went  public  on  Kuala 
Lumpur's  stock  exchange 
in  1971  would  have  grown 
to  $3  million  by  now. 
Foreigners  could  have 
bought  Genting  shares 
on  the  initial  offering,  but 
few,  if  any,  were  that  cou- 
rageous, or  that  clued  in. 
By  the  time  Genting  is- 
sued American  Depositary 
Receipts  (adrs)  in  the 
U.S.  in  1980,  the  stock 
had  already  risen  over 
thirtyfold. 

adrs  represent  foreign 
securities  that  are  physically 
deposited  with  a  local 
custodian  for  an  American 
bank;  after  mutual  funds 
specializing  in  foreign  in- 
vestments, adrs  are  the 
easiest  way  for  Americans 
to  invest  overseas  (see  sto- 
ry, p.  272).  But  while  there 
are  now  more  than  1,100 
U.S. -traded  adrs,  there  are 


several  times  as  many 
publicly  traded  foreign 
companies.  "There's  a 
huge  universe  of  foreign 
companies  whose  stocks 
don't  trade  as  adrs  yet," 
says  Robert  Meyer,  Mor- 
gan Stanley's  chief  portfo- 
lio manager  for  Latin 
America. 

How  hard  is  it  to  buy 
locally  traded  shares?  The 
obstacles  vary  from  coun- 
try to  country.  Indian 
stocks,  for  example,  are 
off-limits  to  individual  for- 
eign investors,  except 
through  mutual  funds  or 
Global  Depositary  Re- 
ceipts that  trade  in  London 
or  Luxembourg.  Any 
full-service  U.S.  brokerage 
firm  can  buy  or  sell  GDRs 
for  you. 

The  best  brokers  will 
help  you  avoid  sticky  tax 
and  accounting  prob- 
lems. Suppose,  for  exam- 
ple, that  you  bought 
some  stock  in  Thailand's 


Bangkok  Insurance  di- 
rectly from  a  Thai  broker. 
That  is  certainly  possible 
in  this  era  of  global  com- 
munications, but  not  very 
smart:  Your  dividends 
would  be  taxed  both  here 
and  in  Thailand  because 
Thailand  doesn't  have  a 
treaty  with  the  U.S.  to  elim- 
inate double-taxation  of 
dividends.  But  some  of  the 
large  brokerages  get 
around  that  by  clearing 
Thailand  trades  through 
foreign  subsidiaries  in 
countries  that  do  have 
double-taxation  treaties 
with  the  U.S. 

Bear,  Stearns  is  one  of 
the  few  U.S.  brokerages 
that  will  execute  trades  in 
virtually  any  developed  and 
many  developing  coun- 
tries. But  it  charges  a  pretty 
penny  for  its  expertise. 
Suppose  you  ask  your  bro- 
ker to  buy  10,000  shares 
ofSevel,a$1.9  billion 
(sales)  Argentinean  auto- 
maker that  has  not  issued 
adrs.  Sevel  recently 


closed  at  $7.80  a  share.  If 
you  go  to  Bear,  Stearns 
for  the  stock,  it  will  tack 
perhaps  3.5%  onto  the 
last  offer  price  (the  figure 
can  range  from  1%  to  5%), 
putting  your  cost  at  $8 .07  a 
share.  In  the  case  of 
10,000  Sevel  shares,  that's 
$2,730.  Buy  a  similar 
amount  of  a  U.S. -traded 
ADR  from  a  discount  bro- 
ker like  Charles  Schwab  or 
Quick  &  Reilly,  and  the 
commission  would  be  more 
like  $240. 

In  buying  and  selling 
emerging  markets'  stocks, 
Bear,  Stearns  is  notable 
because  it  imposes  no  mini- 
mum purchase  require- 
ment on  individual  inves- 
tors. By  contrast,  Merrill 
Lynch  requires  a  minimum 
trade  of  $25,000,  except 
for  about  20  popular  issues 
such  as  Euro  Disney.  Se- 
vel isn't  one  of  them. 

Tempted  to  buy  the 
Sevel  stock  directly  from  an 
Argentinean  broker? 
Think  again.  Rabello  &  Co. 


Well-known  foreign  companies  that  are  subsidiaries  of  other  foreign  companies 


Company/business 

Parent 

Country 

% 

Revenue 

Market 

EPS 

P/E 

Yield 

owned 

($mil) 

value 

($) 

(%) 

($mil) 

SIP/telecomm 

STET 

Italy 

60 

14,872 

13,097 

0.07 

41.2 

2.0 

Showa  Shell  Sekiyu/energy 

Royal  Dutch/Shell  Group 

Japan 

50 

13,635 

4,596 

0.21 

61.8 

0.5 

Compagnie  Bancaire/financial  sves 

Groupe  Paribas 

France 

48 

9,840' 

2,251 

2.66 

35.9 

1.8 

Eridania  Beghin-Say/food,  household 

Ferruzzi/Montedison  Group 

France 

52 

8,989 

3,585 

10.26 

15.6 

3.3 

Northern  Telecom/elec  &  electron 

BCE 

Canada 

52 

8,148 

10,861 

-3.54 

NM 

0.8 

Loblaw  Cos/retailing 

George  Weston 

Canada 

70 

7,252 

1,335 

0.83 

21.7 

1.0 

■AEG/elec  &  electron 

Daimler-Benz  Group 

Germany 

80 

6,661 

2,104 

-38.98E 

NM 

0.9 

■Victor  Co  of  Japan/appliances 

Matsushita  Electric  Indl 

Japan 

52 

6.1611 

3,564 

-0.84E 

NM 

0.0 

Nissei  Sangyo/trading 

Hitachi 

Japan 

57 

5,968 

1,185 

0.36E 

37.6 

0.9 

Electrabel/utihties 

Tractebel 

Belgium 

45 

5,808 

7,533 

14.76 

12.0 

7.3 

Hitachi  Sales/retailing 

Hitachi 

Japan 

59 

5,123' 

1,029 

-0.55E 

NM 

0.4 

GTM-Entrepose/construction 

Lyonnaise  des  Eaux-Dumez 

France 

60 

5.0261 

662 

3.45 

22.1 

1.7 

Canon  Sales/services 

Canon 

Japan 

50 

4,884 

3,534 

0.45 

65.6 

0.5 

•Rothmans  Intl/bev  &  tobacco 

Richemont 

UK 

63 

4.5841 

3,566 

0.50 

111 

3.0 

Matsushita  Commun/elec  &  electron 

Matsushita  Electric  Indl 

Japan 

56 

4.1961 

4,334 

0.29 

NM 

0.6 

Elf  Sanofi/personal  care 

Elf  Aquitaine  Group 

France 

52 

4,150 

2,976 

10.12 

20.4 

2.7 

Arjo  Wiggins  Appleton/forest  products  Saint  Louis 

UK 

40 

4,096 

3,369 

0.11 

36.5 

2.2 

•  PolyGram/leisure  goods 

Philips  Group 

Netherlands 

75 

3,993 

7,474 

1.92 

21.5 

1.0 

Hitachi  Chemical/chemicals 

Hitachi 

Japan 

56 

3.9471 

2,122 

0.10E 

NM 

0.6 

•  Sponsored  ADR.    ■  Non-sponsored  ADR.    'Figures  are  latest  available.    E:  Estimate.    NM:  Not  meaningful. 
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is  the  largest  broker  in  Ar- 
gentina. The  firm  says  it 
would  open  an  account 
for  a  U.S.  investor  and 
would  do  a  Sevel  trade  as 
small  as  $3,000.  The  Ra- 
bello  commission  for 
10,000  shares  of  Sevel:  just 
$810,  less  than  30%  of  the 
commission  in  the  Bear, 
Stearns  example  above. 
But  watch  out  for  add-ons 
such  as  currency  conver- 
sion fees,  stamp  duties  or 
exchange  fees,  purchase 
minimums,  unusual  settle- 
ment periods,  and  restric- 
tions on  closing  out  ac- 
counts. Such  charges  can 
easily  more  than  double  the 
cost  to  an  investor.  And  if 
you  have  a  problem  with 
the  broker,  how  would 
you  like  suing  him  in  Bue- 
nos Aires? 

Moral:  If  you're  look- 
ing for  the  next  Genting 
Berhad  before  it  issues 
adrs,  use  an  experienced 
U.S.  broker.  You  still 
might  very  well  lose  your 
money,  but  at  least  you'll 


have  minimized  the  trans- 
action costs.  Says  Barry 
Sahgal,  an  analyst  at  Laden- 
burg,  Thalmann:  "With- 
out a  full-service  U.S.  bro- 
ker, you'll  probably 
spend  more  in  fees,  and 
time  spent,  than  you 
could  ever  get  back  in  total 
return." 

-Robert  Rosenstein 


It  is  easy  to  invest  in  a 
foreign  company  if  it  has  a 
U.S.-traded  American 
Depositary  Receipt  (ADR), 
and  perhaps  someday  it  will 
be  just  as  easy  to  purchase 
locally  traded  shares.  In  the 
meantime,  investors 
wishing  to  buy  stocks  listed 
on  foreign  exchanges  must 
research  each  market  and 
must  be  prepared  to  pay 
unusual  fees.  The  table  at 
right  summarizes  the  most 
important  rules,  restrictions 
and  tax  considerations  of  16 
foreign  markets. 


:last  year  of  $164  billion.  The  smallest  company  on  the  list 
is  500th-ranked  Mitsubishi  Estate  Co.  of  Japan;  it  owns 
land  and  office  buildings  and  had  revenues  of  $3.7  billion 
last  year. 

As  always,  at  the  top  of  the  list  are  the  Japanese  trading 
icompanies.  When  measured  by  revenues,  9  of  the  world's 
120  largest  firms  are  Japanese  trading  companies.  In  most 
leases  volumes  of  traded  goods  were  flat  at  best  last  year, 
'but  the  Japanese  yen  was  extremely  strong  against  the  U.S. 
(dollar  (up  19%  since  the  end  of  1992,  to  101  to  the  dollar). 
ISo  when  measured  in  dollars,  the  trading  companies' 
revenues  surged  last  year — up  19%  in  Mitsui's  case,  for 
bxample. 

On  the  other  hand,  Mitsubishi  Corp.  is  the  only 
'Japanese  trading  company  in  the  ForL">es  Foreign  Super 
Fifty  (see  p.  223).  The  Super  Fifty  are  those  international 
[(firms  with  the  highest  composite  rankings  based  on  four 
[measures:  sales,  profits,  assets  and  market  value. 

Tops  among  the  Super  50  is  Royal  Dutch  Petroleum. 
[[Compared  with  Mitsui  &  Co. — the  world's  largest  com- 
jjoany  by  revenues — Royal  Dutch  employs  more  than  10 
Jj:imes  as  many  people,  earns  32  times  as  much  money  and 
Ifias  a  market  value  of  $92  billion,  versus  $12  billion  in 
|lrnarket  value  for  Mitsui. 

Our  currency  conversion  rules  are  as  follows:  Sales  and 
jhet  income  figures  for  each  company  are  converted  to  U.S. 


Ground  rules 


Country 

Things  to  consider 

Brazil 

Only  institutional  investors  allowed.* 

Chile 

One-year  waiting  period  for  repatriation  of  investments.  35% 
withholding  taxes  on  dividends;  35%  capital  gains  tax. 

China 

Foreign  investcs  limited  to  Class  B  shares.  Clearing  and 
account  fees.  Stamp  duties. 

Colombia 

Only  institutional  investors  allowed.* 

Greece 

35%  withholding  tax  on  dividends. 

Hong  Kong 

Clearing  fees  and  stamp  duties. 

India 

Only  institutional  investors  allowed.* 

South  Korea 

12%  withholding  tax  on  dividends.  10%  ownership  limits. 
Stocks  are  traded  at  premiums  on  secondary  market.  Deposit 

1  cLjUII cl Ilcl  lib  llldy  Idlbe  LUI 1 M 1  llbblUf  1  L-Ublb. 

Malaysia 

4U  /O  WIlNllUIUIMg  IdX  UN  UIVIUcMUb. 

Mexico 

ruicl^llclb   I IUL  dllUWcU   IU   puiClldbc  (^cILdlll   blldlc  L-ldbbcb. 

Ownership  limits. 

Pakistan 

Complicated  settlement.  Capital  gains  taxes  for  private  inves- 
tors. Custodians  must  file  Pakistani  taxes.  Withholding  taxes  on 
dividends  as  high  as  30%.  Stamp  duties  1.5%  of  face  value. 

Peru 

Stock  exchange  and  value-added  taxes. 

Portugal 

Stamp  duties.  Exchange  taxes  near  10%.  Ownership  limits. 

Taiwan 

Only  institutional  investors  allowed.* 

Thailand 

15%  capital  gains.  10%  withholding  tax  on  dividends.  Owner- 
ship limits  for  foreigners  may  mean  premiums  or  restrictions. 

Venezuela 

Complicated  taxation.  Foreigners  can't  invest  in  broadcast 
companies. 

*Alternatives  exist  for  high-net-worth  individuals. 

Sources:  Euromoney  Publications;  Citibank  Worldwide  Securities  Services;  Merrill  Lynch 


dollars  using  the  average  12-month  exchange  rates  pre- 
vailing for  each  firm's  most  recent  fiscal  year.  With  the 
exception  of  Brazil,  for  which  we  used  December  1993 
rates,  fiscal  year-end  exchange  rates  are  used  to  convert 
assets  into  U.S.  dollars,  while  stock  market  values,  share 
prices  and  earnings  estimates  are  converted  at  May  31, 
1994  exchange  rates. 

Any  fiscal  year  ended  after  May  1993  is  designated  as 
fiscal  1993  regardless  of  the  calendar  year.  For  companies 
that  have  yet  to  report  fiscal  1993  results,  we  use  the  prior- 
year  figures,  except  for  earnings  per  share.  In  such  cases  we 
use  an  estimate  for  1993  earnings  per  share,  if  one  is 
available,  and  mark  it  with  an  "E"  for  estimate.  Example: 
Itoham  Foods  has  not  reported  results  for  its  fiscal  year 
ended  March  1994.  The  rankings  use  data  from  Itoham's 
fiscal  1993,  but  the  earnings-per-share  figure  listed  in  the 
table  ( 18  cents)  is  the  consensus  earnings  estimate  for  the 
year  ended  this  past  March. 

Acknowledgments:  To  compile  these  rankings  Forbes 
tapped  into  databases  owned  by  Morgan  Stanley  Capital 
International  Perspective  (for  stock  market  indexes),  ibes, 
Inc.  (for  analysts'  earnings  estimates)  and  Worldscope/ 
Disclosure  Partners  (for  sales,  earnings  and  other  basic 
financial  information).  Randall-Helms  International,  of 
Chatham,  N.J.,  provided  Forbes  with  the  software  for 
accessing  these  databases.  WB 
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WITH  OUR  FINANCIAL  STRENGTH,  YOU'LL  BE  GLAI 
WE'RE  ON  YOUR  SIDE.  On  the  tough  playing  field  of  international  business,  you  nee  \\ 
all  the  leverage  you  can  get.  That's  why  AIG's  strength  and  stability  are  so  important.  We're  one  of  the  world'  cap? 
strongest  insurance  and  financial  services  organizations,  with  over  $15  billion  in  shareholders'  equity  anM' 


1 7  billion  in  general  insurance  net  loss  and  loss  adjustment  reserves.  Our  record  of  profitability  is  unsurpassed 
h  the  industry,  and  we  hold  the  highest  ratings  from  the  principal  rating  services.  TheAIG  Companies  have  the 
opacity  to  serve  your  needs  through  all  kinds  of  market  conditions.  We're  ready  to  throw  our  weight  behind  you. 

WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL,  SERVICES. 

American  International  Group,  Inc..  Dept  A,  7()  Pine  Street.  New  York.  NY  10270. 


nmodity  prices  arc  on  the  rise — good  for  Australia, 
irly  one-third  of  the  country's  publicly  traded  equi- 
ties (total  market  capitalization,  $214  billion)  is  ac- 
counted for  by  commodities- related  companies.  The 
International  Monetary  Fund  forecasts  that  Australian 
gross  domestic  product  will  grow  2.6%  this  year  and 
inflation  will  run  at  a  reasonable  2.3%. 

David  Jarman,  of  Melbourne  stockbrokers  J.B.  Were 
&  Son,  expects  a  nearly  17%  increase  in  corporate 
profits  this  year  and  about  a  10%  gain  in  stock  prices. 
The  Australian  market  currently  sells  for  17  times 
estimated  1994  earnings  and  14  times  forecast  1995 
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earnings.  One  caveat:  In  spite  of  a  recent  selloff  in  the 
bond  market,  Jarman  figures  that  long-term  interest 
rates,  now  9.8%,  could  go  a  bit  higher  this  year. 

-ROBKRT  R.OSENSTEIN 


1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

154 

•  Broken  Hill  Proprietary/energy 

11,310 

848 

17,756 

22,466 

13.48 

0.63E 

0.68 

2.4 

47.0 

171 

•  Coles  Myer/retailing 

10.578 

287 

4,261 

4,111 

3.16 

0.21 

0.23 

4.5 

136.2 

223 

■  David  Jones/retailing 

8,809 

-108 

1,819 

51 

0.29 

-0.75 

NA 

0.0 

10.0 

253 

•  News  Corp/media 

7,513 

608 

18,332 

11.858 

6.67 

0.35 

0.48 

0.3 

24.7 

254 

•  Woolworths/retailing 

7,375 

120 

1,449 

2,242 

2.24 

0.12 

0.14 

3.9 

72.0 

262 

•  Natl  Australia  Bank/banking 

7,210 

776 

66.605 

11,461 

8.72 

0  60 

0  87 

5.0 

43.1 

314 

•  ANZ  Banking/banking 

6,147 

169 

56,202 

4,159 

3.17 

0.09 

0.34 

4.7 

41.7 

325 

•  Westpac  Banking  Group/banking 

5,980 

27 

59,278 

6,119 

3.42 

0.01 

0.29 

2.6 

33.7 

344 

•  Commonwealth  Bank  Group/banking 

5,540 

312 

54,663 

5,217 

5.96 

0.36 

0.56 

5.2 

42.3 

424 

•  Pacific  Dunlop/multi-industry 

4,433 

183 

4,336 

3,467 

3.39 

0.20 

0.23 

4.7 

47.1 

428 

•  Foster's  Brewing  Group/trading 

4,410 

218 

4,954 

2,778 

0.86 

0.08 

0.07 

5.1 

13.1 

471 

•  CRA/metals-nonfer 

4,032 

549 

6,072 

7,937 

13.35 

0.92 

0.69 

•  3.9 

18.0 

Yield  4.2%   •   Market  value  $84  billion   •   Year-to-date  price  change  5% 


After  shrinking  1 .3%  last  year,  Belgium's  gross  domes- 
tic product  is  expected  to  grow  about  1%  in  1994. 
Unemployment,  9.4%  in  1993,  remains  stubbornly 
high.  To  spur  the  economy,  the  Belgian  parliament  late 
last  year  passed  a  bill  w  eakening  wage  indexation  and 
cutting  social  spending.  Analysts  think  that  with  the 
spending  cuts,  plus  modest  recover)'  in  Germany, 
Belgian  firms  will  be  able  to  increase  their  earnings  this 
year  by  28%  on  average.  -Suzanne  Jennings 
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1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

-EPS 

Yield 

Employe* 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

165 

•  Petrofina/energy 

10,930 

206 

9,932 

7,368 

318.58 

8.87 

11.77 

26 

14.7 

172 

Delhaize  "Le  Lion"  Group/retailing 

10,578 

29 

3,407 

2,051 

40.00 

0.57 

2.12 

2.0 

82.0 

205 

Generale  Bank  Group/banking 

9,362 

335 

101,912 

3,473 

240.41 

23.21 

26.17 

5.6 

21.4 

All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  Revenue,  net  income  and  1993  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year; 
assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with 
January,  February  or  March  fiscal  year-ends.  1993  figures  are  used  unless  noted.  Market  value  is  as  of  May  31,  1994.  •  Sponsored  ADR.  ■  Non-sponsored 
ADR.    'Figures  are  latest  available.    2Not  fully  consolidated.    E:  Estimate.    NA:  Not  available. 

Sources.-  Worldscope'Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

-EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

252 

Tractebel/multi-industry 

7,616 

286 

15,558 

3,520 

304.57 

20.87 

22.66 

4.4 

36.5 

270 

Solvay  Group/chemicals 

7,057 

-200 

7.9151 

3,840 

463.13 

-24.97 

8.26 

3.9 

41.8 

287 

GIB  Group/retailing 

6,687 

-101 

2,382 

1,354 

44.99 

-3  02 

2.83 

2.8 

52.6 

294 

Bank  Bruxelles  Lambert/banking 

6,620 

195 

72,398 

2,165 

118.88 

10.71 

11.95 

4.9 

14.7 

300 

Kredietbank/banking 

6,442 

283 

69,296 

2,835 

200.59 

19.42 

21.80 

5.7 

12.3 

343 

Arbed/metais-steel 

5,550 

-136 

8.0721 

896 

144.84 

-19.22 

-0.24 

0.0 

48.8 

447 

Cockerill  Sambre/metals-steel 

4,261 

-188 

4,801 

1,764 

5.55 

-0.32 

-0.09 

0.0 

26.2 

Mil!  IMI 

V  '  I 
P/E45 

•  Afield  2.5%  • 

Market  value  $291  billion 

• 

Year-to-date  price  change  -4% 

Canada's  gross  domestic  product  is  expected  to  climb  a 
strong  3.5%  this  year,  after  inflation  of  just  0.4%.  But 
Canada  still  faces  some  daunting  problems:  Thanks  in 
part  to  its  national  health  scheme,  Canada's  national 
debt  almost  equals  the  nation's  gross  domestic  product. 
Unemployment,  now  10.8%,  is  the  second  highest  of  all 
the  big  industrialized  nations  (France  is  first,  at  12.3%). 

As  of  mid- June,  Canada's  stock  market  is  11%  below 
its  March  alltime  high,  so  some  companies  are  attrac- 
tively priced.  BCE  Inc.  (formerly  Bell  Canada)  and 


Dollars  per  SU.S. 

1.40 
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Seagram  Co.  sell  for  about  14  times  estimated  1994 
earnings.  Seagram  owns  15%  of  Time  Warner  and  24% 
of  Du  Pont.  -Gilbert  Steedley 


1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

-EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

105 

BCE/telecomm 

15,369 

-508 

27,725 

10,890 

35.34 

-1.89 

2.43 

5.4 

118.0 

207 

George  Weston/retailing 

9,248 

44 

3,368 

1,389 

29.64 

0.94 

1.71 

1.7 

69.6 

212 

Royal  Bank  of  Canada/banking 

9,114 

234 

120,045 

6,331 

20.15 

0.36 

2.16 

4.2 

52.7 

233 

Canadian  Imperial  Bank/banking 

8,465 

570 

101,574 

4,598 

21.87 

2.33 

2.46 

4.4 

41.9 

260 

Alcan  Aluminium/metals-nonfer 

7,232 

-104 

9,810 

5,206 

23.23 

-0.54 

0.11 

1.2 

46.0 

277 

Bank  of  Montreal/banking 

6,796 

553 

85,747 

4,638 

18.62 

2.02 

2.05 

4.7 

32.1 

296 

Bank  of  Nova  Scotia/banking 

6,489 

557 

78,471 

4,201 

19.88 

2.33 

2.25 

4.1 

30.8 

309 

Imasco/bev  &  tobacco 

6,179 

317 

38,072 

3,113 

26.12 

2.53 

2.57 

4.1 

71.5 

319 

Imperial  Oil/energy 

6,053 

216 

9,665 

5,974 

30.82 

1.12 

1.40 

4.2 

9.5 

327 

Thomson  Corp/media 

5,849 

277 

8,213 

6,987 

12.11 

0.48 

0.75 

3.5 

46.4 

366 

Seagram/bev  &  tobacco 

5,227 

379 

11,718 

11,076 

29.73 

1.03 

2.14 

1.7 

15.8 

377 

Canadian  Pacific/multi-industry 

5,100 

-148 

12,941 

5,401 

15.82 

-0.47 

0.70 

1.5 

39.3 

385 

Toronto-Dominion  Bank/banking 

4,969 

215 

61,177 

4,735 

15.73 

0.64 

1.44 

3.5 

25.6 

397 

Provigo/retailing 

4,799 

-84 

964 

407 

4.70 

-1.03 

0.35 

4.3 

16.5 

425 

Oshawa  Group/retailing 

4,429 

39 

949 

546 

14.55 

1.04 

1.16 

2.4 

17.0 

452 

Hudson's  Bay/retailing 

4,207 

114 

2,769 

1,246 

22.05 

2.10 

2.01 

3.0 

55.0 

466 

Great-West  Lifeco/insurance 

4,090 

134 

19,026 

1,283 

16.27 

1.50 

1.56 

2.6 

6.12 

467 

Noranda/metals-nonfer 

4,073 

-29 

7,369 

3,870 

18.62 

-0.32 

0.39 

3.9 

31.0 
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FRANCE 


P/E27   •   Yield  3.1%   •   Market  value  $453  billion   •   Year-to-date  price  change -4% 
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Russell  Jones,  an  economist  in  the  London  office  of 
itzerland's  UBS  Securities,  expects  France's  national 
product  to  grow  1.5%  this  year,  versus  last  year's  0.9% 
decline.  Boosting  the  outlook:  a  drop  in  short-term 
interest  rates  and  a  pickup  in  manufacturing.  Sales  of 
French  made  vehicles  are  up  14%  so  far  this  year.  The 
International  Monetary  Fund  estimates  exports  will  rise 
2.8%  this  year;  imports — which  plunged  1 0%  last  year — 
will  climb  by  2.5%.  -SHLOMO  Z.  Reifman 


1993 

Comnanv/husinpss 

Revenue 

Net 

Assets 

Market 

Stock 

EPS- 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

23 

UAP-Union  des  Assurances/insurance 

40,284 

251 

151,642' 

7,992 

27.02 

0.97 

1.56 

3.0 

60.0 

27 

•  Elf  Aquitaine  Group/energy 

37,028 

130 

45,637 

18,753 

72.83 

0.51 

2.32 

4.8 

94.3 

31 

•  Suez  Group/banking 

34,338 

278 

120,487 

7,685 

54.01 

2.04 

3.23 

4.0 

67.0 

32 

Credit  Lyonnais  Group/banking 

33,879 

-1,218 

338,848 

930 

98.01 

-28.75 

-2.17 

0.0 

71.4 

37 

•  BNP  Group/banking 

29,047 

180 

250,443 

8,131 

44,21 

1.04 

2.05 

1.8 

57.1 

42 

•  Alcatel  Alsthom/elec  &  electron 

27,605 

1,247 

44,113 

15,564 

108.49 

8.76 

7.90 

3.7 

196.5 

44 

GAN-Assur  Nationales/insurance 

27,281 

73 

125,257 

3,517 

75.84 

1.58 

3.90 

1.4 

50.0 

49 

Generale  des  Eaux  Groupe/services 

26,063 

565 

34.0511 

11,861 

443.71 

21.14 

23.73 

2.6 

198.8 

52 

■  Peugeot  Groupe/automobiles 

25,680 

-250 

21,479 

7,187 

143.64 

-4.94 

3.65 

0.0 

143.9 

60 

•  Total  Group/energy 

23,922 

524 

22,682 

12,113 

55.17 

2.38 

2.92 

3.6 

49.8 

61 

AXA  Group/insurance 

23,845 

360 

120,449' 

7,174 

229.40 

10.38 

13.64 

2.7 

43.3 

65 

•  Societe  Generale  Group/banking 

22,283 

637 

260,162 

9,047 

112.22 

8.42 

9.05 

3.8 

44.3 

70 

Carrefour  Group/retailing 

21,755 

531 

9,056 

8,245 

331.50 

10.37 

14.62 

1.7 

81.5 

73 

Groupe  Paribas/banking 

20,615 

256 

229,938 

6,505 

69.78 

2.81 

4.14 

4.6 

25.0 

94 

Lyonnaise  des  Eaux  Dumez/services 

16,520 

142 

24,409 

5,467 

101.39 

2.63 

4.40 

2.9 

120.0 

99 

Promodes  Group/retailing 

15,927 

124 

6,057' 

2,690 

166.19 

6.94 

8.54 

1.4 

42.8 

117 

•  Rhone-Poulenc  Group/chemicals 

14,226 

326 

19,418 

6,297 

25.00 

0.67 

1.03 

2.6 

81.7 

133 

AGF-Assur  Genera  les/insurance 

12,723 

173 

64,499 

5,746 

84.70 

2.89 

5.64 

3.8 

21.8 

137 

Saint-Gobain/misc  materials 

12,632 

231 

15,840 

8,383 

117.19 

3.20 

5.09 

3.3 

92.3 

139 

•  Groupe  Danone/food,  household 

12,380 

604 

13,362 

10,150 

149.50 

9.37 

9.70 

1.8 

56.4 

156 

Groupe  Pinault-Printemps/bldg  materials 

11,177 

90 

7,778 

2,637 

178.45 

6.11 

8.95 

3.2 

50.6 

157 

Michelin  Group/industrial  comp 

11,177 

-648 

12,669 

4,126 

39.03 

-6.11 

1.84 

0.0 

124.6 

159 

Pechiney/metals-nonfer 

11,129 

-173 

12,174 

3,616 

71.56 

-2.02 

0.66 

3.5 

57.5 

160 

Casino  Groupe/retailing 

11,126 

80 

5,273 

1,968 

27,45 

1.18 

1.37 

4.9 

45.3 

168 

Bouygues  Group/construction 

10,804 

83 

10,729 

2,304 

115.59 

4.20 

5.66 

3.7 

74.7 

176 

Credit  Commercial/banking 

10,396 

190 

54,055 

2,471 

40.61 

3.13 

3.51 

2.6 

10.7 

188 

■  Schneider/machinery  &  eng 

9,955 

72 

11,502' 

4,099 

69.34 

2.86 

3.81 

2.7 

97.0 

198 

Matra  Hachette/media 

9,532 

111 

11,903' 

1,878 

20.60 

1.22 

1.55 

2.2 

44.4 

268 

■  L'Oreal  Group/personal  care 

7,092 

429 

5,803 

11,882 

204.19 

7.84 

8.88 

1.3 

32.3  : 

276 

Credit  Foncier/banking 

6,858 

91 

64,303 

2,257 

190.34 

8.62 

8.73 

5.2 

3.32 

280 

Docks  de  France/retailing 

6,763 

80 

2,054' 

1,536 

126.95 

6.00 

6.74 

2.3 

24.0 

297 

Eiffage/construction 

6,483 

53 

7,369 

1,398 

243.25 

9.06 

10.53 

5.2 

47.8 

310 

•  Groupe  Havas/services 

6,173 

100 

4,838 

3,714 

80.81 

2.74 

2.81 

2.6 

18.6 

318 

•  Thomson  CSF/aero  &  defense 

6,055 

NA 

11,117 

3,326 

30.10 

"-2.30E 

1.86 

5.3 

48.9 

322 

Saint  Louis/forest  products 

6,033 

127 

6,165' 

1,833 

293.86 

20.29 

18.59 

3.2 

28.0 

All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  Revenue,  net  income  and  1993  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year; 
assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with 
January,  February  or  March  fiscal  year-ends,  1993  figures  are  used  unless  noted.  Market  value  is  as  of  May  31,  1994.   •  Sponsored  ADR.   ■  Non-sponsored 

ADR.    'Figures  are  latest  available.    2Not  fully  consolidated.    E:  Estimate.    NA:  Not  available. 

Sources:  Wcrldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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HIS  NOTE  IS  LEGAL  TENDER 
U  DEBTS,  PUBLIC  AND  PRIVATE 


►oking  for  the  best  value 
ecommunications  dollar  in  Europe 
en  talk  to  us: 

utsche  Telekom,  Europe's  No.  1 
ecommunications  company. 


WISH 


Washiis 


J42950E  ^  »m 

inmm  Hit  ,  ",e^< 

"   k'  \\ 

■  HHBn 

compete  in  the  diversified  European  marketplace,  you  need  a  telecommunications  partner 
h  global  reach,  leadership  in  technology  and  competitive  pricing.  This  is  precisely  why  so 
ny  companies  have  chosen  Deutsche  Telekom  as  their  partner  in  establishing  effective  com- 
inications  in  Europe  and  beyond. 

:ated  right  in  the  center  of  Europe,  Deutsche  Telekom  is  able  to  offer  its  customers  a  signifi- 
m,  competitive  advantage.  With  Germany  being  a  gateway  to  the  East  and  West,  we  have  exact- 
he  right  location  for  centralizing  your  telecommunications  traffic.  This,  coupled  with 
ekom's  many  international  partnership  agreements,  value-added  data  service  interconnec- 
ts, and  joint  ventures  in  laying  international  fiber  optic  transmission  lines,  gives  your  business 
tools  for  success  in  new  markets. 

m,  ny        Within  Germany,  customers  have  access  to  the  world's  largest  ISDN  network,  digi- 
[!  212  ^24-29  89  tal  mobile  communications,  high-speed  data  communications  networks  and  much 

more.  We  also  have  support  services  worldwide  to  help  you  with  requirements 
1 312  2H-32 14  throughout  Europe.  If  you  attach  particular  significance  to  one-stop  shopping  or 

single-end  billing,  Deutsche  Telekom  does 
ra"cT°'ct  n  offer  such  services  in  close  cooperation  with 

1  415  955-05  12  A  MMMMI 

1 41 5  955  05 1 3  almost  every  major  telecommunications  ad- 
a,  GA  ministration.  So,  whether  you're  looking  for 
1  404  870  91 49        managed  telecommunications  facilities 

1  404  870-91  50  J  0 

or  a  European  customer  service  center,  £ 
fenai  Key       Deutsche  Telekom  offers  you  exactly  the 
L  Management    right  solutions  for  your  specific  needs. 

49  261  1  23  11 

49  261  3  82  82  Telecommunications  made  in  Germany.        We  tie  markets  together 
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Company/business 
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-EPS  
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1994E 
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5,141 

109 

7  742 

2  881 

121.45 

4.57 

5.07 

3.9 

144.0 

383 

■  Groupe  Bull/data  processing 

4,988 

-895 

3,417 

723 

36.40 

-45.07 

NA 

0.0 

35.2 

432 

Bollore  Technologie/trucking,  RR 

4,381 

-63 

3.6381 

259 

62.32 

-15.16 

-0.72 

0.0 

1.6 

441 

CarnaudMetalbox/misc  materials 

4,298 

147 

4,656 

2,601 

32.00 

1.82 

2.02 

3.3 

31.9 

453 

•  LVMH  Group/bev  &  tobacco 

4,206 

631 

9,134 

12,124 

153.94 

7.06 

8.30 

2.6 

14.9 

459 

Comptoirs  Modernes/retailing 

4,175 

65 

1,475 

1,234 

267.22 

14.15 

15.42 

2.0 

15.9 

P/E60  •   Yield  2.4%   •   Market  value  $425  billion   •   Year-to-date  price  change -2% 


The  German  economy  has  turned  the  corner  and  is  on 
course  for  recovery.  Most  big  companies  are  slashing 
their  payrolls,  and  once-generous  wage  settlements  in 
both  the  private  and  government  sectors  are  trailing  the 
inflation  rate,  which  is  now  3%  on  an  annualized  basis. 
German  exports  are  increasing,  and  gross  domestic 
product  this  year  is  expected  to  rise  about  1%,  in 
contrast  to  last  year's  1 .2%  decline.  The  unemployment 
rate  rose  to  9.3%  earlier  this  year,  representing  West 


Deutsche  marks  per  $U.S. 

2.00 
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Germany's  highest  rate  since  1985,  but  is  now  down 
slightly,  to  9%. 

-Brian  Zajac 


1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

-EPS 

Yield 

Employee 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

13 

•  Daimler-Benz  Group/automobiles 

59,116 

364 

52,671 

22,844 

490.29 

7.82 

11.29 

1.4 

371.1 

18 

■  Siemens  Group/elec  &  electron 

50,397 

1,113 

46,597 

23,688 

423.19 

19.92 

21.68 

2.7 

403.8 

19 

•  Volkswagen  Group/automobiles 

46,323 

-1,233 

45,935 

7,943 

294.17 

-30.85 

2.61 

0.6 

260.0 

25 

Allianz  Worldwide/insurance 

38.5111 

3251 

128.5101 

29,615 

1,465.09 

21.77 

27.63 

0.9 

74.5 

26 

VEBA  Group/utilities 

37,073 

499 

32,173 

14,931 

307.23 

14.97 

17.67 

3.7 

128.3 

33 

■  Deutsche  Bank  Group/banking 

33,338 

1,311 

320,846 

20,732 

447.48 

27.82 

33.33 

3.2 

64.6 

38 

■  RWE  Group/utilities 

28,798 

562 

35,134 

13,321 

274.74 

15.38 

14.82 

3.8 

113.6 

41 

■  Hoechst  Group/chemicals 

27,851 

282 

22,657 

12,013 

204.31 

4.80 

8.87 

3.0 

172.5 

48 

■  BASF  Group/chemicals 

26,082 

519 

23,378 

11,073 

189.44 

8.87 

7.95 

3.7 

115.0 

57 

■  Bayer  Group/chemicals 

24,803 

803 

23,270 

14,789 

220.46 

1210 

15.42 

4.3 

153.9 

72 

■  Thyssen  Group/metals-steel 

20,679 

-642 

14,681 

5,255 

167.88 

-20.50 

0.18 

0.0 

141.0 

83 

Munchener  Ruck/insurance 

18,563 

183 

58,312 

510 

1,700.06 

19.66 

22.16 

0.6 

16.9 

84 

•  Dresdner  Bank/banking 

18,458 

621 

217,145 

9,403 

227.38 

15.97 

17.67 

5.2 

46.4 

86 

BMW-Bayerische  Motor/automobiles 

17,550 

312 

17,549 

8,951 

497.88 

17.36 

25.26 

2.2 

66.2 

92 

■  Mannesmann  Group/machinery  &  eng 

16,913 

-208 

12,285 

9,661 

264.72 

-2.42 

4.55 

1.6 

131.4 

All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  Revenue,  net  income  and  1993  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year; 
assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with 
January,  February  or  March  fiscal  year-ends,  1993  figures  are  used  unless  noted.  Market  value  is  as  of  May  31,  1994.  •  Sponsored  ADR.  ■  Non-sponsored 
ADR.    'Figures  are  latest  available.    2Not  fully  consolidated.    E:  Estimate.    NA:  Not  available. 

Sources:  Worldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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A    M    E    R    I    C   A'S  UMBRELLA 


1994  The  Travelers  Insurance  Company  and  its  Affiliates,  Hartford,  CT  06183. 


At  The  Travelers  we  realize  the 
contribution  your  company's 
employees  make.  This  is  why  we 
help  our  customers  reduce  loss  costs 
by  focusing  on  the  human  side. 

Through  our  innovative 
program  of  injury  prevention,  we 
work  with  you  to  cut  down  on 
claims  and  costs  by  keeping  your 
employees  healthy  and  on  the  job. 
For  one  customer  this  helped  cut 
accidents  by  50%  -and  saved 
$1.5  million  in  the  process. 

We  also  place  an  emphasis  on 
getting  your  people  back  to  work 
quickly-accelerating  claim  response 
time  while  managing  the  quality 
and  cost  of  medical  care. 

Our  commitment  to  reducing 
loss  cost  is  just  one  of  the  reasons 
we  maintain  a  consistent  95% 
retention  rate  among  our  large 
commercial  accounts. 


Even  though  we've  helped  save  American  business  over 
$300  million,  we  know  that  most  accidents  cost  more  than  money. 


All  backed  by  130  years  of 
experience  and  the  understanding 
that  for  each  employee  under 
America's  umbrella,  any  accident 
is  one  too  many. 


TheTravelersT 

Insurance  Companies 


1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

-EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

98 

Metallgesellschaft/multi-industry 

16,106 

-1,250 

10,289 

1,228 

•  139.04 

-141.48 

-48.94 

0.0 

44.3 

114 

Preussag  Group/multi-industry 

14,375 

146 

8,749 

4,273 

280.51 

9.56 

11.84 

3.1 

71.2 

115 

VIAG  Group/multi-industry 

14,355 

179 

12,948 

5,729 

280.81 

10.28 

15.67 

2.8 

82.9 

119 

•  Commerzbank/banking 

13,967 

379  - 

164,899 

6,011 

205.22 

12.34 

14.39 

5.1 

28.2 

121 

■  Bayer  Vereinsbank/banking 

13,869 

328 

167,291 

6,472 

276.26 

15.08 

19.25 

5.0 

21.4 

134 

■  Karstadt  Group/retailing 

12,665 

137 

4,466 

3,081 

366.73 

19.48 

17.37 

3.1 

76.0 

138 

■  Krupp  Hoesch  Group/metals-steel 

12,402 

-375 

10,207 

2,511 

129.02 

-18.34 

-1.46 

0.0 

86.0 

142 

MAN  Group/machinery  &  eng 

12,111 

142 

10,850 

2,782 

252.28 

9.64 

7.10 

2.9 

62.7 

146 

Bayerische  Hypotheken/banking 

11,973 

315 

153,630 

5,994 

262.90 

13.82 

16.45 

4.8 

17.5 

151 

•  Kaufhof/retailing 

11,561 

114 

4,015 

2,738 

314.82 

16.17 

17.00 

3.7 

61.9 

161 

ASKO  Group/retailing 

11,105 

279 

4,218 

2,391 

582.88 

2.72 

21.92 

0.0 

64.4 

169 

■  Deutsche  Lufthansa/airlines 

10,724 

-61 

10,085 

3,163 

113.54 

-5.38 

0.85 

0.0 

60.5 

209 

Degussa/misc  materials 

9,198 

64 

4,646 

2,615 

304.80 

7.41 

11.48 

2.0 

33.0 

238 

Henkel  Group/food,  household 

8,387 

188 

6,011 

5,229 

372.19 

19.35 

19.79 

2.3 

40.5 

249 

SPAR  Handels/retailing 

7,812 

16 

1,696 

811 

285.37 

12.70 

14.03 

0.0 

25.5 

272 

Philipp  Holzmann/construction 

7,019 

52 

5,059 

1,621 

531.27 

20.93 

23.01 

2.2 

43.8 

313 

Gehe/personal  care 

6,155 

54 

2,642 

2,036 

349.12 

10.93 

13.66 

1.8 

11.9 

334 

•  Continental  Group/industrial  comp 

5,667 

47 

4,131 

1,494 

165.45 

4.29 

6.13 

2.1 

50.4 

350 

AGIV/multi-industry 

5,447 

46 

3,755 

1,317 

358.23 

17.00 

18.70 

2.9 

42.7 

380 

Deutsche  Babcock  Group/machine  &  eng 

5,063 

-4 

2,687 

827 

143.90 

-1.06 

4.07 

0.0 

40.8 

406 

VEW-Vereinigte  Elekt/utilities 

4,594 

117 

6.6401 

4,718 

235.88 

9.31 

8.68 

2.8 

11.8 

411 

AVA/retailing 

4,556 

55 

1,271 

1,240 

452.34 

22.38 

24.47 

2.7 

24.0 

437 

Linde/machinery  &  eng 

4,338 

94 

3,611 

3,727 

545.23 

19.05 

21.19 

2.2 

30.0 

499 

■  Kiockner-Werke  Group/metals-steel 

3,766 

-121 

2,956 

826 

90.16 

-13.17 

0.06 

0.0 

27.7 

P/ENM  •   Yield  1.4%   •   Market  value  $190  billion   •   Year-to-date  price  change  28% 


Italy  seems  to  have  hit  bottom  and  begun  to  recover.  A 
businessman,  media  billionaire  Silvio  Berlusconi,  was 
elected  prime  minister  at  the  end  of  March.  The  Italian 
market  has  been  outperforming  all  other  European 
markets — on  the  Morgan  Stanley  index  it's  up  28%  in 
U.S.  dollars  so  far  this  year.  But  the  runup  has  made 
Italian  stocks  expensive:  Italian  issues  tracked  by  ibes 
sell  for  58  times  estimated  1994  earnings  and  24  times 
projected  1995  earnings.  The  market  appears  to  have 


'89    '90     '91     '92     '93  '94 


Performance  relative  to  EAFE 

250 


'89    '90     '91     '92     '93  '94 


discounted  a  great  deal  of  economic  improvement 
under  Sig.  Berlusconi. 

-Gustavo  Lombo 


1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

-EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

29 

•  Fiat  Group/automobiles 

34,668 

-1,133 

58.1751 

14,694 

4.27 

-0.28 

-0.05 

0.0 

261.0 

63 

Generali  Group/insurance 

22.5201 

4671 

49,640' 

20,728 

28.44 

0.58 

0.66 

0.8 

33.3 

80 

•  STET/telecomm 

18,937 

0 

47,610' 

10,770 

3.42 

0.14 

0.17 

1.8 

137.1 

97 

Sanpaolo  Group/banking 

16,372 

65 

147 

3,805 

6.34 

NA 

NA 

3.6 

24.0 

112 

•  Ferruzzi/Montedison/multi-mdustry 

14,491 

-1,537 

29,319' 

1,278 

1.26 

-0.15 

-0.09 

0.0 

51.8 

All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  Revenue,  net  income  and  1993  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year; 
assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with 
January,  February  or  March  fiscal  year-ends,  1993  figures  are  used  unless  noted.  Market  value  is  as  of  May  31,  1994.  •  Sponsored  ADR.  ■  Non-sponsored 
ADR.    'Figures  are  latest  available.    2Not  fully  consolidated.    E:  Estimate.    NA:  Not  available. 


Sources:  Worldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-  Helms  DataScreen  II;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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ITALY 


1993 

Company/business 

Revenue 

Net 

Accpfc 

ivicji  net 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

164 

Banco  di  Roma/banking 

10.9391 

3691 

97.8731 

4,496 

1.41 

0.02 

0.09 

1.1 

24.0 

239 

•  Banca  Com  mere  iale  Italiana/banking 

8,266 

I9l 

78,701 

3,372 

3.21 

0.18 

0.20 

3.9 

22.2 

274 

Finmeccanica/machinery  &  eng 

6,972 

21 

16.7981 

790 

1.29 

0.03 

0.02 

0.0 

45.0 

289 

Banco  di  Napoli/banking 

6,676 

111 

64,100 

1,235 

1.29 

0.10 

0.13 

8.2 

11.8 

291 

■  Pirelli  Group/industrial  comp 

6,671 

-45 

6,219 

2,453 

1.72 

-0.04 

0.03 

0.0 

42.1 

303 

•  Credito  Italiano/banking 

6,332 

139 

66,602 

1,851 

1.41 

0.11 

0.10 

3.8 

17.4 

345 

Alitalia  Group/airlines 

5.5111 

-14' 

3.8171 

527 

0.77 

-0.22 

-0.16 

0.0 

28.9 

348 

■  Olivetti  Group/data  processing 

5,473 

-295 

7,551 

993 

1.70 

-0.49 

-0.06 

0.0 

35.2 

388 

•  Istituto  Mobiliare  Italia/banking 

4,956 

325 

45,581 

4,615 

7.69 

0.54 

0.55 

3.3 

3.6 

P/E  NM 

•  Yield  0,7%  • 

Market  value  $3.7  trillion  • 

Year-to-date  price  change  24% 

Contrarian  investors  who  believed  that  Japan  would 
survive  the  pricking  of  its  speculative  financial  bubble 
are  now  reaping  their  rewards.  Thanks  to  a  strong  yen 
and  to  foreign  interest  in  Japanese  stocks,  the  Nikkei 
index  is  up  33%  (in  U.S.  dollars)  through  June  20,  to  a 
recent  21152.  At  that  level  the  Nikkei  is  selling  at  78 
times  analysts'  earnings  estimates  for  corporate  Japan's 
current  fiscal  year. 

Time  to  take  profits?  Maybe  not.  At  current  levels  the 
Nikkei  is  still  45%  off  its  1989  peak,  and  Nobuo 
Kawasaki,  an  analyst  at  Nomura  Research  Institute  in 
Tokyo,  figures  individual  Japanese  investors  should 
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start  buying  stocks  again  once  the  employment  num- 
bers begin  to  improve. 

-Gustavo  Lombo 


1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

 EPS- 

Yield 

Employee 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

1 

•  Mitsui  &  Co/trading 

163,529 

142 

71,656 

12,226 

7.87 

0.09 

0.11 

0.8 

11.5 

2 

■  Mitsubishi/trading 

160.184 

170 

84,707 

18,520 

11.83 

0.11 

0.17 

0.6 

34.0 

3 

Sumitomo/trading 

157,624 

68 

48,518 

10,664 

10.02 

0.06 

0.17 

0.8 

22.7 

4 

■  Itochu/trading 

155,229 

-131 

61.3911 

9,874 

6.93 

-0.09E 

0.03 

0.8 

7.62 

5 

■  Marubeni/trading 

144,570 

51 

68,438 

8,093 

5.42 

0.03 

0.08 

1.1 

10.0 

6 

Nissho  Iwai/trading 

95,507 

99 

48,163 

3,889 

4.96 

0.13 

0.09 

1.0 

7.0 

8 

■  Toyota  Motor/automobiles 

85,273 

1,474 

88,191 

74,949 

20.13 

0.38 

0.30 

0.9 

109.3 

9 

•  Hitachi/elec  &  electron 

68,614 

633 

86,584 

33,769 

10.31 

0.19 

0.19 

1.0 

331.5 

10 

Tomen/trading 

64.903E 

15E 

19.9811 

2,767 

4.13 

0.04E 

0.05 

1.3 

3.62 

11 

Nippon  Tel  8c  Tel/telecomm 

61,680 

463 

118,514 

127,025 

8,142.66 

2.83E 

6.04 

0.6 

242.3 

12 

•  Matsushita  Electric  Indl/appliances 

61,413 

227 

79,424 

36,582 

17.46 

0.11 

0.26 

0.7 

252.1 

14 

•  Nissan  Motor/automobiles 

53,785 

-806 

71,044 

21,022 

8.37 

-0.32 

-0.13 

0.8 

143.3 

15 

Kanematsu/trading 

52,771 

-60 

16,341 

1,485 

5.32 

-0.21 

0.09 

1.1 

3.9 

17 

Nichimen/trading 

51,098' 

351 

19.9001 

1,981 

4.68 

0.10E 

0.11 

1.2 

2.82 

20 

Tokyo  Electric  Power2/utilities 

43,772 

575 

105.6631 

41,283 

30.82 

0.43 

0.42 

1.5 

40.8 

21 

Toshiba/elec  &  electron 

42,937 

113 

51,873 

25,910 

8.06 

0.04 

0.08 

1.2 

173.0 

28 

•  Honda  Motor/automobiles 

35,814 

220 

25,865' 

17,467 

17.94 

0.23 

0.32 

0.7 

90.9 

30 

•  Sony/appliances 

34,619 

142 

41,395 

22,181 

59.35 

0.39 

1.04 

0.8 

130.0 
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1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

34 

•  NEC/elec  &  electron 

33,191 

61 

39,164 

17,489 

'  11.36 

0.04 

0.09 

0.8 

147.9 

36 

■  Fujitsu/data  processing 

29,107 

-349 

32,452' 

19,067 

10.50 

-0.20E 

0.06 

0.5 

162.0 

39 

■  Mitsubishi  Electric/elec  &  electron 

28,793 

191 

32,526 

14,069 

6.57 

0.09 

0.10 

1.2 

111.1 

43 

Mitsubishi  Motors/automobiles 

27,324 

52- 

23,411 

7,431 

8.70 

0.06 

0.21 

0.8 

28.72 

45 

•  Mitsubishi  Bank/banking 

27,265 

441 

484,002 

76,939 

26.72 

0.15 

0.13 

0.3 

16.2 

47 

•  Ito-Yokado/retailing 

26,500 

540 

15,143 

21,249 

51.34 

1.32 

1.66 

0.6 

33.1 

50 

■  Sumitomo  Bank/banking 

25,903 

330 

497,781 

67,437 

21.47 

0.11 

0.16 

0.4 

17.6 

51 

Mitsubishi  Heavy  Inds/machinery  &  eng 

25,813 

740 

34,662' 

24,634 

7.32 

0.22 

0.22 

1.0 

45.52 

53 

Nippon  Steel/metals-steel 

25,492 

-502 

42,136 

24,719 

3.59 

-0.07 

-0.06 

0.7 

36.12 

54 

■  Dai-lchi  Kangyo  Bank/banking 

25,434' 

373' 

456,484' 

59,555 

19.08 

0.10E 

0.11 

0.4 

18.82 

55 

■  Sanwa  Bank/banking 

25,347 

424 

493,588 

63,104 

21.76 

0.15 

0.19 

0.4 

15.0 

56 

■  Fuji  Bank/banking 

25,169 

305 

507,218 

66,893 

23.09 

0.11 

0.12 

0.4 

16.32 

58 

■  Sakura  Bank/banking 

24.384 

212 

495,975 

46,498 

14.03 

0.06 

0.09 

0.6 

22.4 

59 

■  Daiei/retailing 

24,383 

50 

13,322' 

9,217 

16.89 

0.10 

0.12 

0.9 

19.02 

62 

■  Indl  Bank  of  Japan/banking 

23,294' 

3281 

336,233' 

73,147 

31.11 

0.12E 

0.12 

0.3 

5.42 

64 

Long-Term  Credit  Bank/banking 

22,499 

316 

302,185 

27,171 

11.36 

0.13 

0.10 

0.7 

3.92 

68 

Kansai  Electric  Power2/utilities 

21,991 

466 

60,146 

24,501 

25.29 

0.47 

0.45 

1.9 

25.4 

71 

East  Japan  Railway/trucking,  RR 

21,727 

526 

68,395 

19,275 

4,818.70 

131.40 

127.85 

1.0 

79.72 

75 

Mazda  Motor/automobiles 

20,289 

-454 

13,675' 

5,883 

5.47 

-0.42 

-0.19 

00 

29* 

77 

Nippon  Oil/energy 

20.095E 

215 

25,873 

8,918 

7.25 

0.18 

0.18 

0.8 

11.2 

79 

Shimizu/construction 

18,990' 

174' 

28,795' 

7,117 

9.03 

0.12 

0.27 

1.1 

12.02 

81 

■  Taisei/construction 

18,842' 

292' 

28,352' 

6,683 

6.56 

0.18E 

0.15 

1.7 

13.9 

85 

■  Tokai  Bank/banking 

18,030 

314 

270,593' 

26,330 

12.98 

0.09E 

0.10 

0.6 

12.3 

89 

■  Kajima/construction 

17,295' 

137' 

27,962' 

8,742 

9.09 

0.04E 

0.11 

0.9 

14.72 

91 

■  Bank  of  Tokyo/banking 

17,045' 

303' 

220,956' 

32,205 

15.94 

0.22E 

0.23 

0.5 

IZ7 

95 

•  Canon/leisure  goods 

16,512 

190 

19,360 

13,233 

16.60 

0.24 

0.34 

0.7 

64.52 

96 

Toyota  Tsusho/trading 

16,395' 

491 

7,299' 

1,860 

7.35 

0.14 

0.18 

1.0 

2.12 

101 

■  Jusco/retailing 

15,738 

238 

8,803' 

6,772 

21.95 

0.77 

0.51 

0.9 

12.32 

102 

Chubu  Electric  Power2/utilities 

15.727' 

441' 

44,920' 

18,591 

25.19 

0.33 

0.35 

1.9 

20.8 

109 

■  NKK/metals-steel 

14,893' 

-36' 

28,099' 

9,650 

2.74 

-0.05E 

-0.09 

0.0 

44.3 

113 

■  Bridgestone/industrial  comp 

14,381 

255 

15,748 

11,713 

15.17 

0.33 

0.41 

0.8 

87.3 

120 

Cosmo  Oil/energy 

13,912' 

141' 

11,032' 

4,830 

8.19 

0.23E 

0.31 

0.8 

3.72 

122 

■  Sanyo  Electric/appliances 

13,851 

-14 

19,442 

10,303 

5.32 

-0.01 

0.01 

0.9 

59.6 

124 

■  Isuzu  Motors/machinery  &  eng 

13,732 

-38 

12,788 

4,888 

4.74 

-0.04 

-0.01 

0.0 

13.12 

125 

Nippon  Express/trucking,  RR 

13,663' 

232' 

9,164' 

11,169 

10.40 

0.24 

0.25 

0.6 

53.42 

126 

■  Sumitomo  Metal  Inds/metals-steel 

13,522' 

5' 

23,192' 

9,184 

2.92 

-0.09E 

-0.06 

0.0 

22.32 

127 

Nichii/retailing 

13,040 

-89 

13,102 

3,943 

14.31 

-0.32 

0.13 

1.5 

20.2 

128 

Kawasho/trading 

12,953' 

-171 

7,563' 

526 

4.37 

-0.04 

0.01 

0.0 

2.22 

129 

•  Tokio  Marine  &  Fire  Ins/insurance 

12.934E 

287 

45,917 

20,220 

13.07 

0.19 

0.21 

0.6 

14.9 

132 

■  Nippondenso/industrial  comp 

12,839 

245 

12,754 

15,989 

19.08 

0.29 

0.39 

0.7 

56.6 

1  AC\ 

Obayashi/construction 

loo1 

01  OCC1 

D.oj 

n  ice 

f\  99 
\J.LL 

1  1 
1.1 

19  C2 

141 

■  Asahi  Bank/banking 

12,239' 

289' 

233,264' 

25,688 

11.07 

0.08E 

0.09 

0.6 

15.1 

143 

■  Sharp/appliances 

12,086' 

237' 

18,048' 

18,855 

17.18 

0.23E 

0.30 

0.6 

41.8 

149 

Ta  ka  sh  i  maya/ret  a  i  ling 

11,649 

5 

6,940' 

2,888 

13.07 

-0.01E 

0.05 

0.5 

9.72 

150 

•  Kobe  Steel/metals-steel 

11,5901 

-79E 

21,239' 

8,360 

2.95 

-0.04E 

-0.06 

0.0 

19.42 

153 

Suzuki  Motor/automobiles 

11,377 

141 

6,795' 

5,950 

13.26 

0.32 

0.43 

0.5 

13.62 

163 

■  Asahi  Glass/misc  materials 

11,037 

99 

14,189 

13,728 

11.74 

0.08 

0.14 

0.7 

9.82 

All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  Revenue,  net  income  and  1993  EPS  are  converted  atari  average  rate  of  exchange  for  the  fiscal  year; 
assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with 
January,  February  or  March  fiscal  year-ends,  1993  figures  are  used  unless  noted.  Market  value  is  as  of  May  31,  1994.  •  Sponsored  ADR.  ■  Non-sponsored 
ADR.    'Figures  are  latest  available.    2Not  fully  consolidated.    E:  Estimate.    NA:  Not  available. 

Sources:  Worldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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I  Series  automated 


Our  / 


ins 


On  The 


Productivity 


Of  Diebold 


teller  machines  have 


captured  the  leading 


position  in  the 


U.S.  market  for 


two  years  running. 


America's  most  popular 

automated  teller  machines  are 
making  friends  everywhere 
these  days.  In  banks,  stores, 
shopping  centers,  workplaces. 
In  places  around  here  and 
around  the  world. 

Last  year,  InterBold®  i  Series 
shipments  rose  28%  worldwide. 
(136%  in  Africa;  588%  in  South 
America.) 

By  designing  integrated  systems 
that  take  advantage  of  state- 
of-the-art  technology,  we're 
right  in  step  with  the  march 
toward  greater  productivity. 

Strong  demand  for  self-service 
and  security  products  supported 
by  quality  service,  as  well  as  our 
continuing  diversification  into 
new  markets,  helps  explain  why 
the  Company  left  1993  with  the 
largest  backlog  in  our  history. 

For  more  information,  write 
Diebold,  Incorporated,  Investor 
Relations,  Dept.  T-79,  P.O.  Box 
8230,  Canton,  Ohio  44711-8230. 


cV,es  to  iNre 


DIEBOLD 


«:>1994  J  P  Morgan  &  Co.  Incorporated 


There  are  a 
lot  of  people 
who  claim  to  be 
financial  gurus. 
But  are  they? 


ie  pundit  has  his  "niche."  Another  has  her  "forte."  But  how  can  they  claim  to  know  what's  best 
•  your  situation  unless  they're  looking  at  your  whole  situation?  The  very  reason  a  Morgan  team 
ovides  you  with  a  variety  of  global  investment  options.  Tax  ideas.  Wealth  transfer  solutions.  And 
m  pulls  them  all  together  to  create  the  smartest  long-term  strategy  for  you.  How  brilliant  is  any 
e  investment  decision  if  it's  out  of  synch  with  the  rest?  If  you  have  assets  of  $5  million  or  more, 
J  Richard  B.  Jones  at  (213)  489-9339  or  call  George  W.  Rowe  ||}]\/fnf, 
(415)  954-3200,  J.P.  Morgan  California.  Private  Banking  J  _T  IVIOI 

York,  Wilmington,  Del.,  Palm  Beach.  Los  Angeles.  San  Francisco,  Brussels,  Frankfurt,  London.  Madrid,  Milan,  Nassau,  Paris.  Geneva,  Zurich,  Hong  Kong,  Singapore.  Tokyo 


gan 


JAPAN 


1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

166 

Seiyu/retailing 

1 0.9201 

82' 

13,608' 

2,968  • 

13.26 

0.30 

0.36 

1.2 

11. 12 

167 

Mitsui  Fudosan/real  estate 

10,804' 

153' 

31,819' 

9,639 

11.93 

0.13E 

0.13 

0  7 

0.7 

10.4 

173 

Japan  Energy/energy 

10,557' 

-232' 

14,190' 

4,687 

4.28 

O  OCT 

O.Obt 

0  oc 

0.06 

i  i 

1.1 

7  09 

174 

•  Kawasaki  Steel/metals-steel 

i  n  /inm 

-24  r 

1  O  7C71 

18,  Ibr 

1j,21/ 

A  A7 
4.U7 

0  1  oc 

-L'.ut 

A  1  0 

A  A 
U.U 

10  12 

18.1' 

1  77 
III 

■  Japan  Air  Lines/airlines 

in  ?s7i 

J.U/0/ 

—004 

18  ?nfii 

10,£UO 

1?  fi?Q 

1  c  ,0c  j 

7  in 

n  18F 

U.  lOL 

-41  18 

^J.  10 

n  n 

21  82 

L 1 .0 

178 

Tohoku  Electric  PowerVutilities 

t  ft  0101 

10,228' 

370' 

oc  Tim 

25,339' 

12,685 

25.48 

0.64E 

0  C 1 

0.64 

1  0 

1.9 

1  4  1 

14.1 

180 

■  Sumitomo  Electric  Inds/industrial  comp 

10,213 

274 

11,133 

10,745 

15.17 

0  00 

0.39 

0  07 
0.3/ 

0  c 

U.6 

OO  1 

39.4 

184 

Kyushu  Electric  Power2/uti!ities 

10,111' 

309' 

30,493' 

11,782 

25.10 

O  77C 

o.//t 

0  74 
0./4 

1  0 

1.9 

1 1  i 
14.1 

185 

■  Toppan  Printing/services 

10,106 

295 

10,292 

9,169 

1  0  cc 

13.55 

Oil 

0.44 

A  40 

0.43 

O  7 
0/ 

OC  7 

25./ 

1  H7 
lo/ 

i ch i it 3\Af2 i i ma  Hart ma/m arh i nprw  fL  pno 
1     J Kd  WdJ  1 M  Id  rial  U  1  Id/I II atl II 1 ICI  y  01  Cllg 

in  023 

1U.UC  J 

108 

13  585 

6,269 

4.83 

0.08 

0.12 

1.2 

27.4 

189 

■  Asahi  Chemical  Ind/chemicals 

9,872' 

146' 

i  o  0091 

10,893' 

10,997 

7  CO 

/.b2 

o  07r 
0.0/L 

A  07 
U.O/ 

1  1 

1.1 

1  7  C? 

l/.b' 

191 

Mitsubishi  Materials/metals-nonfer 

n  ooo 

9,828 

oc 

-2b 

10  4  001 

12,4U3' 

C  070 

5,9/3 

C  07 
3.2/ 

O  AO 

A  AO 

A  O 

u.y 

10  A 

lo.U 

192 

■  Mitsubishi  Trust  &  Bank/financial  sues 

o  707 
3,161 

0 1  1 

211 

ICC  04 A 

15b, 84U 

oi  oon 
21,U0U 

1  C  1  7 

Ib.lo 

A  1 C 

U.  lb 

A  1  4 
U.  14 

A  C 

U.3 

C  02 

b.y^ 

193 

11-                          M           _|  '  ■  m >             1     IL           1  ' 

Nippon  Credit  Bank/banking 

9,771' 

1471 

1  ji 7  nci 

147,495' 

9,753 

56.20 

O  COC 

A  77 

0.// 

1  0 

1.0 

O  A? 

1 

ourTiiiorno  irubiw  □dimuig/Hiidiiudi  ovt,:> 

j.DOU 

i  qqi 

1  OL,LO\J 

iQ  7n? 

13, /Uc 

Ifi  84 

1J.04 

0 12E 

0.15 

0.5 

7.5 

196 

■  Fuji  Photo  Film/leisure  goods 

9,555 

536 

15,196 

11,147 

01  CC 

21.66 

1  A4 
1.04 

1  OA 

1.20 

A  Q 
U.8 

OC  1 

Z3.1 

197 

■  Dai  Nippon  Printing/services 

n  ccoi 
9,552' 

0CQ1 

338' 

1  n.  40Q1 
1  U,4zd ' 

1 1  coo 

10  10 
10. 1J 

0  ccc 
U.33t 

a  cn 

A  7 

U./ 

9Q  1 

199 

■  Kumagai  Gumi/construction 

o  c  i  01 

9,512' 

01 

8' 

17  oi m 
1/,84U' 

7  OOC 

3,2ob 

4  00 

4.83 

A  OCT 

-O.Obt 

a  no 

A  C 

U.b 

Q  42 

202 

■  Mitsubishi  Kasei/chemicals 

o  4CO1 
9,4b2' 

401 

48' 

1 0  1  CQ1 
12,133' 

7  Q/l  r 
/,04J 

C  A7 
3.U/ 

n  no 
U.U7 

A  09 

i  i 
l.l 

1 1  7.2 
11.0 

■  ^oUiciit  Uai icc*/rnnctri irtion 

■  OCP  IdUI  nuuoc/tuii Ml  ULMUM 

9  424' 

309' 

11,738' 

8,260 

12.50 

0.56 

0.62 

1.4 

12.82 

210 

■  Matsushita  Elec  Works/elec  &  electron 

n  1  oi 
9,183 

i  oo 
129 

1A  710 
1U./19 

Q  070 

1  1  A7 

11.07 

A  1 0 
U.lo 

n  04 
U.Z4 

1  0 

l.l 

OQ  O 

zy.o 

211 

Nippon  Paper  Inds/forest  products 

o  1  oor 

9.133L 

IOC 

28t 

MA 

IMA 

C  OC  1 

C  71 
O.I  I 

A  A0T 

A  AO 

1  A 
L.U 

8  Q2 

o.!r 

213 

Mitsubishi  Oil/energy 

9,088' 

101' 

7  AO01 

/,U93' 

0  oco 

3,358 

O  00 

9.39 

A  07C 
U.j/t 

A  00 

ojy 

0  0 

U.o 

0  c 

l.J 

214 

•  Kubota/machinery  &  eng 

9,082 

76 

0  7011 

9, /or 

9,44y 

C  71 

6. /I 

A  A4C 
U.U4t 

O  AC 

o.ud 

A  O 

u.y 

OA  0 

zu.u 

91  fi 

£  ID 

UdlWa  Dal1K/Udllr\!llg 

Q  nfi? 

7,U0C 

117 

142  372' 

14  986 

9.92 

0.08 

0.11 

0.7 

992 

218 

Chugoku  Electric  Power2/utilities 

8,989 

154 

23,104 

8,851 

01  00 

24.33 

OIO 

0.42 

A  C1 

U.51 

0  A 

2.U 

1 1  4 
11.4 

219 

•  Ricoh/data  processing 

8,978 

88 

10,563' 

6,092 

0  oc 

9.35 

0  1  A 

0.14 

A  10 

0.13 

1  A 
l.U 

4C  A 

4b. U 

220 

Mitsui  Trust  &  Bank/financial  sves 

8,922' 

79' 

in  ecu 

121,563' 

15,092 

1  O  CO 

12. bO 

O  OOC 

0.08t 

O  1  A 

0.10 

A  C 

U.b 

C  C2 

o.y 

222 

Snow  Brand  Milk  Prods/food,  household 

8,836' 

66' 

yl  0101 

4,219' 

0  4  40 

2,44s 

7  CC 

/.5b 

A  OOC 

0  oc 
U.Z3 

0  0 

u.y 

7  Q2 

997 

rVdWdbdKI  ncdvy  liiUb/lildUllllcly  Ct  cllg 

8  7W 

O,  /  JO 

1  w 

10  249' 

6,125 

4.55 

0.09E 

0.09 

1.0 

17.82 

229 

■  Daiwa  House  lnds2/construction 

8,669 

376 

9,709' 

7  0 1  C 

/,21b 

1  C  00 

15.08 

A  70 
U./8 

0  oc 
0.8b 

1 1 

i.i 

1 1 0 
117 

231 

■  Mitsukoshi/retailing 

O  CO  C  1 

8,585' 

—03 

C  C7/1 1 

5,5/4' 

fi  COA 
4,331) 

0  C4 

A  1  7C 
-U.l/t 

n  A7 
-U.U/ 

A  fi 

u.b 

1  9  K2 

235 

Sumitomo  Chemical/chemicals 

o  inn 

8,422 

1  1  c 

lib 

1  1  70C 

11, /8b 

7  7CQ 

/,/bo 

4  7Q 

4./y 

A  A7 
U.U7 

n  ar 

n  k 
u.b 

1  fi  7 
13.0 

236 

■  Fuji  Heavy  Inds/automobiles 

8,396' 

-2181 

7  C001 

/,b29' 

O  OOC 

2,385 

4  07 
4.0/ 

A  COC 
-0.3JL 

A  OQ 

0  A 

u.u 

H  92 
14.0' 

941 

b  Trtr-^w  1  nri  i  te  f  kiqc  /c  horn  ir  1 1  c 

■  I  Oidy  1  nuUMNtrb/'  .  I'.  i  ill  H  : 

8  1Q7 
01  7/ 

n? 

1 1  A88 

1 1,400 

Q  7J? 

J,  /  4  J 

fi  97 

U.J/ 

0.09 

0.12 

1.0 

31.5 

243 

Maruha/food,  household 

8,069' 

3  "71 

-37' 

O  CO  A 1 

3,684' 

1  1  00 

1,182 

0  04 
0.34 

A  OCC 

A  AC 
U.U3 

A  A 
U.U 

19  1 
lc.1 

245 

■  Nippon  Yusen/shipping 

7,954 

57 

12,375 

7  117 
/,11/ 

C  1  c 

b.15 

O  AC 

0.05 

A  04 
U.04 

A  C 

U.b 

9  fi 
c.b 

247 

•  Komatsu/machinery  &  eng 

7,843 

23 

1  O  000 

13,339 

0  04  7 

9.24/ 

O  00 

y.22 

n  ao 
0.02 

A  07 

u.u/ 

A  Q. 
U.O 

9K  5 
/ib.o 

248 

Toshoku/trading 

7.833 

24 

7,613 

l  ,574 

0  oc 

8.U5 

A  1  0 

n  10 
U.lo 

A  7 
U./ 

1  fi 
1.0 

250 

i/'  ■      n                 *l  Oil 

■  Kirin  Brewery/bev  &  tobacco 

7,762 

386 

12,294 

1  O  l\  CO 

12,433 

1  1  00 

11.83 

A  07 

U.3/ 

O  4  1 

U.41 

O  0 
U.O 

Q  92 

o.c 

256 

Sekisui  Chemical/bldg  materials 

7,308' 

142' 

8,450' 

5,740 

10.40 

0.34E 

0.38 

1.0 

6.02 

261 

Fuji  Electric/elec  &  electron 

7,211' 

621 

7,242' 

3,714 

5.23 

0.05E 

0.07 

1.5 

14.92 

263 

■  Kao  Corp/tood,  household 

7,175 

206 

5,988' 

6,920 

11.55 

0.34 

0.40 

0.8 

7.22 

264 

Yasuda  Fire  &  Marine  lns2/insurance 

7,167' 

1131 

30,058' 

7,057 

7.95 

.0.13 

0.16 

0.8 

11.9 

265 

Dainippon  Ink  &  Chems/chemicals 

7.1241 

-341 

9,058' 

4,093 

5.16 

0.04E 

0.06 

1.1 

23.5 

266 

■  All  Nippon  Airways/airlines 

7.1221 

-91 

12,129' 

15,143 

10.50 

-0.03E 

-0.03 

0.3 

15.22 

267 

UNY/retaihng 

7,114 

-2 

4,793 

2,745 

14.50 

-0.01 

0.25 

0.9 

7.9 

All  figures  except,  per-share  items  are  in  millions  of  U.S.  dollars.  Revenue,  net  income  and  1993  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year; 
assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with 
January,  February  or  March  fiscal  year-ends,  1993  figures  are  used  unless  noted.  Market  value  is  as  of  May  31,  1994.  •  Sponsored  ADR.  ■  Non-sponsored 
ADR.    'Figures  are  latest  available.    2Not  fully  consolidated.    E:  Estimate.    IMA:  Not  available. 

Sources:  Worldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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JAPAN 


1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

971 

KinLri  Minnnn  RailvA/au/triirLmn  PR 
rx  1 1 1 1\ I  lilLiLfUM  r\d  1 1  Wdj/  U  UUmllg,  i\W 

7  09Q1 

/  j 

1  1  7Q/I1 
11,/  04 

7 

/./J 

fi  ARF 
U.UOt 

n  fiK 
u.uo 

n  fi 

U.u 

19  fi2 
16.  J 

973 

Haihatcii  Mntnr/siitnmnhilPQ 

L/dlllaloU  IvIUlUI/dULUIIIUUIlCo 

7  0111 

3W 

j,UUo 

9  "31  9 

<;  43 

J.40 

fi  fil F 
-U.Ult 

fi  (lfi 

U.UD 

fi  fi 
U.J 

19  42 
16.4 

97Q 

CIV 

1  Ur\yU  Udb/UUIIUci 

7P71 
D,/u/ 

io  Qyici 

1  /I  3  1  Q 

R  1  fi 

fi  ncF 

U.UoL 

fi  fifi 

u.uo 

fi  Q 

U.j 

13  (12 
10. U 

281 

TakpHa  Phpmiral  InHc/nPKnnal  rarp 

lanCUCI  Vsf  ICI 1  IIL-dl  1 MU1/       iUlldl  LdlC 

U,  /  4  J 

o,oj<: 

in  1 1 1 

iU,  1 11 

1 1 

1  l.JJ 

(1  Rfl 
U.JU 

fl  4fi 
U.40 

1  fl 
l.U 

lfi  8 

u.o 

282 

■  Fu]ita2/construction 

6,741 

80 

13,144' 

2,915 

5.90 

0.16 

0.15 

1.6 

6.0 

283 

Aicin  ^piki/indn^trial  rnmn 

MOID  OCIM/  IIIUUMI  Idl  UUIMp 

fi  71Q1 

U,  /  1  J 

U9i 
j,  im 

3  37K 
J,J/U 

19  91 

n  w 

U.  JUL 

n  34 

U.04 

(1  Q 

U.J 

11  fi2 
1  l.U 

990 

Hp  i  man  i/rptail  ino 
L/d  II 1  lal  U/ 1  Cldl  l  lllg 

U,U  /  J 

1/11 

m 

3  3191 

9  1^3 
6,1  J>3 

/  .jj 

0  OAF 

fl  flfi 
U.UO 

fl  fi 
u.o 

7  32 
/  .0 

9QS 

C.JJ 

■  YacnHa  Triict  fL  Rank/finanrial  ^ur^ 

■  idjUUa  I  iUol  O  Ud I  irv  1 1 1 1 ti i iu *j i  j vl  j 

U,  JJ 1 

CQ1 
03 

R9  B3Q1 
Ol,  ojj 

0  8Q4 

ft  Q7 

O.J/ 

0  OftF 

U.UOL 

fl  (1Q 
U.Uj 

n  7 

u./ 

fi  fi2 

J.J 

306 

■  Aiinnmntn/fnnH  hrtiKphnM 

■  MJ  II IUI 1 IUIU/  IUUU  ,  IIUUoCIIUlU 

U,i  JO 

Q7 

7  113 
/  ,1 1 0 

7  Q93 
/,jiJ 

19  91 

0  1  R 
U.l  J 

fl  lfi 
U.  10 

fl  8 
u.o 

19  9 

16.6 

308 

■  New  Oji  Paper/forest  products 

6,242 

43 

9,501 

7,373 

9.92 

0.06 

0.06 

0.8 

9.22 

311 

Tnun  ^Pikan  Kaicha/mKr  matprisk 

l  Uyv  jc l no ll  r\a  1 3 1  la/ l  m  1  j l  ll  a  LCI  l  d  l  i 

6 170' 

9991 

J,40j 

•i  774 
J,/  /4 

98  fi3 
60.00 

l  finr 

1  .UUL 

l  flfi 

l.UJ 

fl  3 
u.o 

fi  R2 
0.0 

O  1  J 

■  PiiriiLrau/a  Flprtrip/mHiKtrial  rnmn 

■  rUIUhdWa  dlCVll  Iw IIIUUMI  Id  1  Lump 

U,  1 10 

0 
0 

K  J181 
0,41o 

4,J/ 1 

K  Q7 
D.J/ 

fi  fil 
U.U1 

fl  fl7 
u.u/ 

fi  8 
u.o 

8  fi2 
O.U 

31fi 

Olfi  Flppfrir  1  nHi ictru/plpr  plprtrnn 

UM  L.ICLUH  1 1  lUUoll y/clcL.  0  CICUMUM 

U,U  /  0 

ID 

fi  8h7 
0,00/ 

3  oat; 

J,O0J 

K  3R 
0.0J 

n  n.3 
— u.uo 

fi  in 

U.1U 

fl  fl 

u.u 

93  fi 

60. J 

317 

Winnnn  Mpat  ParLprc/fnnH  hnncphnlH 
INILiLJUi!  (Vied  I  raLftc  1  ol  IUUU ,  MUUiciiUiU 

D,uJ3 

Q71 

d  97fii 
4,c/U 

3  3/17 
J,j4/ 

14  7fl 

14. /U 

fi  4QF 

fl  fi.3 
U.JO 

1  fi 

l.U 

9fl  fi 

6U.J 

321 

Toda2/construction 

6.0371 

113' 

7,474' 

2,322 

7.22 

0.34E 

0.29 

1.2 

6.2 

OUIMI  IUI  II U  rUlCMiy/LUM ill  ULLIUI1 

fi  firi7 

jrUj/ 

7  AW 

1Q  Al 
13.  H  / 

n  rq 

U.  JJ 

0  fil 
U.D1 

0  A 
U.4 

0,0 

OO  O 

Phnri/traHino 
\j\  IUI  1/ 1 1  aU  I  lit, 

J,U  J  J 

jU 

00j 

^  Q7 
0.3/ 

n  fi7F 

o  nfi 

—u.uo 

o  n 

u.u 

1  42 
1 .4 

337 

■  Rank  nf  Vnknhama/hankino 

*  Udlir.  Ul    I  UftUI  Idl  1  Id/  Ud  1  Imllg 

5  6451 

571 
ji 

1  HA  W1 

in  9in 

lU,t  lu 

ft  Qft 

0.  JO 

o  nftF 

U.UOL 

n  nft 

u.uo 

0  S 

U.J 

fi  7 

U.L 

341 

ndidrna/iuHou  uuuuii 

J,D0U 

Ji 

ft  79/11 

1  ^0/1 

o  nfi 
u.uo 

0  OR 

U.Uj 

1  0 
l.U 

C  C2 
J.J 

342 

Tonen/energy 

5,566 

151 

6,739 

9,624 

14.89 

0.23 

0.29 

3.2 

2.32 

346 

OtaUa  f^aQ/ntilitiP9 

U3dr\d  Ud3/ UlllllICi 

5,498' 

127' 

Q  0331 
j.jjj 

1 1  77? 

11,/  /  L 

4  fifi 

4.UU 

0  flfiF 

U.UUL 

0  07 

1  0 

1  .u 

10  92 

34Q 

■  Vama7al/i  RaLino/fnnH  hnncphnlH 

■  Tdllldldni  Ddnlllg/IUUU.  IIUUocMUlU 

J.HDJ 

13i 

104 

3  J3(l 
j,4jU 

A  379 

1Q  8R 

1  J.OJ 

U.01 

n  fi7 
u.o/ 

fl  fi 
u.o 

lfi  Q2 
10.  J 

352 

■  Ka nphn/tpvt i Ip  annarpl 

■  r\d  i  icuu/ 1  c  a  1 1  ic,  □  \-i\io  i  ci 

5  424 

-56 

U,UU  1 

1  Q13 

i ,  j  jj 

3  88 

J.00 

-fi  nsF 

U.UOL 

-0  11 

U.  1 1 

0  0 
u.u 

q  12 
j.  i 

353 

Yamaha.  Mntnr/lpKiirp  onnd^ 

laillalld  IVIUIUI  /  IC1  ill  1  C  gUUUo 

5,423' 

49' 

4  751' 

2  034 

8.83 

0.18E 

0.23 

0.6 

10.5 

354 

Mitsui  O.S.K.  Lines/shipping 

5,393' 

56' 

8,350' 

4,510 

4.11 

0.00E 

0.02 

0.9 

1.7? 

35R 

ODD 

i  ursyu  uui  imi ULUuri/iuiiMi  umuii 

111 

7  JKQ1 

1  937 

R  44 

J.44 

n.  flfiF 

U.UOL 

fi  1 1 

U.  1 1 

1  Q 
l.j 

4  R2 
4.0 

3fi1 

AcaHi  Rroufpripc/how  £.  tnh^prn 
Hbdlll  DicWcrica/UcV  ot  lUUdUlU 

lfi  3^J 
10, J  JH 

A  KK3 

1 1  Ifi 

11.10 

n  fi7 
u.u/ 

fl  flQ 
U.Uj 

fl  7 
u./ 

a  3 

0.0 

364 

^atn  Knovn/rnrKtriirhnn 

OdlU  i\Ugy  U/LUI IMI  ULUUII 

5  264' 

17' 

O,  /  JU 

£,/tW 

8  51 

O.J  1 

(1  09 

0  07 
u.u/ 

0  f) 
u.u 

fi  82 
J.O 

OO  J 

VamatA  TrancnArt/tnirLinn  RR 
IdllldlU  1  IdMoUUl  u  11  UlrMMg, 

00 

A  31(1 

4,01U 

4  fl17 
4.U1/ 

19  31 

16.01 

n  9fi 

fl  9K 

U.60 

fl  Q 

U.J 

fifl  42 
JU.4 

367 

■  Teijin/chemicals 

5,217 

35 

8,709 

'5,234 

5.37 

0.04 

0.03 

1.1 

15.1 

370 

llhp  1  nrl i ictripc/iTiicr  matpnalc 

UUC  1 1  IUUjII  IC3/  INIiL  1 1  Id  LCI  Id  1  o 

J,  10L 

_931 

8  331  1 

O,  JJ  1 

3 1 1  n 

J,  1 1U 

3  71 
j./ 1 

-11  09 

U.U6 

-fl  flfi 

U.UJ 

fl  fl 
u.u 

7  R2 

/  .U 

374 

Han  uua  /rpt  a  1 1 1  n  o 

rial  1  Wd/I  cldl  1  lllg 

5 123' 

48' 

20  172' 

2,351 

6.00 

-1.17 

0  01 

9  1 

6.1 

1  42 
1 .4 

37fi 

NinnAn  1  icrht  ft/lpfal/mptcilc  nnnfor 
INIUUUII  Ltglll  IVlClal/lllcLdlo  MUMIcl 

s  11?' 

J4 

fi  7741 

U,i  /  4 

3  S14 

J,  J14 

U.  JJ 

n  n?F 

U.U6L 

(1  flfi 
u.uo 

n  3 

u.o 

fi  12 

J.  1 

378 

#  ^hi^piHn/npr^nnal  rarp 

w  %J  1 1 1  jC  1 UUI  |JCI  jU  1  Id  1  Laic 

5,092 

136 

5,509 

4,583 

11.45 

0.34 

0.33 

0.9 

24.0 

382 

Yuasa  Trading/trading 

5,006' 

18' 

3,650' 

674 

6.08 

0.05 

0.12 

1.3 

1.7? 

386 

■  Hinn  Mntnr^^/rparhinprv  A  pno 

*  1  IMIU  lYIvLUI  3  /  1 1 1  d  L I  M  1 1  c  i  y  '»  cut; 

4,965 

24 

3,208' 

3,154 

8.70 

0.07 

0.07 

0.7 

9.2 

387 

Matci  i7aLt  aua/rptailina 
ividLsu^divdyd/icidiiiiig 

&  QfiD 

j 

?  37R1 

14  70 

14.  /  U 

0  0? 

U.U6 

f)  f)7 
u.u/ 

fl  fi 

U.J 

7  3 

/  .0 

38Q 

■  M  a  ri  i  i  /rpta  1 1 1  n  n 

■  mdlUI/lcidlllllg 

10j 

fi  488 
u,400 

K  143 

U,  14J 

lfi  7(1 
10. /u 

(1  4fi 

U.40 

fl  4fi 

U.4J 

1  3 
1.0 

Q  92 

J.6 

3Q1 

Tav/a  Tnict      R a n u i no/f I n a nn a  1  cure 

i  uyu  i  ium  c<  DdiiKing/itiidiitidi  ovti 

4,  Jl  1 

JU 

R8  Q8f)i 

UO,  JOU 

Q  994 

1 1  74 

1 1 .  /  4 

n  (ifi 

u.uo 

u.uo 

fl  fi 
u.o 

fi  4 
J.4 

3Q9 

INILllircl/IUUU,  IIUUocllUlU 

40 

3  R/l  R 
J,J4J 

9  9K3 

6. 600 

7  9Q 

/  .LJ 

n  is 

U.l  J 

n  14 

U.14 

fl  8 
u.o 

7  K 
/  .0 

393 

Toyota  Auto  Body2/automobiles 

4,850' 

21' 

1,495' 

739 

8.61 

0.23 

0.14 

1.1 

8.6 

394 

Daikyo2/real  estate 

4,843' 

31' 

12,724' 

1,998 

10.78 

-0.81 

0.06 

0.9 

2.4 

395 

Nishimatsu  Construction/construction 

4,828' 

98' 

5,722' 

3,190 

11.55 

0.42 

0.44 

0.9 

5.3 

399 

•  Pioneer  Electronic/appliances 

4,727 

16 

4,716 

4,935 

27.48 

0.09 

0.30 

0.9 

17.3 

402 

Mitsui  Construction/construction 

4,667' 

14' 

6,143' 

979 

4.70 

0.05 

0.05 

1.2 

5.1 

403 

Sumitomo  Marine  &  Fire2/insurance 

4,612' 

102' 

19,495' 

6,369 

9.54 

0.16 

0.19 

0.7 

7.1 

405 

Nagase  &  Co/trading 

4,602' 

26' 

2,657' 

1,376 

9.08 

0.31E 

0.33 

0.8 

1.4? 
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IAPAN 


1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

 EPS 

Yield 

Employee 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

r<mih 

ijjmiu 

I*/ 

407 

Toyoda  Automatic  Loom2/machinery  &  eng 

4,581 

99 

3,906 

5,005  • 

17.75 

0.35 

0.31 

0.7 

9.7 

408 

Showa  Denko/chemicals 

4,573 

--242 

6,792 

3,665 

3.53 

-0.23 

-0.10 

0.0 

5.32 

409 

■  Konica/leisure  goods 

4,571 

39 

4,815' 

2,448 

6.85 

0.11 

0.06 

1.4 

18.0 

412 

Isetan/retailing 

4.5471 

26' 

4,543' 

3,718 

16.89 

0.0/E 

0.07 

0.6 

6.12 

41.5 

■  Mitsui  Marine  &  Fire  Ins/insurance 

4  C.W 
4,004 

/  j 

98  9W 

£0,£  JO 

K  flfi4 
0,U04 

O.JJ 

U.lO 

n  ifi 

U.  10 

n  8 

U.O 

(1  9 

414 

Sumitomo  Rubber  Inds/industnal  comp 

1  C07 

A  1 

41 

A  Q7C 

4,o/b 

1  OA7 
1,90/ 

10  01 

0  00 

A  OA 

O  0 

U.ii 

OO  A 

418 

•  Nintendo/leisure  goods 

4,503 

488 

5,232' 

8,689 

61.36 

3.45 

3.88 

1.1 

2.8 

419 

■  Nomura  Securities/financial  sves 

i  caai 
4,DUU' 

001 

k)' 

70  7QC1 

/£,/oV 

A  C  0AQ 

00  00 

Livy 

0  1  7C 
U.l/t 

A  OQ 
U.£0 

O  1 

U.4 

1  C  A 
1D.U 

421 

Iwatani  International/utilities 

A  A  7C1 

4,4/b1 

1  01 

12' 

O  C071 

3,b£/' 

i  ion 

i,43y 

c  oc 
b.9b 

0  01C 

U.U4t 

A  AC 

0.U5 

1  A 

1.0 

1  0? 

nOKKalQO  idKUbtluKU  DdflK/Udlmlllg 

4  dSf]> 

4,40U 

RQ1 

00 

8Q  7S11 

0  O,  1  01 

4 

4,000 

4.U0 

U.UOL 

fl  fl7 

1  4 

1 .4 

P.  32 

U.O 

431 

■  Toyobo/textile,  apparel 

4.3981 

34' 

4,852' 

3,152 

4.56 

0.03E 

0.03 

1.0 

7.82 

433 

Kandenko2/construction 

4,375' 

lOl' 

3,744' 

3,105 

20.13 

0.67E 

0.65 

0.4 

1  n  c 

10.5 

434 

Odakyu  Electric  Railway/trucking,  RR 

4,375' 

36' 

7,925' 

5,049 

7.14 

0.05E 

0.06 

A  7 
0./ 

4.22 

A  O  C 

4oo 

Seibu  Railway/trucking,  RR 

A  0C01 

01 

L 

Q  QAC1 

1  7  770 

l/,//y 

A  1  O0 

0  01  c 

a  nyi 
U.U4 

A  1 

U.l 

C  72 
0.1 

UKuld  C/  k*U/l[dulll^ 

4,0£4 

-SKI 
ou 

9  7(1(1' 

L ,  /  UU 

OOO 

J.J4 

-fl  S1F 

U.  J 1 L 

-0  (19 

U.U7 

u.u 

0.82 

443 

Haseko/construction 

yl  0701 

4,2/y 

C1 

5' 

1  1  0711 

11,2/4' 

O  070 

C  01 

b.y4 

0  0  1  C 

U.Ult 

A  00 

0.U3 

A  7 
U./ 

O  12 
3.1' 

444 

■  Omron/elec  &  electron 

A  070 

A  0 
4j 

C  0C0 
0,000 

0  70C 

1 C  1 0 

lb.  lo 

0  10 

u.iy 

O  00 

v.li 

A  7 

01  C 
£1.0 

446 

Shinsho2/trading 

4,261' 

1 1 

V 

0  0101 

2,213' 

404 

5.14 

0  01 

U.04 

A  OC 

O.Ub 

A  O 

u.y 

1  A 

l.U 

448 

Tokyu  Dept  Store/retailing 

4,241' 

71 
/' 

1  AOOI 

4,082' 

i  nno 

1,902 

c  no 

o  nn 
U.00 

A  01 

0.U4 

0  0 

U.8 

C  02 

AAQ 

•  I  urv/bicuiuini  lump 

4  941 
4, £41 

SI 

01 

<i  1 14' 

J, 114 

S  Q99 
J,  ILL 

4S  (14 

U.O  J 

n  89 

1  1 
i .  i 

26  4 

450 

■  Onoda  Cement/bldg  materials 

4,233' 

701 
IP 

c  iaai 

0,400' 

1  C  AO 

2,b4o 

L  70 
3,11 

n  1 1  c 

0  1  A 

U.lO 

A  O 

u.y 

1  72 
1.1* 

455 

General  Sekiyu  Group/energy 

4,188' 

011 

81' 

o  oom 
3,229' 

O  LI  A 

3,5/4 

1  1  71 

11./4 

n  i or 

0  CA 

1  0 
1.0 

1  02 

457 

Penta-Ocean  Construction2/construction 

4,182' 

001 

33' 

a  ocai 
4,obU' 

i  ncc 

l.ybb 

c  oc 

b.3b 

0  1  0 

0.12 

0  1  0 

1  1 

1.1 

C  0 

458 

Hokkaido  Electric  Power2/utilities 

4,176' 

1011 

I3l' 

1 1  oaci 
11,29b' 

d  oco 

b,35o 

0101 

24.81 

a  71  r 
0./4L 

0  70 

U./2 

1  0 

i.y 

c  c 
b.D 

OallKyO/pcl  i)Ulldl  Idle 

4  1  w 

4,100 

0001 
£00 

4  K971 
4,0£/ 

99  W 

££.00 

fl  78F 

(1  85 

U.00 

0  5 

5  72 

463 

Yamaha/leisure  goods 

4,132 

-37 

4,576 

2,556 

13.17 

-0.19 

n  aa 

0.09 

n  i 
U.4 

1  a  n? 

lu.y^ 

465 

Kawasaki  Kisen  Kaisha/shipping 

4,094' 

-22' 

4,357' 

2,212 

3.78 

-0.03E 

n  no 

— O.Uz 

n  n 
U.U 

1  00 

V.lr 

468 

Mitsubishi  Petrochemical/chemicals 

4,071' 

C 1 1 

54' 

C  0771 
5,3//' 

0  017 

3,34/ 

C  70 

b./o 

NA 

MA 

0  c 
U.b 

0  1 
0.4 

469 

Sumitomo  Metal  Mining/metals-nonfer 

4,070' 

50' 

5,300' 

5,077 

9.13 

a  nor 

0.03E 

n  no 
U.03 

0  c 

U.b 

1  02 

*f  /  u 

Tftctam  /  hlrl  n  m  i tori  1 1c 
1  OSlClTl/LJlUg  llldlcildlb 

4  flPfil 

1£0 

J, 000 

7  lin 

v  fn 

Oi.oo 

f)  si  r 

U.O  1 L 

fl  Qfi 

(14 

U.4 

12.6 

473 

Nissan  Shatai/automobiles 

a  aooi 
4,022' 

1  C1 

Id1 

1  COQ1 

i.byj' 

ybo 

C  1  A 
0.14 

a  nor 

u.uyt 

0  AO 

u.uy 

1  A 

1.4 

c  c 

D.O- 

474 

Kinden2/construction 

4,017' 

137' 

4,957' 

3,294 

1  C  C  1 

lb. 51 

n  7c 

U./b 

A  7Q 

U./8 

O  1 

U.4 

0  0 

y.o 

A1C 

475 

Maeda2/construction 

A  A1  C1 

4,01b1 

01  1 

31' 

c  1  noi 
b.lUo' 

1011 

1,314 

1  0  QQ 
1U.0O 

0  01 
U.£l 

n  oo 

U.o 

/I  c. 

4.0 

476 

Mitsui  Toatsu  Chemicals/chemicals 

3,977' 

25' 

6,744' 

O  000 

3,288 

1  0 1 

4.21 

n  one 

o.oot 

A  AO 

o.uu 

A  7 

c  c 
o.b 

477 
4/ / 

Shikoku  Electric  Power/utilities 

1  0.701 

0,07  J 

9171 

£1/ 

11  C.Q  1 1 

11,001 

fi  71S 

94  W) 

fl  77F 

U./ /  L 

(1  fil 

U.00 

1  9 

1.0 

6.02 

/I  TO 

4/0 

•  Kyocera/electronic  comp 

0  OCC 

3,ybb 

0/1  1 

041 

C  7Q0 

10  010 
lL,\)lL 

ci  i;o 
b4.DU 

1  fiO 
1.00 

1  18 
I  AO 

(1  7 
U.l 

98  n 

Zo.U 

481 

Nippon  Fire  &  Marine  lns2/msurance 

3,937' 

76' 

17,039' 

4,372 

7.53 

0.14 

A  1  C 

0.15 

O  0 

u.y 

c  1 

b.4 

482 

Nagasakiya/retailing 

3,922' 

-148' 

3,889' 

1,174 

7.91 

0  CA 

-0.50 

A  01 

-0.24 

A  A 

u.u 

1  02 

483 

hi'                   o                    iy     "     1_      II       J     L  LIJ 

■  Nippon  Suisan  Kaisha/food,  household 

3,914' 

37' 

2,907' 

1,328 

4.49 

-0.21 

A  00 

—u.uy 

A  A 

U.u 

0  12 
0.1^ 

484 

Itoham  Foods/tood,  household 

o  on  a  1 

3.894' 

All 

43' 

0  Aoyi  1 
2.0841 

1  Q07 

l,ol)/ 

7  00 

o  i  or 
U.lot 

A  1  Q 

u.iy 

1  0 

1.0 

A  C.2 
4.0 

487 

Sumitomo  Heavy  Inds/machinery  &  eng 

3,878' 

-91 

5,662' 

2,562 

4.35 

0.00E 

0.01 

0.7 

6.02 

488 

Misawa  Homes/construction 

3,871' 

18' 

5,877' 

1,367 

10.78 

0.30 

0.28 

1.1 

2.12 

492 

Osaka  Uoichiba/trading 

3,844' 

10' 

827' 

448 

8.00 

0.19 

0.22 

0.9 

0.52 

493 

Tobishima/construction 

3,832' 

4' 

4,841' 

1,134 

4.82 

•0.02E 

0.02 

0.0 

4.32 

495 

Tokyu/trucking,  RR 

3,819' 

16' 

12,788' 

8,275 

7.54 

001E 

0.01 

0.6 

5.12 

496 

Meiji  Milk  Products/food,  household 

3,796' 

7' 

2.1051 

2,314 

7.81 

0.06 

0.07 

0.7 

6.32 

500 

■  Mitsubishi  Estate/teal  estate 

3,756' 

210' 

20,732' 

15,372 

11.83 

0.15E 

0.14 

0.6 

2.12 

All  figures  except  per-share  items  are  In  millions  of  U.S.  dollars.  Revenue,  net  income  and  1993  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year; 
assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with 
January,  February  or  March  fiscal  year-ends,  1993  figures  are  used  unless  noted.  Market  value  is  as  of  May  31,  1994.  •  Sponsored  ADR.  ■  Non-sponsored 
ADR.    'Figures  are  latest  available.    2Not  fully  consolidated.    E:  Estimate.    NA:  Not  available. 

Sources:  Worldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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Ssangyong:  Reliability 

in  a  variety  of  business  circles. 


A  corporation's  survival  depends  on  its  reputation  for 
reliability. 

Ssangyong  has  a  55-year  history  of  reliability. 
Partners  in  more  than  120  countries  depend  on 
Ssangyong  and  we're  doing  our  best  to  meet  their  needs. 

Ssangyong's  reputation  in  the  fields  of  international 
trade,  engineering  and  construction,  automobiles, 
cement,  oil  refining,  investment  and  securities,  heavy 
industries  and  machinery,  paper,  insurance,  shipping 
and  information  systems  has  resulted  in  total  sales  of 
US$14.5  billion  in  1993. 


Our  capital  and  technical  cooperation  with 
Mercedes-Benz,  the  capital  venture  with  Saudi 
Arabia's  Aramco  and  the  construction  of  over  7,000 
deluxe  hotel  guest  rooms  in  the  Pacific  Rim  are  just  a 
few  examples  of  our  successful  partnerships. 

These  days,  when  reliable  business  partners  are  hard 
to  find,  you  need  a  corporation  that  builds  reliability 
in  a  variety  of  business  circles. 

We're  looking  forward  to  talking  business  with  you. 


^5  SsangYong 


International  Trade,  Engineering  &  Construction,  Automobiles,  Cement,  Oil  Refining,  Investment  &  Securities,  Heavy  Industries  &  Machinery,  Paper,  Insurance,  Computers 
•C.P.O  Box  409.  Seoul,  Korea  •  Phone:  (822)  270-8155-8, 270-8130  •  Fax:  (822)  273-0981, 273-8297, 274-2896  •  Telex:  TWINDRA  K24270,  K28215,  K28442 


P/E 16   •   Yield  1.4%   •   Market  value  $95  billion   •   Year-to-date  price  change  9% 


Fueled  by  exports  to  the  emerging  markets  of  China 
and  Southeast  Asia,  South  Korea's  economy  is  expected 
to  grow  by  about  7.5%  this  year,  after  inflation  of  6.5%. 
Sean  Jo,  vice  president  of  Daewoo  Securities  (America) 
in  New  York,  believes  total  exports  will  increase  by  13% 
over  last  year.  Korea's  stock  market  is  already  trading 
near  its  alltime  high,  with  equities  priced  at  22  times 
estimated  1994  earnings.  Many  stocks,  including  Sam- 
sung Electronics  and  Hyundai  Motor,  have  reached 
their  statutory  10%  foreign  ownership  limit.  But  for- 
eign investors'  interest  in  Korea  continues  to  build,  and 
the  South  Korean  government  is  expected  to  gradually 
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raise  that  threshold  to  25%  over  the  next  few  years.  If 
that  happens,  expect  a  rush  of  money  into  the  Korean 
market.  -Robert  Rosenstein 


1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

93 

•  Samsung  Corp/trading 

16.595 

15 

1,440 

614 

46.02 

0.98 

1.31 

1.3 

5.1 

111 

Ssangyong  Group/multi-industry 

14,520 

87 

13,074 

4,258 

19.35 

1.10 

1.04 

4.2 

25.5 

123 

Hyundai/trading 

13.789 

7 

389 

180 

37.59 

1.41 

1.38 

1.7 

0.7 

148 

Daewoo/trading 

11,877 

61 

8,246 

1,962 

18.86 

0.64 

0.74 

0.0 

12.3 

182 

•  Samsung  Electronics/electronic  comp 

10,160 

193 

8,241 

5,533 

111.28 

3.16 

5.07 

0.8 

47.6 

204 

Korea  Electric  Power/utilities 

9,376 

522 

26,262 

20,753 

34.12 

0.86 

1.38 

1.8 

35.9 

208 

•  Hyundai  Motor/automobiles 

9,238 

75 

7,780 

3,235 

54.83 

1.28 

1.82 

1.2 

41.8 

230 

Pohang  Iron  and  Steel2/metals-steel 

8,622 

367 

14,337 

7,584 

82.62 

4.00 

5.14 

0.9 

22.6 

293 

Yukong/energy 

6,637 

44 

6,259 

2,364 

48.63 

0.94 

1.22 

1.3 

5.8 

331 

Hyundai  Eng  &  Const/construction 

5,749 

84 

7,211 

2,295 

51.11 

1.87 

0.95 

0.2 

30.0 

356 

Goldstar  Co/electronic  comp 

5,387 

82 

4,519 

2,710 

35.11 

0.97 

1.17 

1.2 

29.3 

373 

•  Kia  Motors/automobiles 

5,124 

23 

6,238 

1,748 

25.56 

0.36 

0.52 

0.0 

26.2 

375 

Lucky  Goldstar  Intl/trading 

5,116 

5 

1,151 

356 

17.99 

0.25 

0.33 

•  0.7 

3.3 

390 

Hyundai  Motor  Service/automobiles 

4,933 

22 

3,269 

746 

65.00 

1.88 

2.98 

0.8 

13.9 

498 

Sunkyong/trading 

3,774 

12 

1,044 

510 

34.12 

0.75 

0.74 

1.8 

1.1 

S 

P/E  18 

•   Yield  3.5%  » 

Market  value  $181  billion  • 

Year-to-date  price  change  0% 

With  unemployment  high  and  growth  low  in  Germany, 
the  Dutch  economy  will  do  little  better  than  tread  water 
this  year:  Nearly  one-third  of  the  Netherlands'  exports 
go  to  Germany.  But  many  Dutch  stocks  look  relatively 
cheap.  Even  after  an  81%  (in  U.S.  dollars)  runup  the  last 
12  months,  Philips  Group,  the  electronics  giant,  trades 
at  only  13  times  estimated  1994  earnings.  And  ABN- 
Amro  Holding,  the  country's  biggest  bank,  sells  at  9 
times  estimated  1994  earnings.  -Robert  Sherwood 
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Revenue 

Net 

Assets 

Market 

Stock 

-EPS 

Yield 

Employe 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

{$) 

95,153 

4,506 

99,911 

91.7733 

105.45 

15.04 

18.53 

4.4 

117.0 

41,795 

1,945 

26,493' 

29.1034 

104.48 

6.95 

8.66 

3.0 

294.0 

31,672 

1,058 

23,847 

9,081 

27.72 

3.31 

2.30 

1.0 

252.2 

1993  Company/business 
Rank 

7    •  Royal  Dutch/Shell  Group/energy 
22    •  Unilever/food,  household 
35    •  Philips  Group/appliances 

All  figures  except  per-share  items  are  in  mill  ions  of  U.S.  dollars.  Revenue,  net  income  and  1993  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year; 
assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with 
January,  February  or  March  fiscal  year-ends,  1993  figures  are  used  unless  noted.  Market  value  is  as  of  May  31,  1994.  •  Sponsored  ADR.  ■  Non-sponsored 
ADR.  'Figures  are  latest  available.  2Not  fully  consolidated.  3Combmed  market  value  for  Royal  Dutch  Petroleum  and  Shell  Transport  &  Trading.  Price,  EPS  and 
yield  are  only  for  Royal  Dutch  Petroleum.  "Combined  market  value  for  Unilever  NV  and  Unilever  Pic.  Price,  EPS  and  yield  are  only  for  Unilever  NV. 
E:  Estimate.    NA:  Not  available. 

Sources:  Worldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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NETHERLANDS 


1993 

romnanv/hiKinpi's 

W\#l  1  1  L/U  (  1 V  1  U  U  '  M  1 I    '  ' 

ncvci  iuc 

Not 

Assets 

IVIdfKcl 

OlQCK 

fp°; 

Lrj 

I  ICIU 

F  mnlnup 
ci  i  ipiuyc 

Rank 

($mil) 

income 

($mil) 

VdlUC 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

46 

•  Intl  Nederlanden  Group/insurance 

26,724 

1,092 

174,888 

10,927 

41.09 

4.31 

4.61 

4.6 

49.0 

67 

•  ABN-Amro  Holding/banking 

22,010 

1,088 

252,986 

9,594 

32.70 

3.41 

3.65 

5.0 

60.3 

110 

•  Ahold/retailing 

14,587 

185 

4,114 

2,995 

25.71 

1.59 

1.82 

1.8 

74.8 

147 

•  Aegon  Insurance  Group/insurance 

11,900 

541 

66,056 

5,312 

52.13 

5.33 

5.02 

4.2 

19.4 

155 

•  Akzo  Nobel  Group5/chemicals 

11,239 

503 

9,858 

7,997 

112.60 

7.08 

8.43 

3.1 

73.4 

158 

•  Fortis  Group/insurance 

11,161 

557 

108,947 

5,4766 

39.52 

4.37 

4.58 

4.7 

21.7 

285 

Schlumberger/energy 

6,705 

583 

7,917 

13,943 

57.25 

2.40 

2.52 

2.1 

48.0 

323 

•  KNP-BT/forest  products 

6,018 

-185 

4,712 

2,589 

25.93 

-0.10 

0.99 

0.9 

26.0 

404 

•  KLM/airlines 

4,611 

55 

8,482 

2,058 

27.77 

0.86 

1.67 

0.0 

27.9 

439 

•  DSM/chemicals 

4,329 

-64 

5,187 

2,613 

72.54 

-1.77 

3.12 

1.1 

21.5 

451 

■  Heineken/bev  &  tobacco 

4,227 

279 

4,190 

4,900 

122.07 

6.96 

777 

1.6 

21.9 

486 

■  Hoogovens  Groep/metals-steel 

3,887 

-126 

3,990 

1,168 

37.24 

-4.01 

1.47 

0.0 

23.6 

P/ENM   •   Yield  3.4%   •   Market  value  $125  billion   •   Year-to-date  price  change  3% 


A  bright  success  story  just  a  few  years  ago,  Spain  has 
become  the  sick  man  of  Europe.  The  Spanish  economy 
shrank  1%  last  year.  Unemployment  was  22.7%  in  1993 
and,  according  to  the  International  Monetary  Fund, 
will  reach  24%  this  year.  But  investors  continue  to 
believe  that  Spain  will  join  the  ranks  of  the  world's  most 
developed   countries.   Currency   devaluations  have 
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spurred  exports.  After  rising  more  than  25%  last  year 
(excluding  dividends),  the  Spanish  stock  market  has 
tacked  on  an  additional  3%  so  far  this  year.  -Susan  Yu 


1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

87 

•  Repsol/energy 

17,418 

630 

10,703 

9,454 

31.52 

2.10 

2.35 

2.7 

19.7 

170 

•  Banco  Bilbao  Vizcaya/banking 

10,694 

559 

81,818 

5,434 

23.53 

2.42 

2.26 

5.3 

29.3 

181 

•  Telefonica/telecomm 

10,195 

757 

28,844 

12,728 

13.55 

0.71 

0.82 

3.4 

84.1 

183 

•  Banco  Central  Hispanoamer/banking 

10,118 

380 

91,226 

3,557 

21.72 

2.21 

1.97 

7.1 

35.5 

232 

•  Banco  Santander/banking 

8,531 

522 

73,430 

4,912 

43.74 

4.65 

4.54 

4.9 

20.4 

275 

Cepsa/energy 

6,901 

104 

3,105 

2,151 

24.12 

1.09 

1.26 

3.1 

8.4 

307 

Iberdrola/utilities 

6,248 

476 

23,606 

6,424 

7.34 

0.55 

0.59 

6.1 

15.9 

330 

•  Endesa  Group/utilities 

5,788 

918 

12,024 

12,540 

48.23 

3.53 

3.66 

2.2 

16.4 

430 

Banco  Exterior/banking 

4,405 

256 

37,981 

3,348 

31.77 

2.44 

2.33 

4.1 

10.7 

All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  Revenue,  net  income  and  1993  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year; 
assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with 
January,  February  or  March  fiscal  year-ends,  1993  figures  are  used  unless  noted.  Market  value  is  as  of  May  31,  1994.  •  Sponsored  ADR.  ■  Non-sponsored 
ADR.  'Figures  are  latest  available.  2Not  fully  consolidated.  5Pro  forma  for  merger  of  Akzo  and  Nobel  at  Dec  31,  1993.  6Combined  market  value  for  Fortis 
AMEV  and  Fortis  AG.  Price,  EPS  and  yield  are  only  for  Fortis  AMEV.    E:  Estimate.    NA:  Not  available. 

Sources:  Worldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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P/E30   •   Yield  1.3%   •   Market  value  $112  billion   •   Year-to-date  price  change  11  % 


I  h  v  ides  of  socialist  income  distribution  policies  have  left 
their  marie  on  Sweden.  The  economy  has  been  a  basket 
case  in  recent  years.  But  some  of  Sweden's  large  corpora- 
i]  is  are  perking  up.  From  a  low  base,  $12.9  billion  (sales) 
appliance  maker  Electrolux  more  than  doubled  its  earn- 
ings last  fiscal  year  (to  $75  million);  further  increases  are 
expected  this  year.  After  losing  nearly  $1  billion  in  1992, 
Skandinaviska  Enskilda  Banken,  Sweden's  largest  bank, 
reported  net  earnings  of  $109  million  last  year.  A  recent 
Salomon  Brothers  report  on  international  credit  markets 
predicts  the  Swedish  central  bank  will  lower  short-term 
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interest  rates  in  the  next  12  months,  so  SE  Banken  should 
continue  to  ride  the  yield  curve  to  recovery. 

-Susan  Wong 


1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

-EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

116 

•  Volvo  Group/automobiles 

14,281 

-445 

16,200 

7,190 

92.49 

-5.74 

6.65 

1.1 

59.5 

131 

•  Electrolux  Group/appliances 

12,863 

75 

9,351 

3,792 

51.63 

1.03 

2.36 

1.6 

114.7 

242 

•  LM  Ericsson/elec  &  electron 

8,088 

364 

8,128 

10,627 

48.94 

1.70 

1.93 

1.2 

66.9 

298 

Stora  Group/forest  products 

6,480 

84 

8,365 

3,263 

53.81 

1.40 

2.37 

1.5 

33.6 

312 

Skandinaviska  Enskilda  Bk/banking 

6,165 

109 

53,984 

3,409 

6.47 

0.13 

0.53 

0.0 

10.0 

368 

Svenska  Handelsbanken/banking 

5,192 

219 

48,204 

3,228 

14.22 

0.83 

1.55 

1.8 

7.0 

442 

SCA-Svenska  Cellulosa/forest  products 

4,294 

138 

5,329 

2,907 

14.99 

0.75 

0.95 

2.9 

26.7 

P/E 18   •   Yield  1.8%   •   Market  value  $274  billion   •   Year-to-date  price  change  0% 


Thomas  Rose,  of  Swiss  Bank  Corp.,  predicts  Switzerland's 
economy  will  grow  by  1%  this  year  and  2%  in  1995. 
Anemic,  but  better  than  each  of  the  last  two  years.  The 
Swiss  stock  market  has  been  strong — it  hit  an  alltime  high 
in  January,  although  it  has  backed  off  1 7%  since  then — and 
stock  prices  are  not  terribly  out  of  line.  According  to 
Morgan  Stanley  Capital  International  Perspective,  Swiss 
stocks  yield  1.8%  and  sell  at  2  times  book  value  and  18 
times  trailing  earnings.  Credit  Suisse  forecasts  Swiss  cor- 
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porate  earnings  growth  at  19%  this  year  and  16%  in  1995. 
That  puts  the  current  multiple  of  estimated  1995  earnings 
at  13.  -Scott  DeCarlo 


1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mii) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

24 

•  Nestle/food,  household 

38,904 

1,954 

30,408 

31,914 

790.88 

51.77 

59.57 

2.3 

209.8 

40 

•  Asea  Brown  Boveri  Group/elec  &  electron 

28,360 

68 

24,912 

14.9917 

897.76 

6.77 

42.47 

1.4 

206.5 

78 

•  CS  Holding  Group/banking 

19,470 

1,157 

234,190 

15,167 

441.75 

34.72 

40.04 

2.6 

24.3 

82 

Zurich  Insurance  Group/insurance 

18,564 

415 

60,404 

8,729 

961.88 

45.34 

57.50 

1.5 

38.3 

104 

Swiss  Re  Group/insurance 

15.4511 

2001 

41.0011 

5,612 

452.44 

21.59E 

26.15 

1.5 

28.2 

All  figures  except  per-share  items  are  in  mill  ions  of  U.S.  dollars.  Revenue,  net  income  and  1993  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year; 
assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with 
January,  February  or  March  fiscal  year-ends,  1993  figures  are  used  unless  noted.  Market  value  is  as  of  May  31,  1994.  •  Sponsored  ADR.  ■  Non-sponsored 
ADR.  'Figures  are  latest  available.  2Not  fully  consolidated.  'Combined  market  value  for  Asea  AB  and  Brown  Boveri.  Price,  EPS  and  yield  are  only  for  Brown 
Boveri.    E:  Estimate.    NA:  Not  available. 


Sources:  Woridscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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et's   say   that  you 


% ajo r  i lives t m en  t  fx rm .    A  n d 


hat  you  handle  in  the  neighborhood  of  17,000  transactions 
:\^|™  \^fii^f  Thing  is,  as  market  activity  increases, 

our  computer  system  can  have  trouble  keeping  up.  Response 
ime  starts  to  lag.   Your  clients  begin  to  notice.   The  solution'? 
ou   install  an  EMC  disk  storage  subsystem.    You   realize  a 
^y^Q    I  M  E/V5^  E   *n  Performance'  That  means 


'ou  can  handle  an  additional  5,950  transactions  each  business  day. 
Nhich  means  that  your  computer  system  can  process  almost  1.5  million 
nore  transactions  per  year.  Of  course,  the  more  transactions  y  ou  complete,  the 

ORE  PROFITABLE  wMSM, 

hink.  Our  disk  storage  solutions  are  so  advanced,  they  can  improve  your 


ottom  line.  For  more  information  on  a  disk  storage 
olution,  call  1-800-424  EMC2,  extension  GM4001F. 


'^j  1994  EMC  Corporation.  EMC  and  the  EMC  logo 


are  trademarks  oj EMC  Corporation. 


1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS  

Yield 

Employees 

Kmih 

V  4>l  1 II 1/ 

II ILUI 1 IC 

value 

price 

1  QQ^ 

1  QQAF 

I  la) 

( thru  i'i 

UnOUJ 

($mil) 

($mil) 

($) 

($) 

($) 

106 

•  Piha-Geipv  Groun/rhpmiraK 

15,327 

1,204 

21,470 

17,069 

•  627.00 

43.18 

48.81 

1.7 

87  5 

0/  .J 

118 

Union  Bank  of  Switzerland/banking 

14,159 

1,535 

210,379 

21,967 

851.44 

62.13 

66.62 

2.7 

27.5 

144 

Winterthur  Group/insurance 

12,063 

220 

38,883 

4,100 

491.63 

25.04 

34.27 

2.3 

20.5 

145 

•  Swiss  Bank/banking 

12,015 

924  • 

139,891 

10,626 

287.85 

25.03 

28.22 

4.0 

23.6 

179 

•  Sandoz  Group/personal  care 

10,219 

1,155 

13,654 

18,653 

490.92 

30.45 

36.84 

1.7 

52.6 

194 

•  Roche  Group/personal  care 

9,688 

1,677 

20,903 

47,227 

9,141.43 

194.23 

244.60 

0.4 

56.1 

329 

Richemont/bev  &  tobacco 

5.8051 

350' 

8,921' 

8,592 

822.94 

131.81E 

143.50 

1.1 

25.8 

336 

Baloise  Group/insurance 

5,646 

82 

21,615 

1,835 

1,763.45 

83.24 

125.54 

1.4 

10.0 

339 

Holderbank/bldg  materials 

5,618 

194 

8,353 

2,449 

687.57 

33.54 

39.47 

1.6 

36.1 

417 

Sulzer  Group/macbinery  &  eng 

4,505 

126 

5,013 

2,153 

655.50 

37.90 

41.61 

2.0 

31.1 

438 

Swissair  Group/airlines 

4,333 

40 

6,252 

1,316 

562.88 

2.06 

29.07 

0.0 

25.0 

456 

Alusuisse-Lonza  Holding/metals-nonfer 

4,188 

56 

4,018 

2,563 

468.83 

10.83 

20.88 

1.9 

25.5 

UNITED  KINGDOM  P/E16   *   Yield4-2%   '    Market  value  $1.0  trillion    •    Year-to-date  price  change  -10% 


Although  its  stock  market  has  been  weak  lately,  on  the 
fundamentals  Britain  is  bouncing  back.  Most  economic 
forecasts  call  for  2.5%  to  3%  expansion  this  year,  up  from 
just  2%  last  year.  Inflation  was  at  2.6%  (annual- 
ized) in  May,  versus  1 .3%  for  the  same  period  last  year.  And 
unemployment — after  peaking  at  10.6%  in  December 
1992 — is  expected  to  be  down  to  the  9%  level  by  this 
December,  according  to  Salomon  Brothers.  Most  fore- 
casters expect  interest  rates  to  drop  and  sterling  to  depreci- 
ate against  other  European  currencies  and  the  dollar.  A 
Merrill  Lynch  report  says  U.K.  corporate  earnings  should 


1993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

-EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

16 

•  British  Petroleum/energy 

52,496 

924 

45,942 

31,742 

5.82 

0.17 

0.32 

2.7 

84.0 

66 

•  Barclays/banking 

22,212 

470 

245,890 

12,380 

7.63 

0.29 

0.75 

3.8 

99.0 

69 

•  HSBC  Group/banking 

21,892 

2,713 

305,200 

238,464 

10.97 

1.08 

1.13 

4.0 

98.4 

74 

•  British  Telecom/telecomm 

20,577 

2,659 

33,446 

34,009 

5.48 

0.43 

0.46 

5.5 

165.7 

76 

•  National  Westminster  Bank/banking 

20,183 

927 

226,419 

10,718 

6.45 

0.53 

0.78 

5.4 

91.4 

88 

•  Prudential/insurance 

17,357 

595 

96,022 

7,870 

4.16 

0.32 

0.33 

6.0 

21. 12 

90 

•  B.  A.  T  Industries/bev  &  tobacco 

17,075 

1,756 

58,171 

19,023 

6.18 

0.58 

0.62 

6.1 

88.4 

100 

■  Sainsbury/retailing 

15,924 

213 

8,138 

9,898 

5.53 

0.12 

0.43 

3.5 

80.0 

103 

•  British  Gas/utilities 

15,600 

-428 

27,079 

17,288 

4.00 

-0.10 

0.34 

6.8 

79.4 

107 

British  Aerospace/aero  &  defense 

15,239 

-321 

15,172 

2,633 

6.96 

-0.93 

0.42 

2.3 

96.8 

130 

•  Tesco/retailing 

12,918 

448 

7,393 

6,276 

3.20 

0.29 

0.28 

4.3 

62.4 

135 

•  Imperial  Chemical  Inds/chemicals 

12,662 

207 

13,670 

8,803 

12.19 

0.29 

0.47 

4.2 

70.4 

136 

•  BTR/multi-inrJustry 

12,650 

1,212 

13,332 

19,607 

5.63 

0.36 

0.36 

4.0 

129.8 

162 

•  Hanson/multi-industry 

11,076 

1,119 

36,343 

19,392 

3.84 

0.23 

0.23 

5.6 

71.0 

175 

•  Grand  Metropolitan/multi-industry 

10,433 

629 

14,971 

13,780 

6.63 

•0.31 

0.48 

3.7 

69.8 

All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  Revenue,  net  income  and  1993  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year; 
assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with 
January,  February  or  March  fiscal  year-ends,  1993  figures  are  used  unless  noted.  Market  value  is  as  of  May  31,  1994.  •  Sponsored  ADR.  ■  Non-sponsored 
ADR.    'Figures  are  latest  available.    2Not  fully  consolidated.    E:  Estimate.    NA:  Not  available. 

Sources:  Worldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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improve  25%  in  1994  and  24%  in  1995.  British  stocks  are 
currently  priced  at  15  times  estimated  1994  earnings. 

-Scott  DeCarlo 
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Assume  this  is  a  business  risk  worth  taking. 


First,  lets  discuss  parachutes. 

Before  business  leaps  at  opportunity,  it 
must  be  equipped  to  handle  risk. 

Which  is  why  many  of  the  top  500  corpo- 
rations in  North  America  turn  to  Union  Bank 
of  Switzerland  as  a  leading  financial  resource. 

As  one  of  the  world's  largest  banks,  and 
arguably  the  strongest,  we  apply  our  Triple-A 
rated  strength  in  ways  that  are  impressive. 

Our  global  perspective  and  breadth  of 


capabilities  are  impressive,  too.  Because  the 
UBS  network  offers  the  full  range  of  on-  and 
off-balance  sheet  solutions  to  sourcing 
capital  both  here  and  abroad. 

For  a  bank  equipped  to  support  your 
efforts  in  North  America  as  well  as  outside 
of  it,  depend  on  Union  Bank  of  Switzerland. 

We'll  be  there  to  help  you  land  safely  on 
your  feet. 


As  global  as  business  itself. 


In  the  U.S.,  UBS  operates  through  various  branches  and  subsidiaries  with  headquarters  at  299  Park  Avenue,  New  York,  NY  10171 
Other  offices  in  North  America:  Chicago,  Houston,  Los  Angeles,  San  Francisco,  Toronto,  Montreal 


1 

1 


.1  .73  J 

uuiiiptiny/uuoiiicao 

rxcvci  IUC 
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 Lro 

VipIH 

T  IciU 

P  mnlnuooc 
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($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

136 

Lloyds  Bank  Group/banking 

10,043 

909 

118,136 

10,396  ' 

8.10 

0.71 

0.86 

5.1 

67.2 

190 

•  Marks  &  Spencer/retailing 

9,841 

870 

7,051' 

16,304 

5.91 

0.31 

0.35 

2.6 

41.0 

200 

■  General  Electric/elec  &  electron 

9,495' 

9071 

9,129' 

12,445 

4.55 

0.31E 

0.34 

4.3 

93.2 

201 

t  British  Airways/airlines 

9,484 

430- 

11,235 

5,447 

5.71 

0.47 

0.51 

3.6 

49.6 

206 

Commercial  Union/insurance 

9,284 

482 

38,492 

4,412 

7.93 

0.84 

0.67 

5.9 

22.9 

215 

•  SmithKline  Beecham/personal  care 

9,072 

1,221 

8,055 

14,910 

5.80 

0.46 

0.48 

3.5 

52.7 

217 

Royal  Insurance  Holdings/insurance 

9,038 

206 

32,407 

2,372 

3.66 

0.35 

0.62 

3.9 

23.0 

221 

•  Legal  &  General  Group/insurance 

8,869 

224 

49,916 

3,041 

6.22 

0.46 

0.44 

6.1 

7.62 

224 

Argyll  Group/retailing 

8.7921 

5121 

4,869' 

4,011 

3.58 

0.34 

0.34 

5.9 

46.8 

226 

Inchcape/trading 

8,763 

265 

4,677 

3,885 

7.40 

0.51 

0.49 

3.8 

37.7 

228 

General  Accident/insurance 

8,726 

367 

23,536 

3,776 

8.37 

0.75 

0.95 

6.2 

11.92 

237 

•  Peninsular  &  Oriental/shipping 

8,391 

606 

9,547 

5,689 

9.53 

1.03 

0.54 

6.0 

51.8 

244 

•  Glaxo  Holdings/personal  care 

8,007 

1,960 

11,252 

24,634 

8.10 

0.65 

0.69 

5.1 

40.0 

251 

ASDA  Group/retailing 

7,725 

262 

4,518 

2,298 

0.79 

0.06E 

0.08 

3.8 

39.2 

255 

Sun  Alliance  Group/insurance 

7,361 

272 

36,101 

3,571 

4.43 

0.34 

0.49 

6.3 

17.7 

257 

•  British  Steel/metals-steel 

7,2801 

-2201 

8,615' 

4,109 

2.05 

0.05E 

0.13 

1.0 

46.0 

258 

Dalgety/food,  household 

7,260 

132 

1,531 

1,439 

6.31 

0.58 

0.57 

6.1 

15.4 

259 

•  Allied-Lyons/bev  &  tobacco 

7,233 

488 

9,196 

7,762 

8.73 

0.55 

0.63 

4.6 

71.8 

269 

•  Cable  &  Wireless/telecomm 

7,071 

774 

11,026 

14,266 

6.57 

0.36 

0.39 

2.2 

40.0 

284 

•  Kingfisher/retailing 

6,713 

345 

4,259 

5,458 

8.20 

0.56 

0.59 

3.4 

41.6 

288 

■  Associated  British  Foods/food,  household 

6,684 

347 

4,451 

3,516 

7.99 

0.77 

0.71 

3.6 

50.0 

292 

•  Zeneca  Group/chemicals 

6,669 

661 

7,350 

9,711 

10.27 

0.78 

0.83 

5.1 

32.3 

299 

•  Thorn  Emi/apphances 

6,455 

308 

4,789' 

6,342 

15.51 

0.73 

0.94 

4.0 

49.4 

301 

•  Saatchi  &  Saatchi/services 

6,413 

11 

1,357 

442 

2.01 

0.06 

0.09 

0.0 

11.6 

302 

■  Ladbroke  Group/leisure 

6,412 

39 

6,129 

2,912 

2.55 

0.04 

0.13 

4.4 

55.1 

304 

•  Hillsdown  Holdings/food,  household 

6,282 

142 

3,155 

1,740 

2.52 

0.20 

0.22 

6.6 

43.3 

305 

■  Boots/retailing 

6,270 

433 

4,391 

7,989 

7.70 

0.42 

0.53 

3.5 

79.7 

320 

Guardian  Royal  Exchange/insurance 

6,043 

972 

22,776 

2,159 

2.49 

1.12 

0.31 

5.8 

13.4 

326 

•  Trafalgar  House/multi-industry 

5,908 

-559 

4,126 

1,415 

1.33 

-0.73 

0.06 

1.1 

35.9 

333 

•  Bass/bev  &  tobacco 

5,710 

479 

9,212 

6,792 

7.82 

0.55 

0.57 

4.8 

81.1 

338 

•  Tate  &  Lyle  Group/food,  household 

5,636 

227 

3,678 

2,276 

6.36 

0.58 

0.54 

3.9 

15.8 

340 

•  Cadbury  Schweppes/food,  household 

5,595 

365 

4,839 

5,791 

6.98 

0.46 

0.50 

3.9 

39.1 

347 

•  National  Power/utilities 

5,479 

785 

7,346 

8,117 

6.36 

0.62 

0.59 

3.2 

7.0 

351 

BICC  Group/industrial  comp 

5,428 

80 

3,478 

2,225 

6.31 

0.23 

0.30 

5.8 

39.2 

360 

•  Booker/multi-industry 

5,303 

90 

1,600 

1,243 

5.83 

0.42 

0.44 

7.0 

21.3 

362 

•  Rolls-Royce/aero  &  defense 

5,284  • 

95 

4,894 

3,338 

2.73 

0.09 

0.11 

3.5 

49.2 

371 

•  Guinness/bev  &  tobacco 

5,165 

650 

11,878 

14,482 

7.21 

0.34 

0.48 

3.4 

23.3 

398 

■  Great  Universal  Stores/retailing 

4.7551 

5361 

6,414' 

7,848 

32.48 

0.52E 

0.57 

2.5 

29.6 

400 

RMC  Group/bldg  materials 

4,691 

116 

3,663 

2,641 

13.43 

0.59 

0.78 

3.0 

27.6 

401 

■  BOC  Group/chemicals 

4,675 

311 

5,719 

5,102 

10.73 

0.66 

0.56 

4.2 

38.4 

416 

•  Rnval  Rank  nf  ^rrttland/hankino 

4,509 

277 

54,829 

4,915 

6.19 

0.34 

0.51 

3.4 

23.3 

420 

•  United  Biscuits/food,  household 

4,485 

100 

2,862 

2,555 

4.86 

0.19 

0.39 

5.9 

39.4 

426 

Standard  Chartered  Group/banking 

4,413 

344 

47,225 

3,480 

3.63 

0.36 

0.47 

2.5 

30.4 

427 

•  Powergen/utilities 

4,412 

519 

5,275 

5,424 

6.92 

0.66 

0.68 

3.1 

4.9 

436 

■  De  Beers  Centenary/misc  materials 

4,341 

875 

9,443 

8,005 

21.05 

NA 

NA 

3.7 

12.5 

454 

•  Reed  Elsevier/media 

4,200 

595 

6,221 

13,254s 

12.39 

0.53 

0.63 

2.9 

25.7 

462 

•  Burmah  Castrol/energy 

4,142 

154 

2,844  ■ 

2,534 

12.99 

0.81 

0.83 

4.1 

22.0 

All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  Revenue,  net  income  and  1993  EPS  are  converted  at  ah  average  rate  of  exchange  for  the  fiscal  year; 
assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with 
January,  February  or  March  fiscal  year-ends,  1993  figures  are  used  unless  noted.  Market  value  is  as  of  May  31,  1994.  •  Sponsored  ADR.  ■  Non-sponsored 
ADR.  'Figures  are  latest  available.  2Not  fully  consolidated.  8Combined  market  value  for  Reed  Pic.  and  Elsevier  NV.  Price,  EPS  and  yield  are  only  for  Reed 
Pic.    E:  Estimate.    NA:  Not  available. 

Sources:  Worldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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mm  KINGDOM 


5993 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employess 

Rank 

($mil)  . 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

464 

Kwik  Save  Group/retailing 

4,114 

133 

1,000 

1,251 

810 

0.86 

0.87 

4.3 

14.8 

480 

Wolseley/bldg  materials 

3,958 

128 

1,935 

2,928 

11.77 

0.53 

0.71 

2.2 

16.3 

489 

Lucas  Industries/industrial  comp 

3,868 

39  - 

3,262 

1,978 

2,67 

0.06 

0.10 

5.0 

48.9 

494 

W  H  Smith  Group/retailing 

3,820 

139* 

1,673 

1,756 

7.18 

0.47E 

0.54 

3.8 

22.0 

497 

Pilkington/misc  materials 

3,784 

60 

4,415 

2,174 

2.76 

0.08 

0.08 

2.2 

42.9 

THE  REST  OF  THE  WORLD 


Small  countries  have  big  companies,  too.  The  following 
12  countries  account  for  26  of  the  Forbes  International 
500  companies — pretty  impressive  considering  that  to 
make  the  Forbes  International  500  a  company  must  be 
publicly  traded  and  sell  at  least  $3.7  billion  of  its  goods 
and/or  services  a  year.  New  names  to  the  list  this  year  from 
small  countries  include  Cifra  (Mexico);  Den  Danske 
Bank  (Denmark);  Singapore  Airlines  (Singapore).  These 
entries  displaced  companies  from  the  industrialized 
countries,  including  Daiwa  Securities  (Japan);  Forte 
(U.K.);  and  Valeo  (France). 

As  governments  continue  to  privatize  state-owned 


enterprises,  the  competition  to  make  the  list  will  intensify. 
But  that  doesn't  mean  the  names  on  the  list  are  cut  in 
stone.  There  are  several  emerging  market  companies  with- 
in shooting  distance  of  the  Forbes  International  500. 
One  leading  candidate:  Iscor,  a  South  African  steel  compa- 
ny with  nearly  $3  billion  in  revenues.  Another  rising  star 
is  Mexico's  Alfa,  a  diversified  $2.6  billion  holding  compa- 
ny with  interests  in  steel,  food,  petrochemicals  and  fi- 
bers. When  one  begins  to  appreciate  the  entrepreneurial 
vigor  of  many  of  the  billionaires  profiled  elsewhere  in 
this  issue,  it's  a  safe  bet  that  this  list  will  look  much 
different  in  the  vears  ahead.  -Steve  Kichen 


Mil  J 


1993  Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

-EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

AUSTRIA 

332  OMV/energy 

5,738 

-381 

4,954 

1,956 

81.52 

-15.87 

0.29 

0.0 

11.7 

359  Creditanstalt/banking 

5,312 

187 

59,406 

2,421 

59.50 

3.61 

4.10 

1.5 

12.3 

490    •  Bank  Austria  Group/banking 

3,860 

37 

48,376 

4,874 

85.06 

2.41 

2.46 

0.8 

9.2 

DENMARK 

396    ■  Den  Danske  Bank/banking 

4,819 

371 

52,582 

2,621 

49.51 

7.01 

5.65 

3.8 

12.5 

472    •  Unidanmark  Group/banking 

4,022 

137 

35.783 

1,512 

32.65 

2.95 

2.60 

0.0 

11.5 

FINLAND 

415      Kesko  Group/trading 

4,520 

48 

2,695 

827 

9.17 

0.39 

0.50 

2.2 

6.2 

423    •  Repola/multi-industry 

4,434 

93 

6,224 

2,483 

16.51 

0.02 

1.36 

1.1 

27.2 

461    •  Nokia/multi-industry 

4,148 

134 

3,915 

4,830 

73.73 

2.15 

3.61 

0.7 

25.8 

NORWAY 

225    •  Norsk  Hydro/energy 

8,789 

480 

10,577 

6,802 

33.12 

2.06 

1.51 

1.5 

32.5 

All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  Revenue,  net  income  and  1993  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year; 
assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with 
January,  February  or  March  fiscal  year-ends,  1993  figures  are  used  unless  noted.  Market  value  is  as  of  May  31,  1994.  •  Sponsored  ADR.  ■  Non-sponsored 
ADR.    'Figures  are  latest  available.    2Not  fully  consolidated.    E:  Estimate.    NA:  Not  available. 

Sources.-  Worldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  Morgan  Stanley  Cap'tal  International  Perspective;  Forbes. 
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Another  smooth 
landing  in  Bayern. 


Most  of  Bayern's  smooth  touch- 
downs occur  at  Munich's  new  air- 
port and  Nuremberg's  international 
facility,  which  provide  regular  service 
to  100  major  international  centers. 

Some  arrivals  glide  into  the  state, 
thanks  to  Bayern's  Rhine  Main 
Danube  canal,  which  lets  ships  travel 
smoothly  from  the  North  to  the 
Black  Seas  while  serving  the  state's 
international  ports.  Other  smooth 
movers  are  Bayern's  high-access  rail 
and  road  networks,  which  transport 
goods  and  persons  quickly  and  easily 
across  central  Europe. 
Also  arriving  in  Bayern  have  been 
many  of  the  world's  leading 
investors,  landed  by  the  state's 
smoothly-flowing  economy. 


For  more  information  on  how  we 
can  smooth  the  way  for  your  project 
in  Bayern,  please  contact  the 

Bavarian  Ministry  for 
Economic  Affairs  and  Transport 
Dr.  Manfred  Pfeifer 
Prinzregentenstr.  28 
80538  Munchen/Germany 
Tel.:  (89)  2162-2642 
Fax:  (89)  2162-27  60 


Bayern. 

The  Quality  Edge 
in  the  New  Europe 


1993  Company/business 

Revenue- 

Net 

Assets 

Market 

Stock 

-EPS 

Yield 

Employee 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil)  ' 

($) 

($) 

($) 

ARGENTINA 

479    •  YPF/energy 

3,962 

707- 

7,364 

9,413 

26.67 

2.00 

2.00 

2.6 

6.6 

BRAZIL 

108  Petrobras/energy 

15,029 

687 

20,819 

7,464 

48.00 

3.53 

4.61 

1.2 

56.9 

286      Banco  do  Brasil/banking 

6,700 

389 

71,201 

1,425 

12.80 

3.76 

0.23 

1.7 

125.9 

379      Banespa  Group/banking 

5,080 

213 

22,876 

324 

8.53 

5.70 

4.82 

2.8 

34.5 

429      Unibanco  Group/banking 

4,410 

87 

7,909 

685 

73.55 

9.11 

8.55 

0.6 

19.2 

445      Banco  Bradesco  Group/banking 

4,266 

369 

17,954 

1,907 

6.38 

2.58 

1.16 

1.5 

63.5 

MEXICO 

240    •  Grupo  Financiero  Bancomer/banking 

8,264 

625 

36,134 

5,716 

1.51 

0.14 

0.16 

1.6 

35.3 

246    •  Telefonos  de  Mexico/telecomm 

7,896 

2,890 

17,033 

32,803 

3.10 

0.27 

0.29 

2.4 

63.0 

410    ■  Cifra/retailing 

4,568 

332 

3,285 

8,798 

2.73 

0.08 

0.12 

1.4 

39.9 

FAR  EAST  &  ASIA 


1993  Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

-EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1993 

1994E 

(%) 

(thou) 

($mil) 

($mil) 

($) 

($) 

($) 

HONG  KONG 

234    •  Jardine  Matheson  Holdings/muiti-industry 

8,425 

424 

9,799 

5,857 

8.15 

0.67 

0.74 

2.7 

36.5 

363    ■  Swire  Pacific/multi-industry 

5,278 

603 

15,235 

11,311 

7.77 

0.38 

0.51 

•  1.9 

30.0 

384    •  Dairy  Farm  International/retailing 

4,980 

198 

2,274 

2,428 

1.46 

0.11 

0.13 

3.9 

45.0 

INDIA 

491      Steel  Authority  of  India/metals-steel 

3.8531 

1601 

6.3361 

540 

1.35 

0.03 

NA 

0.5 

189.6 

NEW  ZEALAND 

381    •  Fletcher  Challenge/forest  products 

5,049 

203 

8,931 

2,906 

1.89 

0.13 

0.07 

4.4 

24.0 

SINGAPORE 

485      Singapore  Airlines/airlines 

3,893 

500 

6,981 

11,116 

8.67 

0.39 

0.47 

1.7 

24.4 

1993  Company/business  Revenue 
Rank  ($mil) 


SOUTH  AFRICA 

152  ■  Barlow  Rand  Group/multi-industry  11,507 
278    ■  So  African  Breweries/bev  &  tobacco  6,787 


Net 
income 
($mil) 


197 
271 


Assets 
($mil) 


6,907 
4,986 


Market 
value 
($mil) 


2,016 
7,218 


Stock 
price 
($) 


10.25 
26.35 


1993 
($) 


1.16 
•1.03 


-EPS- 


1994E 

($) 


19 

.20 


Yield 

(%) 


4.6 
1.6 


Employees 
(thou) 


145.7 
109.8 


All  figures  except  per-share  items  are  in  ml  II  ions  of  U.S.  dollars.  Revenue,  net  income  and  1993  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  yean 
assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with 
January,  February  or  March  fiscal  year-ends.  1993  figures  are  used  unless  noted.  Market  value  is  as  of  May  31,  1994.  •  Sponsored  ADR.  ■  Non-sponsored 
ADR.    'Figures  are  latest  available.    2Not  fully  consolidated.    E:  Estimate.    NA:  Not  available. 

Sources:  Worldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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VCR  1       VCR  S 


ECURfTY     MCWMrTOR  AISJGWEREZR  DIALEF 


Any  questions? 


6,500  locations.  70  years  experience.  20,000  experts. 
Ready  to  help  you  find  simple  answers  to  all  kinds  of  complicated  questions. 


Radio  /haek 

You've  got  questions. We've  got  answers.5 




WHERE  TO  FIND  THE  FORBES  FOREIGN  SOO 


Company/country  Rank  Page 

ABN-Amro  Holding/Netherlands  67  245 

Accor/France  372  232 

Aegon  Insurance  Group/Netherlands  147  245 

AGF-Assur  Generales/France  133  230 

AGIV/Germany  350  234 

Ahold/Netherlands  110  245 

Aisin  Seiki/Japan  283  241 

Ajinomoto/Japan  306  241 

Akzo  Nobel  Group/Netherlands  155  245 

Alcan  Aluminium/Canada  260  229 

Alcatel  Alsthom/France  42  230 

Alitalia  Group/Italy  345  235 

All  Nippon  Airways/Japan  266  240 

Allianz  Worldwide/Germany  25  232 

Allied-Lyons/UK  259  250 

Alusuisse-Lonza  Holding/Switzerland  456  248 

Arbed/Belgium  343  229 

Argyll  Group/UK  224  250 

Asahi  Bank/Japan  141  236 

Asahi  Breweries/Japan  361  241 

Asahi  Chemical  Ind/Japan  189  240 

Asahi  Glass/Japan  163  236 

ASDA  Group/UK  251  250 

Asea  Brown  Boveri  Group/Switzerland  40  246 

ASKO  Group/Germany  161  234 

Associated  British  Foods/UK  288  250 

ANZ  Banking/Australia  314  228 

AVA/Germany  411  234 

AXA  Group/France  61  230 

B.  A.  T  Industries/UK  90  248 

Baloise  Group/Switzerland  336  248 

Banca  Commerciale  Italian/Italy  239  235 

Banco  Bilbao  Vizcaya/Spain  170  245 

Banco  Bradesco  Group/Brazil  445  254 

Banco  Central  Hispanoamer/Spain  183  245 

Banco  di  Napoli/ltaly  289  235 

Banco  di  Roma/Italy  164  235 

Banco  do  Brasil/Brazil  286  254 

Banco  Exterior/Spain  430  245 

Banco  Santander/Spain  232  245 

Banespa  Group/Brazil  379  254 

Bank  Austria  Group/Austria  490  252 

Bank  Bruxelles  Lambert/Belgium  294  229 

Bank  of  Montreal/Canada  277  229 

Bank  of  Nova  Scotia/Canada  296  229 

Bank  of  Tokyo/Japan  91  236 

Bank  of  Yokohama/Japan  337  241 

BNP  Group/France  37  230 

Barclays/UK  66  248 

Barlow  Rand  Group/South  Africa  152  254 

BASF  Group/Germany  48  232 

Bass/UK  333  250 

Bayer  Group/Germany  57  232 

Bayerische  Hypotheken/Germany  146  234 

Bayer  Ve.einsbank/Germany  121  234 

BCE/Canada  105  229 

BICC  Group/UK  351  250 

BMW-Bayerische  Motor/Germany  86  232 


Company/country 

Rank 

Page 

BOC  Group/UK 

401 

250 

Bollore  Technologie/France 

432 

232 

Booker/UK 

360 

250 

Boots/U  K 

305 

250 

Bouygues  Group/France 

168 

230 

Bridgestone/Japan 

113 

236 

British  Aerospace/UK 

107 

248 

British  Airways/UK 

201 

250 

British  Gas/UK 

103 

248 

British  Petroleum/UK 

16 

248 

n.'i'    l          -.1/1  11/ 

British  Steel/UK 

OCT 

257 

250 

British  Telecom/UK 

74 

248 

Broken  Hill  Proprietary/Australia 

154 

228 

BTR/UK 

136 

248 

Groupe  Bull/France 

OOO 

383 

000 

232 

Burmah  Castrol/UK 

462 

250 

a   ii     n   m       i  /iii/ 

Cable  &  Wireless/UK 

269 

250 

Cadbury  Schweppes/UK 

340 

250 

Canadian  Imperial  Bank/Canada 

233 

229 

Canadian  Pacific/Canada 

377 

229 

Canon/Japan 

95 

236 

CarnaudMetalbox/France 

441 

232 

Carrefour  Group/France 

70 

230 

Casino  Groupe/France 

ibu 

OOfi 

iiU 

Cepsa/Spain 

275 

245 

Chori/Japan 

335 

241 

Chubu  Electric  Power/Japan 

t  no 

102 

ooc 

236 

Chugoku  Electric  Power/Japan 

218 

240 

Ciba-Geigy  Group/Switzerland 

106 

248 

Cifra  SA/Mexico 

410 

254 

Cockerill  Sambre/Belgium 

447 

229 

Coles  Myer/Australia 

171 

228 

Commercial  Union/UK 

206 

250 

Commerzbank/Germany 

1  1  0 

IIS) 

OOA 

234 

Commonwealth  Bank  Group/Australia 

344 

000 

228 

Comptoirs  Modernes/France 

459 

232 

Continental  Group/Germany 

334 

234 

Cosmo  Oil/Japan 

120 

236 

CRA/Australia 

471 

228 

Credit  Commercial/France 

1/6 

oon 
23U 

Credit  Foncier/France 

07C 

lib 

oon 
23U 

Credit  Lyonnais  Group/France 

32 

230 

Creditanstalt/Austna 

359 

252 

Credito  Italiano/ltaly 

303 

235 

CS  Holding  Group/Switzerland 

78 

246 

Daewoo/Korea 

148 

244 

Dai  Nippon  Printing/Japan 

197 

o/i  n. 

240 

Dai-lchi  Kangyo  Bank/Japan 

34 

Zoo 

Daiei/Japan 

59 

236 

Daihatsu  Motor/Japan 

273 

241 

Daikyo/Japan 

394 

241 

Daimaru/Japan 

290 

241 

Daimler-Benz  Group/Germany 

13 

232 

Dainippon  Ink  &  Chems/Japan 

265 

240 

Dairy  Farm  International/Hong  Kong 

384 

254 

Daiwa  Bank/Japan 

216 

240 

Daiwa  House  Industry/Japan 

229 

240 

Dalgety/UK 

258 

250 

256 
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Company/country 

Rank 

Page 

Company/country 

Rank 

Page 

Groupe  Danone/France 

139 

230 

Philipp  Holzmann/Germany 

272 

234 

Den  Danske  Bank/Denmark 

396 

252 

Honda  Motor/Japan 

28 

235 

De  Beers  Centenary/UK 

436 

250 

Hoogovens  Groep/Netherlands 

486 

245 

Degussa/Germany 

209 

234 

HSBC  Group/UK 

69 

248 

Delhaize  Le  Lion  Group/Belgium 

172 

228 

Hudson's  Bay  Co/Canada 

452 

229 

Deutsche  Babcock  Group/Germany 

380 

234 

Hyundai/Korea 

123 

244 

Dpnt^rhp  Rank  Groun/Gprm^nv 

33 

LOL 

MuiinHai  Pno  St.  C nnct/l^nroa 

nyunudi  crig  «  uunsuixurcd 

001 

944 

£44 

Deutsche  Lufthansa/Germany 

169 

234 

Hyundai  Motor/Korea 

208 

244 

Docks  de  France/France 

280 

230 

Hyundai  Motor  Service/Korea 

390 

244 

Dresdner  Bank/Germany 

84 

232 

Iberdrola/Spain 

307 

245 

DSM/Netherlands 

439 

245 

Imasco/Canada 

309 

229 

East  Japan  Railway/Japan 

71 

236 

Imperial  Chemical  Inds/UK 

135 

248 

Eiffage/France 

297 

230 

Imperial  Oil/Canada 

319 

229 

Electrolux  Group/Sweden 

131 

246 

Inchcape/UK 

226 

250 

Elf  Aquitaine  Group/France 

27 

230 

Indl  Bank  of  Japan/Japan 

62 

236 

Endesa  Group/Spain 

330 

245 

Intl  Nederlanden  Group/Netherlands 

46 

245 

LM  Ericsson/Sweden 

242 

246 

Isetan/Japan 

412 

242 

Esso/France 

328 

232 

Ishikawajima-Harima/Japan 

187 

240 

Ferruzzi/Montedison  Group/Italy 

112 

234 

l^titiitn  MnhMiarp  Italia/ltalv/ 

IMILULU  IVIUUIitdlC  tldlid   II  Q  \ 

388 

Fiat  Group/Italy 

29 

234 

Isuzu  Motors/Japan 

124 

236 

Finmeccanica/ltaly 

274 

235 

Ito-Yokado/Japan 

47 

236 

Fletcher  Challenge/New  Zealand 

381 

254 

Itochu/Japan 

4 

235 

Fortis  Group/Netherlands 

158 

245 

Itoham  Foods/Japan 

484 

242 

Foster's  Brewing  Group/Australia 

428 

228 

Iwatani  International/Japan 

421 

242 

Fuji  Bank/Japan 

56 

236 

Japan  Air  Lines/Japan 

177 

240 

Fuji  Electric/Japan 

261 

240 

Japan  Energy/Japan 

173 

240 

Fuji  Heavy  Inds/Japan 

236 

240 

Jardine  Matheson  Holdings/Hong  Kong 

234 

254 

Fuji  Photo  Film/Japan 

196 

240 

David  Jones/Australia 

223 

228 

Fujita/Japan 

282 

241 

Jusco/Japan 

101 

236 

Fujitsu/Japan 

36 

236 

Kajima/Japan 

89 

236 

Furukawa  Flprtrir/  lanan 

315 

241 

r\a  i  iuci  if\u  jayjoi  i 

24? 

L4£ 

Galeries  Lafayette/France 

369 

232 

Kanebo/Japan 

352 

241 

GAN-Assur  Nationales/France 

44 

230 

Kanematsu/Japan 

15 

235 

Gehe/Germany 

313 

234 

Kansai  Electric  Power/Japan 

68 

236 

General  Accident/UK 

228 

250 

Kao/Japan 

263 

240 

General  Electric/UK 

200 

250 

Karstadt  Group/Germany 

134 

234 

General  Sekiyu  Group/Japan 

455 

242 

Kaufhof/Germany 

151 

234 

Generale  Bank  Group/Belgium 

205 

228 

Kawasaki  Heavy  Inds/Japan 

227 

240 

Generale  des  Eaux  Groupe/France 

49 

230 

Kawasaki  Kisen  Kaisha/Japan 

465 

242 

Generali  Group/Italy 

63 

234 

Kawasaki  Steel/Japan 

174 

240 

George  Weston/Canada 

207 

229 

Kawasho/Japan 

128 

236 

GIB  Group/Belgium 

287 

229 

Kesko  Group/Finland 

415 

252 

Glaxo  Holdings/UK 

244 

250 

Kia  Wlntnrs/K nrpa 

■  \la  IVIl/lVI  3<  f \UI  Cu 

373 

214 

£44 

Goldstar/Korea 

356 

244 

Kinden/Japan 

474 

242 

Grand  Metropolitan/UK 

175 

248 

Kingfisher/UK 

284 

250 

Great  Universal  Stores/UK 

398 

250 

Kinki  Nippon  Railway/Japan 

271 

241 

Great-West  Lifeco/Canada 

466 

229 

Kirin  Brewery/Japan 

250 

240 

Grupo  Financiero  Bancomer/Mexico 

240 

254 

KLM/Netherlands 

404 

245 

Guardian  Royal  Exchange/UK 

320 

250 

Klockner-Werke  Group/Germany 

499 

234 

Guinness/UK 

371 

250 

KNP-BT/Netherlands 

323 

245 

Hanson/UK 

162 

248 

Kobe  Steel/Japan 

150 

236 

Hanwa/Japan 

374 

241 

Komatsu/Japan 

247 

240 

Haseko/Japan 

443 

242 

Konica/Japan 

409 

242 

Groupe  Havas/France 

310 

230 

Korea  Electric  Power/Korea 

204 

244 

Ha7ama/  lanan 

341 

241 

KrpHipthank/Rplpium 

inn 

LLj 

Heineken/Netherlands 

451 

245 

Krupp  Hoesch  Group/Germany 

138 

234 

Henkel  Group/Germany 

238 

234 

Kubota/Japan 

214 

240 

Hillsdown  Holdings/UK 

304 

250 

Kumagai  Gumi/Japan 

199 

240 

Hino  Motors/Japan 

386 

241 

Kwik  Save  Group/UK 

464 

252 

Hitachi/Japan 

9 

235 

Kyocera/Japan 

478 

242 

Hoechst  Group/Germany 

41 

232 

Kyushu  Electric  Power/Japan 

184 

240 

Hokkaido  Electric  Power/Japan 

458 

242 

L'Aire  Liquide  Group/France 

358 

232 

Hokkaido  Takushoku  Bank/Japan 

422 

242 

L'Oreal  Group/France 

268 

230 

Holderbank/Switzerland 

339 

248 

Ladbroke  Group/UK 

302 

250 
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Company/country 

Rank 

Page 

5  a'arcfp  f*nnnpp/Fr3nrp 

i.  li  -  fit  ry-  vJUjJCC/l  ICllltC 

357 

232 

Legal  &  General  Group/UK 

221 

250 

Linde/Germany 

437  '  • 

234 

Lloyds  Bank  Group/UK 

186 

250 

Long-Term  Credit  Bank/Japan 

64 

236 

Lucas  Industries/UK 

489 

252 

LucKy  uoiosiar  inii/r\orea 

Jl  J 

Oil 

£44 

LVMH  Group/France 

453 

232 

Lyonnaise  des  Eaux-Dumez/France 

94 

230 

MAN  Group/Germany 

142 

234 

Maeda/Japan 

475 

242 

Mannesmann  Group/Germany 

92 

232 

Marks  &  Snpneer/UK 

190 

250 

Marubeni/Japan 

5 

235 

Maruha/Japan 

243 

240 

Marui/Japan 

389 

241 

Matra  Hachette/France 

198 

230 

Matsushita  Electric  Indl/Japan 

12 

235 

IVIdLSUSnild  CIcCUlC  VVUII\a/ Jdpdl  1 

240 

Matsuzakaya/Japan 

387 

241 

Mazda  Motor/Japan 

75 

236 

Meiji  Milk  Products/Japan 

496 

242 

Metallgesellschaft/Germany 

98 

234 

Michelin  Group/France 

157 

230 

Misawa  Homes/Japan 

488 

242 

Mitsubishi  Bank/Japan 

45 

236 

Mitsubishi/Japan 

2 

235 

Mitsubishi  Electric/Japan 

39 

236 

Mitsubishi  Estate/Japan 

500 

242 

Mitsubishi  Heavy  Inds/Japan 

51 

236 

IVMISUUISMI  rVdbcl/Jdpdll 

24(1 

£4U 

Mitsubishi  Materials/Japan 

191 

240 

Mitsubishi  Motors/Japan 

43 

236 

Mitsubishi  Oil/Japan 

213 

240 

Mitsubishi  Petrochemical/Japan 

468 

242 

Mitsubishi  Trust  &  Bank/Japan 

192 

240 

Mitsui  &  Co/Japan 

1 

235 

Mitsui  Construction/Japan 

402 

241 

Mitsui  Fudosan/Japan 

167 

240 

Mitsui  Marine  &  Fire  Ins/Japan 

413 

242 

Mitsui  O.S.K.  Lines/Japan 

354 

241 

Mitsui  Toatsu  Chemicals/Japan 

476 

242 

Mitcin  Triict  SL  RanLino/  Ipnan 
IVI 1 LMJ 1  MUM  Ot  Dal  IIVII  lg/  J  a  \Ja  1 1 

220 

240 

Mitsukoshi/Japan 

231 

240 

Munchener  Ruck/Germany 

83 

232 

Nagasakiya/Japan 

482 

242 

Nagase  &  Co/Japan 

405 

241 

Natl  Australia  Bank/Australia 

262 

228 

National  Power/UK 

347 

250 

National  Westminster  Bank/UK 

76 

248 

NEC/Japan 

34 

236 

Nestle/Switzerland 

24 

246 

New  Oji  Paper/Japan 

308 

241 

News  Corp/Australia 

253 

228 

M  iphi  1/ 1  anan 
N  IL  1 1 II  JdfJd  1 1 

127 

236 

Nichimen/Japan 

17 

235 

Nichirei/Japan 

392 

241 

Nintendo/Japan 

418 

242 

Nippon  Credit  Bank/Japan 

193 

240 

Nippon  Express/Japan 

125 

236 

Nippon  Fire  &  Marine  Ins/Japan 

481 

242 

Nippon  Light  Metal/Japan 

376 

241 

Nippon  Meat  Packers/Japan 

317 

241 

Nippon  Oil/Japan 

77 

236 

Company/country 

Rank 

Page 

Nippon  Paper  Inds/Japan 

211 

240 

Nippon  Steel/Japan 

53 

236 

Nippon  Suisan  Kaisha/Japan 

483 

242 

Nippon  Tel  &  Tel/Japan 

11 

235 

Nippon  YusenAJapan 

245 

240 

Nippondenso/Japan 

132 

236 

N  i c h i  mate  1 1  PnnctriirtiAn/lansn 
n ibi ii 1 1 id imj  v»ui  i oil  uirLiui  i/  jo\jo  \  i 

J  J  J 

241 

Nissan  Motor/Japan 

14 

235 

Nissan  Shatai/Japan 

473 

242 

Nissho  Iwai/Japan 

6 

235 

NKK/Japan 

109 

236 

Nokia/Finland 

461 

252 

Nomura  Securities/Japan 

419 

242 

Noranda/Canada 

467 

229 

Norsk  Hydro/Norway 

225 

252 

Obayashi/Japan 

140 

236 

Odakyu  Electric  Railway/Japan 

434 

242 

Oki  Electric  Industry/Japan 

316 

241 

440 

242 

Olivetti  Group/Italy 

348 

235 

Omron/Japan 

444 

242 

OMV/Austria 

332 

252 

Onoda  Cement/Japan 

450 

242 

Osaka  Gas/Japan 

346 

241 

Osaka  Uoichiba/Japan 

492 

242 

Oshawa  Group/Canada 

425 

229 

Pacific  Dunlop/Australia 

424 

228 

Groupe  Paribas/France 

73 

230 

Pechiney/France 

159 

230 

Peninsular  &  Oriental/UK 

237 

250 

Ponta-Orpan  Pnnctri i/^tinn/  lanan 

Itl  1  Ic  VJ^cd  1 1  *-UI  1  Ml  UL  L  IU!  1/  JO\JO  \  1 

457 

242 

Petrobras/Brazil 

108 

254 

Petrofina/Belgium 

1.65 

228 

Peugeot  Groupe/France 

52 

230 

Philips  Group/Netherlands 

35 

244 

Pilkington/UK 

497 

252 

Groupe  Pinault-Printemps/France 

156 

230 

Pioneer  Electronic/Japan 

399 

241 

Pirelli  Group/Italy 

291 

235 

Pohang  Iron  and  Steel/Korea 

230 

244 

Powergen/UK 

427 

250 

Preussag  Group/Germany 

114 

234 

nun IUUC3  vii uuiw  r  i  di  iuc 

99 

230 

Provigo/Canada 

397 

229 

Prudential/UK 

88 

248 

Reed  Elsevier/UK 

454 

250 

Repola/Fmland 

423 

252 

Repsol/Spain 

87 

245 

Rhone-Poulenc  Group/France 

117 

230 

Richemont/Switzerland 

329 

248 

Ricoh/Japan 

219 

240 

RMC  Group/UK 

400 

250 

Roche  Group/Switzerland 

194 

248 

Rolls-Royce/UK 

362 

250 

Rnual  Rank  nf  f*an;*H;i/Pan;iH?i 
r\uydi  Ddiif\  ui  \*a\ idUd  \^a\ iaua 

212 

229 

Royal  Bank  of  Scotland/UK 

416 

250 

Royal  Dutch/Shell  Group/Netherlands 

7 

244 

Royal  Insurance  Holdings/UK 

217 

250 

RWE  Group/Germany 

38 

232 

Saatchi&Saatchi/UK 

301 

250 

Sainsbury/UK 

100 

248 

Saint-Gobain/France 

137 

230 

Saint  Louis/France 

322 

230 

Sakura  Bank/Japan 

58 

236 

258 
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It  started  in  Indonesia,  when  we  commit- 
ted our  skills  to  help  meet  the  energy  needs  of 
growing  Asia  Pacific  countries.  Over  the  years, 
we've  added  billions  of  dollars  to  the  region's 
economy.  Our  assets  in  the  region  exceed  $2  bil- 
lion. Now  we're  exploring  and  producing  in  14 
countries,  spanning  from  Australia  and  China. 
In  fact,  ARCO  became  the  first  American  oil 
company  to  initiate  an  exploration  agreement 
with  China. That  was  in  1981. 

Today,  we  are  developing  the  largest  gas 
field  discovery  offshore  China.  We  also  have 
agreements  there  that  can  lead  to  cooperative 
developments  of  coal  mining  projects. 

And  our  commitment  to  the  entire 
region  is  stronger  than  ever.  We  are  continuing 
our  contribution  to  economic  growth  with  cap- 
ital investments,  technological  expertise,  and  the 
resources  of  not  one  but  four  ARCO  companies. 
As  each  company  helps  evolve  the  region's  eco- 
nomic opportunities,  we  look  forward  to  helping 
fulfill  its  economic  promise. 


ARCO  <> 


ARCO  Internationa/  Oil 
and  Ga,<  Company 

ARCO  Coal  Company 

ARCO  Chemical  Company 

ARCO  Product,*  Company 


Were  honoring 
twenty -f be 
yeaw  of 


exploration, 


discovery  and 


'  1 |    1  |  m  m  1 


Company/country 

Rank 

Page 

Company/country 

Rank 

Page 

nm  f*nrn/Knrpa 

93 

244 

Tpiiin/  lanan 

367 

241 

Samsung  Electronics/Korea 

182 

244 

Telefonica/Spain 

181 

245 

Sandoz  Group/Switzerland 

179  ■  • 

248 

Telefonos  de  Mexico/Mexico 

246 

254 

Sankyo/Japan 

460 

242 

Tesco/UK 

130 

248 

Sanpaolo  Group/Italy 

97 

234 

Thomson  CorpVCanada 

327 

229 

Sanwa  Bank/Japan 

55 

236 

Thomson  CSF/France 

318 

230 

Cani/fi  Ploptrip/ 1  sn^in 
jdiiyu  cicCU il/ Japai i 

122 

236 

Thnrn  Fmi/I  IK 

1 1 IUI 11  Lnll/Un 

299 

250 

Sato  Kogyo/Japan 

364 

241 

Thyssen  Group/Germany 

72 

232 

SCA-Svenska  Cellulosa/Sweden 

442 

246 

Tobishima/Japan 

493 

242 

Schlumberger/Netherlands 

285 

245 

Toda/Japan 

321 

241 

Schneider/France 

188 

230 

Tohoku  Electric  Power/Japan 

178 

240 

Seagram/Canada 

366 

229 

Tokai  Bank/Japan 

85 

236 

^pihn  Railway  'lai  ian 

435 

242 

Tokio  Marine  &  Fire  Ins/Japan 

129 

236 

Seiyu/Japan 

166 

240 

Tokyo  Electric  Power/Japan 

20 

235 

Sekisui  Chemical/Japan 

256 

240 

Tokyo  Gas/Japan 

279 

241 

Sekisui  House/Japan 

203 

240 

Tokyu/Japan 

495 

242 

Sharp/Japan 

143 

236 

Tokyu  Construction/Japan 

355 

241 

Shikoku  Electric  Power/Japan 

477 

242 

Tokyu  Dept  Store/Japan 

448 

242 

^himi7ii/  l^n?in 

O  1  i  M  1  ll£U  J  i 1 1  H ' ,  1 

79 

236 

Tnnipn/  lanpn 

1  Ul  1  It  1  1    1  ■  1 

10 

235 

Shinsho/Japan 

446 

242 

Tonen/Japan 

342 

241 

Shiseido/Japan 

378 

241 

Toppan  Printing/Japan 

185 

240 

Showa  Denko/Japan 

408 

242 

Toray  Industries/Japan 

241 

240 

Siemens  Group/Germany 

18 

232 

Toronto-Dominion  Bank/Canada 

385 

229 

Singapore  Airlines/Singapore 

485 

254 

Toshiba/Japan 

21 

235 

^kanHinavi<;ka  Fn<;kilria  Rk/Swpdpn 

312 

246 

Toshoku/  lanan 

248 

240 

WH  Smith  Group/UK 

494 

252 

Tostem  Corp/Japan 

470 

242 

SmithKline  Beecham/UK 

215 

250 

Total  Group/France 

60 

230 

Snow  Brand  Milk  Prods/Japan 

222 

240 

Toyo  Seikan  Kaisha/Japan 

311 

241 

Societe  Generale  Group/France 

65 

230 

Toyo  Trust  &.  Banking/Japan 

391 

241 

Solvay  Group/Belgium 

270 

229 

Toyobo/Japan 

431 

242 

Cnnu/  la na n 
Out \ji  ja\ja\  I 

30 

235 

Tfwncta  fliitnmatir  1  nnm/  lanan 

1  \Jj\J\JQ  rSULUI  lldlll,  LUUI 1  If  J  O  [J  O \i 

407 

242 

So  African  Breweries/South  Africa 

278 

254 

Toyota  Auto  Body/Japan 

393 

241 

SPAR  Handels/Germany 

249 

234 

Toyota  Motor/Japan 

8 

235 

Ssangyong  Group/Korea 

111 

244 

Toyota  Tsusho/Japan 

96 

236 

Standard  Chartered  Group/UK 

426 

250 

Tractebel/Belgium 

252 

229 

Steel  Authority  of  India/India 

491 

254 

Trafalgar  House/UK 

326 

250 

STET/ltalv 

JILIII  LO  1  y 

80 

234 

UAP-llninn  fip^  A^uranrp^/Franrp 

23 

230 

Stora  Group/Sweden 

298 

246 

Ube  Industries/Japan 

370 

241 

Suez  Group/France 

31 

230 

Unibanco  Group/Brazil 

429 

254 

Sulzer  Group/Switzerland 

417 

248 

Unidanmark  Group/Denmark 

472 

252 

Sumitomo/Japan 

3 

235 

Unilever/Netherlands 

22 

244 

Sumitomo  Bank/Japan 

50 

236 

Union  Bank  of  Switzerland/Switzerland 

118 

248 

^nmitnmn  rhpmiral/  l^nan 

OUIIIHUIIIU  \j\  1CI 1  lltd  1/  J  a [JO  1  1 

235 

240 

United  Biscuits/UK 

420 

250 

Sumitomo  Electric  Inds/Japan 

180 

240 

UNY/Japan 

267 

240 

Sumitomo  Forestry/Japan 

324 

241 

VEBA  Group/Germany 

26 

232 

Sumitomo  Heavy  Inds/Japan 

487 

242 

VEW-Vereinigte  Elekt/Germany 

406 

234 

Sumitomo  Marine  &  Fire/Japan 

403 

241 

VIAG  Group/Germany 

115 

234 

Sumitomo  Metal  Inds/Japan 

126 

236 

Volkswagen  Group/Germany 

19 

232 

^iimitnpin  Mpfsl  Minino/lanan 

OUIIIHUlilU  IVItlal  IV1 11  M 1  Ig,  J  a  \Ju  II 

469 

242 

Vnluo  ftrrmn/^MA/pHpn 

VIMVU  UlUUU'  JVVCUCI  1 

116 

246 

Sumitomo  Rubber  Inds/Japan 

414 

242 

Westpac  Banking  Group/Australia 

325 

228 

Sumitomo  Trust  &  Banking/Japan 

195 

240 

Winterthur  Group/Switzerland 

144 

248 

Sun  Alliance  Group/UK 

255 

250 

Wolseley/UK 

480 

252 

Sunkyong  Co/Korea 

498 

244 

Woolworths/Austraha 

254 

228 

Suzuki  Motor/Japan 

153 

236 

Yamaha/Japan 

463 

242 

^upncka  HanHplchanLpn/^A/pHPH 

tJVCildTVd  lid  I IUC  loUu  1 1  r\C  1 1'  OVVCUCi  1 

368 

246 

Yamaha  Motnr/ lanan 

353 

241 

Swire  Pacific/Hong  Kong 

363 

254 

Yamato  Transport/Japan 

365 

241 

Swiss  Bank/Switzerland 

145 

248 

Yamazaki  Baking/Japan 

349 

241 

Swiss  Re  Group/Switzerland 

104 

246 

Yasuda  Fire  &  Marine  Ins/Japan 

264 

240 

Swissair  Group/Switzerland 

438 

248 

Yasuda  Trust  &  Banking/Japan 

295 

241 

Taisei/Japan 

81 

236 

YPF/Argentina 

479 

254 

Takashimaya/Japan 

149 

236 

Yuasa  Trading/Japan 

382 

241 

Takeda  Chemical  Inds/Japan 

281 

241 

Yukong/Korea 

293 

244 

Tate  &  Lyle  Group/UK 

338 

250 

Zeneca  Group/UK 

292 

250 

TDK/Japan 

449 

242 

Zurich  Insurance  Group/Switzerland 

82 

246 
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"This  new  computer  RISC  chip  technology  is 
really  something.  It  took  me  one  day  to  complete  I 

kn  assignment  that  used  to  take  weeks. 
Now,  if  you  11  excuse  me, 

\  I'm  off  to  have  dinner  with  my  family?* 


In  an  increasingly  demanding  world  in  which  time  always  seems 
to  be  of  the  essence,  computer  chip  technology  is  allowing  us  to  be 
fester,  smarter... and  ultimately,  more  productive.  And  leading  the 
way  is  NEC's  new  MIPS-  RISC  microprocessor.  Designed 
for  the  raw  speed  of  Windows  NT"'  computing,  it  can  perform 
millions  of  advanced  commands  in  a  split  second -faster  than  just 
about  any  other  processor  today.  Now,  people  can  complete  the 
most  complex  tasks  in  a  mere  fraction  of  the  time  it  took  just  a 
few  years  ago.  Whether  it's  processing  data.  Manipulating  spread- 
sheets. Or  analyzing  10  years  of  sales  figures.  Because  of  this  chip, 
millions  will  complete  projects  in  a  way  they  were  rarely  able  to 
before... ahead  of  schedule.  In  feet,  every  product  NEC  makes-from 
cellular  phones  to  high-resolution  color  monitors-is  designed  to 
enhance  human  potential.  And  they're  backed  by  the  expertise 
of  a  world  leader  in  computer  and  com- 
munications technology.  In  public  and 
private  institutions.  In  businesses  large 
and  small.  In  homes  across  the 
country.  NEC  is  a  part  of  people's  lives. 
For  more  information,  call  us  at  1-800-338-9549. 


A  part  of  people's  lives  everywhere. 

Windows  NT  and  MIPS  are  trademarks  of  their  respective  owners. 


NEC 


100  INTERNATIONAL  BARGAINS 


mpting 
overseas  stocks 


Corporate  earnings  prospects  look  a  lot  healthier  overseas 
this  year  than  they  do  in  the  U.S.  Combined  with  reason- 
able multiples,  that  makes  some  foreign  stocks  look  pretty 
tempting — even  though  the  weak  dollar  has  made  many  of 
them  a  lot  more  expensive. 

IBES,  Inc.,  an  outfit  that  tracks  earnings  estimates  of 
publicly  traded  companies  in  39  countries,  looks  for  an 
average  27%  increase  in  foreign  earnings  this  year.  That 
compares  with  an  expected  18%  rise  for  U.S.  companies  as 
forecast  by  IBES,  The  biggest  overseas  gains  are  expected  in 
recovering  Sweden  and  Norway,  where  corporate  profits 
are  expected  to  show  average  gains  of  107%  and  90%, 
respectively.  Canada  isn't  far  behind  with  a  projected  86% 
rebound. 

What  are  some  good  buys?  Paul  Melton,  publisher  of 
the  Amsterdam-based  Outside  Analyst  newsletter,  likes 
Cantor  (see  table),  a  Canadian  construction  outfit,  which 
has  a  P/E  of  11  based  on  its  1994  earnings  estimate. 
Melton  predicts  Canfor's  earnings  will  grow  spectacularly 
over  the  next  two  years  because  of  a  recover}'  in  the 
Canadian  economy. 

Another  Melton  pick  is  Barclays,  a  large  U.K.  bank. 
While  Barclays  sells  for  26  times  current  earnings — hardly 
a  bargain — it  looks  appealing  based  on  expected  earnings 
growth  of  159%  this  year  and  33%  next.  Barclays'  current 


price-to-book-value  ratio:  1.5. 

The  table  below  identifies  100  foreign  stocks  selling  at 
estimated  earnings  multiples  that  are  low  in  comparison 
with  their  respective  countries'  cwerall  P/E  ratios.  For 
example,  the  average  German  stock  trades  at  60  times 
earnings,  but  the  four  German  companies  listed  below  sell 
at  an  average  22  times  estimated  1994  earnings  per  share 
and  17  times  estimated  1995  earnings. 

To  be  included  in  the  table,  a  company  must  have 
minimum  sales  of  $500  million  and  a  market  value  of  at 
least  $400  million.  We  excluded  firms  that  lost  money 
during  the  latest  12  months,  as  well  as  companies  whose 
earnings  are  expected  to  drop  significantly  next  year.  And 
we  required  at  least  three  estimates  for  fiscal  1994. 

One  of  the  more  undervalued  Japanese  stocks  on  the  list 
is  Fuji  Photo  Film,  which  makes  70%  of  the  color  film  sold 
in  Japan  and  is  gaining  ground  quickly  on  Fastman  Kodak 
as  the  world's  largest  film  manufacturer.  Fuji  stock  is  down 
more  than  60%  from  its  high  and  is  now  priced  at  18  times 
estimated  1994  earnings  (ending  in  October  1994).  The 
average  P/E  in  Japan,  based  on  recent  earnings:  88. 

In  New  Zealand,  where  the  average  P/E  this  year  is 
expected  to  be  18,  there  are  bargains,  too.  Among  them: 
Air  New  Zealand,  which  has  an  estimated  1994  P/E  of  9.7 
and  a  1995  p/e  of  8.6.  -Eric  S.  FIardy 


Company/business 

Country 

Recent 

Latest 

Price/ 

 Estimated  

Country 

Market 

price 

fiscal 

earnings 

1994 

1995 

1994 

1995 

P/E 

value 

($) 

EPS 

P/E 

P/E 

EPS 

EPS 

($mil) 

Air  New  Zealand/airlines 

New  Zealand 

2.31 

$0.17 

13.3 

9.7 

8.6 

$0.24 

$0.27 

14 

1,003 

Airtours/multi-industry 

United  Kingdom 

7.39 

0.44 

16.8 

11.8 

10.8 

0.62 

0.69 

16 

818 

Akzo/chemicals 

Netherlands 

112.60 

7.08 

15.9 

13.4 

10.9 

8.43 

10  30 

18 

7,997 

Allied  Irish  Banks/banking 

Ireland 

3.63 

0.30 

12.2 

8.3 

7.5 

0.44 

0.49 

15 

2,390 

B.A.T  Industries/bev  &  tobacco 

United  Kingdom 

6.18 

0.58 

10.7 

10.1 

9.3 

0.61 

0.66 

16 

19,023 

Barclays/banking 

United  Kingdom 

7.63 

0.29 

26.2 

10.1 

7.7 

0.75 

1.00 

16 

12,380 

Bayer  Group/chemicals 

Germany 

220.46 

12.10 

18.2 

14.3 

12.1 

15.42 

18.21 

60 

14,789 

Boral/construction 

Australia 

2.60 

0.17 

15.6 

12.9 

12.1 

0.20 

0.22 

17 

2,766 

Brierley  Investments/multi-industry 

New  Zealand 

0.76 

0.06 

13.2 

9.1 

9.0 

0.08 

0.08 

14 

1,930 

Cadbury  Schweppes/food,  household 

United  Kingdom 

6.98 

0.46 

15.2 

14.0 

12.9 

0.50 

0.54 

16 

5,791 

Sources:  Worldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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Recent 
price 
($) 

Latest 
fiscal 
EPS 

Price/ 
earnings 

1994 
P/E 

 Estimated  

1995  1994 
P/E  EPS 

1995 
EPS 

Country 
P/E 

Market 
value 
($mil) 

Canfor/construction 

Canada 

15.00 

$1 07 

14.0 

10.9 

8.6 

$1.37 

$1.74 

45 

427 

Carrefour  Group/retailing 

France 

331.50 

10.37 

32.0 

22.7 

18.5 

14.62 

17.88 

27 

8,245 

Cathay  Pacific  Airways/airlines 

Hong  Kong 

1.44 

0.10 

13.9 

12.2 

10.2 

0.12 

0.14 

17 

4,115 

Chugai  Pharmaceutical/personal  care 

Japan 

11.16 

0.25 

44.2 

38.5 

36.2 

0.29 

0.31 

88 

2,751 

Chukyo  Coca-Cola/bev  &  tobacco 

Japan 

13.84 

0.41 

33.7 

28.0 

27.5 

0.49 

0.50 

88 

668 

Ciments  &  Engrais  de  Dannes/construction 

France 

359.38 

15.10 

23.8 

19.5 

17.8 

18.38 

20.22 

27 

761 

Commercial  Union/insurance 

United  Kingdom 

7.93 

0.84 

9.4 

11.8 

10.3 

0.67 

0.77 

16 

4,412 

Commonwealth  Bank/banking 

Australia 

5.96 

0.36 

16.4 

10.6 

9.1 

0.56 

0.66 

17 

5,217 

Comptoirs  Modernes/retailing 

France 

267.22 

14.14 

18.9 

17.3 

15.6 

15.42 

17.15 

27 

1,234 

CRH/construction 

Ireland 

5.27 

0.29 

18.2 

15.5 

12.8 

0.34 

0.41 

15 

1,852 

CSM/food,  household 

Netherlands 

35.67 

2.20 

16.2 

14.9 

13.5 

2.40 

2.64 

18 

1,314 

CT  Financial  Services/financial  services 

Canada 

13.01 

0.95 

13.8 

11.8 

9.7 

1.11 

1.34 

45 

1,552 

Degussa/misc  materials 

Germany 

304.80 

7.41 

41.1 

26.6 

20.8 

11.48 

14.63 

60 

2,615 

Denny's  Japan/restaurants 

Japan 

38.26 

0.94 

40.6 

33.4 

27.3 

1.15 

1.40 

88 

1,125 

Finning/machinery  &  eng 

Canada 

15.73 

0.47 

33.8 

18.3 

13.6 

0.86 

1.16 

45 

600 

First  National  Bank/banking 

South  Africa 

28.82 

2.52 

11.4 

12.7 

10.8 

2.27 

2.66 

17 

2,509 

Fuji  Photo  Film/leisure  goods 

Japan 

21.66 

1.04 

20.8 

18.0 

17.4 

1.20 

1.25 

88 

11,147 

George  Weston/retailing 

Canada 

29.64 

0.94 

31.6 

17.3 

13  0 

1.71 

2.28 

45 

1,389 

Gist-Brocades/food,  household 

Netherlands 

26.69 

1.99 

13.4 

12.4 

11.0 

2.15 

2.42 

18 

974 

Glaxo  Holdings/personal  care 

United  Kingdom 

8.10 

0.65 

12.5 

11.7 

10.9 

0.69 

0.75 

16 

24,634 

Groupe  Andre/retailing 

France 

112.75 

9.15 

12.3 

19.8 

15.2 

5.70 

7.41 

27 

760 

Hagemeyer/m  u  1 1 1  -  i  n  d  ust  ry 

Netherlands 

70.16 

6.21 

11.3 

12.8 

11.3 

5.47 

6.23 

18 

978 

Hang  Lung  Development/real  estate 

Hong  Kong 

1.81 

0.17 

10.5 

8.5 

7.3 

0.21 

0.25 

17 

2,222 

Heineken/bev  &  tobacco 

Netherlands 

122.07 

6.96 

17.5 

15.7 

14.1 

7.77 

8.68 

18 

4,900 

Henderson  Land  Development/real  estate 

Hong  Kong 

5.31 

0.33 

16.3 

11.8 

8.6 

0.45 

0.62 

17 

8,470 

Horsham/energy 

Canada 

14.19 

0.43 

32.9 

24.2 

18.7 

0.59 

0.76 

45 

1,269 

Hunter  Douglas/commodities 

Netherlands 

39.68 

2.02 

19.6 

14.4 

10.9 

2.76 

3.64 

18 

549 

Iceland  Group/retailing 

United  Kingdom 

2.05 

0.24 

8.7 

8.8 

8.4 

0.23 

0.25 

16 

564 

Imasco/bev  &  tobacco 

Canada 

26.12 

2.53 

10.3 

10.1 

8.9 

2.57 

2.92 

45 

3,113 

Imperial  Oil/energy 

Canada 

30.82 

1.12 

27.6 

22.0 

17.3 

1.40 

1.79 

45 

5,974 

Incentive/multi-industry 

Sweden 

34.20 

1.95 

17.5 

12.8 

9.9 

2.66 

3.45 

30 

2,339 

Ito-Yokado/retailing 

Japan 

51.34 

1.32 

38.8 

30.9 

25.9 

1.66 

1.98 

88 

21,249 

Izumi/retailing 

Japan 

23.47 

0.48 

49.1 

38.3 

32.1 

0.61 

0.73 

88 

1,285 

Kesko/tradmg 

Finland 

9.17 

0.39 

23.4 

18.5 

14.3 

0.50 

0.64 

245 

827 

Kirin  Brewery/bev  &  tobacco 

Japan 

11.83 

0.37 

32.2 

28.6 

26.9 

0.41 

0.44 

88 

12,453 

Koninklijke  Ahold/retailing 

Netherlands 

25.71 

1.59 

16.2 

14.1 

12.6 

1.82 

2.04 

18 

2,995 

Koninklijke  Pakhoed/transportation 

Netherlands 

27.01 

1.25 

21.6 

14.2 

11.7 

1.91 

2.30 

18 

701 

Lend  Lease/construction 

Australia 

12.17 

0.72 

16.8 

15.2 

13.9 

0.80 

0.87 

17 

2,448 

Lex  Service/multi-industry 

United  Kingdom 

7.11 

1.33 

5.4 

14.2 

11.2 

0.50 

0.63 

16 

673 

Lion  Nathan  Limited/bev  &  tobacco 

New  Zealand 

2.05 

0.16 

12.9 

10.3 

10.3 

0.20 

0.20 

14 

1,006 

Lloyds  Chemists/retailing 

United  Kingdom 

4.67 

0.46 

10.1 

10.3 

9.1 

0.46 

0.51 

16 

551 

Loblaw  Cos/retailing 

Canada 

16.81 

0.83 

20.3 

15.5 

13.3 

1.08 

1.27 

45 

1,335 

MacMillan  Bloedel/forest  products 

Canada 

14.01 

0.33 

43.0 

17.8 

10.1 

0.79 

1.39 

45 

1,578 

MAI/f inancial  services 

United  Kingdom 

3.79 

0.26 

14.8 

13.2 

11.8 

0.29 

0.32 

16 

1,232 

Malbak/multi-industry 

South  Africa 

5.28 

0.39 

13.4 

14.6 

12.6 

0.36 

0.42 

17 

1,614 

Sources:  Worldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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Company/business 

Country 

Recent 
price 
($) 

Laiest 
fiscal 
EPS 

Price/ 
earnings 

1994 
P/E 

 Estimated  

1995  1994 
P/E  EPS 

1995 
EPS 

Country 
P/E 

Market 
value 
($mil) 

Matsushita  Flertric  Works/elpc  &  electron 

Japan 

11.07 

$0.18 

61.9 

47.2 

37.3 

$0.23 

$0.30 

88 

8,070 

Mediobanca/banking 

Italy 

10.01 

0.33 

30.4 

.  25.5 

24.5 

0.39 

0.41 

268 

4,767 

Metal  Manufactures/commodities 

Australia 

2.80 

0.15 

18.2 

13.1 

1 1  i 

1 1.4 

n  9i 

0.25 

17 

590 

National  Trustco/financial  services 

Canada 

16.27 

1.06 

15.3 

13.6 

11.6 

1.20 

1.40 

45 

571 

Nedcor/banking 

South  Africa 

8.23 

0.80 

10.4 

10.4 

8.8 

0.79 

0.93 

17 

1,608 

New  World  Development/multi-industry 

Hong  Kong 

3.22 

0.29 

11.2 

9.4 

8  fi 

0.0 

0.37 

17 

5,077 

News  Corporation/media 

Australia 

6.67 

0.35 

19.0 

14.0 

lc.0 

0.54 

17 

11,858 

Nippondenso/industrial  comp 

Japan 

19.08 

0.29 

65.1 

49.5 

40.6 

0.39 

0.47 

88 

15,989 

Nutricia/food,  household 

Netherlands 

43.85 

2.54 

17.3 

14.9 

13.5 

2.93 

3.26 

18 

933 

Oce-Van  Der  Grinten/data  processing 

Netherlands 

43.04 

2.10 

20.5 

15.4 

12.8 

2.79 

3.35 

18 

689 

Outokumpu/metals 

Finland 

16.87 

0.62 

27.4 

16.4 

9  7 

1  .U  J 

1.74 

245 

1,853 

PanCanadian  Petroleum/energy 

Canada 

31.63 

1.43 

22.1 

21.7 

17.4 

1.46 

1.82 

45 

3,959 

Petro-Canada/energy 

Canada 

8.86 

0.51 

17.3 

15.9 

\\  9 

0.56 

0.67 

45 

2,183 

Philips  Group/appliances 

Netherlands 

27.72 

3.31 

8.4 

12.1 

9.6 

2.30 

2.90 

18 

9,081 

Power  Financial/financial  services 

Canada 

22.77 

1.74 

13.1 

12.5 

11.1 

1.83 

2.05 

45 

1,937 

Preussag  Group/multi-industry 

Germany 

280.51 

9.56 

29.3 

23.7 

17.2 

11.84 

16.33 

60 

4,273 

Provident  Financial/financial  services 

United  Kingdom 

6.33 

0.47 

13.4 

11.5 

10.4 

0.55 

0.61 

16 

2,115 

Public  Bank  Berhad/banking 

Malaysia 

1.56 

0.08 

19.7 

17.4 

14.3 

0.09 

0.11 

28 

1,761 

QP/food,  household 

Japan 

12.40 

0.32 

38.3 

36.3 

35.5 

0.34 

0.35 

88 

1,819 

QBE  Insurance  Group/insurance 

Australia 

3.98 

0.27 

14.6 

12.9 

11.2 

0.31 

0.35 

17 

676 

Reckitt  &  Colman/personal  care 

United  Kingdom 

9.03 

0.68 

13.4 

12.4 

1 1  5 

0.78 

16 

3,387 

Rio  Algom/metals 

Canada 

17.71 

0.74 

24.1 

31.4 

19.0 

0.56 

0.93 

45 

917 

Royal  Insurance  Holdings/insurance 

United  Kingdom 

3.66 

0.35 

10.4 

5.9 

5.7 

0.62 

0.65 

16 

2,372 

Ryoyo  Electro/multi-industry 

Japan 

28.15 

0.55 

51.0 

42.9 

41.4 

0.66 

0.68 

88 

913 

S.A.  Brewing  Holdings/multi-industry 

Australia 

2.20 

0.16 

13.8 

12.6 

11.3 

0.17 

0.19 

17 

1,189 

Sasol/energy 

South  Africa 

6.79 

0.77 

8.9 

9.4 

8.1 

0.72 

0.84 

17 

3,848 

South  African  Iron  &  Steel/metals 

South  Africa 

0.92 

0.05 

18.5 

13.4 

8.8 

0.07 

0.10 

17 

1,739 

Schering/personal  care 

Germany 

654.22 

22.48 

29.1 

24.2 

18  4 

27  08 

35.52 

60 

4,471 

Securitas/multi-industry 

Sweden 

31.13 

1.56 

19.9 

15.1 

12.3 

2.06 

2.52 

30 

736 

Shimachu/retailing 

Japan 

42.46 

1.01 

42.0 

34.0 

33.7 

1.25 

1.26 

88 

2,075 

Shimano/machinery  &  eng 

Japan 

22.90 

0.94 

24.4 

37.9 

35.7 

0.60 

0.64 

88 

3,115 

Sime  Darby  Hong  Kong/retailing 

Hong  Kong 

1.63 

0.14 

11.6 

10.8 

9.5 

0.15 

0.17 

17 

760 

Sun  Hung  Kai  Properties/real  estate 

Hong  Kong 

6.73 

0.41 

16.4 

13.2 

10.6 

0.51 

0.63 

17 

14,333 

Suncor/energy 

Canada 

21.69 

1.07 

20.3 

18.6 

14.0 

1.16 

1.55 

45 

1,181 

Tate  &  Lyle/food,  household 

United  Kingdom 

6.36 

0.58 

11.0 

11.7 

11.0 

0.54 

0.58 

16 

2,276 

Telefonica  de  Argentina/telecomm 

Argentina 

7.37 

0.26 

28.9 

23.5 

18  9 

10.3 

0.31 

0.39 

41 

8,692 

Telefonica/telecomm 

Spain 

13.55 

0.71 

19.0 

16.6 

14.2 

0.82 

0.96 

244 

12,728 

Teleglobe/electronics 

Canada 

13.83 

0.96 

14.4 

14.3 

12.9 

0.97 

1.07 

45 

720 

Telekom  Malaysia  Berhad/telecomm 

Malaysia 

7.37 

0.24 

31.1 

26.4 

99  i 

n  98 

0.33 

28 

14,627 

TSB  Group/banking 

United  Kingdom 

3.13 

0.19 

16.3 

10.1 

8.0 

0.31 

0.39 

16 

4,521 

\/MI 

viNU/meoia 

iHCUlclldllUS 

Q1  7fi 

h  (18 
J.UO 

IK  1 

10.1 

12.5 

6.20 

7  Vi 

18 

10 

1,407 

Weldwood  of  Canada/construction 

Canada 

14.82 

0.74 

20.1 

9.8 

8.4  ' 

1.51 

1.76 

45 

557 

Westpac  Banking/banking 

Australia 

3.42 

0.01 

NM 

11.9 

9.2 

0.29 

0.37 

17 

6,119 

Willis  Corroon  Group/multi-industry 

United  Kingdom 

2.51 

0.17 

14.8 

11.9 

9.6 

0.21 

0.26 

16 

1,047 

York-Benimaru/retailmg 

Japan 

44.56 

1.12 

39.8 

40.8 

36.0 

1.09 

1.24 

88 

2,238 

NM:  Not  meaningful. 

Sources:  Worldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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DURING  THE  RECESSION 
MANY  COMPANIES  TOOK  A  BATH. 
FORTUNATELY,  WE'VE  GOT  JACUZZI! 


At  Hanson,  we've  always  sought  to  own  companies  that 
offer  the  highest  possible  comfort  level,  even  in  the  most 
stressful  financial  times.  And  what  could  be  more  in  keeping 
with  our  philosophy  than  a  company  whose  products  actually 
reduce  stress? 

Which  is  why  we  added  Jacuzzi  to  holdings  that  also 
include  Farberware*  Peabody  Coal  and  Tommy  Armour®  golf 
equipment. 

And  while  we  may  not  be  as  well-known  as  some  of  the 
businesses  we  own,  our  investors  are  quite  familiar  with  our 
commitment  to  shareholder  value— something  we've  sought  to 
deliver  for  29  years. 


Since  being  listed  on  the  New  York  Stock  Exchange  in 
1986,  our  revenues  have  soared  to  $15  billion,  while  total 
market  capitalization  is  over  $20  billion.  At  the  end  of  1993, 
our  gross  dividend  yield  was  5.3%,  double  the  average  of  the 
S&P  500. 

We  attribute  our  success  to  a  management  philosophy 
steeped  in  common  sense.  Which  is  why  so  many  of  our  busi- 
nesses provide  essential  services  and  basic  goods. 

Of  course,  we  realize  that  a  lot  of  people  may  not  consider 
a  Jacuzzi  whirlpool  bath  particularly  basic  or  essential.  But  in 
these  stressful  times,  it's  becoming  almost  as  basic  as  water. 

For  a  copy  of  Hanson's  Annual  Report,  call  1  -800-8-HANSON. 


HANSON 


AGGREGATES     CHEMICALS  ■  COAL  •  CONSTRUCTION  &  BUILDING  PRODUCTS      FOREST  PRODUCTS  TOBACCO 


HE  100  LARGEST  FOREIGN  INVESTMENTS  IN  THE  U.S 


A  year  for  the 

While  the  Clinton  Administration  talked  down  the  dollar 
last  year,  foreigners  were  lapping  them  up.  Last  year 
foreigners  bought  a  record  $231  billion  more  U.S.  assets 
than  they  sold.  That  net  foreign  investment  figure  is  57% 
ahead  of  1992.  Foreign  investors  were  financing  the  U.S. 
trade  deficit  and  a  good  part  of  the  budget  deficit  as  well. 

Of  last  year's  total,  $158  billion  was  for  financial  assets, 
mostly  Treasure's  and  corporate  debt.  But  foreign  firms 
more  than  doubled  their  investments  in  U.S.  plant  and 
equipment  to  $21  billion. 

Britain's  Hanson  Pic.  made  the  biggest  purchase:  $3.3 
billion  for  Quantum  Chemical.  And  Canada's  Seagram 


record  books 

Co.  Ltd.  acquired  an  8%  interest  in  Time  Warner.  This  year 
Seagram  raised  its  stake  to  15%.  (Note:  Time  Warner  isn't 
listed  as  one  of  Seagram's  holdings  in  our  table  because  the 
stake  is  below  20%,  our  threshold  for  inclusion.) 

If  1993  was  big  for  foreign  buying  of  U.S.  assets,  1994 
will  probably  be  even  bigger.  For  example,  in  March  MCI 
shareholders  approved  a  $4.3  billion  deal  in  which  British 
Telecom  will  acquire  20%  of  MCI  Communications. 

This  inflow  of  foreign  money  carries  a  danger,  too — a 
danger  that  reared  its  ugly  head  late  last  month  when  the 
dollar  sank  to  record  lows  against  the  Japanese  yen.  The 
danger:  What  flows  in  can  also  flowout.-GuSTAVO  Lombo 


1993 
rank 

Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue 
($mil) 

Net  income 
($mil) 

Assets 
($mil) 

1 

Seagram  Co  Ltd* 

Canada 

El  du  Pont  de  Nemours* 
JE  Seagram 

24 
100 

chemicals,  energy 
beverages 

32,732 
3,784 
36,516 

566.0 
180.0 

37,053 
9,182 

2 

Royal  Dutch/Shell  Group* 

Netherlands/UK 

Shell  Oil 

100 

energy,  chemicals 

20,853 

781.0 

26,851 

3 

British  Petroleum* 

UK 

BP  America 

100 

energy 

16,006 

NA 

18,293 

4 

Sony  Corp* 

Japan 

Sony  Music  Entertainment 
Sony  Picture  Entertainment 
Sony  Electronics 

100 
100 
100 

music  entertainment 
movies 

consumer  electronics 

12,195 

NA 

12,657 

5 

Grand  Metropolitan* 

UK 

Burger  King 
Pi  llsbury 
Heublein 
Pearle  Vision 
Other  companies 

100 
100 
100 
100 
100 

fast  food 
food  processing 
wines  and  spirits 
eye  care  retailing 
wines  and  spirits 

5,250 
3,700 

I,  600 
600 
625 

II,  775 

NA 

6,131 

6 

Hanson* 

UK 

Hanson  Industries 
Quantum  Chemical 
Smith  Corona* 
Ground  Round  Restaurants* 
Marine  Harvest  International* 

100 
100 
48 
33 
27 

mining,  aggregates,  chemicals 
petrochemicals 
office  supplies 
restaurant  chain 
food  processing 

7,975 
2,294 
309 
233 
137 
10,948 

758.6 
-222.5 
-9.0 

5.3 
9.4 

18,700 
4,980 
198 
152 
104 

7 

Tengelmann  Group 

Germany 

Great  A&P  Tea* 

53 

supermarkets 

10,384 

4.0 

3,099 

8 

Nestle* 
L'Oreal* 

Switzerland 
France 

Nestle  USA 
Alcon  Laboratories 
Cosmair 

100 
100 
>50 

food  processing 
pharmaceuticals 
cosmetics 

8,646 

1,347 
9,993 

NA 
NA 

NA 
NA 

9 

B.A.T  Industries* 
Imasco 

UK 

Canada 

Brown  &  Williamson  Tobacco 
Farmers  Group 
Hardee's  Food  Systems 

100 
100 
100 

tobacco 
insurance 
fast  food 

2,774 
1,709 
4,957 
9,440 

NA 

508.5 
NA 

NA 

6,999 
843 

10 

Toyota  Motor  Corp* 
Nippondenso* 

Japan 
Japan 

Toyota  Motor  Mfg 
New  United  Motor  Mfg 
Nippondenso  America 

100 
50 
100 

automotive 
automotive 
auto  parts 

4.000E 
3.600E 
1,800 
9,400 

NA 
NA 
NA 

NA 
NA 
NA 

11 

Petroleos  de  Venezuela 

Venezuela 

Citgo  Petroleum 

100 

refining,  marketing 

9,107 

162.1 

3,866 

12 

Unilever  NV* 
Unilever  Pic* 

Netherlands 
UK 

Unilever  United  States 

100 

food  processing,  personal  prods 

8,970 

NA 

8.560 

*  Publicly  traded  in  the  U.S.  in  shares  or  ADRs.  Note:  Some  foreign  investors  on  the  list  own  U.S.  companies  indirectly  through  companies  in  italics. 

E:  Estimate.    NA:  Not  available. 
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1993 

Foreign  investor 

Country 

US  investment 

% 

Industry 

Revenue 

Net  income 

Assets 

rank 

owned 

($mil) 

($mil) 

($mil) 

IS 

Delhaize  "Le  Lion" 

Belgium 

Food  Lion* 

25 

supermarkets 

7,610 

3.9 

2,504 

14 

Ahold* 

Netherlands 

First  National  Supermarkets 

100 

supermarkets 

2,158 

BI-LO 

100 

supermarkets 

1,828 

NA 

2,137 

Tops  Markets 

100 

supermarkets 

1,565 

Giant  Food  Stores 

100 

supermarkets 

1,133 

Red  Food  Stores 

100 

supermarkets 

585 

NA 

NA 

7  9KQ 

1  c 

Philinc  Flprtmnirc  NV* 

rllllipo  L.ICULIUI  111.5  l"l  V 

Npthorl  anHc 

rumps  Liecironics  \\t\ 

inn 

electronics 

nr;  i 

100. 1 

o,UZo 

Whittle  Communications  LP 

25 

publishing 

250E 

NA 

NA 

PolyGram  NV* 

Netherlands 

PolyGram  Records 

100 

music 

909 

NA 

NA 

7,114 

16 

Hoechst  AG* 

Germany 

Hoechst  Celanese 

100 

chemicals 

6,899 

101.0 

7,917 

17 

Siemens  AG* 

Germany 

Siemens  Corp 

100 

electronics 

5,579 

-163.0 

NA 

Osram  Sylvania 

100 

lighting  products 

958 

-5.6 

NA 

6,537 

18 

AXA 

France 

Equitable  Cos* 

49 

insurance 

6,480 

234.5 

98,991 

19 

Bayer* 

Germany 

Miles 

100 

chemicals,  health  care 

6,459 

131.7 

5,242 

20 

Matsushita  Electric  Industrial* 

Japan 

Matsushita  Elec  Corp  (Am) 

100 

electronics 

2,200 

NA 

1,000 

MPA 

inn 

1UU 

Clllclldllllllclll 

a  inn 

MA 

NA 

21 

Rhone-Poulenc  SA* 

France 

Rhone-Poulenc  Rorer* 

68 

pharmaceuticals 

4,019 

421.1 

4,050 

Rhone-Poulenc  Inc 

100 

chemicals 

2,236 

NA 

3,400 

6,255 

22 

Franz  Haniel  &  Cie 

Germany 

Scrivner 

100 

food  distribution 

6,000 

NA 

1,400 

22 

Honda  Motor  Co* 

Japan 

Honda  of  America  Mfg 

100 

automotive 

6.000E 

NA 

NA 

24 

Itn-YnkaHn* 
1  LU  1  unauu 

lanan 

}Q\)Q\\ 

vnnthla  nH* 

OUUlllldllU 

fid 

pnnwpmonro  ctnroc 

L-UIIVcHICHLt.  MUlGo 

S  781 

J,/Oi 

1 1 

1  QQQ 

Seven-Eleven  Japan* 

Japan 

25 

ASEA  AB 

Sweden 

BBC  Brown  Boveri 

Switzerland 

ABB  Asea  Brown  Boveri 

Switzerland 

Asea  Brown  Boveri 

100 

electrical  equipment 

5.600 

NA 

4,200 

26 

Pechiney  SA 

France 

Pechiney  Sales 

100 

aluminum 

359 

NA 

294 

Ppr/i/npi/  Intprnatinnal 
r  crc» III  icy  II  lien  tcwui  fat 

1 1 ante 

Ampriran  Nahnnal  fan 
niiiciiLdii  iiduuiidi  UdM 

100 

pdLrxdgll  lg 

A  u? 

4, 14£ 

Howmet 

100 

gas  turbines 

777 

NA 

6,240 

Other  companies 

100 

metals  distribution 

89 

5,367 

27 

BASF  AG* 

Germany 

BASF  Corp 

100 

chemicals,  plastics 

5,202 

410.6 

4,366 

28 

SmithKline  Beecham  Pic* 

UK 

SmithKline  Beecham  Corp 

100 

drugs,  consumer  prods 

5,028 

881.0 

6,080 

Diversified  Pharmaceutical  Svcs 

100 

pharmaceutical  services 

142 

26.0 

69 

S  170 

J,  1  /  u 

29 

Dl  IUgCO«.UI  lc 

Japan 

RriHrjoctnno/Firp<:tnno 

Dl  lUgCMUIIt./  r  M  CMUI IC 

inn 

tirp  nihhpr 

NIC,  1  U  UUGI 

s  inn 

J,  1UU 

fi  n 

u.u 

NA 
lin 

nUMIdlld 

liCWo  nlllcl  ll-d 

inn 

mpHia  nnhli^hino 

IllCUId ,  LJUUIIilllMg 

s  nsi 

J.UOl 

NA 
lln 

Q  7R8 

J,  /  JO 

■31 
J 1 

Niccan  Mntnr  f* o* 
INIobdll  IVIULUI  LrU 

Japan 

lilooall  IVIUIUI  IVHg  UOn 

inn 

antnmntiup 

dUlUNIULIVC 

a  7nnf 

4,/UUL 

NA 

NA 
IVM 

32 

Ciba-Geigy  Ltd* 

Switzerland 

Ciba-Geigy  Corp 

100 

chemicals,  drugs 

4,600 

NA 

4,030 

33 

Electrolux* 

Sweden 

White  Consolidated  Inds 

100 

appliances 

4,496 

NA 

NA 

34 

Northern  Telecom  Ltd* 

Canada 

Northern  Telecom  Inc 

100 

telecommunications 

4,431 

NA 

4,020 

35 

Allianz  AG 

Germany 

Fireman's  Fund 

100 

insurance 

3,300 

280.0 

9,800 

Allianz  Life 

100 

insurance 

865 

84.0 

9,779 

Allianz  Insurance 

100 

insurance 

137 

27.0 

1,109 

Jefferson  Insurance 

100 

insurance 

86 

9.0 

327 

4,388 

*  Publicly  traded  in  the  U.S.  in  shares  or  ADRs.  Note:  Some  foreign  investors  on  the  list  own  U.S.  companies  indirectly  through  companies  in  italics. 
E:  Estimate.    NA:  Not  available. 
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1993 
rank 

Foreign  investor 

Country 

US  investment               %  Industry 
owned 

Revenue 
($mil) 

Net  income 
($mil) 

Assets 
($mil) 

36 

Henkel  KGaA 

Germany 

Clorox* 
Ecolab* 

Henkel  of  America 
Loctite* 

28      household  products 
24      institutional  cleaning 
100  ghemicals 
30  chemicals 

1,634 
1,042 
1,009 
613 
4,298 

167.1 
75.9 
NA 
68.3 

1,649 
863 
NA 
603 

37 

Zurich  Insurance  Group 

Switzerland 

Maryland  Insurance  Group 
Universal  Underwriters  Group 
Empire  Insurance  Group 
Zurich-American  Ins  Group 

100  insurance 
100  insurance 
100  insurance 
100  insurance 

3.100E 

1.112 
4,212 

NA 

99.7 

NA 

3,629 

38 

BTR  Pic* 

UK 

BTR  Dunlop  Holdings 
Rexnord 

100     construction,  controls 
100      power  transmission  prods 

3,552 
533 
4,085 

NA 

23.9 

2,323 
680 

39 

Prudential  Corp  Pic* 

UK 

Jackson  National  Life 
Jackson  Natl  Life  of  Michigan 

100  insurance 
100  insurance 

3,442 
378 
1820 

149.2 
19.8 

16,950 
2,290 

40 

Dalgety 

UK 

Martm-Brower 
Pig  Improvement 

100     food  distribution 
100      pig  breeding 

3,784 

NA 

NA 

41 

Daimler-Benz* 
AEG  AG* 

Germany 
Germany 

Freightliner 

AEG  Transportation 

Other  companies 

100  automotive 
100      rail  systems 
100     elec  equip,  microelectronics 

3,045 
698 
3,743 

NA 
NA 

NA 
NA 

42 

Internationale  Nederlanden 
Groep  NV 

Netherlands 

ING  Insurance  US 
ING  Bank  US 

100  insurance 
100  banking 

3,153 
585 
3,738 

NA 
NA 

NA 
NA 

43 

Fujitsu  Ltd* 

Japan 

Fujitsu  (US) 
Amdahl* 

100  electronics 
45     computer  systems 

2,024 
1,681 
3,705 

NA 

-588.7 

NA 

1,672 

44 

Volvo  AB* 
VME  Group  NV 
Regie  Nationale 
des  Usines  Renault 

Sweden 

Netherlands 

France 

Volvo  GM  Heavy  Truck 
VME  Americas 
Mack  Trucks 

87  automotive 
50  automotive 
100  automotive 

1,550 
450 
1.700E 
3,700 

3.0 
NA 
NA 

428 
200 
NA 

45 

AEGON  NV* 

Netherlands 

AEGON  USA 

100  insurance 

3,563 

NA 

23,397 

46 

Petrofina* 

Belgium 

Fina* 

86  energy 

3,416 

70.4 

2,511 

47 

Roche  Holding* 

Switzerland 

Hoffmann-La  Roche 
Genentech* 

100     drugs,  chemicals 
65  biotechnology 

2,800 
608 
3.408 

NA 

58.9 

NA 
1,469 

48 

Anglo  Amer  of  S  Africa* 
De  Beers  Centenary 
Minorco* 

South  Africa 
Switzerland 
Luxembourg 

Engelhard* 
Terra  Industries* 

32  metals 
53  agribusiness 

2,151 
1,213 
3,364 

16.7 
22.8 

1,279 
634 

49 

Glaxo  Holdings  Pic* 

UK 

Glaxo  Inc 

100     ethical  pharmaceuticals 

3,224 

NA 

NA 

50 

Elf  Aquitaine* 
Elf  Sanofi 

France 
France 

Elf  Aquitaine  Inc 
Elf  Sanofi  Inc 

100  chemicals 

100      health  &  beauty  products 

2.557 
458 
3,015 

NA 
NA 

4.306 
601 

51 

Mazda  Motor  Corp 

Japan 

AutoAlliance  International 

50  automotive 

3.000E 

NA 

NA 

51 

Thomson  SA 

France 

Thomson  Consumer  Electronics 

100     consumer  electronics 

3.000E 

NA 

NA 

53 

Sandoz  Ltd* 

Switzerland 

Sandoz (US) 

100      drugs,  chemicals 

2,952 

NA 

NA 

*  Publicly  traded  in  the  U.S.  in  shares  or  ADRs.  Note:  Some  foreign  investors  on  the  list  own  U.S.  companies  indirectly  through  companies  in  italics. 

E:  Estimate.    NA:  Not  available. 
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1993 
rank 

Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue 
($mil) 

Net  income 
($mil) 

Assets 
($mil) 

54 

Jefferson  Smurfit  Group  Pic 

Ireland 

Jefferson  Smurfit  Corp* 

47 

paper,  packaging 

2,948 

-174.6 

2,597 

55 

RWE* 

Germany 

Consol  Energy 
Vista  Chemical 
American  Nukem 
Heidelberg  west 

50 
100 
100 
100 

coal  mining 
chemicals 
waste  management 
industrial  machinery 

1,800 
836 
234 
71 

I94T 

-61.0 
NA 
NA 

M  A 

3,700 
NA 
NA 

MA 
NA 

56 

Imperial  Chemical 
Industries  Pic* 

UK 

ICI  American  Holdings 
ICI  Explosives  Holdings 

100 
100 

chemicals 
explosives 

2,700 
240 
2/940 

NA 

MA 

NA 

2,400 

07n 
2/U 

57 

Total  SA* 
Total  Petroleum  NA* 

France 
Canada 

Total  America  Inc 
Total  Petroleum  Inc 

100 
100 

chemicals,  energy 
energy 

564 
2,331 
2,895 

-37.1 
27.5 

1,000 

1,261 

58 

Manufacturers  Life  Insurance 

Canada 

Manufacturers  Life  Ins  US 

100 

insurance 

2,849 

89.8 

15,562 

by 

rortIS  AMtV 
Fortis  AG 

Netherlands 
Belgium 

Fortis  Inc 

100 

insurance 

n  7cn 
2,/bU 

1  CO  7 

lbH./ 

b,4o(J 

60 

General  Electric  Pic* 

UK 

Picker  International 
AB  Dick 

Other  companies 

100 
100 
100 

medical  equipment 

office  equipment 

elec  system  &  components 

2,741 

NA 

NA 

61 

Dainippon  Ink  &  Chemicals 

Japan 

Sun  Chemical 
Reichhold  Chemicals 
Polychrome 

100 
100 
100 

printing,  chemicals 

chemicals 

printing 

i  onnr 
l,8U0t 

800E 
120E 

2,720 

MA 

NA 
NA 
NA 

MA 

NA 
NA 
NA 

62 

Trygg-Hansa  SPP  Holding 

Sweden 

Home  Holdings* 

65 

insurance 

2,709 

-158.0 

10,319 

62 

Saint-Gobain 

France 

Norton 
CertainTeed 

100 
100 

ceramics,  abrasives 
building  materials 

1,383 
1,326 
2,709 

NA 
NA 

NA 
NA 

64 

Alcan  Aluminium  Ltd* 

Canada 

Alcan  Aluminum  Corp 

100 

aluminum 

2,689 

-57.0 

1,718 

65 

Sun  Life  Assurance  Co 
of  Canada 

Canada 

Sun  Life  of  Canada  (US) 
Sun  Life's  US  Subsidiaries 

100 
100 

insurance 
insurance 

2,102 
584 
2,686 

3.3 
NA 

9,199 
4,831 

66 

Great-West  Lifeco 

Canada 

Great-West  Life  Assurance 

99 

insurance 

2,623 

NA 

14,629 

67 

Akzo  Nobel  NV 

Netherlands 

Akzo  Nobel  (US) 

i  nn 
1UU 

chemicals,  coatings 

2,303 

MA 

NA 

o  nnn 
2.UUU 

CO 

68 

Ferruzzi-Montedison*  Group 

Italy 

Central  Soya 
Himont 

Ausimont  USA 
Other  companies 

i  nn 

100 
100 

i  nn 
1UU 

food  processing 
chemicals 
chemicals 
marine  equipment 

2,300 

MA 

MA 

69 

Michael  Otto 

Germany 

Spiegel* 

oyi 

catalog  retailing 

2,Oo<: 

AQ  7 

48./ 

0  011 

2,211 

70 

General  Accident  Pic 

UK 

Gen  Accident  Corp  of  Am 

100 

insurance 

2.531 

207.0 

6.704 

71 

Zeneca  Group  Pic* 

UK 

Zeneca  Inc 

100 

drugs,  agrochemicals 

2,469 

NA 

2,336 

72 

Thomson  Corp 

Canada 

Thomson  US  Holdings 

100 

publishing 

2,468 

NA 

5,046 

73 

Canadian  Pacific  Ltd* 
United  Dominion  inds* 

Canada 
Canada 

Canadian  Pacific  (US) 
United  Dominion  Inds  (US) 

100 
100 

railroad 

industrial  machinery 

875 
1,585 
2,460 

NA 
NA 

3,037 
914 

74 

NKK  Corp* 

Japan 

National  Steel* 

76 

steel 

2,419 

-242.4 

2,304 

75 

Tate  &  Lyle* 

UK 

AE  Staley  Manufacturing 
Domino  Sugar 
PM  Ag  Products 
Other  companies 

90 
100 
100 
100 

food  distrib,  processing 
sugar  refining 
animal  feeds,  molasses 
sugar  processing 

1,121 
1,260 
I38T 

NA 
NA 

NA 
NA 

*  Publicly  traded  in  the  U.S.  in  shares  or  ADRs.  Note:  Some  foreign  investors  on  the  list  own  U.S.  companies  indirectly  through  companies  in  italics. 
E:  Estimate.    NA:  Not  available. 
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1993 
tank 

Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue 
($mil) 

Net  income 
($mil) 

Assets 
($mil) 

76 

Bertelsmann  AG 

Germany 

Bertelsmann  USA 

100 

printing,  publishing 

2,357 

NA 

NA 

77 

Edmond  J  Safra 
Saban 

Switzerland 
Switzerland 

Republic  New  York* 

28 

banking 

2,328 

301.2 

39,493 

7ft 

lYicuciinoii  inicrnditoridi 

r  d  lid  Hid 

Ivliucnliuu  INI 

i  nn 

1UU 

heavy  equipment 

-ZD. 0 

79 

RTZ  Pic* 
CRA* 

UK 

Australia 

RTZ  America 
Comalco  (US)  Holding 

100 

67 

mining 
aluminum 

1,746 
413 
2,159 

61.0 
-5.4 

4,216 
324 

80 

WPP  Group  Pic* 

UK 

J  Walter  Thompson 
Ogilvy  &  Mather  Worldwide 
WPP  Group  USA 
Hill  &  Knowlton 

100 
100 
100 
100 

advertising 
advertising 
marketing  services 
public  relations 

876 
824 
293 
147 
2,140 

NA 
NA 
NA 
NA 

NA 
NA 
NA 
NA 

81 

Brascan  Ltd* 
Noranda 

iruon  riiianciai 

Canada 
Canada 

OdlldUd 

Noranda  Aluminum 
Other  companies 
Fraser 

I  nnHnn  1  ifo  Inciironpo 
LUIIUUII  LI  I  c  IllSUIdlllc 

Holden  Group 

100 
100 
74 

60 

aluminum 
aluminum 
forest  products 

Iitq  tncnrinro 
lie  IllSUldllCc 

financial  services 

1,189 
371 
551 

Im 

NA 
NA 
NA 

860 
229 
1,995 

82 

Commercial  Union  Pic 

UK 

Commercial  Union  Corp 

100 

insurance 

2,089 

104.5 

5,651 

83 

Confederation  Life  Insurance 

Canada 

Confederation  Life  (US) 

100 

insurance 

2,072 

NA 

8,178 

84 

Sobey  Parties 

Canada 

Hannaford  Brothers* 

26 

food  distribution 

2,055 

54.6 

795 

85 

Snecma 

France 

CFM  International 

50 

aviation 

2,028 

2.3 

1,032 

86 

Siebe  Pic* 

UK 

Siebe  (US) 

100 

controls 

2,000 

NA 

NA 

87 

Royal  Insurance  Holdings 

UK 

Royal  USA 

100 

insurance 

1,988 

67.1 

5,325 

88 

J  Sainsbury* 

UK 

Shaw's  Supermarkets 

100 

supermarkets 

1,974 

NA 

NA 

89 

George  Weston 
Loblaw  Cos 

Canada 
Canada 

Stroehmann  Bakeries 
Interbake  Foods 
EB  Eddy  Paper 

Ulliei  LUIIipdlllcS 

National  Tea 

100 
100 
100 
i  nn 

100 

bakery 
bakery 

paper  products 

LdllllcU  IUUUS 

food  retailing 

375 
200 
100 
mn 

1 JU 

1,050 
1,875 

NA 
NA 

mi 
509 

90 

Mitsubishi  Motors  Corp 

Japan 

Diamond-Star  Motors 

100 

automotive 

1.850E 

NA 

NA 

91 

Broken  Hill  Proprietary* 

Australia 

BHP  Petroleum  (Americas) 
BHP  Minerals 

100 
100 

energy 
mining 

1,812 

-37.0 

1,895 

92 

Royal  Pakhoed 

Netherlands 

Umvar* 

28 

chemicals 

1,802 

5.5 

653 

jj 

Fuji  Heavy  Industries* 
Isuzu  Motors* 

Japan 
Japan 

Subaru-lsuzu  Automotive 

inn 

dUlUIIIUtlvc 

1  ,OUUL 

llH 

NA 

94 

National  Westminster 
Bank  P!c* 

UK 

National  Westminster  Bancorp 

100 

banking 

1,763 

298.1 

23,661 

unneo  biscuits  tnoioingsj 

Ilk 

UK 

Keebler 

i  nn 

iuuu  piuceSoing 

1  733 

— JO.  1 

/  Ul 

3D 

canK  ot  i OKyo  Liu 

Japan 

Union  Bank* 
Bank  of  Tokyo  Trust 

7(1 
/U 

100 

banking 
banking 

450 
1,716 

OJ.l 

28.9 

8,037 

97 

BOC  Group  Pic* 

UK 

BOC  Inc 

100 

gases  &  health  care  ■ 

1,681 

89.5 

2,295 

98 

Thyssen* 

Germany 

Budd  Co 

100 

auto  parts 

1,530 

NA 

NA 

99 

Moore  Corp  Ltd* 

Canada 

Moore  Business  Forms 

100 

business  forms 

1,523 

NA 

1,017 

100 

Robert  Bosch  GmbH 

Germany 

Robert  Bosch  Corp 

100 

auto  parts 

1,494 

33.0 

929 

'Publicly  traded  in  the  U.S.  in  shares  or  ADRs.  Note:  Some  foreign  investors  on  the  list  own  U.S.  companies  indirectly  through  companies  in  italics. 
E:  Estimate.    NA:  Not  available. 
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mm  Semiconductors  •  Inregrored  urcuirs  •"Memories  .  cumponento  .  tmbedded  Lonrrollers  •  l^roprocessors  ■ 

ONF  ^MAI I  W/AY  AAOTOROI  Aft  TomeerrnedemQnds^ 

v/ML  J/YlMLL  VYMI  /Yiv/I  \Jv\JU\  IJ  the  Chinese  have  added  a  new  dimension  ro  the 

HELPING  BUSINESS  BOOM  IN  BEIJING.  Z^SZSSSS 

receives  complete  messages-words  as  well  as  numbers.  Because  wireless  communications  can  be  put  in  place  so 
quickly,  Motorola  is  helping  emerging  markets  dramatically  speed  their  economic  development.  From  the  cellular 
phones  that  are  helping  Brazilian  businesses  on  the  move  to  the  radio  systems  linking  Poland's  new  entrepreneurs 
with  their  people  in  the  field,  quality  Motorola  products  are  revving  up  the  engines  of  commerce  around  the  world. 


ONES! 


OMPONENTS 


Conrroll 


IL  WAY  MOTOROLA  IS 


s  •  Micro 


The  World  Toils:1 


•marks  of  Motorola,  Inc.  ©  1994  Mororola,  lac 


100  U.S.  TRADED  FOREIGN  STOCKS 


The  easy  way 
to  buy  the  world 


"By  the  year  2000  between  15%  and  20%  of  all  your  assets 
should  be  invested  offshore."  So  says  Gregory  Bundy, 
managing  director  for  International  Equities  at  Merrill 
Lynch.  Bundy  is  not  exactly  unbiased.  But  he  does  have 
some  interesting  statistics  to  support  his  case.  Over  the 
past  ten  years,  Bundy  notes,  15  countries — including 
Hong  Kong,  Singapore  and  Switzerland — outperformed 
the  U.S.  stock  market. 

Last  year,  for  instance,  Morgan  Stanley's  EAFE  index  of 
European,  Australian  and  Far  Eastern  stocks  rose  31% 
(measured  in  U.S.  dollars),  while  Morgan  Stanley's 
emerging  markets  index  gained  66%.  In  the  U.S.,  the  S&P 
500  was  up  only  7%. 

Among  the  stocks  on  Bundy's  buy  list  are  Hong  Kong- 
based  Cathay  Pacific  Airways  and  China  Light  &  Power. 
Bundy  also  likes  Coca-Cola  Femsa,  the  Mexican  bottler  of 
Coke;  Daimler-Benz  Group;  Glaxo,  the  U.K.  pharmaceu- 
tical giant;  and  YPF,  the  Argentine  oil  company. 

The  easiest  way  for  Americans  to  invest  in  companies 
such  as  Glaxo  is  through  U.S. -traded  American  Deposi- 
tary Receipts  (adrs).  An  ADR  is  traded  here  just  like  the 
stock  of  a  U.S. -based  corporation.  Among  the  advantages 
of  adrs:  no  brokerage-mandated  trading  minimums  and 


no  need  to  convert  dollars  into  foreign  exchange  to  buy 
the  securities.  (But  as  with  any  foreign  investment,  of 
course,  adrs  are  vulnerable  to  currency  fluctuations.) 

ADRs  are  certainly  gaining  in  popularity.  Last  year  the 
trading  volume  of  all  adrs  in  the  U.S.  totaled  6.3  billion 
certificates — a  47%  gain  over  1992 — and  dollar  volume 
was  $200  billion,  a  60%  increase  over  the  previous  year. 

adrs  often  consist  of  more  than  one  local  share;  this 
makes  the  ADR  price  more  attractive  for  individual  and 
institutional  investors.  Example:  Glaxo  trades  in  London 
for  $8  a  share;  the  Glaxo  ADR  traded  here  represents  two 
London  shares  and  is  priced  at  $16. 

David  Herro,  portfolio  manager  of  the  Oakmark  Inter- 
national Fund,  a  $1 .4  billion  (net  assets)  fund  that  focuses 
on  value-oriented  foreign  stocks,  thinks  that  the  recent 
drop  in  world  markets  makes  foreign  shares,  and  therefore 
adrs,  all  the  more  attractive.  One  of  his  picks  is  Telefonos 
de  Mexico.  "It  is  the  cheapest  phone  company  in  the 
world,"  says  Herro.  "They  have  very  little  debt,  and  this  is 
after  installing  almost  a  million  lines  a  year."  Other  stocks 
on  Herro's  recommended  list:  Total  and  Alcatel  Alsthom 
of  France,  and  health  care  products  company  Wellcome  in 
the  U.K.  -Steven  K\mos 


Company/business 

Country 

ADR 

-EPS 

P/E 

Price/ 

Yield 

Ordinary 

price 

1993 

1994E 

1994E 

cash  flow 

(%) 

shares 

($US) 

($) 

($) 

per  ADR 

•  Ahold/retailing 

Netherlands 

25¥4 

1.59 

1.82 

14.1 

6.3 

1.8 

1.00 

•  Akzo  Nobel  Group/chemicals 

Netherlands 

56% 

3.54 

4.22 

13.4 

7.3 

3.1 

0.50 

•  Alcatel  Alsthom/elec  &  electron 

France 

21% 

1.75 

1.58 

13.7 

6.2 

3.7 

0.20 

•  Aracruz  Celu  lose/forest  products 

Brazil 

9% 

-0.28E 

0.19 

51.3 

48.8 

0.0 

5.00 

•  Automated  Security/electronic  comp 

UK 

3% 

0.24 

0.22 

16.1 

1.8 

5.2 

2.00 

•  B.A.T  Industries/bev  &  tobacco 

UK 

12% 

1.16 

1.23 

10.0 

8.1 

6.1 

2.00 

BASF  Group/chemicals 

Germany 

37% 

1.77 

1.59 

23.8 

4.5 

3.7 

0.20 

•  Bass/bev  &  tobacco 

UK 

15% 

1.11 

1.14 

13.7 

8.9 

4.8 

2.00 

Bayer  Group/chemicals 

Germany 

220'/2 

12.10 

15.42 

14.3 

6.0 

4.3 

1.00 

•  Benetton/textile,  apparel 

Italy 

35% 

1.62 

1.75 

20.3 

14.8 

1.4 

2.00 

Prices  as  of  May  31,  1994.  "Sponsored  American  Depositary  Receipt,  a:  American  Stock  Exchange,  n:  New  York  Stock  Exchange.  0:  Over-the-counter,  q:  Nasdaq. 
E:  Estimate.  NA:  Not  available.  NM:  Not  meaningful. 

Sources:  Worldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  The  Bank  of  New  York;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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Exch 

Company/business 

Countrv 

ADR 
Hun 

FPS 

P/E 

Price/ 

Yield 

Ordinary 

price 

1993 

1994E 

1994E 

cash  flow 

(%) 

shares 

($US) 

($) 

($) 

per  ADR 

n 

•  British  Airways/airlines 

UK 

571/s 

4.71 

5.05 

11.3 

6.6 

3.6 

10.00 

n 

•  British  Gas/utilities 

UK 

40 

-0.99 

3.35 

11.9 

9.8 

6.8 

10.00 

n 

•  British  Petroleum/energy 

UK 

69% 

2.04 

3.86 

18.1 

7.4 

2.7 

12.00 

n 

•  British  Steel/metals-steel 

UK 

20% 

0.45E 

1.34 

15.3 

16.3 

1.0 

10.00 

n 

•  British  Telecommunications/telecomm 

UK 

543/4 

4.29 

4.61 

11.9 

5.8 

5.5 

10.00 

n 

•  Broken  Hill  Proprietary/energy 

Australia 

53% 

2.54E 

2.74 

19.7 

11.8 

2.4 

4.00 

n 

•  Buenos  Aires  Embotelladora/bev  &  tobacco 

Argentina 

34% 

1.57 

1.71 

20.3 

NA 

1.3 

2.00 

h 

•  Cable  &  Wireless/telecomm 

UK 

19% 

1.07 

1.17 

16.8 

104 

2.2 

3.00 

q 

•  Cadbury  Schweppes/food,  household 

UK 

27% 

1.84 

1.99 

14  0 

9.9 

3.9 

4.00 

q 

•  Canon/leisure  goods 

Japan 

83 

1.21 

1.71 

48.5 

9.2 

0.7 

5.00 

0 

•  Cathay  Pacific  Airways/airlines 

Hong  Kong 

7% 

0.52 

0.59 

12.2 

7.6 

3.8 

5.00 

0 

•  Cheung  Kong/real  estate 

Hong  Kong 

5 

0.58 

0.69 

7.3 

8.7 

2.0 

1.00 

0 

•  China  Light  &  Power/utilities 

Hong  Kong 

51/2 

0.23 

0.31 

17.8 

17.0 

2.3 

1.00 

n 

•  Coca-Cola  Femsa/bev  &  tobacco 

Mexico 

31% 

1.40 

1.58 

19.7 

0.1 

0.0 

10.00 

n 

•  Coles  Myer/retailing 

Australia 

25% 

1.70 

1.83 

13.8 

7.6 

4.5 

8.00 

q 

•  Compania  Cervecerias/bev  &  tobacco 

Chile 

24V4 

0.95 

1.25 

19.4 

NA 

1.1 

5.00 

n 

•  Compania  Tele  de  Chile/telecomm 

Chile 

91 

4.15 

4.99 

18.2 

12.2 

2.4 

17.00 

0 

•  CS  Holding  Group/banking 

Switzerland 

22V8 

1.74 

2.00 

11.0 

10.3 

2.6 

0.05 

n 

•  Daimler-Benz  Group/automobiles 

Germany 

49 

0.78 

1.13 

43.4 

5.7 

1.4 

0.10 

q 

DeBeers  Consolidated/diamond  mining 

South  Africa 

2P/8 

1.80 

1.85 

11.4 

62.4 

3.5 

1.00 

0 

Deutsche  Bank  Group/banking 

Germany 

447V2 

27.82 

33.33 

13.4 

13.0 

3.2 

1.00 

0 

•  Dresdner  Bank/banking 

Germany 

22% 

1.60 

1.77 

12.9 

6.0 

5.2 

0.10 

n 

•  Elf  Aquitaine  Group/energy 

France 

36% 

0.25 

1.16 

31.4 

5.5 

4.8 

0.50 

n 

•  Empresas  ICA/construction 

Mexico 

26% 

1.86 

1.75 

15.3 

9.1 

0.5 

1.00 

q 

•  LM  Ericsson/elec  &  electron 

Sweden 

48% 

1.70 

1.93 

25.3 

14.1 

1.2 

1.00 

n 

•  Fiat  Group/automobiles 

Italy 

21% 

-1.40 

-0.27 

NM 

23.5 

0.0 

5.00 

0 

•  Fletcher  Challenge/forest  products 

New  Zealand 

18% 

1.25 

0.73 

25.8 

3.5 

4.4 

10.00 

q 

Fuji  Photo  Film/leisure  goods 

Japan 

43% 

2.08 

2.40 

18.0 

8.0 

0.8 

2.00 

q 

•  Gambro/personal  care 

Sweden 

45% 

2.59 

3.01 

15.2 

10.2 

0.4 

1.00 

n 

•  Glaxo  Holdings/personal  care 

UK 

16% 

1.30 

1.38 

11.7 

11.4 

5.1 

2.00 

n 

•  Grand  Metropolitan/multi-industry 

UK 

im 

1.22 

1.93 

13.7 

10.2 

3.7 

4.00 

0 

•  Groupe  Danone/food,  household 

France 

29% 

1.87 

1.94 

15.4 

9.5 

1.8 

020 

0 

•  Groupe  Havas/services 

France 

20% 

0.68 

0.70 

28.7 

13.8 

2.6 

0.25 

0 

•  Guinness/bev  &  tobacco 

UK 

36 

1.70 

2.40 

15.0 

12.2 

3.4 

5.00 

n 

•  Hafslund  Nycomed/personal  care 

Norway 

16 

1.55 

1.64 

9.8 

6.7 

3.9 

1.00 

n 

•  Hanson/multi-industry 

UK 

19% 

1.16 

1.14 

16.8 

11.1 

5.6 

5.00 

n 

•  Hitachi/elec  &  electron 

Japan 

103 

1.86 

1.94 

53.1 

5.3 

1.0 

10.00 

n 

•  Honda  Motor/automobiles 

Japan 

35% 

0.45 

0.63 

56.8 

10.2 

0.7 

2.00 

n 

•  Hong  Kong  Telecomm/telecomm 

Hong  Kong 

58% 

2.55 

2.92 

20.0 

19.2 

2.9 

30.00 

0 

Hutchison  Whampoa/multi-industry 

Hong  Kong 

22 

1.11 

1.34 

16.4 

22.4 

2.0 

5.00 

n 

•  Imperial  Chemical  Industries/chemicals 

UK 

48% 

1.15 

1.87 

26.0 

11.1 

4.2 

4.00 

n 

•  Istituto  Mobiliare  Italiano/banking 

Italy 

231/s 

1.63 

1.64 

14.0 

NA 

3.3 

3.00 

q 

•  Ito-Yokado/retailing 

Japan 

205% 

5.29 

6.64 

30.9 

15.6 

0.6 

4.00 

0 

•  Jardine  Matheson  Holdings/multi-mdustry 

Hong  Kong 

81/8 

0.67 

0.74 

11.0 

11.3 

2.7 

1.00 

q 

Kirin  Brewery/bev  &  tobacco 

Japan 

118% 

3.67 

4.14 

28.6 

13.9 

0.8 

10.00 

Prices  as  of  May  31, 1994.  ^Sponsored  American  Depositary  Receipt,  a:  American  Stock  Exchange,  n:  New  York  Stock  Exchange.  0:  Over-the-counter,  q:  Nasdaq. 
E:  Estimate.  NA:  Not  available.  NM:  Not  meaningful. 

Sources:  Worldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  The  Bank  of  New  York;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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£xch 

Company/business 

Country 

ADR 

-EPS 

P/E 

Price/ 

Yield 

Ordinary 

price 

1993 

1994E 

1994E 

cash  flow 

(%) 

shares 

($US) 

($) 

($) 

per  ADR 

•  KLM  Royal  Dutch  Airlines/airlines 

Netherlands 

27% 

0.86 

1.67 

16.7 

8.3 

0.0 

1.00 

Kloof  Gold  Mining/gold  mining 

South  Africa 

9% 

0  26 

0.47 

21.1 

17.5 

3.7 

1.00 

0 

•  Komatsu/rnachinery  &  eng 

Japan 

184% 

0.46 

'  1.44 

NM 

21.1 

0.8 

20.00 

n 

•  Kubota/machinery  &  eng 

Japan 

134V8 

0.70E 

1.02 

NM 

25.1 

0.9 

20.00 

n 

•  Kyocera/electronic  comp 

Japan 

129 

3.65 

2.95 

43.7 

19.1 

0.7 

2.00 

o 

L'Oreal  Group/personal  care 

France 

40% 

1.57 

1.78 

23.0 

17.6 

1.3 

0.20 

q 

•  LVMH  Group/bev  &  tobacco 

France 

30% 

1.41 

1.66 

18.6 

14.2 

2.6 

0.20 

q 

•  Makita/elec  &  electron 

Japan 

20% 

0.45 

0.53 

39.1 

20.2 

0.7 

1.00 

n 

•  Matsushita  Electric  Ind/appliances 

Japan 

174% 

1.08 

2.58 

67.7 

7.0 

0.7 

10.00 

n 

•  Mitsubishi  Bank/banking 

Japan 

26% 

0.15 

0.13 

NM 

49.8 

0.3 

1.00 

q 

•  NEC/elec  &  electron 

Japan 

56% 

0.20 

0.43 

NM 

8.2 

0.8 

5.00 

0 

•  Nestle/food,  household 

Switzerland 

79Ve 

5.18 

5.96 

13.3 

8.9 

2.3 

0.10 

n 

•  News  Corp/media 

Australia 

53% 

2.82 

3.80 

14.0 

10.9 

0.3 

8.00 

0 

Nintendo/leisure  goods 

Japan 

8 

0.45 

0.50 

15.8 

14.7 

1.1 

0.13 

q 

•  Nissan  Motor/automobiles 

Japan 

16% 

-0.64 

-0.26 

NM 

9.3 

0.8 

2.00 

n 

•  Norsk  Hydro/energy 

Norway 

33Vs 

2.06 

1.51 

22.0 

6.6 

1.5 

1.00 

n 

•  Novo-Nordisk/personal  care 

Denmark 

25% 

5.68 

6.61 

3.8 

10.9 

2.6 

1.00 

q 

•  Pacific  Dunlop/multi-industry 

Australia 

13% 

0.80 

0.90 

15.1 

11.0 

4.7 

4.00 

0 

•  Pernod  Ricard/bev  &  tobacco 

France 

16% 

1.00 

1.09 

15.2 

11.9 

2.4 

0.25 

0 

•  Petrofina/energy 

Belgium 

31% 

0.89 

1.18 

27.1 

8.3 

2.6 

0.10 

n 

•  Philips  Group/appliances 

Netherlands 

27% 

3.31 

2.30 

12.1 

3.7 

1.0 

1.00 

n 

•  Pioneer  Electronic/appliances 

Japan 

1V/2 

0.09 

0.30 

NM 

15.9 

0.9 

1.00 

n 

•  Repsol/energy 

Spain 

3l1/2 

2.10 

2.35 

13.4 

7.9 

2.7 

1.00 

q 

•  Reuters  Holdings/financial  svcs 

UK 

42Va 

0.81 

0.97 

43.3 

15.0 

1.3 

3.00 

n 

•  Royal  Dutch/Shell  Group/energy 

Netherlands 

105V2 

5.39 

6.83 

15.4 

8.1 

4.4 

1.00 

n 

•  Shanghai  Petrochemical/chemicals 

China 

27Vs 

3.12 

2.18 

12.4 

NA 

6.4 

100.00 

0 

Siemens  Group/elec  &  electron 

Germany 

84% 

3.98 

4.34 

19.5 

6.0 

2.7 

0.20 

n 

•  SmithKline  Beecham/personal  care 

UK 

29 

2.29 

2.39 

12.2 

10.3 

3.5 

5.00 

n 

•  Sony/appliances 

Japan 

59% 

0.39 

1.04 

57.0 

8.0 

0.8 

1.00 

0 

Swire  Pacific/multi-industry 

Hong  Kong 

15'/2 

0.76 

1.02 

15.3 

13.4 

1.9 

2.00 

n 

•  Tele  Danmark/telecomm 

Denmark 

25 

0.92 

1.45 

17.2 

8.3 

3.5 

0.50 

0 

•  Telebras/telecomm 

Brazil 

38 

1.49E 

2.48 

15.3 

1.8 

3.1 

1,000.00 

n 

•  Telecom  Corp  New  Zealand/telecomm 

New  Zealand 

46% 

2.40E 

2.91 

16.0 

11.1 

3.4 

16.00 

n 

•  Telefonica/telecomm 

Spain 

40% 

2.14 

2.45 

16.6 

3.3 

3.4 

3.00 

n 

•  Telefonica  de  Argentina/telecomm 

Argentina 

73% 

2.60 

3.11 

23.7 

12.9 

0.7 

10.00 

n 

•  Telefonos  de  Mexico/telecomm 

Mexico 

62 

5.46 

5.88 

10.5 

7.1 

2.4 

20.00 

n 

•  Total  Group/energy 

France 

27% 

1.19 

1.46 

18.9 

8.7 

3.6 

0.50 

q 

Toyota  Motor/automobiles 

Japan 

10% 

0.77 

0.59 

68.3 

11.9 

0.9 

2.00 

n 

•  Unilever/food,  household 

UK 

61V2 

4.15 

5.11 

12.0 

9.4 

2.4 

4.00 

0 

•  United  Overseas  Bank/banking 

Singapore 

16V4 

0.81 

0.94 

17.3 

14.0 

1.2 

2.00 

•  Vodafnnp  (irniin/tplprnrnm 

UK 

80% 

3.64 

4.12 

19.5 

17.8 

1.4 

10.00 

0 

•  Volkswagen  Group/automobiles 

Germany 

58% 

-6.17 

0.52 

NM 

6.0 

0.6 

0.20 

n 

•  Wellcome/personal  care 

UK 

8% 

0.75 

0.76 

11.0 

9.2 

3.1 

1.00 

n 

•  Western  Mining/metals-nonfer 

Australia 

im 

0.47 

0.39 

57.7 

21.5 

1.2 

4.00 

n 

•  YPF/energy 

Argentina 

26% 

2.00 

2.00 

13.4 

8.8 

2.6 

1.00 

Prices  as  of  May  31,  1994.  ^Sponsored  American  Depositary  Receipt,    a:  American  Stock  Exchange,  m  New  York  Stock  Exchange.  0:  Over-the-counter,  q:  Nasdaq. 

E:  Estimate.  NA:  Not  available.  NM:  Not  meaningful. 

Sources:  Worldscope/Disclosure  Partners  and  IBES,  Inc.  via  Randall-Helms  DataScreen  II;  The  Bank  of  New  York;  Morgan  Stanley  Capital  International  Perspective;  Forbes. 
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Introducing  our  new  look 

(Boy,  we  hope  you  like  it.  We're  putting  it  on  everything.) 

We're  changing  our  look  to  FedEx!  Isn't  that  what  you  call  us  anyway? 

tOurMost  Important  Package  Is  Yours® 


1994  Federol  Express  Corporaiion 


THE  100  LARGEST  O.S.  M  OUT  NATIONALS 


the  welcome 
carpet 

Aside  from  a  few  Marxist/Leninist  stragglers,  no  one  in 
the  developing  countries  yells  "Yanqui  go  home!"  to  U.S. 
multinational  corporations  anymore.  Instead  it's  more 
likely:  "Hey,  how  about  investing  some  capital  and  know- 
how  our  way?" 

Last  year  aggregate  foreign  sales  of  the  100  largest  U.S.- 
based  multinationals  totaled  $703  billion.  For  the  eighth 
straight  year,  the  top  five  companies  on  our  list  were 
Exxon,  General  Motors,  Mobil,  IBM  and  Ford  Motor.  But 
don't  think  these  five  will  always  be  there.  Last  year  their 
aggregate  foreign  sales  fell  by  $14  billion.  Much  of  the 
slack  was  taken  up  by  new  U.S.  technology  leaders  that  are 
thrusting  into  overseas  markets — Compaq  Computer,  for 
example,  and  Intel.  Both  made  strong  sales  gains  in 
Europe. 

Along  with  computers  and  communications  compa- 


nies, America's  makers  and  marketers  of  consumer  brand- 
ed goods  are  benefiting  from  a  craze  for  things  American. 
In  soft  drinks  and  snack  foods,  for  example,  Coca-Cola 
improved  foreign  sales  by  7%  last  year,  while  PepsiCo 
showed  a  24%  gain.  And  in  consumer  products,  Gillette 
was  up  2%. 

Another  growth  area  for  U.S.  multinationals:  financial 
services.  American  International  Group,  the  insurance 
colossus,  and  Bank  of  Boston  each  generated  over  $1 
billion  of  new  revenues  abroad  last  year.  And  look  at 
Merrill  Lynch,  which  is  underwriting  European  equity 
privatizations,  Euromarket  debt  issues  and  derivative 
products.  One  year  ago  Merrill  Lynch  failed  to  make  our 
list.  Now  it  is  ranked  number  45,  with  an  estimated  $4.2 
billion  in  foreign  revenue. 

-Brian  Zajac 


1993 

Company 

—Revenue- 

—Net  profit1 — 

— Assets — 

Rank 

foreign 

total 

foreign 

foreign 

total 

foreign 

foreign 

total 

foreign 

($mfi) 

($mil) 

as% 

($mil) 

($mil) 

as% 

($mil) 

($mil) 

as% 

of  total 

of  total 

of  total 

1 

Exxon 

75,639 

97,825 

77.3 

4,066 

5,280 

77.0 

47,445 

84,145 

56.4 

2 

General  Motors 

38,646 

138,220 

28.0 

2,244 

2,466 

91.0 

40,145 

188,034 

21.3 

3 

Mobil 

38,5352 

57.0772 

67.5 

1,9173 

2,401s 

79.8 

25,420 

40,585 

62.6 

4 

IBM 

37,013 

62,716 

59.0 

-2,389 

-7,987 

D-D 

44,703 

81,113 

55.1 

5 

Ford  Motor 

32,860 

108,521 

30.3 

-293 

2,529 

D-P 

51,669 

198,938 

26.0 

6 

Texaco4 

24,292 

45,395 

53.5 

7603 

1.4683 

51.8 

11,895 

30,410 

39.1 

7 

Citicorp 

20,762 

32,196 

64.5 

1,560 

1,919 

81.3 

117,123s 

228,240s 

51.3 

8 

El  du  Pont  de  Nemours 

16,756 

32,621 

51.4 

565 

566 

99  8 

13,807 

37,053 

37.3 

9 

Chevron4 

16,601 

40,352 

41.1 

848 

1,265 

67.0 

20,541 

37.223 

55.2 

10 

Procter  &  Gamble 

15,856 

30,433 

52.1 

175 

269 

65.1 

10,157 

24,935 

40.7 

1From  continuing  operations,  includes  other  income.  3Net  income  before  corporate  expense.  "Includes  proportionate  interest  in  unconsolidated  subsidiaries 
or  affiliates.  5Average  assets.  6Excludes  Canadian  operations.  7Net  income  before  minority  interest.  e0peratmg  profit.  9Pretax  income.  D-D:  Deficit  to 
deficit.    D-P:  Deficit  to  profit.    P-D:  Profit  to  deficit.    E:  Estimate.    NA:  Not  available. 
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1993    Company   Revenue  Net  profit1    Assets 


Rank 

f  nro<  an 

lurcign 

total 

foreign 

TOicign 

total 

f  r\ro  i  art 
lUiclgll 

fnroicrn 
lUlClgll 

total 
III  la  1 

f  r  re>  ion 
lUlClgl  1 

($mil) 

($mil) 

as% 

($mil) 

($mil) 

as% 

($mil) 

($mil) 

as% 

of  total 

of  total 

of  total 

11 

Philip  Morris  Cos 

15,315 

50,621 

30.3 

1,278 

3,568 

35.8 

15,619 

51,205 

30.5 

12 

Hewlett-Packard 

10,971 

20,317 

54.0 

675 

1,177 

57.3 

7,508 

16,736 

44.9 

13 

American  Intl  Group 

10,148s 

20,135 

50.4 

1,034s 

1,918 

53.9 

36,532s 

101,015 

36.2 

14 

General  Electric 

10,036 

60,562 

16.6 

323 

4,424 

7.3 

31,791 

251,506 

12.6 

15 

Coca-Cola 

9,351 

13,957 

67.0 

1,484 

2,188 

67.8 

5,844 

12,021 

48.6 

16 

Xerox4 

9,242 

19,434 

47.6 

141 

-189 

P-D 

10,119 

39,677 

25.5 

17 

Digital  Equipment 

9,152 

14,371 

63.7 

114 

-251 

P-D 

6,641 

10,950 

60.6 

18 

Dow  Chemical 

8,775 

!8,060 

48.6 

2797 

9197 

30.4 

10,602 

25,505 

41.6 

19 

United  Technologies 

8.1482 

21.0812 

38.7 

3657 

5737 

63.7 

4,403 

15,618 

28.2 

20 

Eastman  Kodak 

7,980 

16,364 

48.8 

197 

475 

41.5 

6,588 

20,325 

32.4 

21 

Motorola 

7,450E 

16,963 

43.9 

867 

1,022 

84.8 

4,674 

13,498 

34.6 

22 

ITT 

7,411 

22,762 

32.6 

2337 

9377 

24.9 

7,318 

70,560 

10  4 

23 

Johnson  &  Johnson 

6,935 

14,138 

49.1 

975 

1,787 

54.6 

5,380 

12,242 

43.9 

24 

Minn  Mining  &  Mfg 

6,894 

14,020 

49.2 

3387 

1.2957 

26.1 

4,874 

12,197 

40.0 

25 

PepsiCo 

6,712 

25,021 

26.8 

607 

1,588 

38.2 

6,922 

23,706 

29.2 

26 

JP  Morgan  &  Co 

6,255 

11,941 

52.4 

1,191 

1,723 

69.1 

60,522 

133,888 

45.2 

27 

Chrysler 

5,7532 

43.6002 

13.2 

447 

2,415 

18.5 

6,205 

43,830 

14.2 

28 

Amoco 

5.7402 

25,7932 

22.3 

552 

1,820 

30.3 

8,454 

28,486 

29.7 

29 

AT&T 

5,576 

67,156 

8.3 

170 

3,974 

4.3 

6,901 

60,766 

11.4 

30 

UAL 

5,560 

14,511 

38.3 

NA 

-31 

NA 

NA 

12,840 

NA 

31 

Chase  Manhattan 

5,545 

11,417 

48.6 

861 

466 

184.8 

30,460 

102,103 

29.8 

32 

Sara  Lee 

5,172 

14,580 

35.5 

291 

704 

41.3 

4,893 

10,862 

45.0 

33 

Bank  of  Boston 

4,962 

7,396 

67.1 

79 

275 

28.7 

9,386 

40,588 

23.1 

34 

Goodyear  Tire  &  Rubber 

4,866 

11,643 

41.8 

200 

489 

40.9 

3,226 

8,436 

38.2 

35 

Bankers  Trust  New  York 

4,858 

7,800 

62.3 

865 

1,070 

80.8 

47,804 

92,082 

51.9 

36 

Bristol-Myers  Squibb 

4,686 

11,413 

41.1 

662 

1,959 

33.8 

2,980 

12,101 

24.6 

37 

Colgate-Palmolive 

4,608s 

7,141 

64.5 

367 

548 

67.0 

2,700s 

5,761 

46.9 

38 

Merck 

4,584 

10,498 

43.7 

707s 

3,085s 

22.9 

3,545 

19,928 

17.8 

39 

Atlantic  Richfield 

4,373 

17,189 

25.4 

77 

269 

28.6 

5,166 

23,894 

21.6 

40 

Intel 

4,366 

8,782 

49.7 

839 

2,295 

36.6 

2,192 

11,344 

19.3 

41 

Salomon 

4,361 

8,799 

49.6 

853 

864 

98.7 

78,100 

184,835 

42.3 

42 

CPC  International 

4,326 

6,738 

64.2 

2757 

4747 

58.0 

3,289 

5,061 

65.0 

43 

RJR  Nabisco 

4.200E 

15,104 

27.8 

2809 

1119 

252.3 

4,031 

31.295 

12.9 

44 

American  Express 

4,180 

14,173 

29.5 

465 

1,605 

29.0 

19,124 

94,132 

20.3 

45 

Merrill  Lynch 

4.150E 

16,588 

25.0 

702 

1,394 

50.4 

51,311 

152,910 

33.6 

46 

Aflac 

4,127 

5,001 

82.5 

217 

244 

88.9 

13,656 

15,443 

88  4 

47 

Woolworth 

4,028 

9,626 

41.8 

-171 

-495 

D-D 

2,084 

4,593 

45.4 

48 

AMR 

3,909 

15,816 

24.7 

NA 

-96 

NA 

NA 

19,326 

NA 

49 

Alcoa 

3,777 

9,056 

41.7 

4357 

2017 

216.4 

4,996 

11,597 

43.1 

50 

Unisys 

3,670 

7,743 

47.4 

115 

362 

31.8 

1,339 

7,519 

17.8 

51 

American  Brands 

3,667 

8,288 

44.2 

406 

668 

60.8 

3,986 

16,339 

24.4 

52 

Gillette 

3,651 

5,411 

67.5 

262 

427 

61.4 

3,353 

5,102 

65.7 

53 

Apple  Computer 

3,589 

7,977 

45.0 

357 

87 

410.3 

1,773 

5,171 

34.3 

54 

Sears,  Roebuck 

3,550 

50,838 

7.0 

8 

2,409 

0.3 

2,691 

90,808 

3.0 

55 

Compaq  Computer 

3,521s 

7,191 

49.0 

294 

462 

63.6 

1,652s 

4,084 

40.5 

'From  continuing  operations,  includes  other  income.  3Net  income  before  corporate  expense.  '•Includes  proportionate  interest  in  unconsolidated  subsidiaries 
or  affiliates.  5Average  assets.  6Excludes  Canadian  operations.  7Net  income  before  minority  interest.  "Operating  profit.  9Pretax  income.  D-D:  Deficit  to 
deficit.    D-P:  Deficit  to  profit.    P-D:  Profit  to  deficit.    E:  Estimate.    NA:  Not  available. 
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COPIERS,  FAX  MACHINES  AND  A 
GOOD  NIGHT'S  SLEEP. 

Whe  n  you  buy,  lease  or  rent  a  Savin  copier  or  fax  machine, 
you  can  rest  easy. 

Because  you'll  be  getting  a  lot  more  than  the  legendary 
quality  and  reliability  our  copiers  and  fax  machines  are  known  for. 

Our  experts  will  give  you  the  security  of  knowing  that  you're 
getting  all  the  copier  or  fax  machine  you  need.  And  put  you  at  ease 
with  state-of-the-art  machines  that  are  remarkably  easy  to  use. 

\ou'll  also  get  the  peace  of  mind  that  comes  with  having  the 
full  support  of  all  of  us  at  Savin. 

We  're  people  with  35  years  of  experience  at  understanding 
the  way  people  work.  And  what  it  takes  to  run  a  business.  A 
nationwide  network  of  professionals  who  make  it  our  business  to 
act  as  partners.  To  help  you  run  your  business  more  productively. 

So,  before  you  decide  on  another  copier  or  another  fax 
machine,  call  your  local  Savin  dealer  or  branch  office.  And  relax. 

Life  should  be  so  simple.  ^_  ^_  _  __  ^_ 

savin 

©  1  994  Savin  Corporation 


i  r»n  o 

Company 

— Revenue — 

—Net  profit1— 

— Assets — 

ndiin 

Torcign 

fatal 

loiai 

foreign 

foreign 

fatal 
I  Old! 

foreign 

Torcign 

fatal 

f/troicrn 
luiclgl  1 

($mil) 

(Smil) 

as  % 

as  % 

f$mil) 

(Smil) 

14*'''*' 

as% 

of  total 

of  total 

of  total 

56 

McDonald's 

3,477 

7,408 

46.9 

488 

1,083 

45.1 

5,650 

12,035 

46.9 

57 

Pfizer 

3,472 

7,478 

46.4 

2757 

6607 

41.7 

3,755 

9,331 

40.2 

58 

Safeway 

3,459 

15,215 

22.7 

-11 

123 

D-P 

991 

5,075 

19.5 

59 

Chemical  Banking 

3,394 

12,427 

27.3 

576 

1,569 

36.7 

35,355 

149,888 

23.6 

60 

Kmart4 

3,380 

37,312 

9.1 

NA 

-328 

NA 

NA 

17,867 

NA 

61 

Tenneco 

3,367 

13,255 

25.4 

178 

451 

39.5 

3,489 

15,373 

22.7 

62 

Texas  Instruments 

3,209 

8,523 

37.7 

NA 

476 

NA 

2,249 

5,993 

37.5 

63 

Abbott  Laboratories 

3,061 

8,408 

36.4 

286 

1,399 

20.4 

2,027 

7,689 

26.4 

64 

HJ  Heinz 

3,053 

7,103 

43.0 

292 

530 

55.1 

2,891 

6,821 

42.4 

65 

Warner-Lambert 

3,047 

5,794 

52.6 

199 

285 

69.8 

2,235 

4,828 

46.3 

66 

Rhone-Poulenc  Rorer 

2,900 

4,019 

72.2 

201 

421 

47.7 

2,584 

4,050 

63.8 

67 

International  Paper 

2.860E 

13,685 

20.9 

-53 

289 

D-P 

4,332 

16,631 

26.0 

68 

BankAmerica 

2,847 

15,900 

17.9 

538 

1,954 

27.5 

31,465 

186,933 

16.8 

69 

Cigna 

2,821 

18,402 

15.3 

-17 

234 

D-P 

8,945 

84,975 

10.5 

70 

Monsanto 

2,740 

7,902 

34.7 

115 

494 

23.3 

2,685 

8,640 

31.1 

71 

American  Home  Products 

2,609 

8,305 

31.4 

292 

1,469 

19.9 

1,951 

7,687 

25.4 

72 

AlliedSignal 

2,607 

11,827 

22.0 

86 

656 

13.1 

2,186 

10,829 

20.2 

73 

Emerson  Electric 

2,606 

8,174 

31.9 

170 

708 

24.0 

2,719 

7,814 

34.8 

74 

Ralston-Purina  Group 

2,593 

5,915 

43.8 

76 

284 

26.8 

1,588 

4,294 

37.0 

75 

Delta  Air  Lines 

2,580 

11,997 

21.5 

NA 

-415 

NA 

NA 

11,871 

NA 

76 

Archer  Daniels  Midland 

2,545 

9,811 

25.9 

228 

738s 

3.0 

925 

8,404 

11.0 

77 

Halliburton 

2,5332 

6.3512 

39.9 

-1127 

-1637 

D-D 

1,787 

5,403 

33.1 

78 

Kellogg 

2,512 

6,295 

39.9 

229 

681 

33.6 

1,789 

4,237 

42.2 

79 

Kimberly-Clark4 

2,499 

7,647 

32.7 

78 

511 

15.3 

2,553 

6,731 

37.9 

80 

GTE 

2,482 

19,748 

12.6 

371 

990 

37.5 

6,096 

41,575 

14.7 

81 

Eli  Lilly 

2,471 

6,452 

38.3 

269 

491 

54.8 

2,890 

9,624 

30.0 

82 

Avon  Products 

2,449 

4,008 

61.1 

1547 

2577 

59.9 

946 

1,958 

48.3 

83 

Whirlpool 

2.4106 

7,533 

32.0 

1077 

2437 

44.0 

1,758s 

6,047 

29.1 

84 

TRW 

2,305 

7,948 

29.0 

-17 

220 

D-P 

1,508 

5,336 

28.3 

85 

Caterpillar 

2,301 

11,615 

19.8 

468 

626s 

7.3 

2,535 

14,807 

17.1 

86 

Baxter  International 

2,298 

8,879 

25.9 

206 

-268 

P-D 

1,929 

10,545 

18.3 

87 

Price/Costco 

2,297 

15,498 

14.8 

448 

3998 

11.0 

485 

3,940 

12.3 

88 

Fluor 

2,222 

7,850 

28.3 

60 

167 

35.9 

327 

2,589 

12.6 

89 

Time  Warner4 

2,167 

14,544 

14.9 

-19 

-164 

D-D 

2,564 

29,467 

8.7 

90 

Federal  Express 

2,140 

7,808 

27.4 

-1828 

377s 

D-P 

1,360 

5,793 

23.5 

91 

Deere  &  Co 

2,119 

7,694 

27.5 

-117 

184 

D-P 

1,879 

11,352 

16.6 

92 

Manpower 

2,112 

3,180 

66.4 

408 

948 

42.6 

599 

833 

71.9 

93 

Honeywell 

2,068 

5,963 

34.7 

120 

322 

37.3 

1,469 

4,598 

31.9 

94 

Schering-Plough 

2,056 

4,341 

47.4 

365 

825 

44.2 

1,422 

4,317 

32.9 

95 

Rockwell  International 

2,039s 

10,840 

18.8 

95 

562 

16.9 

1,8466 

9,885 

18.7 

96 

Quaker  Oats 

2,025 

5,731 

35.3 

51 

287 

17.8 

850 

2,816 

30.2 

97 

Sun  Microsystems 

1.988 

4,309 

46.1 

60 

157 

38.2 

1,187 

2,768 

42.9 

98 

Phillips  Petroleum 

1,975 

12,309 

16.0 

204 

245 

83.3 

2,305 

10,868 

21.2 

99 

AMP 

1,960 

3,451 

56.8 

118 

297 

39.7 

1,499 

3,118 

48.1 

100 

Campbell  Soup 

1.930E 

6,586 

29.3 

-128 

257 

D-P 

2,211 

4,898 

45.1 

'From  continuing  operations,  includes  other  income.  3Net  income  before  corporate  expense.  "Includes  proportionate  Interest  In  unconsolidated  subsidiaries 
or  affiliates.  5Average  assets.  6Excludes  Canadian  operations.  7Net  income  before  minority  interest.  'Operating  profit.  9Pretax  income.  D-D:  Deficit  to 
deficit.    D-P:  Deficit  to  profit.    P-D:  Profit  to  deficit.    E:  Estimate.    NA:  Not  available. 
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SPECIAL    ADVERTISING  SUPPLEMENT 


By  Francy  Blackwood 


With  it 


ous  Mediterranean  climate, 


spectacular  setting  and  magnificent  vistas,  San  Francisco  is 

■  V    i  S^MB^'T  "  it 

unquestionably  a  charmer.  But  the  city  is  much  more  than  just 
a  pretty  face.  In  fact,  San  Francisco  is  a  dynamic  business 
environment  with  access  to  capital,  brainpower,  global  markets 
and  an  exceptionally  talented  work  force.  For  any  business 
that  thrives  on  knowledge,  new  ideas  or  technological 


innovation,  San  Francisco  is  one  place  that  has  them  all. 

Since  its  colorful  Gold  Rush  days,  San  Francisco 
has  been  a  mecca  for  doers  and  dreamers.  Today  its  strength, 
energy  and  entrepreneurial  vision  are  driving  business  toward 
prosperity  in  the  21st  century. 

1  HHm»i*  ';  Photo:  San  Francisco  Convenlion  &  Visitors  Bureau 


upanetwai 


In  the  business  of  computer  hardware, 
putting  your  distribution  network  together 
is  no  peripheral  issue. 
Indeed,  your  strategy  for  getting  product  to  market  can  be 
a  major  competitive  strength.  And  a  means  of  adding  profits 
to  the  bottom  line.  Provided  you  connect  with  a  creative 
logistics  partner  like  Menlo  Logistics,  a  CF  company. 

Forward-thinking  companies  in  many  industries  have 
shortened  response  times  and  cut  both  inventory  and 
transportation  costs  by  working  with  Menlo  Logistics.  Our 
experienced  professionals  design  and  administer  state- 
of-the-art  solutions  customized  to  your  logistical  needs. 

Using  the  most  advanced  information  technology, 
we'll  handle  everything  from  dedicated  warehousing 
and  contract  carriage  to  inventory  control  and  order  ful- 
fillment. So  you're  free  to  focus  on  running  your  business. 

As  part  of  the  CF  family  of  companies,  Menlo  Logistics  brings  you  a  solid  foundation  of 
transportation  know-how.  Along  with  a  commitment  to  satisfying  customers  -  ours  and  yours. 

So  get  an  edge  on  your  competition.  Hook  up  with  Menlo  Logistics.  And  see  what  a  better 
logistics  network  can  do  for  your  net  profits.  For  more  information,  call  (415)  327-1693. 


CORSOLIDRTED  FREIGHTUJRVS,  IRC. 


WE  PUT  YOU  MILES  AHEAD 


The 
Company 


Menlo  Logistics,  our  comDrehensive  loeistics  management  services  comfianv. 
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"In  San  Francisco  you  have  a 
confluence  of  forward-looking  indus- 
tries, including  high  technology,  bio- 
science and  multimedia,"  says  Paul 
Gormsen,  vice  president  of  economic 
vitality  at  the  San  Francisco  Chamber 
of  Commerce.  "This  is  not  a  place 
that  has  to  remake  itself  for  the  future 
economy.  It's  already  on  the  way." 

Thousands  of  San  Francisco  Bay 
Area  companies  large  and  small  have 
prospered  in  a  business  climate  sec- 
ond to  none.  Take  the  Benham  Group, 
a  classic  San  Francisco  success  story. 
Back  in  1962,  James  M.  Benham  was 
a  recent  college  graduate  with  a  mas- 
ter's degree  in  economics  and  designs 
on  a  career  in  financial  services.  "I 
took  the  advice,  'Go  West,  young 
man,'"  Benham  recalls.  He  arrived  in 
San  Francisco  from  Detroit  with  no 
money  and  no  job,  but  wasn't  worried. 
"I  thought  I  was  coming  to  the  land  of 
opportunity,"  he  says. 

Within  two  weeks,  Benham  had 
landed  a  post  with  the  Federal  Reserve 
Bank  of  San  Francisco.  Ten  years 
later,  he  founded  the  Benham  Group 
when  he  created  the  Capital 
Preservation  Fund.  It  was 
the  first  money  market  fund 
designed  especially  for  indi- 
vidual investors  and  the  cor- 
nerstone of  Benham's 
ground-breaking  vision  of  a 
no-load  fund  invested  totally 
in  short-term  U.S.  Treasury 
securities. 

Since  then,  the  Benham 
Group,  based  in  the  San 
Francisco  suburb  of 
Mountain  View,  has  pio- 
neered a  string  of  innova- 
tions, from  the  first  open- 
end  fund  investing  in  U.S. 
Treasury  zero  coupon 
bonds  to  the  first  no-load 
European  government  bond 
fund.  Today  the  firm  man- 
ages more  than  $10  billion 
for  more  than  400,000 
investors  in  30  different 
portfolios. 

San  Francisco,  says 
Benham,  "is  a  very  vibrant, 
diverse  area  with  a  real  inter- 
national 'iavor.  It's  a  place 
that  generates  innovations 
and  trends.  '  What's  more, 
he  says,  "It's  one  of  the  great 


places  on  the  face  of  the  world  to  live." 
And  the  city's  unbeatable  quality  of  life 
is  just  the  beginning.  As  a  capital  of 
brain-based  industries  in  a  remarkably 
diverse  regional  economy,  San 
Francisco  offers  every  advantage  busi- 
nesses will  need  to  stay  at  the  forefront 
in  the  year  2000  and  beyond.  Consider 
just  a  few  of  the  city's  business  assets: 

•  San  Francisco  is  the  center  of  the 
nation's  fifth  largest  metropolitan 
area,  a  $150  billion  consumer  market 
with  a  population  of  more  than  six 
million  and  a  gross  regional  product 
of  $200  billion.  If  the  San  Francisco 
Bay  Area  were  a  country,  it  would 
rank  among  the  15  largest  world 
economies.  Regional  per  capita 
income  is  12%  higher  than  the 


statewide  average  and  36%  higher 
than  the  national  average. 

•  San  Francisco  is  a  vital  transporta- 
tion hub.  Conveniently  located  about 
13  miles  from  the  downtown  business! 
district,  San  Francisco  International 
Airport  is  the  nation's  fifth  busiest  air- 
port. With  direct  service  to  35  interna- 
tional and  85  domestic  destinations, 
SFO  is  a  gateway  to  the  world. 
Approximately  32  million  passengers 
use  the  airport  every  year,  and  SFO 
handles  97%  of  all  air  freight  between 
the  Bay  Area  and  foreign  countries. 

The  Port  of  San  Francisco  ranks 
13th  in  the  nation,  and  the  region's 
public  transit  system  is  second  only  to 
New  York  City's  in  terms  of  activity. 
Extensive  bus  services  link  San 
Francisco  to  suburban  communities  in 
Marin  County  and  the  East  Bay.  And 
BART  (Bay  Area  Rapid  Transit)  is  a 
clean,  convenient,  high-speed  rail  sys- 
tem that  operates  from  32  stations  in 
four  counties. 

•  Located  just  ten  hours  from  Tokyo 
and  London,  San 
Francisco  is  at  the  cross- 
roads of  East  and  West  in 
the  global  marketplace. 
The  Bay  Area  is  a  leading 
center  of  international 
trade,  which  accounts  for 
about  15%  of  all  business 
activity  and  is  growing  at 
an  annual  rate  of  about 
8%.  More  than  65  foreign 
consulates  and  trade 
offices  in  San  Francisco 
support  the  international 
business  efforts  of  local 
companies. 

San  Francisco's 
strategic  location  and  its 
history  of  cultural  and  eco-j 
nomic  ties  to  Asia  forge  a 
pivotal  link  with  the  bur- 
geoning Pacific  Rim. 
More  than  170  PacRim 
companies  employing 
nearly  19,000  people  have 
U.S.  headquarters  in  the 
Bay  Area. 

•  San  Francisco  has 
extraordinary  human 
resources.  "The  quality  of 
people  in  the  work  force  is) 


FPG  International 


Does  Your  Full-  Commission  Broker 
Offer  Investment  Software  Like  This? 


Schwab  Does,  And  It's  Free. 


Most  full- commission  brokers  don't  offer  invest 
nent  software  to  individual  clients.  But  at  Schwab, 
ve  treat  our  investors  differently.  And  ^^^^e^ 


which  cover  financial  histories,  earnings  forecasts, 
buy/sell  rankings  and  more. 


Droviding  you  with  your  own  invest-     \  AsSS^C^yc^ 


nent  software  is  just  one  more  reason  to 
rade  up  to  Schwab. 


Get  StreetSmart' 
Investment  Software- 


Make  More  of  Your  Money 
Work  for  You. 


-Free. 


For  a  limited  time,  Schwab  is  offering  you  power- 
ul  investment  tools,  free.  Just  move  $15,000  into  a 
Schwab  account  between  May  2  and  August  31,  1994, 
md  get  StreetSmart™  investment  software  or  three 
Zompany  Research  Reports — free  of  charge. 

With  Schwabs  widely  acclaimed  StreetSmart,  you 
can  research  investments,  place  orders  and  monitor  your 
iccount  right  from  your  personal  computer — anytime 
lay  or  night.  Plus,  with  StreetSmart,  you'll  save  an  extra 
10%  on  commissions* 

Or,  select  from  over  5,000  Company  Research 
'eports,  prepared  by  independent  Wall  Street  analysts, 


Every  dollar  you  pay  your  broker 
comes  right  out  of  your  investment.  To 
make  more  of  your  investment  dollar 
work  for  you,  trade  up  to  Schwab  where  you  can  save 
up  to  76%**  on  stock  commissions. 

Trade  Up  to  Schwab  Today. 

Remember,  this  offer  expires  on  August  31,  1994, 
so  act  now.  To  open  up  or  transfer  additional  funds  to  a 
Schwab  account,  just  stop  by  one  of  our  200  offices  or 
call  us  today  at: 

1-800-4  SCHWAB  ext.  48A. 

Charles  Schwab 

Helping  Investors  Help  Themselves® 


)ffer  available  for  individual  investors  only.  Limit  one  per  customer.  *StreetSmart's  10%  discount  is  based  on  Schwab's  current  commission  schedule  and  may  be 
sed  with  other  offers  at  Schwab's  discretion.  **Based  on  a  2/94  survey  conducted  by  Schwab,  available  upon  request.  $39  minimum  commission  Full-commission 
rokers  may  provide  different  services,  including  personalized  securities  recommendations.  Commission  rates  surveyed  are  for  stocks  and  may  vary  for  other 
roducts.  ©1994  Charles  Schwab  6z  Co.,  Inc.  Member  S1PC/NYSE.  All  nghts  reserved.  (5/94) 


Advertisement  5 


unsurpassed,"  says  Donald  Fisher, 
chairman  and  CEO  of  The  Gap. 
Thanks  in  no  small  part  to  its  beauty 
and  quality  of  life,  the  city  attracts 
top-flight  talent.  World-renowned 
institutions  of  higher  learning  —  the 
University  of  California,  San 
Francisco;  the  University  of  California, 
Berkeley,  and  Stanford  University  — 
supply  the  business  community  with 
highly  trained  professionals.  Local 
companies  have  access  to  a  huge 
pool  of  qualified  candidates  who  are 
creative,  motivated  and  highly  educat- 
ed; 42%  are  college  graduates,  and 
78%  have  high  school  diplomas. 

Corporate  Leaders  and 
Entrepreneurs 

San  Francisco  boasts  an  impres- 
sive roster  of  corporate  giants,  includ- 
ing BankAmerica  Corp.,  Bechtel  Group 
Inc.,  Chevron  Corp.,  Del  Monte  Corp., 
The  Gap  Inc.,  Levi  Strauss  &  Co., 
McKesson  Corp.,  Pacific  Gas  & 
Electric  Co.,  Pacific  Telesis  Group, 
Transamerica  and  Wells  Fargo  &  Co. 
At  the  same  time,  the  city  nurtures  a 
thriving  community  of  entrepreneurs 
and  small  businesses. 
About  77%  of  the  more 


62,000  firms  in  San 
Francisco  have  fewer  than 
five  employees. 

San  Francisco  fosters 
entrepreneurial  enterprises, 
which  have  helped  estab- 
lish the  city  as  a  leader  in 
such  industries  as  biotech- 
nology and  multimedia. 
The  city  has  emerged  as 
the  epicenter  of  the  explo- 
sive multimedia  industry, 
with  its  two-year-old 
Multimedia  Development 
Group  already  500  mem- 
bers strong.  "What  Silicon 
Valley  is  to  microchips,  San 
Francisco  promises  to  be 
for  interactive  telemedia, 
conservatively  seen  as  a 
$25  billion  market  by 
1998."  says  Philip  Quigley, 
chairman,  president  and 
CEO  of  Pacific  Telesis 
Group.  "The  Bay  Area  is 
home  to  the  largest  popu- 


lation of  technology  enthusiasts  in  the 
world." 

San  Francisco  is  indeed  rich  with 
technical  and  creative  talent,  including 
multimedia  artists,  programmers,  ani- 
mators and  software  designers. 
"There  are  a  lot  of  creative  technical 
people  experienced  with  digital  ways 
of  expression.  They're  technology- 
savvy,  open-minded  and  willing  to  try 
new  things,"  says  John  Scull,  manag- 
ing director  of  PF.  Magic,  a  multimedia 
outfit  that  relocated  to  San  Francisco. 
"Part  of  the  reason  we  moved  the  com- 
pany here  is  to  work  closely  with  inde- 
pendent contractors  and  consultants." 

More  Movers  and  Shakers 
Moving  In 

PF.  Magic  is  just  one  of  the  enter- 
prising companies  relocating  or 
expanding  in  the  city.  Supercuts  Inc.  is 


another  up-and-comer  that  chose 
San  Francisco.  A  nationwide  opera- 
tor and  franchisor  of  more  than  900 
stores,  Supercuts  is  the  fastest  grow- 
ing hair-care  chain  in  the  country.  In 
1993,  sales  increased  by  14%,  to 
$239.2  million,  and  the  company 
plans  to  open  150  new  stores  this  year. 

With  its  business  on  a  roll, 
Supercuts  had  outgrown  its  headquar 
ters  in  suburban  Marin  County.  "We 
had  to  move,"  says  Chairman  and 
CEO  David  E.  Lipson.  Last  year 
Supercuts  relocated  to  San  Francisco 
where  the  company  landed  60,000 
square  feet  of  top-drawer  Financial 
District  space  at  an  attractive  rate. 
Says  Lipson,  "The  alternatives  were 
substantially  more  expensive  than 
what  we're  paying  in  San  Francisco." 

In  San  Francisco,  Supercuts  has 
easy  access  to  legal  and  accounting 
services,  equipment  maintenance, 
copy  centers  and  office-supply  deal- 
ers. "Everything  we  need  is  right 
here,"  Lipson  says.  Plus,  there's  a 
wealth  of  talent  with  diverse  skills  and 
a  rich  multicultural  background,  he 
says.  Ethnic  minorities — including  a 
thriving  Asian  community — make  up 
  nearly  40%  of  the  popula- 
tion. Supercuts  has  130 

•  ••••• 

headquarters  employees, 
and  "as  much  as  25%  of 
the  corporate  work  force 
is  now  Asian,"  says 
Lipson.  "That's  important 
because  our  customers 
are  ethnically  diverse,  and 
as  a  company,  we  believe 
in  diversity  in  the  work 
force." 


Boosting  Business 

Serving  more  than 
1 1 .8  million  people  in 
Northern  and  Central 
California,  Pacific  Gas  & 
Electric  Company  is  the 
largest  investor-owned 
gas  and  electric  utility  in 
the  nation.  "We  work 
closely  with  customers 
looking  to  locate  here, 
helping  them  every  step 
the  way  to  be  positioned 
for  business  success," 


FPG  International 


For  over  100  years,  Pacific  Gas  and  Electric 
Company  has  been  doing  business  in  Northern 
and  Central  California.  As  the  largest  investor-owned 
energy  utility  in  the  U.S.,  we  serve  12  million  people  in 
a  94,000  square  mile  area. 


Well  Not  Only 

Show  You 
The  Way  To  Do 
Business  Here, 
We'll  Also  Light 
Your  Way. 


San  Francisco-Oakland  Bay  Bridge  with  San  Francisco  Skyline 


We  can  help  you  expand  or  relocate  your 
business  here  by  guiding  you  through  site  selection 
and  energy  planning.  We  can  introduce  you  to 
community  leaders  and  to  economic  incentives  that 
can  lower  your  costs  dramatically 

If  we  don't  know  the  answer  to  your  questions, 
you  can  bet  that  we  know  someone  who  does. 

Just  ask  us.  Contact 
Del  Evans,  Marketing  Director, 
PG&E  Economic  Development, 

415-995-5610.  FAX  415-995-5601. 

Pacific  Gas  and 
Electric  Company 
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INTEIINATIONAL  TRADE:  THE  VIEW  FROM  SAN  FRANCISCO 


The  San  Francisco  Chamber  of  Commerce  fosters  trade  activity  for  local  businesses 
with  a  comprehensive  program  to  forge  links  with  foreign  companies  and  internation- 
al markets.  In  May  the  chamber  sponsored  a  two-day  World  Trade  Week  conference 
focusing  on  the  worldwide  application  of  technology  and  service  expertise. 

The  CEO  Forum,  organized  in  conjunction  with  FORBES,  engaged  U.S.  and 
Japanese  business  leaders  in  a  videoconference  facilitated  by  Sprint  International. 
Beamed  from  Tokyo  were  Takeshi  Ohta,  vice  chairman  of  Daiwa  Bank  Ltd.;  Toshiaki 
Ogasawara,  chairman  and  publisher  of  The  Japan  Times,  Norman  Neuriter,  president 
of  Texas  Instruments  Asia,  and  Steven  demons,  executive  director  of  the  Japan  Policy 
Research  Institute. 

On  the  American  side,  Walter  Hoadley,  senior  research  fellow  at  the  Hoover 
Institution,  said,  "The  Asia-Pacific  region  and  U.S  -Japanese  relations  are  of  major 
concern  not  only  to  us,  but  to  people  across  the  world." 

Trade  tension  has  been  running  high 
between  Washington  and  Tokyo.  And 
American  business  executives  remain  skepti- 
cal of  existing  trade  arrangements,  including 
those  —  like  the  semiconductor  agreement 
—  rooted  in  quantitative  goals. 

"I  think  establishing  quantitative 
goals  is  a  self-defeating  process  in  the 
long  run,"  said  Richard  Rosenberg, 
chairman  and  CEO  of  BankAmerica 
Corp.  "What  we  really  have  to  do  is 
break  down  structural  barriers." 

"Market  share  indicators  are  difficult  to  use  bilaterally,"  added  FORBES  Pub- 
lisher Jeffrey  Cunningham.  "Opening  up  and  reducing  some  of  the  structural 
problems  and  letting  the  market  take  shape  would  be  a  more  natural  and  more 
desirable  solution." 

Probably  so,  but  "we  don't  seem  to  be  able  to  make  progress  in  the  absence  of 
those  quantitative  goals,"  said  James  Unruh,  chairman  and  CEO  of  Unisys  Corp.  "Two 
years  ago,  there  was  an  agreement  signed  between  Japan  and  the  U.S.  opening  up 
public  procurement  to  foreign  computer  companies.  Today  we  are  still  debating  the 
definition  of  what  a  foreign  computer  company  is.  In  the  meantime,  the  only  thing 
that's  happened  is  that  we've  lost  market  share  to  those  foreign  computer  companies." 

Many  of  the  sticking  points  in  U.S.  Japanese  trade  are  rooted  in  fundamental  dif- 
ferences. "The  Japanese  economy  and  the  American  economy  are  diametrically 
opposite,"  said  Donald  Fisher,  chairman  and  CEO  of  The  Gap.  'The  Japanese  econo- 
my is  much  more  of  a  managed  and  controlled  economy."  Japan  protects  and  subsi- 
dizes certain  industries,  he  observed,  and  that  puts  American  companies  at  a  disad- 
vantage. "Somehow,"  he  said,  "the  whole  playing  field  has  to  be  leveled  out." 

On  the  bright  side,  Fisher  noted,  Japan  has  eased  restrictions  on  large  retail 
stores  of  more  than  5,000  square  feet,  allowing  Toys  f  Us  to  establish  a  foothold  in 
Japan.  The  Gap  plans  to  enter  the  Japanese  market,  and  "it's  going  to  be  a  lot  easier, 


The  FORBES  CEO  Forum  (left  to  right):  Walter  Hoadley  of  the  Hoover  Institution 
Donald  Fisher  of  The  Gap,  Richard  Rosenberg  of  BankAmerica  Corp., 
James  Unruh  of  Unisys,  Jeffrey  Cunningham  of  FORBES. 


because  they've  broken  down  a  lot  of  barriers,"  Fisher  said. 

U.S.  and  Japanese  officials  may  be  at  loggerheads,  but  in  the  private  sector,  said 
Unruh,  "I  see  increased  collaboration  and  cooperation,  particularly  in  technology, 
where  we  are  forming  alliances  and  working  together." 

Moreover,  Japan  and  the  U.S.  are  allied  in  their  concern  over  military  buildup  in 
China,  tensions  in  North  Korea  and  U.S.  inclusion  in  pivotal  Asian  trade  groups.  Said 
Cunningham,  'These  are  political,  geopolitical  and  economic  issues,  not  directly  relat- 
ed to  trade,  where  Japan  has  supported  the  U.S." 

Perhaps  best  of  all,  said  Rosenberg,  the  issue  of  U.S.  Japanese  trade  has  returned 
to  the  front  burner  in  Washington.  "One  of  the  big  concerns  many  of  us  had  during  the 
last  days  of  President  Bush's  Administration  was  that  [Asian-Pacific  trade]  simply  did  not 
get  the  attention  it  deserved,"  he  said.  "Particularly  for  those  of  us  who  live  on  the 
West  Coast  and  those  who  have  major  operations  in  Asia,  that  was  a  great  concern." 

World  Trade  Week: 
A  Roster  of  Bay  Area  Leaders 

The  CEO  Forum  shared  the  spotlight  at 
World  Trade  Week  with  four  other  pan- 
els of  experts  representing  Bay  Area 
industries.  The  multimedia  panel, 
chaired  by  Robert  May,  president  and  CEO 
of  Ikonic  Interactive,  included  Mark  Heyer 
of  Heyer  Tech,  Richard  Haukom  of 
Haukom  &  Associates,  Steven  Leventhal  of 
Point  Asia  and  Michael  Upson  of  M-Media  Strategic  Partners.  All  are  presidents  of  their 
respective  companies. 

A  similarly  prestigious  panel  of  leaders  in  bioscience  was  moderated  by  Fred 
Dorey  of  the  Bay  Area  Bioscience  Center.  He  was  joined  by  CEOs  Ed  Penhoet  of 
Chiron,  Jane  Shaw  of  Alza  and  Ron  Henriksen  of  Khepri  Pharmaceuticals;  and  James 
McCamant,  editor  of  Medical  Technology  Stock  Letter. 

The  technology  panel  was  chaired  by  Becky  Morgan,  president  of  Joint  Venture 
Silicon  Valley.  Panelists  were  Dr.  Gilbert  Emelio  of  National  Semiconductor,  David 
Lam  of  Expert  Edge,  Jim  Cusemano  of  Catalytica  and  Edward  Keible  of  Endgate 
Technology.  All  are  heads  of  their  respective  organizations. 

The  services  panel  was  overseen  by  Patrick  Murphy,  president  of  the  Airports 
Commission.  He  was  joined  by  Stuart  Kierle  of  the  Harper  Group,  Lynn  Odlond  of 
Deloitte  &  Touche,  Federico  Sacasa  of  Bank  of  America,  Steven  Merrill  of  Merrill, 
Pickard,  Anderson  and  Eyre,  Rakesh  Gangwal  of  United  Airlines,  David  Gross  of 
Graham  &  James  end  Christopher  Greene  of  Greene  Engineers. 

In  addition,  California  Governor  Pete  Wilson  addressed  a  lunchtime  gathering. 
Sharing  the  podium  were  Ronald  Lemay,  president  and  COO  of  Sprint  International; 
Richard  Branson,  chairman  and  CEO  of  Virgin  Atlantic  Airways;  Robert  Parry,  presi- 
dent of  the  San  Francisco  Federal  Reserve  Bank,  and  economist  Paul  Erdman. 


says  PG&E  Chairman  Richard  A. 
Clarke.  PG&E's  economic  develop- 
ment representatives  provide  compa- 
nies relocating  to  the  Bay  Area  with 
customized  information  on  available 
industrial  developments,  site  uses  and 
zoning,  amount  and  price  of  available 
land,  lease  rates  for  existing  buildings 
and  utility  infrastructure  capabilities. 

PG&E  also  helps  companies 
design  energy-efficient  facilities  while  a 
relocation  or  expansion  is  still  in  the 


planning  stage.  Businesses  can  save 
thousands  of  dollars  with  energy- 
efficiency  rebates  from  PG&E  and  the 
state.  Commercial  and  industrial  cus- 
tomers, for  example,  can  qualify  for 
rebates  of  up  to  $300,000  by  installing 
energy-saving  equipment  and  products. 

"San  Francisco  is  like  nowhere 
else,"  says  Clarke.  "It's  an  international 
center  of  computer,  telecommunica- 
tions and  biotechnology.  We're  in  the 
fast  lane  of  the  information  highway 


and  on  the  on-ramp  to  the  Pacific  Rim." 

The  San  Francisco  Chamber  of 
Commerce  Economic  Vitality  Program 
provides  the  knowledge  and  resources 
to  help  businesses  prosper  in  the  city. 
The  chamber  was  instrumental  in 
enacting  San  Francisco's  new-jobs  tax 
credit,  which  relieves  companies  from 
paying  the  city's  payroll  expense  tax 
on  new  jobs  for  two  years.  Even 
greater  tax  credits  are  available  to 
businesses  in  the  Enterprise  Zone 


>  Why  we 
came  to 


You  will  receive  more  complete  information 
including  a  prospectus  for  the  G.T.  Global  Mutual 
Funds  discussing  charges,  expenses,  and  the 
risks  of  global  and  emerging  market 
investing.  Please  read  the  prospectus 
carefully  before  you  invest. 


San  Francisco 
20  years  ago. 

Here  you  see  one  of  the  most  dynamic  regions  in  the  global  economy:  the  Pacific  Rim. 
Gateway  to  the  Pacific  Rim  G.T.  Global  has  invested  in  the  Pacific  Rim  for  more 
than  20  years.  Because  we  saw  San  Francisco  as  a  gateway  to  this  important 
region,  we  opened  an  investment  office  here  in  1974. 

Today  we  have  offices  in  Hong  Kong,  Singapore,  Tokyo,  and  Sydney,  as  well 
as  San  Francisco -a  network  of  investment  professionals  to  formulate  a  clear 
view  of  the  Pacific  Rim  and  assess  opportunities  on  a  global  basis. 

Emerging  and  Developed  Markets  In  the  Pacific  Rim,  G.T.  Global's  invest- 
ment professionals  see  a  region  with  economies  at  all  points  along 
the  development  spectrum,  including  China,  the  world's 
largest  emerging  market,  and  rapidly  developing 
Asian  markets  like  Hong  Kong,  Singapore, 
Malaysia,  South  Korea,  and  Thailand. 

Economic  and  political  reforms,  rising 
\       affluence,  and  increasing  trade  with 

international  markets  are  all  fueling 
growth  in  the  Pacific  Rim. 

Our  professionals  consider,  as  all  investors 
should,  the  impact  of  currency  fluctuations 
and  economic  and  political  change  on 
global  markets.  So,  if  you  are  con- 
sidering investing  in  the  Pacific 
Rim -or  anywhere  else  in  the 
world -consult  your  financial 
advisor  or  call  G.T.  Global. 


G.T.  GLOBAL 


WHEN  YOU  INVEST  FOR  YOUR  FUTURE, 
THINK  GLOBAL...  G.T.  GLOBAL. 

London       Singapore  Sydney 
Hong  Kong       Tokyo       San  Francisco 


1-800-824-1580 

G.T.  Global  Financial 
Services,  Inc.,  Distributor 
50  California  Street,  27th  Floor 
San  Francisco,  CA  94111 


In  San  Francisco, 
the  world  meets 
at  the  Palace. 


Of  all  the  hotels  in  San  Francisco, 
the  Sheraton  Palace  is  first.  First 
in  tradition  and  history.  First  in 
business  meetings  and  social 
events,  with  22  exceptional 
choices  ranging  from  classic 
ballrooms  to  boardrooms  to  the 

ultra-modern  meeting  rooms 
of  our  Conference  Center.  First 
in  guest  amenities,  with  a  health 
spa  and  indoor  lap  pool. 

For  reservations,  call  your  Travel 
Planner  or  1-800-325-3535. 


2  MEW  MONTGOMERY  ST 
SAN  FRANCISCO.  CA  94105 
PHONE  415-392-8600    FAX  415-543-0671 
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adjacent  to  downtown  San 
Francisco.  Among  the 
Enterprise  Zone  incen- 
tives are  state 
sales  tax  cred- 
its for  new- 
machinery  pur 

chases,  low-cost  financing,  fast- 
track  permitting  and  customized  train- 
ing programs. 

First  in  Finance 

San  Francisco's  prominence  as  a 
financial  hub  far  exceeds  the  norm  for 
a  city  its  size.  "This  is  unquestionably 
the  financial  center  of  the  West 
Coast,"  says  Gormsen  at  the  Chamber 
of  Commerce.  San  Francisco  is  home 
to  the  district  Federal  Reserve  Bank 
and  Federal  Home  Loan  Bank,  head- 
quarters of  the  California  State 
Banking  Department,  a  regional  Office 
of  Thrift  Supervision  and  the  seat  of 
the  Pacific  Stock  Exchange.  Banking 
alone  employs  more  than  30,000  peo- 
ple, or  nearly  6%  of  the  total  work 
force.  And  San 
Francisco  is  the 
hometown  of 
such  leading 
stock  brokerage 
firms  as  Charles 
Schwab  &  Co. 

Schwab  pio- 
neered discount 
brokerage  ser- 
vices and  now 
dominates  the 
fast-growing 
field,  with  a 
commanding 
44%  of  the  dis- 
count market. 
Last  year  the 
company 
opened  a  record 
706,000  new 
accounts  and 
added  $30  bil- 
lion in  customer 
assets  —  a 
remarkable 
achievement, 
considering  that 
in  1991,  the 
firm's  total  cus- 
tomer assets 
were  $31  billion. 
Earlier  this  year, 


in  a  fitting  milestone  for  its 
20th  anniversary,  Schwab 
passed  the  $100  billion 
mark  in  cus- 

mtomer  assets. 
With  6,500 
employees 
nationwide  and  more  than  200 
branches  in  46  states  and  the  United 
Kingdom,  Schwab  is  a  far-reaching 
enterprise,  but  the  company's  roots 
remain  firmly  planted  in  San  Francisco. 
"We  have  a  strong  attachment  to  the 
place  where  we  were  born,"  says 
Charles  R.  Schwab,  the  company's 
founder,  chairman  and  CEO. 

"From  time  to  time,  I've  been 
asked  by  competing  cities  whether  wei 
would  consider  moving  the  Schwab 
headquarters  from  San  Francisco  to 
another  location,"  says  Schwab.  His 
answer  is  always  the  same:  "There's 
no  way  we  would  move  out  of  the  Bay 
Area.  There's  just  too  much  we  would 
be  giving  up  by  doing  that.  San 
Francisco  is  a  city  of  fresh  ideas,  enerJ 
gy  and  innovation.  We  have  a  seriouSi 
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permanent  commitment  to  the  place 
as  a  headquarters  location." 

With  its  strategic  location  midway 
between  Europe  and  Asia,  and  strong 
links  to  the  burgeoning  Pacific  Rim, 
San  Francisco  is  the  perfect  location 
for  a  firm  like  G.T.  Global  Financial 
Services  Inc.,  a  leader  in  worldwide 
investing.  With  offices  in  London, 
Hong  Kong,  Singapore,  Sydney  and 
Tokyo,  G.T.  Global  manages  more  than 
$20  billion  for  clients  around  the  world 
and  offers  U.S.  investors  more  than  20 
diversified  international  mutual  funds. 

Founded  in  London  in  1969,  G.T. 
Global  established  its  U.S.  headquar- 
ters in  San  Francisco  20  years  ago. 
"We  opened  here  in  1974  to  bring  the 
story  of  international  investing  to  U.S. 
investors,"  says  G.T.  Global  President 
David  A.  Minella.  "Since  then,  the 
world  has  moved  in  our  direction. 
We  now  live  in  a  global  marketplace, 
where  trade  and  capital  flow  more 
freely  across  national  borders  than 
ever  before. 

"San  Francisco  offers  a  gateway 
l to  the  world,"  Minella  says.  It  allows 
for  easy  business-day  communica- 
tions between  the  U.S.  headquarters 
and  G.T.  Global  offices  worldwide. 
"In  the  morning,  we  can  work  with  the 
European  market,"  says  Minella,  "and 
starting  at  four  in  the  afternoon,  we 
can  talk  to  our  offices  in  Australia, 
Tokyo  and  Hong  Kong."  G.T. 
Global's  San  Francisco  staff  has 
grown  nearly  tenfold,  from  40  people 
in  1987  to  365  today.  Thanks  to  a 
ready  pool  of  top-notch  graduates  from 
nearby  U.C.  Berkeley  and  Stanford, 
says  Minella,  "we  get  highly  educated 
entry-level  individuals." 


Tops  in  Telecommunications 
and  Transportation 

San  Francisco  has  a  state-of-the- 
art  telecommunications  system,  with 
ienough  lines  running  under  the  city 
streets  to  handle  telephone  and  data 
services  well  into  the  next  century. 

San  Francisco-based  Pacific 
Telesis  Group  and  its  largest  sub- 
sidiary, Pacific  Bell,  are  leading  the 
way  with  services  and  technology  for 
the  communications  superhighway. 
Pacific  Bell  recently  launched  a  $16 
|billion,  seven-year  program  to  build  an 


A  sound  choice  for  income— again  and  again  |— 


Benham    GNMA    Income  Fund 


Benham  GNMA 
Income  Fund  has 
earned  a  rep- 
utation for  its 
long-term 
performance — 
and  high  marks 
from  financial 
publications. 


Morningstar — ( 

April  29, 1994 

Business  Week  magazine — 

"The  best  bond  funds." 
February  21, 1994 

Fortune®  magazine— 

"The  best  Government  Mortgage 
Mutual  Fund."  March  21, 1994 

Forbes  magazine — 

"A  Best  Buy." 
August  30, 1993,  August  31, 1992 
September  2, 1991 


Morningstar,  Inc. 
has  given  the 
Fund  a  five-star 
(*****)  rating, 
stating  that  it  "has 
built  a  strong 
record  .  .  .  and 
highly  competitive 
total  returns." 


Call  1-800-331-8331 

□  The  Benham  Group® 

True  no-load  mutual  funds 


Past  performance  does  not  guarantee  future  results.  Returns  will  vary  so  that  sliares,  when  redeemed,  may 
be  worm  more  or  less  than  their  original  cost.  The  prospectus  contains  more  complete  information  on  fees 
and  expenses.  Please  read  it  carefully  before  you  invest.  Benham  Distributors,  Inc. 

Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  4/29/94.  The  ratings  may 
clumge  monthly.  Morningstar  ratings  are  calculated  from  the  Fund's  three-  and  five-year  average  annual 
total  returns  with  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fund  performance  relative  to 
three-month  Treasury  bill  returns.  Ten  percent  of  the  funds  in  an  investment  category  receive  five  stars. 
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integrated  information  and  entertain- 
ment network  providing  a  mix  of  voice, 
video  and  data  services. 

Last  year,  PacBell  added  more 
than  117,000  new  Centrex  lines  and 
introduced  a  business  package  that 
includes  Centrex,  voice  mail  and  tele- 
phone equipment.  With  such 
advances  as  asynchronous  transfer 
mode,  frame  relay  and  switched  multi- 
megabit  data  services,  PacBell  can 
handle  the  telecommunications  needs 
of  the  largest  and  most  sophisticated 
organizations. 

San  Francisco's  "passion  for  infor- 
mation innovation  is  naturally  bullish 
for  a  company  like  ours,  already  on 
record  with  a  $16  billion  investment  in 
the  California  communication  super- 
highway," says  Pacific  Telesis  CEO 
Quigley.  For  his  part,  Quigley  is  also 
bullish  on  San  Francisco's  unique 
charms.  "Bridges,  bistros,  bay,  beau- 
ty, Barry  Bonds,"  he  says.  "These 
things,  after  all,  have  helped  make  San 
Francisco  the  No.  1  tourist  destination 
on  the  planet." 

San  Francisco  is  not  only  a  grow- 
ing interchange  on  the  information 


superhighway;  it's  also  a  hub  for 
ground,  sea  and  air  transportation. 
Says  Donald  E.  Moffitt,  president  and 
CEO  of  Consolidated  Freightways  Inc., 
"CF  is  a  worldwide  transportation  com- 
pany, and  San  Francisco  is  a  principal 
link  in  our  network  for  servicing  the 
global  market  needs  of  our  customers." 

Consolidated  Freightways  Inc. 
was  founded  64  years  ago  as  a  small 
regional  trucking  company.  Unlike 
most  trucking  concerns,  CF  began  in 
the  West  and  expanded  East.  Today, 
it's  a  $4.2  billion  leader  in  the  move- 
ment of  commercial  and  industrial 
freight  by  land,  sea  and  air.  Based  in 
Palo  Alto,  CF  has  operations  through- 
out North  America  and  in  88  countries 
worldwide.  "The  San  Francisco  Bay 
Area  has  always  been  a  gateway  to 
the  Pacific  Rim,  and  for  150  years  has 
been  a  leading  financial,  international 
business  and  technology  center," 
Moffitt  says. 

With  the  emergence  of  a  global 
economy,  CF  is  developing  new  tech- 
nologies to  help  its  customers  secure  a 
competitive  advantage  in  world  markets. 
In  the  Bay  Area  city  of  Fremont,  CF's 
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Menlo  Logistics  subsidiary  and  Hewlett- 
Packard's  North  American  distribution 
division  have  devised  an  innovative 
warehousing,  packaging  and  delivery 
program  that  reduces  distribution 
costs  and  improves  market  availability 
of  HP's  popular  printers. 

Visitors  Mean  Business 

Tourism  is  San  Francisco's  No.  1 
industry,  with  more  than  13  million 
people  visiting  each  year.  Conde  Nast 
Traveler  readers  consistently  rank  San 
Francisco  as  their  favorite  U.S.  city;  in 
1991  and  1993,  they  voted  San 
Francisco  the  best  city  in  the  world. 
Visitors  spend  nearly  $4  billion  a  year 
in  San  Francisco,  boosting  the  econo- 
my and  supporting  thousands  of  local 
businesses,  including  leaders  in  the 
hospitality  industry. 

Take  the  Fairmont  Hotel,  for  exam- 
ple. From  its  location  atop  Nob  Hill, 
the  hotel  offers  panoramic  views  of 
San  Francisco.  The  historic  property 
was  under  construction 
when  the  earthquake  and 
fire  of  1906  devastated  San 
Francisco.  However,  the 


Fairmont  survived,  opening 
in  1907  as  a  symbol  of  the 
city's  rebirth.  Today  the 
hotel  combines  turn-of-the- 
century  grandeur  with 
state-of-the-art  amenities 
for  contemporary  travelers: 
personal  computer  data 
ports  in  guest  rooms,  in- 
room  fax  machines,  access 
to  health  clubs  and  spas,  a 
boardroom  with  internation- 
al teleconferencing  facili- 
ties and  50,000  square  feet 
of  meeting  space. 

As  headquarters  of  the 
Fairmont  Hotel  Manage- 
ment Company,  the  San 
Francisco  Fairmont  is  one 
jewel  in  a  crown  of 
Fairmont  properties  in 
Chicago,  Dallas,  New 
Orleans  and  San  Jose. 
"It's  really  important  for  us 
to  be  here,  because  San 
Francisco  is  a  world-class 
city,"  says  Robert  Small, 
president  and  CEO  of  the 


Fairmont  Hotel  Management  Company. 
"San  Francisco  has  always  been  larger 
than  life,  free-spirited  and  on  the  cut- 
ting edge.  It's  a  fabulous  place  to  live 
and  thrive." 

A  San  Francisco  landmark,  the 
Sheraton  Palace  Hotel  opened  in  1875 
as  the  world's  largest  and  most  luxuri- 
ous hotel.  It  stood  firm  during  the 
1906  earthquake,  but  was  destroyed 
by  the  fire  that  followed.  Rebuilt  in 
1909,  the  hotel  has  since  played  host 
to  the  nation's  top  business  leaders, 
from  John  D.  Rockefeller  and  J.  P. 
Morgan  to  John  Sculley  and  Bill  Gates. 

In  1989,  the  Palace  closed  for  a 
major  face-lift.  For  more  than  two 
years,  an  army  of  craftspeople  refur- 
bished the  hotel's  crystal  chandeliers, 


marble  floors,  antique  furnishings  and 
world-famous  Garden  Court,  with  its 
$7  million  glass  ceiling.  The  Palace 
reopened  in  1991  with  a  new  health 
spa  and  10,000  square  feet  of  addi- 
tional meeting  space  in  a  new  sec- 
ond-floor conference  center. 
The  hotel's  business  center 
offers  personal  computers  and  fax 
machines  for  in-room  use,  teleconfer- 
encing services  and  other  business 
amenities.  About  60%  of  the  hotel's 
bookings  are  business-related.  "High 
tech,  biotech  and  the  Pacific  Stock 
Exchange  make  San  Francisco  a 
bustling  business  community,"  says 
Palace  General  Manager  Donald  N 
Timbie.  At  the  same  time,  he  says, 
"Great  hotels,  restaurants  and  shop- 
ping areas  make  San  Francisco  a  fun 
place  to  do  business.  It's  an  unbeat- 
able combination." 

The  Bay  Area  indeed  offers  an 
unbeatable  combination  of  recreationa 
and  cultural  riches:  top-flight  perform 
ing  arts  and  museums,  winning  pro 

teams  in  every  major  sporl 
unspoiled  venues  for  out 
door  pursuits  only  minutes 
from  San  Francis-co's 


downtown  business  dis- 
trict, world-class  golf 
courses  and  a  climate  tha 
allows  for  year-round  play 
Like  the  fog  that  slips  in 
through  the  Golden  Gate, 
San  Francisco's  charm  is 
amorphous  but  pervasive. 
You  feel  it  the  minute  you  se 
foot  in  the  city.  San  Fran- 
cisco's magic  plays  out  in  ai 
unsurpassed  quality  of  life, 
which  contributes  immeasur 
ably  to  the  city's  power  as  a 
top  place  for  business.  "The 
quality  of  life  here  is  better 
than  any  other  place,"  says 
Fisher  at  The  Gap.  "We 
have  no  problem  getting 
people  to  move  from  any 
other  city  to  San  Francisco, 
because  the  quality  of  life 
here  is  so  great." 


Francy  Blackwood,  a  San 
Francisco-based  writer,  is  a 
regular  contributor  to  The  San 
Francisco  Business  Times  and 
San  Francisco  Business. 


San  Francisco  Convention  &  Visitors  Bureau 


Soon,  Californians 
Will  Be  Traveling 
At  The  Speed  Of  Light. 


It's  not  science  fiction. 
It's  a  state-of-the-art 
network  we  are  building 
for  our  customers.  Pacific 
Bell's  $16  billion  invest- 
ment in  a  communications 
superhighway  will  give  you 
faster,  more  efficient  ways 
to  get  —  and  get  to  —  the 
things  you  need. 

At  home,  it  might  mean 
that  you  can  have  an 
electronic  check-up  with 
your  doctor  from  your  living 
room.  Or  possibly  "walk 


through"  department  store 
aisles  from  your  television  and 
order  items  simply  with  the 
click  of  a  button. 

At  work,  we'll  help  you 
set  up  ways  to  connect  to  your 
business  life  no  matter  where 
you  are.  You  will  be  able  to 
videoconference  with  clients 


from  your  home  desktop 
computer.  And  edit  on- 
screen documents  with  them 
at  the  same  time. 

At  school,  all  students  in 
California  will  have  access  to 
information  from  all  over 
the  world.  They'll  be  able  to 
experience  faraway  places 
without  ever  leaving  the 
classroom. 

Which  goes  to  show,  we're 
making  the  communications 
superhighway  a  smooth  road 
into  the  next  century. 
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"A  suite  at  The  Fairmont  has  always 
been  considered  the  standard  of  luxury  in 
business  travel. 

Indeed,  there  was  a  time  when  it  was  a 
luxury  afforded  to  only  the  very  few.  Or,  the 
Very  Important.  Like  Presidents.  Royalty. 
And  even  the  occasional  Pope. 


President  William  H.  Taft  was  one  of  many  who 
enjoyed  a  suite  at  The  Fairmont.  Now,  so  can  you. 


on  a  complimentary  or  reduced  rate  basis. 

As  a  President's  Club  member,  you  will 
also  receive  deluxe  welcome  gifts,  as  well  as 
a  special  dining  certificate  and  complimentary 
overnight  shoeshine.  In  the  morning,  look 
forward  to  coffee  or  tea,  and  your  choice  of 
newspaper,  delivered  to  your  room. 


It  used  to  take  money,  power  and 
influence  to  get  a  suite  at  the  Fairmont. 

Now,  it  just  takes  a  signature. 


But  today,  you  needn't  be  registered  in  Who's  Who  to 
open  doors  at  The  Fairmont.  You  simply 
need  to  register  in  our  President's  Club. 

Every  time  you  check  into  a  Fairmont, 
you  will  automatically  be  upgraded  to  a  suite, 
when  one  is  available, 
at  no  extra  charge. 
What's  more,  you'll  enjoy 
guaranteed  room  availability  whenever  you  make  your  reserva- 
tions at  least  48  hours  in  advance  — even  when  a  city  is  sold  out 
As  well  as  access  to  our  Health  Clubs  and  Business  Centers 


But  that's  not  all.  Because  if  you  belong  to 
the  American  Airlines* 
^Advantage*  program,  you'll 
earn  500  miles  with  every  stay. 
President's  Club  membership  is  completely 
free.  To  enroll,  just  call  1-800-522-3437. 
No  other  hotel  makes  it  so  easy  for  guests  to 
experience  this  level  of  elegance,  comfort  and  style.  (JS/Kf 

But  then,  at  The  Fairmont,  we 
consider  a  Very  Important  Person 
and  a  guest  to  be  one  and  the  same. 


Chicago 

n<65 


Dallas 

$129 


New  Orleans 


ERICA'S  GRAND  HOTELS.  SINCE  1907 


San  Francisco 

H79 


San  Jose/Silicon  Valley 

$125 


President's  Club  benefits  apply  at  the  published  National  Corporate  rate  above,  rack  or  weekend  rates.  There  are  a  limited  number  of  looms  available  for  this  promotion,  and  promotion  is  subject  to  availability  at  time  of 

Suite  upgrade  subject  to  availability  at  time  of  check-in.  Not  applicable  to  groups  or  conventions.  Tax  not  included.  American  Airlines  reserves  the  right  to  change  the  AAdvantage  program  at  any  rime  without  notice 

American  Airlines  and  AAdvantage  are  registered  trademarks  of  American  Airlines,  Inc. 
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There  are  46  million  Americans  between  the  ages 
of  16  and  29.  Marketers  are  eagerly  exploring 
the  psyches  of  these  strange  creatures. 

Generation  X 


Why  do  they  put  rings  through  their 
bellybuttons?  What's  this  thing  about 
drinking  soda  first  tiling  in  the  morn- 
ing? Why  do  they  sneer  at  us?  And 
how  can  we  sell  them  lots  of  stuff? 

Such  are  the  burning  questions  be- 
ing asked  about  Generation  X — the 
post  baby  boom  generation — named 
after  the  1991  novel  Generation  Xby 
Douglas  Coupland. 

X-ers  are  anyone  born  between 
1965  and  1978,  too  young  to  be 
called  baby  boomers  and  too  old 
to  be  called  children.  There  are  46 
million  of  them,  and  every  mar 
keting   person   wants  their 
attention. 

A  cottage  industry  of  sorts 
has  sprouted  up  to  poke,  prod 
and  analyze  the  creatures. 
The  going  rate  for  a  good 
"Generation  X  explain 
er"runs  about  $1,000 
a  day.  Coupland,  the 
fellow  who  popular- 


ized the  title,  commands  an  estimated 
$8,000  to  $10,000  as  a  speaker.  Low- 
er down  the  pay  scale  is  Deroy  Mur- 
dock,  a  former  Ogilvy  &  Mather  ac- 
count executive  who  now  runs  his 
own  X-focused  consulting  firm,  Loud 
&  Clear  Communications.  Murdock 
bills  up  to  $500  a  day.  "I'm  not 
making  money  hand  over  fist,"  he 
says.  "But  I'm  sitting  here  working  in 
shorts  and  no  shoes,  so  that's  another 
kind  of  compensation." 

Suzi  Chauvel  quit  her  job  as  execu- 
tive vice  president  at  Ocean  Pacific 
Sunwear  three  years  ago  to  form  Pop- 
eye  Chauvel,  a  consulting  company 


whose  mission  is  to  convey  die  quali- 
ties and  characteristics  of  Generation 
X  to  aging  baby  boomers  born  be- 
tween 1948  and  1964. 

Chauvel  carts  a  video  camera 
around  and  tapes  X-ers  in  their 
haunts,  selling  three  tapes  for  $3,800 
to  clients  like  Liz  Claiborne  and  Mat- 
tel Inc.  To  help  convince  marketing 
people  that  X-ers  are  a  different  breed, 
she  shows  them  the  scene  from  some- 
thing called  the  Poverty  Pop  art  ex- 
hibit in  New  York,  which  featured 
things  like  a  collage  of  sponges  and  a 
towering  sculpture  made  entirely  of 
found  shoes.  "I  basically  appeal  to 


baby  boomer  mystification,"  says 
Chauvel.  "Our  angle  is  total  submer- 
sion in  the  culture." 

Who  wants  to  know  things  like  this? 
Chrysler,  for  one.  When  Chrysler  ad 
agency  bbdo  Worldwide  launched 
the  Neon,  a  car  aimed  squarely  at  X- 
ers,  it  used  a  panel  of  some  experts, 
including  Murdock.  BBDO  also  felt  it 
needed  to  run  some  40  focus  groups 
of  X-ers,  far  more  than  it  would  nor- 
mally conduct  for  a  different  target 
market. 

Among  other  things,  the  research 
convinced  bbdo  to  tone  down  any 
hype  in  favor  of  straight  talk,  since  X- 
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ers  allegedly  have  unusually  acute 
hype  radar.  It  also  prompted  bbdo  to 
list  the  price  of  the  car  fully  loaded  in 

its  ads. 

This  fall  the  Greater  Talent  Net- 
work, which  normally  makes  its  mon- 
ey booking  celebrities  on  the  lecture 
circuit,  is  putting  together  daylong 
seminars  called  X-Fests.  These  will 
feature  youthful  savants  who  both 
belong  to  and  have  pontificated  about 
the  generation.  Among  the  speakers: 
Richard  Linklater,  who  directed  the 
Generation  X  movie  Slacker,  and 
Mark  Leyner,  author  of  My  Cousin, 
My  Gastroenterologist.  For  anywhere 
between  $20,000  and  $100,000— 
depending  on  how  many  of  them  a 
marketer  wants  to  listen  to — these 
downy-cheeked  gurus  will  detail  what 
makes  them  and  their  peers  tick. 

Since  announcing  X-Fest  about  a 
month  ago,  GTN  President  Don  Ep- 
stein says  he  has  signed  up  four  or  five 
companies  and  has  interest  from  per- 
haps a  dozen  more.  "People  over  35 
don't  really  understand  what  every- 
body's talking  about,"  he  claims, 
adding  brightly:  "This  is  certainly  one 
of  the  hottest  topics  on  the  circuit." 

A  lot  of  mumbo-jumbo?  Largely. 
Says  BBDO  Executive  Vice  President 
William  Hackett:  "These  kids  aren't 
that  unlike  other  age  cohorts.  They 
graduated  from  college  into  an  abys- 
mal job  market,  but  so  did  kids  who 
graduated  in  1978  and  1979." 

In  their  franker  moments,  many  of 
the  Generation  X  gurus  will  admit 
that  Generation  X  doesn't  really  exist 
at  all  as  any  kind  of  cohesive  entity. 
The  people  born  between  1965  and 
1978  constitute  the  most  ethnically 
diverse  group  of  young  folks  in  U.S. 
history.  They  are  unshaped  by  grand 
defining  events — like  the  Vietnam 
War — that  forged  a  certain  cultural 
unity  in  previous  generations.  Admits 
Deroy  Murdock:  "Everybody's  do- 
ing a  lot  of  gymnastics  in  order  to 
figure  out  something  that's  really  very 
amorphous." 

Marian  Salzman,  president  of  bkg 
Youth  in  New  York  City,  is  one  of  the 
oldest  and  best  known  of  the  explain- 
ers. She  notes  that  the  Generation  X 
idea  is  wearing  rather  thin,  so  she's 
moving  on.  Her  next  specialty?  "Gen- 
eration Why" — Salzman's  coinage 
for  kids  between  the  ages  of  13  and 
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Who  says  you  can't  stand  out  from  the  crowd 
marketing  milk?  Ronnybrook  Farms  has. 

Designer  dairy 


By  Lisa  Gubernick 

Commodities  don't  lend  them- 
selves easily  to  the  kind  of  fancy  mar- 
keting gimmicks  that  can  give  more 
distinctive  products  snob  appeal. 
That,  after  all,  is  why  they're  called 
commodities. 

But  don't  tell  that  to  Sid  and  Ron- 
ald Osofsky.  In  1990  the  two  brothers 
were  running  a  dairy  farm  in  Ancram- 


dale,  a  tiny  town  in  upstate  New  York. 
They  were  selling  their  milk  to  the 
local  cooperative.  Milk  prices  had  fall- 
en close  to  World  War  II  levels  (ad- 
justed for  inflation)  and  didn't  sup- 
port the  cost  of  running  the  farm. 
"We  knew  we  had  to  change  in  order 
to  survive,"  says  Sid. 

Stephen  James,  an  actor,  owned  a 


\      "mm,  \ 


Stephen  James 
(top)  and  the  Osofsky 
brothers  of 
Ronnybrook  Farm 
Selling  nostalgia 
and  grocery  store 
chic:  glass  bot- 
tles and  a  message 
that's  pleasing 
to  consumers. 


weekend  house  across  the  road  from 
the  brothers'  Ronnybrook  Farm. 
"Here's  this  great  farm  with  great 
cows  and  great  milk,  two  hours  from 
Manhattan,"  said  James.  "There  has 
to  be  some  way  to  take  advantage." 
Their  idea  was  blindingly  simple: 
Throw  out  the  cardboard  cartons  and 
put  milk  back  in  bottles  where  it  used 
to  be.  That  way  they  wouldn't  just  be 
selling  milk.  They  would  be  selling 
nostalgia.  And  grocery  store  chic. 

First,  the  brothers  and  James,  now! 
a  partner,  hired  a  design  firm,  Penta- 
gram Design.  Pentagram  sent  back  a 
simple  red  and  black  label  with  the 
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Ronnybrook  name  running  down  the 
border  and  sunflowers  in  die  center. 
"■Isn't  this  about  cows?11  Sid  Osof- 
sky's  wife  pointed  out.  Good-bye 
flowers,  hello  Bossy. 

The  first  botde  came  off  the  pro- 
duction line  in  July  1991.  At  first 
there  were  just  three  products:  skim 
and  whole  milk  and  heavy  cream. 
(Since  added:  chocolate  and  coffee- 
flavored  milk.)  The  brothers  mined 
the  milk  nostalgia  tradition  furdier  by 
leaving  their  chocolate  and  whole 
milk  unhomogenized,  so  there's  a 
thick  layer  of  cream  on  top,  just  like 
the  days  when  the  milkman  left  a  six- 
pack  on  the  porch. 

Inside  was,  of  course,  just  plain 
good  milk,  but  it  fetched  twice  what 
milk  in  ordinary  cartons  did.  At  $2.95 
a  quart  (including  a  dollar  deposit  for 
the  bottles),  roughly  twice  the  cost  of 
regular  milk,  the  brand  actually  devel- 
oped a  cult  following  in  and  around 
the  New  York  metropolitan  area. 

Mark  Griffin,  specialty  buyer  for 
Adams  Fair  Acre  Farms  in  Pough- 
keepsie,  N.Y.,  one  of  the  dairy's  first 
retailers,  points  out:  "The  customers 
love  the  bottles."  Louis  Balducci,  one 
of  the  owners  of  Agata  &  Valentina,  a 
swank  Manhattan  food  store,  seconds 
Griffin's  finding:  "People  like  the 
feeling  the  bottles  give — it's  like  go- 
ing into  the  past." 

The  big  telephone  company, 
Nynex,  has  used  Ronnybrook  distinc- 
tive bottles  in  its  ads,  and  one  even 
shows  up  on  top  of  the  refrigerator  in 
the  opening  scene  of  Home  Improve- 
ment, ABC's  top-rated  comedy. 

Last  year  Ronnybrook's  revenues 
hit  $800,000,  up  from  $670,000  in 
1992.  More  recendy,  Ronnybrook 
has  been  the  happy  beneficiary  of  the 
flap  over  bovine  growth  hormone, 
which  the  Food  &  Drug  Administra- 
tion recently  approved  so  dairymen 
could  increase  their  production. 

Although  there's  no  evidence  as  yet 
that  the  hormone  has  any  effect  on 
humans,  consumer  activists  predict- 
ably reacted  with  alarm.  Ronnybrook 
was  quick  to  make  hay  out  of  the 
hubbub.  Each  bottle  of  Ronnybrook 
now  carries  a  hang  tag  declaring,  "We 
do  not  use  .  .  .  bovine  growth  hor- 
mone of  any  kind.  Never  did.  Never 
will."  Smart  move.  Sales  have  in- 
creased at  least  30%  since  the  fuss 
started,  according  to  lames.  M 


Keeping  TV  fans  happy  can  be  a  nuisance. 
It  just  got  easier  for  NBC. 

Cybermarketing 


By  Fleming  Meeks 

The  tv  networks  love  their  fans,  but 
let's  face  it,  fans  can  also  be  a  real 
headache.  Last  year  NBC  got  over 
300,000  requests  from  fans  for  pho- 
tos of  their  favorite  TV  stars,  nbc's 
publicity  staff  dutifully  responded, 
sending  each  devotee  an  8-by- 10- 
inch  black-and-white  glossy  photo. 
Cost:  about  $500,000. 

But  that  was  before  NBC  jumped 
onto  the  infobahn  in  May  with  a  kind 
of  computerized  fan  magazine.  In  its 
first  six  weeks  the  peacock  network 
fielded  76,000  photo  requests,  in- 
cluding 2,886  for  actor  Michael  Rich- 
ards, Kramer  on  the  hit  show  Seinfeld, 
and  2,589  for  Crystal  Bernard,  the 
fetching  costar  of  Wings.  And  it  didn't 
lick  one  postage  stamp. 

Photos,  biographies  and  program 
listings  can  now  be  downloaded  into  a 
home  computer  with  just  a  few  clicks 
of  the  mouse  over  America  Online,  an 
on-line  service  with  800,000  sub- 
scribers. Using  a  high-speed  modem, 
subscribers  can  get  a  digital  color 
picture  of  their  favorite  stars  in  less 
than  a  minute — about  4  cents'  worth 
of  time  on  the  on-line  service.  Instant 
gratification  for  less  than  the  cost  of  a 
long  distance  phone  call. 

For  many  fans  the  televised  images 
are  as  real  as  or  more  real  than  their 
own  lives.  So  the  NBC  Online  section 
of  America  Online  offers  bulletin 
boards  for  every  show.  Fans  can  post 
comments  and  questions  on  every- 
thing from  Jay  Leno's  wardrobe  to 
the  death  of  Hope  on  Days  of  Our 
Lives.  "How  did  Hope  supposedly  die 
last  time  around?"  queries  a  soap  fan. 
"I  seem  to  recall  her  going  overboard 
and  being  lost  at  sea,  but  the  show  has 
referred  a  few  times  to  a  vat  of  acid." 
The  answer:  vat  of  acid. 

"She  makes  far  too  many  faces  and 
dresses  really  badly,"  sniped  one  fan, 
referring  to  Lorna  on  the  soap  opera 
Another  World.  That  people  who 
watch  soap  operas  can  be  computer- 


Make  your  own  fanzine 

8-by-10  glossies,  cyberspace  style. 


literate  may  seem  surprising,  but  it's  a 
fact.  More  than  200,000  computer- 
literate  fans  of  all  stripes  have  found 
their  way  to  NBC  Online. 

"By  network  standards,  we  won't 
kid  you,  this  is  not  going  to  change 
our  ratings,"  says  Alan  Cohen,  senior 
vice  president  of  marketing  at  NBC. 
Cohen  struck  the  deal  with  America 
Online,  but  he  points  out  that  the 
network's  chief  promotion  tool  is  the 
network  itself,  which  carried  the 
equivalent  of  $500  million  worth  of 
advertising  time  to  tout  its  own  shows 
last  year. 

Of  nbc's  cyberspace  efforts,  Cohen 
says:  "We  wanted  to  get  in  early  and 
figure  out  how  to  evolve  with  it."  CBS 
offers  a  service  on  Sears  and  IBM's 
Prodigy  network,  although  it  isn't  as 
elaborate  as  nbc's.  The  Fox  network 
is  developing  a  service  for  Rupert 
Murdoch's  Delphi  Internet  Services. 

While  little  more  than  a  toe  in  the 
water  for  nbc,  nbc  Online  looks  like  a 
cash  cow  for  America  Online.  Every 
time  a  fan  downloads  a  photo,  posts  a 
bit  of  gossip  on  a  bulletin  board  or 
checks  the  sports  listings,  America 
Online's  meter  is  running  at  an  aver- 
age $2.50  an  hour  per  user.  MB 
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A  *Second  Opinion. 


Some  of  Americas  test  doctors  practice  in  Alab  ama.  Yes,  you  read  tkat  correctly.  But  if  youre 
skeptical,  we  understand.  Even  a  man  as  well-educated  as  Dr.  Will  iam  Clancy,  leading  autkority  on 
knee  ligament  reconstruction  and  official  pliysician  ol  tne  1994  US.  Olympic  Hockey  Team,  assumed 
Alabama  was  as  backward  as  lied  seen  it  portrayed  on  television.  Until  be  examined  it  more  closely. 

At  Alabama  Sports  Med  icine  &  Ortbopaedic  Center,  Dr.  Clancy  bas  belped  to  rebabilitate 
tbe  bodies  and  careers  of  sports  luminaries  from  around  tbe  wor  Id.  Yet  five  years  ago,  bis  future  partner 
bad  a  hard  time  convincing  him  to  get  on  the  plane.  Out-ol-towners,  including  myself,  come  with  the 
perception  that  Alab  ama  is  tbe  Dukes  of  Hazard.  But  I  11  tell  you,  that  southern  hospitality  really 


knocked  our  socks  off.    Shortly  after  this  initiation,  Dr.  Clancy 


decided  to  leave  AVisconsin  and  join  Dr.  Jim  Andrews    team  at  < 


Alab  ama  Sports  Med  icine  in  Birmingham.      It  was  an  exciting 


Healthcare  employs  more 
people  than  any  other 
industry  in  birmingham;  our 
state's  largest  city. 


prospect,  and  I  was  overwhelmed  by  the  level  of  technical  expertise  available .  Just  look  at  the  number  of 
high-tech  companies  coming  here  and  every  one  ol  them  has  absolutely  universal  praise  for  the  state. 

Dr.  Clancy  could  live  anywhere  he  chooses.  But  to  his  way  ol  thinking,  Alabama  offers  the 
perfect  environment  for  his  personal  and  professional  lile.  Ol  course,  we  understand  il  youd  like  to  get 
a  second  opinion.  Just  ask  jMrs.  Clancy  or  call  us  at  1-800-276-3372. 


AMA 


ft  e  r  e     good     people     accomplish     great     t  ft  i  n 


For  more  information,  contact  the  Economic  Development  Partnership  of  Alabama: 
2  North  Jackson  Street,  Montgomery,  Alabama  36104;  800-276-3372 


INTERACTIVE  MEDIA 


City  has  some  of  the  hottest  real  estate 
in  cyberspace,  but  its  turf  is  getting  crowded. 

Early  bird 
versus 
the  flock 


By  Damon  Darlin 

In  1985  William  Wright  was  a  free- 
lance game  programmer  designing 
the  miniature  cities  that  get  bombed 
in  arcade  games.  He  got  the  idea  for 
an  even  better  game:  Players  would 
design  the  cities.  They  would  lay  out 
roads  and  power  lines.  Tiny  houses 
and  factories  would  sprout  on  the 
screen. 

"I  was  having  so  much  fun  building 
cities,  I  thought  others  would,  too," 
says  Wright.  In  his  spare  time  he 
created  a  precursor  to  SimCity,  an 


urban  simulation  game  that  would  go 
on  to  become  a  bestseller  and  make 
Wright  a  small  fortune. 

A  latter-day  Wright  couldn't  pull 
off  a  feat  like  this  today,  now  that 
computer  game  companies  have  ma- 
tured into  giants  with  a  stranglehold 
on  retail  shelf  space.  But  the  software 
market  was  a  very  different  place  in 
1985.  The  IBM  PC  was  just  four  years 
old.  Microsoft  had  but  $140  million 
in  sales.  There  was  still  a  lot  of  wide- 
open  territory. 


Maxis  Chairman 
Jeff  Braun  (left) 
and  Will  Wright, 
chief  designer 
It's  harder  to  find 
a  hit,  but  they 
vow  to  stay 
independent. 


SimCity  2000 
A  high-tech 
descendant  of 
train  sets. 


In  1985  Intuit  was  just  beginning 
to  sell  the  first  big-selling  personal 
finance  program,  Quicken.  The 
Mathblaster  educational  series,  which 
has  given  rise  to  a  $150  million  for- 
tune (Forbes,  Nov.  22),  was  only  two 
years'  old.  Berkeley  System's  After 
Dark  screen  savers  didn't  exist  at  all. 

Wright,  who  was  then  23,  didn't  set 
out  to  become  an  entrepreneur.  He 
was  under  contract  to  Broderbund 
Software,  the  developer  of  education- 
al games,  and  took  SimCity  to  his 
sponsors  there.  They  weren't  interest- 
ed. They  informed  him  that  the  game 
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didn't  have  a  clear  winner  or  enough 
action. 

In  the  fall  of  1987,  with  his  game 
near  completion,  Wright  crashed  a 
party  hosted  by  Jeffery  Braun,  a  con- 
sultant advising  companies  how  to 
use  computer  bar  codes.  Braun  was 
looking  for  Silicon  Valley  program- 
mers with  ideas  around  which  he 
could  build  a  company.  Munching  on 
pizza,  Braun  listened  to  the  city  game 
idea.  It  struck  him  that  adults  wanted 
"software  toys,"  high-tech  descen- 
dants of  the  Lego  blocks  and  train  sets 
they  loved  as  children. 


Braun  cackles,  nine  years  later, 
about  how  Broderbund  cavalierly 
signed  away  the  rights  to  the  game  to 
Maxis,  the  privately  held  company 
Braun  and  Wright  formed.  With 
Braun  as  boss  and  50%  owner,  and 
Wright  as  chief  designer  with  20%, 
they  sold  20,000  copies  in  1989,  their 
first  year,  for  the  Amiga  computer. 
That  brought  in  enough  money  to 
finance  the  work  to  reissue  the  game 
in  the  more  promising  Apple-  and 
IBM-compatible  formats.  Total  take 
that  year:  $2.9  million. 

With  nearly  a  million  copies  sold  to 


date,  SimCity  has  been  near  the  top  of 
the  bestseller  lists  for  computer  games 
ever  since  1990.  That  is  remarkable  in 
an  industry  where  few  tides  get  hot 
and  even  fewer  stay  long  on  the 
crowded  store  shelves.  Last  year  the 
company  recorded  revenue  of  $18.5 
million. 

Maxis  is  finding  it  a  lot  harder  to  get 
another  hit.  The  business  is  full  of 
weak  titles  and  one-hit  wonders.  The 
cost  of  producing  and  distributing 
software  is  going  up.  Interplay,  the 
Irvine,  Calif,  maker  of  the  Clayfighter 
and  BattleChess  hits,  says  it  is  spend- 
ing $3  million  to  perfect  its  Stonekeep 
in  time  for  Christmas.  Take  a  look  at 
Myst,  the  mystery  game  for  adults 
from  Cyan  Inc.  and  Broderbund. 
Credits  scroll  across  the  screen  as  if  it 
were  a  big  Hollywood  production. 
Making  the  game  consumed  the  time 
of  seven  programmers  for  two  years. 

Brian  Fargo,  Interplay's  president, 
says  he  is  following  the  example  of 
many  small  developers  trying  to  hook 
up  with  larger  ones,  and  of  larger 
developers  trying  to  link  with  giant 
Microsoft  or  the  movie  studios,  with 
their  deep  pockets  and  visions  of  mar- 
keting Clayfighter  lunch  buckets. 
mca,  the  film  company  owned  by 
lapan's  Matsushita,  bought  a  minor- 
ity interest  in  Interplay. 

Maxis  hasn't  sold  out  to  or  even 
teamed  up  with  a  software  giant,  but  it 
might  have  to.  After  hitting  a  home 
run  the  first  time  at  bat,  Wright  and 
Braun  tried  to  capitalize  on  the  Sim 
name  by  sticking  it  in  nearly  every  title 
and  in  the  name  they  used  to  incorpo- 
rate Maxis,  SimBusiness  Inc.  But 
nothing  had  the  draw  of  those  little 
cities  with  sporadic  earthquakes  and 
other  disasters. 

Wright  came  up  with  SimEarth,  a 
simulation  of  the  planet's  environ- 
ment, and  SimLife,  in  which  the  play- 
er is  a  Darwinian  God  creating  species 
and  watching  them  mutate.  Maybe 
grad  students  in  biology  loved  hear- 
ing "oo-la-la"  every  time  an  animal 
mated,  but  few  others  could  relate  to 
the  games.  "People  treated  it  as  a  lava 
lamp  and  just  watched  the  animals  run 
around,"  Wright  says. 

SimAnt,  a  computerized  colony  of 
warring  ants,  was  a  moderate  hit  with 
kids.  Then  came  SimFarm,  but  few 
people  care  about  farming  anymore. 
SimHealth,  a  simulation  of  the  Clin- 
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Scanners  and  character  recognition  software  are  finally 
getting  good  enough  and  cheap  enough  to  be 
worthwhile. 

Bypassing 
the  keyboard 


ton  heait  h  plan,  won  a  lot  of  press  and 
meager  sales. 

What  to  do?  Wright  went  back  to 
SimCity.  He  directed  a  staff  of  pro- 
grammers in  creating  an  expanded 
\  ersion  of  the  game,  SimCity  2000. 
"We  were  founded  on  the  premise 
that  designers  were  the  stars,"  says 
Joe  Scirica,  vice  president  for  product 
development.  "  That  was  a  valid  mod- 
el. Now  it's  more  collaborative."  A 
big  production,  that  is. 

Wright's  elves  added  more  exotic 
graphics — a  subway,  underground 
water  pipes  and  freeways.  Citizens 
cheer  out  loud  when  taxes  are  low  ered 
and  boo  w  hen  they  are  raised.  Players 
can  pass  no-smoking  ordinances,  set 
up  a  homeless  aid  program  and  issue 
bonds.  SimCity  2000  cost  $1  million 
to  make. 

The  show  has  earned  back  that  cost. 
SimCity  2000  has  sold  380,000 
copies,  taking  in  about  $20  on  each 
$40  ( retail )  game,  since  November.  A 
version  to  run  on  Windows  will  be  out 
in  time  for  the  Christmas  season, 
which  is  when  70%  of  computer 
games  are  purchased.  Meanwhile, 
taking  a  page  from  Coca-Cola,  Maxis 
repackaged  the  original  version  as 
SimCity  Classic.  Classic  sells  a  healthy 
10,000  a  month. 

Then  there's  the  Barbie  doll  mar- 
keting strategy:  You  take  a  mature  toy 
and  sell  outfits  for  it.  For  $15  (retail) 
apiece,  Maxis  sells  pre-built  cities  such 
as  ancient  Rome,  an  Asian  city,  flood- 
ravaged  Davenport,  Iowa  and  Wash- 
ington, D.C.  with  lawyers  rioting  in 
the  streets. 

Wright  is  working  on  other  add- 
ons to  SimCity,  in  which  a  player 
could  gentrify  a  neighborhood,  re- 
decorate a  house  or  experience  life  as  a 
cop  or  a  nurse  in  the  city.  He  dreams 
of  constructing  a  metropolis  in  the 
ether  of  cyberspace  for  SimCity  own- 
ers who  are  also  customers  of  on-line 
services  like  America  Online. 

Maxis  is  still  trying  to  diversify  be- 
yond SimCity,  with  mixed  success.  It 
is  creating  children's  products  and 
distributing  more  games  made  by 
freelancers.  Meanwhile,  other  com- 
panies are  encroaching  on  its  simula- 
tion turf.  The  large  software  house 
Klectronic  Arts  recently  issued 
ThemePark,  where  players  design 
thrill  rides  and  engage  in  takeover 
battles  with  competing  parks.  M 
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By  Neil  Weinberg 

A  way  TO  END  the  tedium  of  retyping 
information  from  the  printed  page 
into  a  format  that  can  be  manipulated 
on  a  computer  has  long  been  prom- 
ised by  the  computer  industry.  The 
solution  is  in  digital  scanners,  which 
convert  a  printed  page  into  specks  of 
data,  and  optical  character  recogni- 
tion software,  which  translates  digital 
pictures  into  numbers  and  letters. 
The  only  problem  has  been  that  scan- 
ners and  character  interpreters  have 
cost  too  much  and  misread  too  much. 

Salvation  is  at  hand.  The  hardware 
is  getting  cheaper  and  the  software  is 
getting  better.  For  $500  to  $2,000, 
you  can  now  buy  a  scanner  plus  a 
recognition  program  that  will  satisfy 
certain  needs  very  well.  It  is  now 
possible,  for  example,  to  feed  entire 
books  into  your  computer,  storing 
them  on  your  hard  drive  for  later 
searching  by  key  word. 

Given  the  rapid  evolution  of  the 
technology,  it's  safe  to  say  that  prices 
will  come  down  some  more  over  the 
next  few  years  and  quality  will  im- 
prove yet  again.  Nonetheless,  if  you 
want  to  invest  in  this  technology  now, 


you  may  find  that  the  equipment  can 
pay  for  itself  quickly,  if  you  otherwise 
would  have  been  hiring  typists  to  do 
the  work.  But  don't  expect  perfec- 
tion, especially  if  the  pages  you  feed  in 
are  anything  but  crisp  copies.  The 
machine  will  have  a  hard  time  deci- 
phering blurry  faxes  or  newspaper 
clippings,  and  handwriting  w  ill  stump 
it  entirely. 

Scanners  can  do  more  than  absorb 
images  of  text  for  feeding  into  charac- 
ter recognition  software.  They  can 
also  pick  up  photos^  charts  and  other 
graphics  for  storage  as  pure  image 
files.  These  digital  bit  maps  can  then 
be  cropped,  altered,  imported  into 
documents  you  are  working  on  and 
printed  out  on  your  laser  printer. 

The  need  to  transfer  information 
from  paper  to  computers  has  incited  a 


TELECOMMUNICATIONS  FOR 
THE  BIGGEST  EVENT  ON 

EARTH 


HAVE  BEEN  ENTRUSTED 


The  World  Cup  soccer  games  are  an  extravaganza  unlike  any  on  the  face  of  the  globe.  They  involve  a  cumulative 
viewership  of  over  32  billion  fans  in  143  countries  —  over  40  times  the  audience  of  the  Super  Bowl*  All  brought 
together  by  a  love  of  sport  and  by  the  reliable,  international  network  of  Sprint.  The 
WoridCupi) SAM  exclusive  provider  of  long  distance  voice  and  data  services.  Which  means 
^  the  World  ( 'up  I  SA  1994  (  ommittee  has  given  Sprint  the  important  task 


of  making  the  world  one  big,  informed  global  stadium.  1-800-PIN-DROP 


Sprint 

Be  there  now. 
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The  Philosopher  George  -Santayana  said  that  those  who  forget  the 
past  are  condemned  to  repeat  it.  If  he  had  been  writing  about  invest- 
ments he  might  have  said:  Those  who  misinterpret  the  past  are  con- 
demned to  get  whipsawed.  They  are  forever  chasing  after  -yester- 
day's winner,  buying  at  the  top  and  selling,  in  disgust,  at  the  bottom. 
These  are  the  people  who  bought  growth  stocks  in  1972  because 
growth  had  been  so  good,  then  sold  them  at  a  loss  a  few  years 
later.  Or  they  bought  gold  in  the  early  -1980s  .because  it  had  been 
a  stellar  investment 
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The  philosopher  George  Santayana 
said  that  those  who  forget  the  past  are 
condemned  to  repeat  it.  If  he  had 
been  writing  about  investments  he 
might  have  said:  Those  who  misinter- 
pret the  past  are  condemned  to  get 
whipsawed.  They  are  forever  chasing 
after  yesterday's  winner,  buying  at  the 
top  and  selling,  in  disgust,  at  the 
bottom. 

These  are  the  people  who  bought 
growth  stocks  in  1972  because 
growth  had  been  so  good,  then  sold 
them  at  a  loss  a  few  years  later.  Or  they 
bought  gold  in  the  early  1980s  be- 
cause it  had  been  a  stellar  investment 


Text  (above)  came  through  HP's  flatbed 
scanner  with  few  errors  (above  left).  Logi- 
tech's portable  device  garbled  it  (left). 


stampede  of  scanner  buying.  Sales 
jumped  25%,  to  over  $1  billion,  last 
year  and  should  grow  at  that  pace 
through  1998,  says  analyst  Kristy 
Holch  of  bis  Strategic  Decisions  in 
Norwell,  Mass. 

Recognizing  text  is  not  an  easy  task 
for  a  computer,  and  until  recendy 
even  the  best  character  recognition 
programs  were  so  error  prone  that  it 
was  usually  faster  to  retype  text  into  a 
computer  than  to  scan  it  in  and  cor- 
rect a  legion  of  errors.  Though  the 
current  equipment  is  pretty  good, 
plenty  of  pitfalls  remain. 

Forbes  tested  two  general-purpose 
scanners:  Logitech's  hand-held  Scan- 
Man  EasyTouch  and  Hewlett-Pack- 
ard's flatbed  ScanJet  Ilex.  Both  run 
with  Windows  (the  HP  also  comes  in 
an  Apple  version)  and  conform  to 
Twain — a  software  interface  standard 
that  allows  the  sending  of  bit  maps 
and  the  output  of  character  recogni- 
tion programs  directly  into  many  soft- 
ware programs.  (Most  users  can  sim- 
plify their  lives  by  sticking  to  Twain 
products.)  Both  scanners  can  be  used 
to  scan  pictures  or  text. 

The  ScanMan  EasyTouch  (sug- 
gested retail:  $400)  is  a  semicircular 
device  about  the  size  of  a  woman's 
evening  purse  that  users  sweep  over  a 
page.  Its  Windows-compatible  soft- 
ware installs  easily  and  includes  Caere 
Corp.'s  OmniPage  Direct  character 
recognition  software. 


Our  verdict?  For  scanning  and  edit- 
ing small  quantities  of  photos  and 
other  images,  the  low-priced  Scan- 
Man  is  useful.  But  if  you  have  any 
notion  of  feeding  text  into  a  word 
processor,  hand-held  scanners  proba- 
bly aren't  the  answer.  If  you  want  to 
sit  in  a  law  library  feeding  Supreme 
Court  opinions  into  your  laptop,  and 
can  stand  the  typos,  a  hand  scanner 
could  make  sense.  Otherwise,  pay  ex- 
tra for  a  flatbed.  Our  ScanMan  gar- 
bled a  lot  of  text,  and  the  product's 
manual  even  concedes  OmniPage  Di- 
rect doesn't  work  well  with  photo- 
copies, newsprint  or  fancy  fonts. 

hp's  color  ScanJet  Ilex  for  Win- 
dows lists  for  $1,180  with  Aldus  Pho- 
toStyler  image-editing  software.  In- 
stalling a  ScanJet  isn't  easy;  it  requires 
that  you  already  have  a  Small  Com- 
puter System  Interface  board  or  an 
empty  card  slot,  so  forget  about  using 
it  with  a  notebook  computer.  Still, 
with  an  optional  50-page  document 
feeder  ($560)  that  can  automatically 
feed  5  to  10  pages  per  minute,  de- 
pending upon  scanning  precision,  the 
ScanJet  Ilex  is  powerful. 

The  text  recognition  software  is 
extra.  With  Calera  Recognition  Sys- 
tems' just-released  WordScan  Plus 
3.0  ($600),  the  ScanJet  Ilex  is  faster 
than  a  speedy  typist.  It  takes  three 
minutes  to  scan  a  300-word  memo 
into  the  ScanJet  Ilex,  correct  errors 
and   transfer  results  to  Microsoft 


Word.  (A  document  feeder  could  dra- 
matically cut  the  time  required  for 
multiple  pages.)  That's  about  half  the 
time  it  would  take  a  60-word-per- 
minute  typist  to  input  the  same  memo 
and  run  Word's  spelling  checker. 

WordScan's  nifty  Pop-Up  Proofer 
accounts  for  a  big  part  of  the  savings. 
As  you  tab  through  a  document,  it 
highlights  individual  characters  it  is 
not  confident  of  in  yellow  and  unclear 
words  in  blue.  In  most  cases  correc- 
tions involve  simply  typing  in  a  char- 
acter or  two.  Expect  to  do  a  lot  more 
correcting  when  scanning  poor-qual- 
ity copies,  faxes  or  newspaper  articles. 

"I  put  together  [article]  proposals 
in  an  afternoon  with  seven  to  ten 
pages  each  from  three  colleagues  that 
would  take  my  secretary  about  a  week 
to  type  in,"  says  Craig  Langman,  a 
pediatrics  professor  at  Northwestern 
University  Medical  School.  Langman 
uses  his  $2,000  HP/Calera  package  to 
digitally  store  X  rays  and  graphics  and 
to  import  text.  The  equipment,  he 
adds,  is  light  years  ahead  of  what  he 
had  five  years  ago. 

Besides  Hewlett-Packard,  Sharp 
and  Epson  make  high-quality  flatbed 
color  scanners.  When  comparing 
prices,  take  note  of  whether  image - 
editing  software  and  character- recog- 
nition software  are  included.  Caere, 
ExperVision  and  Xerox  Imaging  Sys- 
tems all  sell  character  recognition 
programs  comparable  to  Calera's.  WM 
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ieing  Merely  Effective 
Be  Insanely  Awesome? 

Introducing  Z-NOTEFLEX," 
The  Ultimate  Multimedia  Presenter. 


Loosen  your  tie,  and  get 
ready  to  bring  down  the  house, 
ith  Z-NOTEFLEX,  Zenith 
Data  Systems'  new  multi- 
media showstopper. 
Built  around  a  powerful 
notebook,  the  Z-NOTEFLEX 
system  lets  you  take  the  show 
on  the  road,  and  carry  it  around 
in  your  hand.  With  sharp, 
colorful  video  and  stereo 


Z-NOTEFLEX 
up  to 

InlelDXt"  75MHz  processor 
1 6-bit  business  audio 
active-matrix.  256-color 

sound,  your  business  pre-        lcd display 

FLEXSITE 
LCD  display  stand 

FLEXBAY 
battery  charging  bay 
floppy  drive  bay 

FLEXDOCK 
enhanced  port  replicator 
two  type-Ill  PCMCIA  slots 
networking  module 

FLEXSHOW 
double-speed  CD-ROM  drive 
amplified  stereo  speakers 
two  type-Ill  PCMCIA  slots 
integrated  power  supply 


sentations  are  sure  to  get 
attention  Detaching  the 
J  LCD  display  and  placing  it 
in  front  of  your  viewers  will 
have  an  even  greater  impact: 

And  the  Z-NOTEFLEX' s 
modular  components  offer 
you  a  wide  range  of  system 
enhancements,  multi- 
media capabilities  and 
peripheral  solutions.  So  you 
custom  order  the  features  you 
want  today,  then  upgrade 
when  you're  ready. 


in 


ifel 


m 


Side, 


MPC2 


Multimedia  PC 

Your  audience  wants  something  worth 
watching.  And  the  Z-NOTEFLEX  delivers. 
Make  that  connection,  and  you  could  be  an 
overnight  success. 

Call  us  for  the  awesome  details. 
1-800-289-1322,  Ext.  5123 


ZENITH 


DATA  SYSTEMS  ■SSI 

MAKE  THE  CONNECTION 


COMPUTER  VENTURES 

COHPUTEBS/COHHUmCATIOHS 


Power  tools 


COMMENTARY  BY  RICHARD  A.  SHAFFER 


Richard  A.  Shaffer  is  founder  of  Technologic 
Partners,  a  technology  consulting 
company  in  New  York  City,  and  publisher  of 
Technologic  Computer  Letter. 


Imagine  that  electric  tools  had  not  yet 
been  invented,  and  builders  had  to 
put  up  houses  using  only  handsaws 
and  manual  augers.  Houses  would 
look  the  same,  but  they  would  take  a 
lot  longer  to  put  up  and  they  would  be 
much  more  expensive.  When  the  first 
power  tools  came  on  the  scene,  the 
demand  for  them  would  be  explosive. 

That's  just  about  where  the  world 
of  client-server  computing  finds  itself: 
Good  tools  are  now  arriving  on  the 
scene.  In  some  cases  these  new  aids 
will  not  make  it  possible  for  program- 
mers to  build  more  sophisticated  soft- 
ware. But  even  where  the  end  result  is 
the  same,  the  tools  will  enable  pro- 
grammers to  get  there  more  quickly. 

Although  much  of  the  software 
that  goes  onto  a  client-server  network 
consists  of  familiar  off-the-shelf  items 
like  Lotus  Development's  Notes  pro- 
gram, many  corporate  PC  installations 
demand  a  certain  amount  of  custom 
work.  This  custom  programming  can 
be  constructed  the  old-fashioned 
w  ay,  line  by  line.  Tools  can  speed  up 
the  process. 

Suppose,  for  example,  that  a  pro- 
grammer designing  a  system  used  to 
input  customer  orders  wants  a  menu 
option  to  open  up  a  window  in  the 
corner  of  a  PC  screen  showing  how 
much  of  an  item  is  in  stock.  He  can 
spec  out  that  window's  appearance 
and  function  in  the  meticulous  detail 
demanded  by  a  programming  lan- 
guage like  C.  Or  he  can  say  what  he 
wants  in  the  broader  outlines  de- 
manded by  a  programming  tool.  The 


tool  then  handles  the  clerical-  detail 
involved  in  telling  the  computer  ex- 
actly what  to  do  and  when. 

The  market  for  tools  like  this  one 
was  an  estimated  $2  billion  last  year — 
and  rising.  The  most  rapidly  rising 
segment  is  for  tools  that  help  pro- 
grammers make  use  of  such  graphical 
interfaces  as  Microsoft  Windows  and 
such  new  technologies  as  object-ori- 
ented software.  (The  latter  formalizes 
a  style  of  programming  in  which  large 
programs  are  constructed  from  small, 
reusable  units — much  as  a  modular 
house  can  be  built  from  prefabricated 
walls.  Prefab  construction  demands 
special  power  tools.) 

Two  small  public  companies  stand 
out  in  the  effort  to  simplify  the  task  of 
writing  programs  for  networks  of 
computers  that  act  as  clients  and  serv- 
ers for  each  other.  Gupta  Corp. 
(Forbes,  June  20)  saw  its  sales  of 
database  tools  climb  64%  last  year,  to 
$18  million.  Powersoft  Corp.  more 
than  doubled  its  revenues,  to  $51 
million;  its  big  seller  is  the  $3,395 
PowerBuilder  Enterprise,  which  en- 
ables programmers  to  develop  PC- 
based  data  applications  for  depart- 
ments or  larger  parts  of  companies. 

At  the  higher  end  of  the  tool  mar- 
ket, Uniface  Holding  gets  fees  of 
$5,000  or  more  per  programmer  for  a 
license  to  use  its  tools.  Uniface,  a 
subsidiary  of  Compuware,  had  sales 
last  year  of  $58  million,  up  50%. 

The  toolmakers'  customers  are 
kept  busy  by  the  upheaval  in  corpo- 
rate computing  in  which  mainframe 
and  minicomputer  systems  are  re- 
placed or  supplemented  with  net- 
works of  servers  and  desktop  systems. 
Another  factor  is  the  reshuffling  and/ 
or  elimination  of  middle -manage- 
ment jobs,  possible  in  some  cases  only 
if  a  business  rethinks  its  use  of  infor- 
mation technology.  In  addition,  soft- 
ware companies  now  are  delivering 
financial,  manufacturing,  inventor}' 
control  and  customer  sendee  applica- 
tions that  have  been  designed  from 
the  beginning  to  operate  on  client- 
server  networks.  When  these  applica- 
tions are  installed,  the  customer  de- 
mands custom  additions  and  fine- 


tuning,  and  that  creates  a  demand  for 
programmers'  time. 

The  lucrative  tool  industry  is  at- 
tracting some  big  competition.  Com- 
panies that  primarily  sell  databases  are 
scrambling  to  catch  up  with  the  tool 
specialists;  by  the  end  of  the  year, 
expect  new  development  tools  from 
Oracle,  Sybase  and  other  companies 
that  sell  software  to  set  up  so-called 
relational  databases.  (What  kind  of 
database  is  that?  Think  of  it  as  a  library 
in  which  every  book  contains  a  cross- 
reference  to  all  the  other  books  that 
share  any  of  the  topics  listed  in  its 
index  at  the  back. ) 

Some  software  vendors  that  started 
out  selling  mainframe  and  minicom- 
puter products,  such  as  Computer 
Associates  International  and  Oracle, 
have  started  adding  client-server 
tools,  often  through  acquisition.  At 
the  same  time,  startups  are  emerging 
to  challenge  conventional  thinking 
about  how  client- server  applications 
should  be  put  together. 

There  is  currently  a  booming  de- 
mand for  tools  based  on  Smalltalk. 
This  is  a  language  developed  in  the 
early  1970s  at  Xerox's  Palo  Alto  Re- 
search Center.  It  provides  efficient 
ways  to  create  more  complex  client- 
server  applications.  Two  beneficiaries 
are  ParcPlace  Systems  and  Digitalk. 
Interest  in  Smalltalk  enabled  both 
companies  to  grow.  Sales  at  Digitalk 
doubled,  to  $15  million,  last  year.  In 
the  last  nine  months  of  1993  sales  at 
ParcPlace  doubled,  to  $18.6  million. 

Visigenic  Software,  a  startup  in  San 
Mateo,  Calif,  is  working  on  a  tool 
that  will  enable  programmers  to  reuse 
applications  written  in  such  older 
computer  languages  as  Cobol.  Dy- 
nasty Technologies  is  developing  aids 
for  those  trying  to  write  programs 
that  will  run  on  several  different  ma- 
chines. Forte  Software  is  creating 
tools  for  use  on  computer  systems 
that  may  include  on-line  information 
services  and  electronic  files  of  images. 

Not  all  these  outfits  will  thrive,  but 
they  will  all  benefit  from  the  enor- 
mous thirst  for  productivity  in  the 
labor-intensive  business  of  writing 
custom  software  for  corporations.  Ml 
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Tke  most  powerful 
carrier  of  information  ever 
created  isn't  a  kigfiway  at 
all.  It's  a  super-s^i/way. 
And  it  exists  today  —  a 
sate  llite  network  tkat  is 
ukiquitous,  reliakle  and 
worldwide. 

Unlike  fiker  optics, 
satellites  can  send  data  to 
any  point  on  eartk,  at  sea 
or  in  tke  air  —  all  at  tke 
same  time.  Nor  are  tkey 
as  vulnerakle  to  natural 
catastrophes     e  kurricanes 
and  eartkquakes. 

Satellites  are  as  cost- 
effective  wketker  tkey  re 
teaming  information  across 
town  or  across  oceans. 
And  tkey  are  essential  for 
today's  kroadcast,  cakle, 
kusiness  T\(  radio,  data 
transmission,  educational 
programming  and  tele- 
pkony  industries. 

Tke  information  kigk- 
way  is  ckanging  rapidly,  kut 
satellites  will  continue  to 
provide  tke  indespensakle 
fast  lane.  For  a  free  krockure 
on  kow  satellites  can  kelp 
your  kusiness,  call  us  at 

1-800-542-2538. 


World's  leading  commercial 
satellite  operator. 

HUGHES 

COMMUNICATIONS 


A  unit  of  GM  Hughes  Electronics 


INSIGHTS 

SCIENCE  a  TECHNOLOGY 


Twilight  zone 


COMMENTARY  BY  MICHAEL  GIANTURCO 


Michael  Gianturco  is  president  of 
The  Princeton  Portfolios,  a  New  Jersey  asset 
management  firm  that  specializes  in 
science  and  technology  stocks. 


The  big  computer  is  dead,  long  live 
the  local  area  network. 

That,  in  essence,  is  what  investing 
in  the  computer  sector  has  been  all 
about  for  the  past  decade.  IBM  and 
Digital  Equipment  Corp.,  manufac- 
turers of  big  computers,  have  been 
clobbered.  Fortunes  have  been  made 
on  stocks  associated  with  computer 
networking:  American  Power  Con- 
version, Cabletron,  Cheyenne  Soft- 
ware, Cisco,  Novell,  Synoptics  and 
Wellfleet  Communications. 

But  wait.  The  mainframe  and  the 
minicomputer  are  not  dead,  though 
they  may  be  terminal.  The  buzz  over 
PC  networks  and  networking  stocks 
has  tended  to  obscure  the  fact  that  at 
least  85%  of  all  corporate  data  still 
resides  on  minicomputers  and  main- 
frames. It's  going  to  be  a  long  time 
before  corporations  have  finished  ex- 
tricating themselves  from  their  main 
frame  and  minicomputer  software, 
much  of  it  custom-designed.  The  cu- 
mulative investment  runs  into  the 
hundreds  of  billions  of  dollars. 

All  this  suggests  a  new  investing 
theme  for  the  late  1990s:  Buy  compa- 
nies that  will  thrive  during  the  long 
twilight  of  the  mainframe.  Specifical- 
ly, look  for  outfits  that  help  corporate 
computer  users  make  the  transition 
from  big  iron  to  networked  systems. 

One  of  these  transition-era  compa- 
nies is  Wall  Data.  This  Redmond, 
Wash,  firm,  which  went  public  in 
March  1993,  sells  software  that  en- 
ables networks  of  PCs  to  tap  into 


mainframe  and  minicomputer  sys- 
tems. Wall  Data  netted  $9.6  million, 
or  $1  a  share,  last  year  on  revenues  of 
$64  million.  It  caught  my  eye  this 
spring  when  it  went  into  an  amazing 
power  dive,  declining  49%  in  a  bit 
over  a  month,  on  the  expectation  of  a 
loss  associated  with  an  acquisition. 
(The  loss  for  the  quarter  turned  out  to 
be  4  cents  per  share.)  The  stock  has 
since  recovered  some  lost  ground, 
stabilizing  at  about  38.  The  excellent 
growth  potential  is  still  there,  and  I 
am  prepared  to  gamble  that  its  stormy 
season  in  the  market  is  now  behind  it. 

It  is  easy  to  see  where  the  growth 
could  come  from.  More  than  50  mil- 
lion PCs  are  now  connected  into  some 
sort  of  network.  Originally,  the  net- 
work links  simply  enabled  several 
computers  to  share  a  printer,  or  to 
exchange  files.  But  now  that  the  net- 
works have  gotten  bigger,  more  is 
expected  of  them.  Medical  records, 
airline  reservations,  banking  and 
credit  records  are  all  typically  stored 
on  mainframes  and  minis.  Gaining 
access  to  all  this  critical  data  from 
within  corporate  PC  nets  is  obviously 
an  essential  step. 

Wall  Data's  core  product,  a  pro- 
gram called  Rumba,  is  essentially  an 
internal  communication  package. 
For  example,  users  of  Microsoft's 
Windows  can  pop  open  a  Rumba 
w  indow  that  looks  in  on  mainframe 
records.  The  program  is  complicat- 
ed— it  represents  300-man  years  of 
programming  in  the  C  and  C++  lan- 
guages— but  the  person  using  it  is 
never  aware  of  the  complexity.  The 
same  Rumba  enables  users  to  tap 
into  mainframe  computing  power 
with  two  other  familiar,  friendly  PC 
interfaces  besides  Windows:  IBM's 
OS/2  and  Apple's  System  7. 

Sales  of  software  licenses  are  tallied 
as  "seats,"  each  of  which  implies  a 
person  seated  in  front  of  a  screen.  Last 
year  Wall  Data  sold  500,000  seats,  up 
from  150,000  seats  in  1992.  This 
wonderful  news  was  probably  what 
set  up  the  stock  to  take  a  torpedo  last 
March.  Traders  reasoned  that  the 
company's  splendid  1993  would  be  a 


hard  act  to  follow.  The  stock's 
knocked-down  price  today  reflects  a 
much  more  realistic  or  perhaps  even 
pessimistic  expectation  for  the  com- 
pany's growth  prospects  for  1994. 

The  Rumba  link  does  not  reduce 
the  PC  to  a  dumb  terminal.  The  PC  can 
exchange  data  with  the  mainframe 
and  use  it,  for  example,  in  a  PC  spread- 
sheet like  Lotus  1-2-3.  The  software 
can  also  move  data  in  the  other  direc- 
tion, from  the  PC  to  the  mainframe, 
for  storage  or  processing. 

Wall  has  many  competitors,  includ- 
ing IBM  and  Digital  Equipment.  It 
most  directly  competes  with  Attach- 
mate  Corp.,  its  near  neighbor  in  Seat- 
tle, Wash.  Rumba  can  link  virtually 
any  major  type  of  computer  to  any 
other.  (The  name  is  supposed  to  make 
you  think  of  a  program  orchestrating 
a  dance  between  computers.)  Com- 
peting software  packages,  in  contrast, 
can  typically  accomplish  just  a  single 
link  between,  for  example,  a  PC  and  an 
IBM  AS/400  minicomputer. 

With  Rumba,  long-established  pro- 
grams on  mainframes  and  minicom- 
puters can  be  made  to  run  with  a 
graphical  PC  screen  look  that  corporate 
users  widely  understand  and  already 
know  how  to  use.  The  established 
programs  running  on  big  corporate 
computers  represent  enormous  value 
in  specialized,  often  custom-designed 
applications,  such  as  payroll,  general 
ledger,  inventory  management  and  or- 
der processing  applications.  Packaged 
PC  programs  will  not  quickly  supplant 
this  valuable  resource.  But  Rumba 
makes  it  all  readily  and  instantly  acces- 
sible from  PCs. 

Wall  Data's  revenues  grew  103%  last 
year.  Its  earnings  grew  72%.  For  the 
Mar.  31  quarter  revenues  were  up  70%, 
to  $17  million,  and  earnings,  exclud- 
ing a' nonrecurring  acquisition  charge, 
were  up  90%,  to  $2  million,  or  20  cents 
per  share.  The  company's  operating 
margin  of  27%  last  year  was  well  above 
the  software  sector's  average  of  19%. 
At  its  recent  price  the  company  is 
trading  at  36  times  trailing  earnings,  so 
it  is  still  a  speculative  growth  stock.  I 
would  buy  a  little,  but  not  a  lot.  H 
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What's  Eating 


Your  Memory? 

 s  


Mouse  Driver— up  to  25K  Network  Drivers  —up  to  150K 


Sound  Card  Driver— up  to25K      DOS6Utilities  —up  to  100K       CD  ROM  Drivers  —up  toSOK 


Memory  munchers  lurk  in  your  system. 

They  consume  memory  your  DOS  programs  need  to  work 
smoothly  or  even  to  load  at  all— whether  they  run  in  Windows  or 
from  the  DOS  prompt. 

When  You  Lose  Memory,  You  Lose  Power 

When  you  install  new  hardware  or  software,  haven't  you  wondered 
where  all  your  memory  goes?  Or  why  things  start  to  slow  down? 

Beep!  Not  enough  memory  to  run.  Beep!  General  Protection 
Fault!  Beep!  Crash.  Things  are  getting  a  little  unpredictable.  What's 
happening  to  your  computer?  What  can  you  do? 

If  You  Need  It,  You  Have  to  Feed  It 

Software  drivers  all  take  a  bite  out  of  your  0-640K  memory  area; 
and  if  they  eat  too  much,  your  applications  will  grow  sluggish  or 
even  refuse  to  run  at  all. 

But  drivers  are  necessary  for  all  the  things  you  want  to  use: 
most  programs  talk  to  a  mouse  driver,  not  to  the  mouse  itself;  a 
CD-ROM  drive  needs  one  so  that  DOS  can  recognize  it.  A  sound 
card  usually  needs  a  driver  for  applications  to  talk  to,  and  so  on. 

All  in  all,  the  more  you  want  from  your  PC,  the  more  mouths 
you'll  need  to  feed. 


Get  it  All  Back — and  More 

QEMM  7  delivers  as  much  conventional  (below  640K)  memory 
area  as  possible  by  relocating  these  hungry  drivers  into  vacant 
memory  space  above  640K.  That  frees  up  the  area  in  conventional 
memory  that  drivers  were  stealing.  Memory  needed  by  games,  data 
bases,  and  other  programs.  You  could  find  yourself  with  a  bonus 
250K  that  you  never  knew  you  had! 

QEMM  7 — the  Safe,  Fool-proof  Solution 

Nothing  could  be  simpler  than  installing  QEMM.  It  automatically 
calculates  millions  of  memory  configurations  in  minutes  to  make 
sure  that  your  PC's  memory  is  at  its  optimum.  And  that  ensures 
your  software  will  run  its  best. 

QEMM  7  employs  its  patented  Stealth  "  and  DOS-UP  " 
technology  to  give  8K-24K  below  640K  for  best  Windows 
performance,  load  the  DOS  SHARE  program  used  by  Windows 
OLE,  install  a  mouse,  sound  card,  CD-ROM  and  a  network...  and 
still  have  more  than  630K!  No  wonder  QEMM  outsells  all  the  other 
memory  managers  put  together! 

See  your  software  dealer  today  to  find  out  more  about  how 
QEMM  protects  your  memory  and  your  productivity. 


Quarterdeck  Office  Systems,  150  Pico  Boulevard,  Santa  Monica,  CA  90405  (310)  392-9851  Fax  (310)  314-4219 

Quarterdeck  International  Ltd.,  B.I.M.  House,  Crofton  Terrace,  Dun  Laoghaire  Co.  Dublin,  Ireland  Tel.(353)  (1)  284-1444  Fax:  (353)  (1)  284-4380 
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PERSONAL  AFFAIRS 

EDITED  BY  WILLIAM  G.  FLANAGAN 

Heading  for  London  this  summer? 

We've  tested  some  outstanding  restaurants  for  you. 

Adventures 
at  Le  Gavroche 


By  Richard  C.  Morais 

Planning  A  trip  to  London  soon?  If 
you've  a  good  expense  account  or  if 
you  are  willing  to  pay  through  the 
nose  to  experience  a  pinnacle  of  din- 
ing, Le  Gavroche  is  still  the  place.  But 
be  forewarned:  You  will  have  to  re- 
serve at  least  two  weeks  in  advance 
and  may  get  a  cold  shoulder  if  they 
don't  know  who  you  are. 

You  won't  be  coming  for  the  decor. 
It's  a  windowless  basement,  rich  in 
brass,  green  corduroy  and  Moroccan 
throw  cushions,  walls  covered  with 
common  Picasso  and  Miro  posters, 
and  those  ubiquitous  kitschy  sketches 
of  Parisian  street  urchins.  But  the 
food  is  something  else. 

I  recently  made  three  visits — two  at 
lunch,  one  at  dinner.  The  first  lunch, 
my  guest  and  I  were  invisible.  Though 
the  first  to  arrive,  we  were  the  last  to 
be  seated.  We  spent  the  35-minute 
wait  time  poring  over  the  menu:  lob- 
ster with  snails;  three -mustard  veal 
kidneys;  rabbit  and  risotto.  The  wine 
list  is  very  fine  and  priced  accordingly: 
Half- bottles  start  at  $45. 

I  ordered  mussel  soup  to  start,  and 
it  was  the  best  I've  ever  had.  My  guest 
was  very  pleased  with  tournedos  and  a 
rich  sauce  laden  with  mushrooms.  I 
was  not  so  lucky  with  my  entree.  A 
steamed  turbot  with  capers  and  lem- 
on slivers  was  mushy. 

But  I  would  readily  come  back  for 
the  chocolate  and  spice  souffle.  The 
damage:  $300  for  two,  including  a 
$65  white  burgundy. 

The  next  month  I  reserved  for  din- 
ner. On  my  second  visit  I  must  have 
qualified  as  a  regular  because  I  was  no 
longer  invisible.  "Right  this  way, 
Monsieur  Morais,"  said  the  maitre  d', 
whisking  us  right  past  John  Denver, 

308 


huddling  at  the  bar  with  some  French 
producer  types.  I  was  escorted  to  a 
coveted  booth  against  the  wall.  A 
great  spot  to  watch  the  action — op- 
posite us  a  well-known  correspondent 
of  the  British  evening  news  was  maul- 
ing his  date.  To  our  right  a  young 
aristocrat,  looking  as  if  he  was  just 
down  from  Cambridge,  wooed  a 
younger  male  friend. 

This  time  I  tried  the  prix  fixe,  $72 
menu  with  a  $56  half-bottle  of  Cha- 
blis.  The  starter  was  ravioli  stuffed 
with  skate — imaginative,  but  the  fa- 
miliar lemon  and  caper  sauce  was  not 


RIGHT: 

Le  Pont  de  la  Tour, 
next  to  Tower  Bridge 
Colcannon  and 
a  great  view  of 
the  Thames. 
BELOW: 

Le  Gavroche, 
in  Mayfair 
Pricey,  hard 
to  book,  ordinary 
decor,  but 
the  cuisine  and 
the  scene  are  what 
count. 


at  all  up  to  Le  Gavroche  standards. 

The  roast  duck  arrived  next,  tender 
pink  slivers  of  meat,  with  the  crispy 
skin  lightly  dusted  with  herbs.  It  was 
served  with  long  spinach  and  fol- 
lowed by  a  syrupy  blueberry  sorbet. 
This  is  French  food  at  its  peak:  earthy 
and  sensuous  but  with  a  classic  polish. 
Total  cost  for  two:  $285. 

At  lunch  a  few  weeks  later  I  was 
again  greeted  warmly  by  name,  and 
my  guest  and  I  were  ushered  directly 
to  a  booth — now  my  booth. 

"I  am  sorry  we  do  not  have  the  pot- 
au-feu  today,"  said  the  maitre  d', 
shrugging  with  sincere  regret,  "but 
we  do  have  very  good  pheasant."  I 
checked  die  menu — pheasant  wasn't 
listed.  I  had  just  joined  a  very  exclu- 
sive club. 

I  reduced  the  poor  bird  to  a  platter 
of  bare  bones  and  followed  with 
espresso  and  a  tarte  tatin  the  size  of  a 
cheese  wheel.  I  was  feeling  very  self 
important  and  fat  when  the  dining 
room  suddenly  hushed. 

Chef  Michel  Roux  emerged 
through  the  kitchen  doors  and,  with 


all  eyes  on  him,  slowly  marched  in  his 
clogs  and  checkered  pants  across  the 
restaurant  and  directly  to  our  booth. 
Roux  smiled  warmly  and  rapped  our 
table  with  his  knuckles.  "Was  every- 
thing all  right?"  he  asked. 

"Bien  sur,"  I  replied. 

What  do  you  do  if  you  are  a  first- 
timer  at  Gavroche  but  don't  want  to 
get  the  brush-off?  Here's  a  sugges- 
tion: Telephone  your  reservation 
from  New  York  or  Chicago  or  Los 
Angeles  or  wherever  you  happen  to 
be.  My  guess  is  that  will  qualify  you 
for  the  royal  treatment  the  regulars 
get.  Le  Gavroche:  43  Upper  Brook 
Street,  Mayfair  (44-71-499-1826). 

Sir  Terence  Conran,  the  designer, 
now  runs  a  string  of  smart  London 
eateries  that  are  very  big  and  very 
popular.  This  reporter's  favorite  is  Le 
Pont  de  la  Tour,  on  the  south  side  of 
the  Thames  next  to  Tower  Bridge 
(44-71-403-8403). 

The  crisp,  white-washed  room  af- 
fords a  spectacular  view  of  the  river.  A 
piano  tinkles  elegantly  in  the  ante- 
room; charming  young  Frenchmen 
serve.  For  a  main  course,  there  is  an 
interesting  halibut  in  lobster  sauce  or 
a  saddle  of  rabbit  with  prunes.  But 
there  are  also  some  interesting  side 
dishes,  including  real  colcannon — 
mashed  potatoes  chunky  with  Irish 
cabbage  and  leaks. 

On  a  cold  Guy  Fawkes  night,  bon- 
fires and  cherry  bombs  crackled  in  the 
cobblestone  streets  of  the  City  across 
the  water.  The  Tower  Bridge,  bathed 
in  peach-colored  lights,  regally 
peered  down  at  us.  Quite  the  show  to 
go  with  a  Poire  Williams  serv  ed  in  an 
ice-frosted  shot  glass.  Cost:  about 
$70  a  head,  without  drinks,  and  well 
worth  it. 

More  convenient  to  London's  the- 
aters is  Le  Caprice,  behind  the  Ritz 
Hotel  on  Arlington  Street  (44-71- 
629-2239).  The  intimate,  L- shaped 
restaurant  is  dotty  with  papier-mache 
plants  and  weird  wooden  wall  hang- 
ings. Quirky,  uneven  food  ranging 
from  pot-roasted  pheasant  (order)  to 
char-grilled  squid  with  Italian  bacon 
(pass).  For  starters,  order  the  sauteed 
wild  mushrooms. 

Langan  V  Brasserie,  Michael 
Caine's  restaurant,  filled  with  books 
and  a  David  Hockney  painting  of 
Glyndebourne,  is  around  the  corner. 
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It's  showy  and  fun,  and  die  food  is 
hearty — haute  bangers  and  mash.  But 
the  crowd's  the  thing  here.  Reserve 
well  in  advance  (44-71-491-8822). 
Figure  $250  for  dinner  for  two,  with 
drinks. 

No  visit  to  London  would  be  com- 
plete without  a  taste  of  the  old  em- 
pire. One  of  the  best  buys  in  London 
is  the  buffet  lunch  ($22)  at  the  Bom- 
bay Brasserie  in  South  Kensington 
(44-71-370-4040).  A  beautiful 
woman  in  a  powder- blue  sari  took  me 
to  silver  urns  of  spicy  fish  stew,  mush- 
room rice  pilau,  a  fiery  minced  lamb 
gruel.  No  predictable  menu  at  the 
Bombay  Brasserie,  but  tastings  from 
Goa  to  Sri  Lanka.  Order  a  dark  King- 
fisher beer  to  put  out  the  fire. 

The  restaurant  is  filled  with  rattan 
chairs,  carved  elephants,  1920s  pho- 
tographs of  the  Raj.  Jolly  good  fun. 

Over  in  Mayfair's  Shepherd's  Mar- 
ket is  a  fine  Lebanese  restaurant,  Al 
Hammra  (44-71-439-1954).  On  a 
mild  summer  evening,  ask  for  a  hard- 
to-get  table  outside.  The  main 
courses  are  mosdy  spits  of  marinat- 
ed chicken  or  lamb,  charcoal  grilled. 
But  the  trick  is  to  make  a  meal  out 
of  the  40-odd  starters:  eggplant  pu- 
ree, smoked  cod  roe,  lamb  sausages, 
bread  salad. 

For  the  serious  gourmet,  there's 
Nico  at  Ninety,  on  Park  Lane  (44-71  - 
409-1290).  the  bland  decor  and 
sloppy  service  are  quickly  forgotten 
when  a  demitasse  of  soup  arrives: 
langoustine  and  truffles  whipped  into 
a  sabayon  froth. 

At  lunch  you  can't  go  wrong  order- 
ing the  nine-course,  $60  "Gastro- 
nomic Menu."  After  an  Alpine  risotto 
and  scallops  with  a  lemony  vermicelli, 
the  palate  is  cleansed  with  a  grapefruit 
sorbet  dappled  in  Noilly  Prat.  Chef 
Nico  Ladenis  then  slays  the  diner  with 
a  crisply  grilled  red  mullet  and  basil 
puree.  The  firm  flakes  offish  arrive  in  a 
tangy,  red  wine  sauce. 

But  be  forewarned.  Nico  is  of  Lon- 
don's bad  old  school  where  custom- 
ers are  not  quite  human.  Stories 
abound  of  Nico  dashing  out  of  the 
kitchen  to  publicly  barbecue  the  cus- 
tomer who  shakes  salt  on  his  art.  But 
take  the  risk  and  pop  a  button. 

Note:  Wherever  you  dine,  always 
check  die  tab  to  see  if  the  tip  is 
included,  as  it  is  at  Le  Caprice  and  at 
Le  Gavroche.  H 
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They're  not  going  to  make  Freon  anymore.  So? 
You  may  be  in  trouble  if  your  car's 
air  conditioner  breaks  down. 

Cooling  it 


By  Steve  Kichen 

Because  they  supposedly  harm  the 
ozone  layer,  chlorofluorocarbons,  the 
most  commonly  used  cooling  agents 
in  the  world,  will  soon  be  banned  in 
the  U.S. 

Du  Pont,  America's  largest  manu- 
facturer of  the  stuff,  which  is  market- 
ed under  the  trade  name  Freon,  has 
scaled  back  and  will  stop  making  it 
after  December  1995.  Other  manu- 
facturers are  doing  likewise. 
By  the  end  of  the  decade, 
no  one  will  be  producing 
CFCs  in  the  U.S.  I  HI 

Does  this  mean  the  end 
of  air-conditioning  in  cars 
and  trucks?  No,  but  staying 
cool  in  your  car  will  cost 
more  in  the  future.  How 
much  more  depends  on 
how  long  you  own  or  lease  your  car. 
Here  are  two  scenarios. 

1)  Ton  change  cars  often,  within 
every  two  or  three  years.  You  shouldn't 
have  a  problem.  Beginning  in  1992, 
some  new  cars  already  had  new  a/c 
systems,  which  use  a  different  cool- 
ant. Ninety  percent  of  this  year's 
models  are  so  equipped,  and  by  1995 
it  will  be  100%.  The  new  coolant  is 
called  Rl  34a  and  is  said  to  be  kinder 
to  the  ozone. 

So  if  you're  in  the  market  now, 
avoid  cars  with  an  old  system — it 
could  hurt  resale  value.  Why?  Because 
if  something  goes  wrong  with  the 
older  system,  you'll  have  a  hard  time 
replacing  the  old  coolant  and  may 
have  to  pay  through  the  nose  to  get 
any  of  the  dwindling  supply. 

Also,  if  you're  planning  to  lease  a 
car  and  it  has  an  older  a/c  system, 
look  to  the  fine  print.  Make  sure  you 
will  not  be  held  responsible  for  up- 
grading the  a/c  unit  when  you  turn 
the  car  in,  if  the  a/c  system  you  now 
have  goes  on  the  blink. 

2)  You  have  cars  you  aren't  ready  to 


part  with.  Have  the  cooling  systems  j 
checked  right  away.  The  sooner  you 
make  any  repairs,  the  cheaper  they  will 
be.  Just  a  few  years  ago  you  could  get  a 
CFC  recharge  at  the  local  gas  station 
for  $20  or  $30.  Now  it  will  run  you 
over  $100.  Prices  will  rise  even  more 
as  the  supply  of  the  old  coolants  dries 
up.  Forget  about  buying  small  cans  of 
Freon  at  your  local  auto  parts  store 
and  doing  the  job  yourself. 
Nowadays  it  is  sold  only  to 
licensed  technicians. 

Eventually,  the  140  mil- 
lion cars  with  the  old  a/c 
systems  may  have  to  be 
converted — or  do  without 
air-conditioning  when  and[ 
if  the  systems  leak  or  fail. 
That's  a  huge  market,  with 
big  money  involved.  The  older  the 
car,  the  more  expensive  the  retrofit. 
"People  in  the  industry  estimate  that 
a  third  of  today's  vehicles  could  be 
retrofitted  for  $150  to  $200,  another  j 
third  in  the  $350-to-$600  range,  and 
the  remaining  third  will  be  over  the 
top,  $600  or  above,"  says  Anthony 
Mash,  commercial  director  in  North 
America  for  ici  Americas,  a  chemical 
company.  Some  companies  that  may 
benefit:  Modine  Manufacturing  (heat 
exchangers);  Standard  Motor  Prod- 
ucts (compressors);  and  spx  Corp. 
(recyclers  for  coolants). 

For  owners  of  cars  with  the  older 
systems,  here  are  some  tips: 

■  If  your  car  needs  new  air-condition- 
ing hoses,  get  the  new  nylon  ones, 
designed  for  the  new  coolant.  You 
should  aiso  replace  the  compressor 
and  other  parts,  but  you'll  probably 
be  able  to  get  by  for  the  life  of  the  car 
without  making  those  other  changes. 

■  If  your  car  is  older  than  ten  years, 
remember  to  turn  on  your  a/c  a  few 
times  in  the  off  seasons  to  circulate  the 
protective  lubricants.  M 
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A  Haida  Indian  totem  pole  artist  set  Andreas  von  Zadora-Gerlof  on 

3  course  that  has  made  him  one  of  the  world's  great  sculptors  of  gemstones. 


"The  material 
is  unforgiving" 


By  Jean  A.  Briggs 

Andreas  von  Zadora-Gerlof  had  a 
happy  childhood  on  the  wind-  and 
rain-swept  Queen  Charlotte  Islands, 
halfway  between  Vancouver,  B.C. 
and  Alaska.  He  swam,  fished,  hunted, 
rode  horses  and  played  with  children 
from  the  Haida  Indian  tribe,  the  great 
totem  pole  carvers. 

The  von  Zadora-Gerlofs  were  no- 
bility of  Swedish  Baltic  extraction. 
They  had,  since  the  15di  century, 
owned  estates  in  Pomerania,  that  Bal- 
tic part  of  northeastern  Europe  vari- 
ously ruled  by  Swedes,  Poles  and  Ger- 
mans. Through  it  all  the  family  main- 
tained Swedish  passports.  In  1944 
they  had  to  flee  before  the  advancing 
Soviet  Army.  Andreas'  lather,  Jo- 
achim von  Zadora-Gerlof,  got  to 
Britain,  where  he  served  in  the  intelli- 
gence service  until  the  war  ended. 

Unlike  a  lot  of  once-rich  emigres, 
the  von  Zadora-Gerlofs  had  a  fore - 
sightful  grandfather  who  had  invested 
money  in  Canada  at  a  time  when  most 
European  landed  gentry  invested  only 
in  property.  So  to  Canada  went  Jo- 
achim and  his  wife,  Christine,  choos- 
ing the  west  coast  because  its  misty 
weather  and  woods  and  bays  remind- 
ed him  of  his  native  Baltic  coast. 
There  Andreas  was  born. 

His  father  expected  Andreas  to 
qualify  for  the  Royal  Rhodes  Military 
College  in  Victoria,  B.C.  and  get  a 
commission  in  the  Canadian  army. 

An  accident  when  he  was  12 
changed  the  course  of  Andreas'  life. 
He  was  butchering  a  deer  when  the 
knife  slipped,  severing  the  tendons  of 
three  fingers  on  his  right  hand.  A  few 
months  later,  watching  Andreas  per- 
form tedious  exercises  trying  to  regain 
the  use  of  those  fingers,  Gordon 
Cross,  a  Haida  Indian  friend  of  the 


In  the  workshop 
Rock  crystal, 
gold  and  diamond 
letter  opener 
and  frame  with 
photo  of  Monica 
von  Zadora-Gerlof; 
tools  for  fine 
detail  such  as 
fur  or  feathers. 


To  be  used 
Fish  sculpted  of 
aquamarine  with 
18k-goM-lined 
mouths  and 
spoons  make 
imaginative 
saltcellars. 
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family,  made  a  suggestion.  Young  von 
Zadora-Gerlof  should  join  a  class  of 
Indian  boys  learning  totem  carving.  It 
would  be  good  therapy.  From  wood, 
young  Andreas  turned  to  silver,  then 
to  carving  animal  forms  from  argillite, 
a  relatively  soft  stone.  "He  was 
good,1'  says  Gordon  Cross,  his  old 
Indian  teacher.  "He  had  form  feel." 
By  that  Cross  means  Andreas  could 
visualize  in  the  raw  mineral  the  design 
he  was  about  to  create. 

Today,  at  37,  Andreas  von  Zadora- 
Gerlof  is  one  of  the  world's  foremost 
gemstone  sculptors.  In  workshops  in 
Seattle;  Los  Gatos,  Calif.;  Boulder, 
Colo.;  and  New  York  City,  97  artisans 
under  his  supervision  execute  his  de- 
signs— goldsmiths,  cutters  and  pol- 
ishers. He  does  the  sculpting  himself, 
skillfully  turning  chunks  of  citrine, 
aquamarine,  tourmaline,  agate  and 


obsidian,  for  example,  into  jewelry 
and  objets  d'art.  Not  surprising  for  a 
man  who  grew  up  close  to  nature,  he 
leans  toward  natural  forms,  animals, 
birds,  leaves  and  flowers.  His  works 
sell  for  as  much  as  $1  million. 

When  his  father  realized  Andreas 
was  serious  about  his  artistic  pursuits 
he  was  not  amused,  but  after  the  boy 
finished  a  military  prep  school  the 
father  agreed,  somewhat  grumpily,  to 
let  Andreas  go  to  Gem  City  College  in 
Quincy,  111.  "I  learned  goldsmithing 
from  A  to  Z,"  he  says.  He  also  learned 
metal  engraving,  calligraphy  and 
stone  setting.  There  eventually  fol- 
lowed 2V2  years  in  Idar-Oberstein, 
Germany  at  the  Gemological  Insti- 
tute and  an  apprenticeship  at  Rup- 
penthal's,  one  of  the  well-known  lapi- 
dary firms  there. 

In  1980  Andreas  returned  to  the 


Andreas  von  Zadora-Gerlof  at  work 
Concentrating  for  hours  at  a  time, 
bringing  out  the  beauty  in  gemstones. 


Queen  Charlotte  Islands  and  began 
making  jewelry  and  carving  small  ani- 
mals for  sale.  A  year  later  he  moved  to 
Los  Gatos.  He  did  most  of  his  own 
marketing,  persuading  jewelry  stores 
to  cany  such  things  as  butterfly 
brooches — and  word  of  mouth  did 
the  rest. 

Li  bet  Johnson  Kennan,  a  New  York 
socialite  and  heiress,  is  a  dedicated 
collector  of  Andreas'  work.  She  dis- 
covered it  at  a  gallery.  "I  bought  an 
amethyst  gorilla  and  an  aquamarine 
elephant,"  she  says.  When  she  later 
revisited  the  gallery,  Andreas  was 
there  and  showed  her  some  sketches. 
"I  started  a  creative  relationship  with 
him,"  she  says.  "I've  commissioned 
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Centerpiece 
Rooster  sculpted 
of  citrine  with 
finely  detailed 
feathers,  sculpted 
red  tourmaline 
comb  and  wattle, 
and  textured 
18k-gold  feet, 
beak  and  tail 
feathers. 


Art  to  wear 
Textured 
ISk-gold  vines, 
leaves  and  birds' 
nests  hold 
sculpted 
tourmaline, 
aquamarine, 
citrine  and 
topaz  flowers 
and  birds  with 
diamond  ac- 
cents, creating 
stunning 
jewelry. 


about  one  piece  per  year  since  then, 
gifts  for  myself."  Unlike  a  lot  of  de- 
signers and  artists,  Andreas  is  quite 
flexible  in  what  he  will  do.  Says  client 
Kennan:  "He  may  suggest  clear 
quartz  for  an  object.  I  might  say, 
'How  about  rose  quartz  or  tourma- 
line?' He  says,  'Great  idea.'  We  play 
with  each  other  in  this  way.  He 
doesn't  have  one  of  these  big  egos 
that  won't  let  you  touch  his  design." 

Eric  Lande,  owner  of  several  New 
England  hotels  and  a  member  of  the 
Bronfman  distilling  family,  asked  An- 
dreas to  do  a  small  sculpture  of  a  pet 
dog  to  give  to  his  wife.  Even  Lande 
admits  the  idea  was  "a  bit  tacky,"  but 
Andreas  good-naturedly  agreed  to  do 
it.  Lande  has  since  commissioned 
more  typical  von  Zadora-Gerlof 
works.  One  is  a  hummingbird  brooch 
of  tourmaline  with  pink  diamonds  on 
both  sides.  Another  is  a  pair  of  aqua- 
marine saltcellars  in  the  shape  of  fish 
coming  out  of  water. 

In  1986  von  Zadora-Gerlof  had  a 
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very  successful  one-man  show  at  the 
home  of  the  Marquess  de  Surinam  in 
Paris.  One  night  he  celebrated  with 
too  much  champagne  and  woke  up 
with  a  hangover.  Walking  it  off,  he 
noticed  a  stylish  beauty  sitting  alone 
at  an  outdoor  cafe.  Andreas  isn't  an 
especially  aggressive  type,  but  almost 
without  thinking  about  it,  he  says,  he 


walked  up  to  her  and  the  words  came 
tumbling  out:  "I'm  an  artist,  a  Cana- 
dian. I've  just  had  a  successful  show. 
May  I  join  you  for  a  coffee?"  In- 
trigued, Monica  Shin,  a  Brazilian  of 
Korean- Portuguese  descent,  invited 
him  to  sit  down. 

They  married  two  years  later,  and 
today  Monica  is  Andreas'  business 
partner  as  well  as  his  wife.  Having 
learned  how  to  sketch  as  a  fashion 
design  student,  Monica  often  draws 
sketches  of  ideas  Andreas  has.  She  is 
also  a  shrewd  businesswoman  and 
helps  rein  in  her  husband's  enthusi- 
asm when  he  is  tempted  to  commit 
too  much  money  to  buying  chunks  of 
mineral  that  appeal  to  him. 

Andreas  von  Zadora-GerloPs  work 
doesn't  come  cheap.  At  the  low  end 
you  can  buy  a  red  tourmaline  and 
black  jade  ladybug  pin  with  diamond 
spots  for  $2,000.  At  the  high  end  he 
has  gotten  as  much  as  $1  million  for 
an  elaborately  carved  and  jewel-en- 
crusted clock.  About  70%  of  his  work 
is  on  commission;  the  rest,  chiefly 
jewelry,  he  does  on  speculation.  Typi- 
cal of  the  latter  are  red  and  green 
tourmaline  cuff  links  in  the  shape  of 
pheasant  heads  or  moonstone  ear- 
rings in  gold  settings  surrounded  by 
diamonds. 

While  he  uses  precious  metals  and 
semiprecious  stones,  the  biggest  part 
of  the  cost  is  in  the  hand  labor.  "Gem- 
stone  sculpting  is  much  more  difficult 
than  sculpting  bronze,"  Andreas 
points  out.  "The  material  is  unforgiv- 
ing. If  you  make  a  mistake  with 
bronze,  you  simply  slap  more  bronze 
on  the  object  and  begin  again. 
There's  no  way  to  do  that  if  you're 
working  with  a  piece  of  aquamarine  or 
tourmaline  or  citrine.  You  can't  add 
back.  You  can  only  take  away." 

Are  Andreas  von  Zadora-GerloPs 
spectacular  sculptures  of  lasting  val- 
ue? Future  tastes  are  unpredictable 
and  there  is  not  yet  an  aftermarket; 
just  about  everything  he  has  made  has 
remained  with  its  original  owner.  But 
one  thing  is  certain:  His  works  give  a 
good  deal  of  pleasure  to  their  owners. 
One  woman,  who  had  commissioned 
Andreas  to  create  an  elaborate  clock 
intended  as  a  bequest  to  one  of  her 
children,  later  ordered  three  more. 
She  didn't  want  her  children  squab- 
bling over  what  she  regarded  as  one  of 
her  most  beautiful  possessions.  H 
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Premium  Experience. 


i^irteeth  will  look  and  feel  as  if 
your  dentist  polished  them  every  day.  Yet  in  a  study 
of  25  brands  of  toothpaste,  no  toothpaste  was  shown  to  be 
less  abrasive  than  Rembrandt:  A  toothpaste  that  is  sign.ficantly  more 
effective  than  Regular  Crest'in  removing  stain  and  plaque  and  reducing  tartar. 
And  that  over  30,000  dentists  confidently  dispensed  to  their  patients.  Rembrandt 
md  whitens  so  noticeably,  you'll  be  reminded  every  day  of  why  Rembrandt  is 

worth  the  premium  price. 


TANDARD  In  ORAL  CARE. 


at 


■£fl"iark  Pauiess  II 


and  other  fine  stores.  Call  1-800-548-3663  for 


a  store  near  you. 

©1994  Den-Mat  Corp. 


Oid  toasters  make  hot  collectibles. 

Many  are  masterpieces  of  industrial  design. 

Look  what's 
popping  up 


By  Toddi  Gutner 

IT'S  not  everyone's  idea  of  decor, 
but  Mel  Mantell's  Los  Angeles  home 
is  crammed  with  electric  toasters.  For- 
ty of  them  are  scattered  throughout 
his  kitchen  and  living  room,  perched 
on  bookcases,  TVs,  the  mantelpiece. 
Dating  from  1908  to  the  early  1950s, 
they  come  in  circles,  pyramids,  trian- 
gles. Some  are  the  size  of  suitcases, 
others  no  bigger  than  a  postcard. 

"People  think  I'm  crazy,  but  to  me 
they  look  like  works  of  art,  like  sculp- 
tures," says  Mantell,  43.  Mantell 
found  his  hobby  in  1991  while  wan- 
dering cobblestone  streets  in  Amster- 
dam on  vacation  with  his  wife,  Linda. 
Mantell  owns  Frank  Stein  Novelty 
Co.,  a  novelty  importer  and  distribu- 
tor. Window-shopping,  Mantell  was 
drawn  to  a  store  filled  with  vintage 
toasters.  Minutes  later  he  walked  out 
with  three,  which  cost  him  $300. 

His  timing  was  great.  For  right 
now,  old  toasters  are  hot.  At  a  recent 
auction  in  Cologne,  toasters  were 
fetching  up  to  $1,000  apiece.  The 
record  for  a  single  toaster  is  reportedly 
$5,000.  The  1933  chrome  toaster, 
shaped  like  a  miniature  A-frame 
house,  was  the  creation  of  the  famous 
industrial  designer  Henry  Dreyfuss. 

So  far,  Mantell  has  spent  about 
$7,000  for  his  toasters,  paying  from 
$20  up  to  $1 ,000.  He  says  the  value  of 
many  of  them  has  doubled  in  the  past 
year  alone. 

General  Electric  introduced  the 
first  commercially  successful  electric 
toaster  in  1908 ,  priced  around  $  1 .45 . 
One  in  good  shape  now  fetches  up  to 
$800.  . But  user-friendly  it  was  not. 
Resting  on  a  porcelain  base,  the  wire 
body  held  the  bread  close  to  bare 
electric  coils.  Flipping  the  slices  often 
meant  burnt  fingers. 


Not  until  the  1920s  did  designers 
invent  bread-holding  doors  that  pulled 
down,  out  or  sideways  and  flipped  the 
slices  to  toast  the  second  side.  But  you 
couldn't  just  drop  the  bread  in  and  wait 
for  it  to  pop  up.  No  more  burned 
ringers,  but  a  lot  of  burned  toast. 

In  1926  the  first  automatic  pop-up 
hit  the  market — the  Toastmaster 
Model  1A1,  made  by  Waters- Center 
Co.  It  truthfully  advertised  "perfect 
toast  every  time.'"  The  chrome,  rect- 
angular one-slicers  weren't  cheap — 
$12.50,  at  a  time  when  a  Ford  Model 
T  went  for  as  much  as  $565 — but  they 
sold  briskly.  Today  a  Model  1A1  in 
mint  condition  goes  for  $300. 

Toaster  technology  has  changed 
little  over  the  decades  since  then,  but 
the  outward  appearance  has  changed 
radically.  Before  1925  toasters  often 
mimicked  Italian  Renaissance  or  Is- 
lamic styles  then  popular  in  furni- 
ture— simple  block  shapes  featuring 
cutout  decorative  motifs. 

When  art  deco  came  into  vogue  in 
the  1920s,  toasters  followed  suit,  of- 
ten using  angular  edges  and  motifs  of 
jagged  lines  and  geometrical  shapes. 

From  1933  to  1948,  the  modernist 


Mel  Mantel!  with 
his  vintage  toasters, 
all  in  working  order 
The  value  of 
many  has  doubled 
over  the  past 
year. 


BELOW  (left  to  right): 

Sunbeam, 
c.  1940s 

Now  about  $300. 

Pinkwillow, 
c.  1930s 
Cost  Mantell 
$900. 

Porcelier,  c.  1930s 
Fetched  $1,000. 
Universal,  1929 
Worth  $800. 
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period  in  design,  toasters  went 
streamline — simple  lines  and  curves, 
with  minimal  surface  decoration. 

After  the  1940s  design  stagnated. 
Now  manufacturers  are  going  back  to 
old  designs.  Hamilton  Beach/Proc- 
tor-Silex  and  Sunbeam-Oster  sell 
toasters  in  1940s  styles.  The  repros 
cost  as  little  as  $50  to  $85;  the  1940s 
originals,  $300.  "People  are  reaching 
back  into  their  childhood  for  some 
comfort,"  says  Victoria  Matranga,  an 
industrial  design  historian. 

All  of  Mantell's  old  toasters  work 
perfectly,  restored  by  the  dealers,  but 
he  doesn't  use  them.  "I  don't  want 
crumbs  in  my  toasters,"  he  says. 

Mantell  even  decorates  the  walls  of 
his  living  room  with  old,  framed 
toaster  ads.  One  proclaims:  "Proctor 
Electric  Co.  Automatic  Pop-up  toast- 
er, reserved  for  June  brides,  is  beauti- 
ful and  makes  beautiful  toast." 

Another  pictures  a  Sunbeam  toast- 
er on  a  carved  wooden  tray  with 
matching  dishes.  Mantell  already  has 
the  toaster,  and  he's  haunting  antique 
stores,  flea  markets  and  dealers  to  find 
the  dishes.  "These  ads  guide  me  to 
what  I'm  looking  for,"  he  says. 

Among  Mantell's  favorites  is  a  10- 
mch-high  toaster  shaped  like  a  tear- 
drop, the  Universal,  made  by  Land- 
ers, Frary  &  Clark  in  1929.'  Push  a 
button  and  a  door  with  the  bread 
swings  out  and  pivots,  to  toast  the 
second  side  of  the  bread.  Mantell 
bought  two  for  $300  last  vear.  Collec- 
tors are  now  paying  $800  apiece. 

But  the  toaster  most  coveted  by 
collectors  is  the  1939  Sunbeam  T9. 
The  rounded,  chrome  toaster  had  a  red 
indicator  light  surrounded  bv  a  geo- 
metric design.  The  design  is  currently 
featured  in  Pop-Tart  commercials 
Price  today:  up  to  $300. 

To  see  other  toaster  models  visit  New 
York's  Cooper-Hewitt,  National  Muse- 
um of  Design's  "Packaging  the  New" 
exhibit.  Or  Seattle's  Toaster  Museum 
with  over  200  models  on  display. 

Major  dealers  include  James' Barker 
in  Allentown,  Pa.  and  William  Randle 
in  Lakewood,  Calif.  They  also  do 
restorations.  Good  book's  include 
Linda  Campbell  Franklin's  300  Tears 
of  Kitchen  Collectibles  (Books  Ameri- 
cana, $22.95)  and  Gary  Miller  and 
K.M.  Scotty  Mitchell's  Price  Guide  to 
Collectible  Kitchen  Appliances  (Wal- 
lace-Homestead, $17.95).  UE 
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FACES  BEHIND  THE  FIGURES 

EDITED  BY  JOHN  R.  HAYES 


Global  way 

Richard  DkVos  Jr.  is 
out  to  make  a  misnomer  of 
his  company's  name.  De- 
Vos,  38,  is  president  of  Am- 
way— short  for  American 
way.  Son  of  one  of  two  co- 
founders,  he  took  over  18 
months  ago.  A  few  years 
before  that  he  ran  Am- 
way's  international  divi- 
sion, which  he  brashly 
predicted  would  soon  con- 
tribute 75%  to  sales. 

Turns  out  that  Am- 
way's  direct  sales  operation 
is  ideally  suited  to  fast- 
growing  markets  with  un- 
derdeveloped retail  sys- 
tems and  consumers  eager 
to  buy  such  basic  goods  as 
soap,  cosmetics  and  vita- 
min supplements.  And  its 
appealing  message  of  self- 
made  entrepreneurship 
makes  it  easy  to  lure  recruits 
looking  for  a  fast  way  to 
cash  in  on  capitalism. 

Now  in  Hungary,  Po- 
land, South  Korea  and  61 
other  countries  and  terri- 
tories, Amway  will  open  in 
Turkey  this  month  and 
Slovakia  in  November.  In 
1995  DeVos  will  be  re- 
cruiting distributors  in  Chi- 
na. This  year  foreign  sales 


Amway  President  Dick  DeVos 
Soap  for  the  faces  of  China, 


should  account  for  two- 
thirds  of  an  expected  $5 
billion  in  revenues.  "I  think 
75%  is  achievable  in  the 
next  three  to  five  years," 
he  says. 

What's  next?  DeVos  is 
avoiding  Russia  because  of 
its  worrisome  instability. 
"But  the  Philippines,  Viet- 
nam and  India  are  clearly 
on  the  list."  he  says.  "We 
are  long-term  players  in 
these  markets." 

-Justin  Doebele 


New  landscape 

Up  until  a  few  weeks  ago 
David  Reichmann  looked 
like  the  smartest  of  his 
clan.  The  eldest  son  of 
Ralph,  one  of  Canada's 
Reichmann' brothers,  Da- 
vid sold  his  interest  in  the 
family's  Olympia  8c  York 
real  estate  empire  in  1989 
for  a  reported  $100  mil- 
lion. When  O&Y  collapsed 
in  1992,  David  was  living  in 
Israel,  where  he  founded 
Darcom  Communications, 
a  provider  of  private  long 
distance  telephone  lines. 

So  far  much  of  Dar- 
com's  business  is  call- 
backs— a  backdoor  way 
to  bypass  the  local  phone 
monopoly  and  connect 
with  cheaper  long  distance 
carriers.  But  he  hopes  to 
win  a  license  from  the  Israe- 
li government  next  year 
to  become  a  full-service 
long  distance  operator. 
"I  am  used  to  doing  busi- 
ness in  much  larger  mar- 
kets," he  says. 

That's  why  in  1993  he 
sold  one-third  of  Darcom 
to  idb  Commmunica- 
tions,  the  big  international 
carrier  based  in  Culver 
City,  Calif.  He  figured 


idb's  clout  would  help  his 
license  application.  But  in 
May  idb's  auditors,  De- 
loitte  8c  Touche,  quit  the 
account  in  a  dispute  over 
revenue  recognition. 

Reichmann  says  his  re- 
lationship with  idb  is  as 
strong  as  ever.  But  today 
he  stresses  what  Darcom  is 
doing  independently  of 
idb.  Last  month  he  opened 
shop  in  the  South  African 
and  U.K.  markets.  Germa- 
ny, France,  Belgium  and 
Switzerland  are  next.  "My 
family  was  responsible  for 
changing  many  different 
landscapes,"  says  Reich- 
mann. "I  hope  to  have  the 
same  impact  in  telecom- 
munications. "-Riva  Atlas 


David  Reichmann,  Darcom 
Out  of  the  frying  pan? 


Rebounding 

It's  been  13  years  since 
Rod  Canion  and  two  bud- 
dies from  Texas  Instru- 
ments sat  down  in  a  Hous- 
ton pie  shop  and  sketched 
plans  for  a  new  portable 
computer  on  the  back  of  a 
place  mat.  The  company 
they  founded,  Compaq 
Computer,  recently  passed 
IBM  as  the  world's  largest 
PC  maker.  But  Canion 
wasn't  around  to  cele- 
brate. He  got  booted  by  the 
board  in  October  1991 
for  not  moving  fast  enough 
to  make  the  cost-cutting, 
pricing  and  distribution 
changes  necessary  for 


Compaq's  survival. 

Today  Canion,  49,  is 
getting  paid  as  a  consultant 
to  do  what  he  couldn't 
accomplish  as  an  executive. 
His  new  firm,  two-year- 
old  Insource  Management 
Group,  brings  in  $10  mil- 
lion a  year  advising  compa- 
nies— many  of  them  hos- 


pitals— how  to  compete  by 
reducing  costs  and  im- 
proving operations.  "Hos- 
pitals are  so  far  behind,  I 
saw  patients  pushing  2- 
foot-high  stacks  of  rec- 
ords on  a  wheelchair," 
says  Canion,  who  just 
signed  a  three-year  con- 
tract to  help  Houston's 


M.D.  Anderson  Cancer 
Center  store  its  patient 
records  electronically. 

But  going  electronic 
means  a  lot  more  than  tying 
together  Anderson's  115 
computer  networks  and 
hiring  more  keypunchers. 
The  goal  is  to  develop  data 
and  systems  that  can  eval- 
uate treatment  outcomes 
and  force  doctors  to  prac- 
tice cost-effective  medi- 
cine— a  painful  but  nec- 
essary adjustment. 

"The  world  is  moving 
so  fast, "says  Canion,  "that 
it's  become  change  or 
die."  Nobody  knows  that 
better  than  he. 

-Christopher  Palmeri 


Rod  Canion, 
Insource 
Management 
The  voice  of 
experience. 
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SEPTEMBER  21-24,  1994  •  BALLIOL  COLLEGE  •  OXFORD 


Renowned  scholars  and  corporate  leaders  assess 
the  global  business  climate 

Three  days  to  refresh  your  mind.  A  creative  blending  of  business  and 
intellectual  perspectives.  A  chance  to  challenge  conventional  wisdom 
and  gain  new  insights.  These  are  the  opportunities  presented  by  the 
annual  International  Business  Outlook  conference. 

Effectiveness  achieved  by  drawing  on  our  vast  resources  to  give 
timely  and  objective  comment  on  the  world's  most  business  sensitive 
developments. 

Exclusivity  secured  by  a  strict  limit  on  participants  to  ensure  a  2:1 
ratio  of  business  leaders  to  specialists. 

Stimulus  provided  by  a  reflective  atmosphere,  prominent  global  figures 
and  intimate  debate. 

The  Oxford  Summit  -  combines  the  discipline  of  scholarship 
with  the  experience  of  business. 

SPONSORS  OF  THE  BLENHEIM  PALACE  BANQUET  WILL  INCLUDE  COOPERS  &  LYBRAND; 
GIBSON,  DUNN  &  CRUTCHER,  AND  THE  LIPPO  GROUP. 


V^?*1^^1^    '    •  OXFORD  ANALYTICA 

For  further  information,  please  contact  Jane  Benney  at  the 
International  Herald  Tribune,  63  Long  Acre,  London  WC2E  9JH 
Tel:  (44  71)  836  4802  Fax:  (44  71 )  836  0717 


ADVERTISEMENT 


Dealerscope  Merchandising  Products  of  the  Month 


Tropez  902 
Platinum 

2-  Line  Digital 
Cordless 
Telephone 

The  Platinum  is  the 
only  2-line  cordless 
phone  to  feature 
100%  Digital  Audio 
Transmission  and  Caller  ID.  The  handset's  LCD 
readout  displays  incoming  and  outbound  phone 
numbers,  and  stores  the  numbers  of  the  last  30 
incoming  calls  with  a  time-date  stamp.  Using 
900MHz,  Digital  technology,  the  Platinum 
provides  interference-free  audio,  maximum  call 
security  and  extended  range.  Other  features  include 

3-  Way  Conferencing,  programmable  rings  for  each 
line  and  an  out-of-range  indicator.  For  more 
information,  call  800-624-5688,  or  write:  VTECH 
Communications,  8770  SW  Nimbus  Ave., 
Beaverton,  OR  97005. 


Telepower  II 

Memory-Free, 

More  Power 

Rechargeable 

Camcorder 

Batteries 


/BRO  Batteries,  Inc.  introduces  Telepower,  a  new 
line  of  memory-free  rechargeable  nickel-cadmium 
camcorder  batteries  with  the  highest  power  ratings 
available  today!  State  of  the  art  engineering  and 
strict  quality  control  standards  provide  optimum 
run  times  without  memory  effect  when  used  prop- 
erly. The  Telepower  II  line  has  a  battery  to 
fit  virtually  every  camcorder  in  the  market!  For 
more  information,  contact  /BRO  Batteries, 
Incorporated,  1938A  University  Lane,  Lisle,  IL 
60532-2150,  or  call  (708)  964-9358. 


Super  Lambda  Series  Radar 
Detector- 71 3SWL 


Featuring  a  revolutionary  modular  design  in  laser 
detection;  713SWL  offers  complete  four  band 
protection  coverage  in  one  compact  size  unit. 
Other  features  include  city/highway/super  mode 
switch,  separate  audio  and  visual  alerts,  LED  signal 
strength  indicator,  dark  mode  switch  and  mute 
switch.  For  more  information,  call  1-800-528-0166, 
or  write:  SANYO  TECNICA  USA,  INC.,  5420  W. 
Southern  Avenue,  Ste.  104,  Indianapolis,  IN  46241. 

Recoton  TV  800-AWACS+ 

From  the  leader  in  design,  engineering  and  manu- 
facturing of  indoor  antennas  comes  this  latest 
advanced  technology  product  -  the  Recoton  TV 
800-AWACS  +  .  It's  an  amplified  indoor  TV 
(VHF/UHF)  and  FM  stereo  antenna  that  can 
improve  the  picture  and  sound  quality  on  most 
systems.  It  features  a  unique  spiral  collector  grid 
that  provides  360  degree  reception  for  a  clear  and 
consistent  signal  across  all  channels  and  stations.  It 
also  has  a  sophisticated  amplifier  circuit  and  ultra 
modern  styling  that 
resembles  the  famous 
Air  Force  AW  ACS  sur- 
veillance aircraft.  The 
TV  800-AWACS+ 
antenna  is  available 
at  better  electronic 
stores  throughout  the 
USA  and  carries  a 
MSRP  of  $99.99.  For 
more  information, 
call  800-742-3438, 
or  write  Recoton, 
46-23  Crane  Street, 
Long  Island  City, 
New  York  11101. 
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THE  FORBES/BARRA  WALL  STREET  REVIEW 

BY  GILBERT  STEEDEEY  "~  ■ 


l\  weakening  dollar  and  renewed  fears 
that  the  Federal  Reserve  might,  once 
again,  push  up  interest  rates  con- 
tributed to  a  2.4%  decline  in  the  Barra 
/Ul-U.S.  stock  index  over  the  past  two 
weeks.  After  nearly  half  a  year,  stocks 
>how  a  4.7%  price  decline  since  last 
December  and  an  8.6%  drop  from 
their  highs  of  early  February. 

Catherine  Ayers-Rigsby,  president 
af  Ceros  Portfolio  Management  Co. 
in  Fairfax,  Va.  believes  that  the  Dow 
industrials  will  keep  dropping,  all  the 
way  down  to  3400.  "Cash  is  king," 
says  Ayers-Rigsby,  and  that's  just 
where  her  firm  recommends  that  60% 
to  70%  of  assets  should  be  parked  at 
the  moment.  Nevertheless,  Ayers- 
Rigsby  still  likes  a  handful  of  defen- 
sive stocks.  Among  her  picks  are  two 
plays  on  tobacco — Philip  Morris 
Corp.  and  UST.  Another  recommen- 
dation is  Oracle  Systems,  a  developer 
of  database  management  software. 


Special  focus 


Oil  prices  arc  on  the  rise  once  again,  and 
as  long  as  this  trend  continues,  the  petro- 
leum industry  will  benefit.  The  following 
eight  oil  companies  sell  for  no  more  than 
16  times  estimated  1995  earnings.  Most 
of  these  stocks  are  cheaper:  Total  Petro- 
leum is  expected  to  earn  $1 .63  a  share  in 
1995,  giving  it  an  estimated  p/e  of  9. 


The  overall  market 


Oil  change 


Company 

Recent 
price 

1995  est 
P/E 

Amoco 

59 

16 

Ashland  Oil 

34  % 

10 

Chevron 

433/8 

13 

Exxon 

58  % 

14 

Mobil 

837/8 

14 

Sun 

265/8 

12 

Texaco 

623/4 

15 

Total  Petroleum  NA 

14 

9 
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2600 

2200 
1800 

1400 
1000 


The  Barra  All-US  price  index  as  ot  6/23/94 

Market  value:  $4,917.8  billion 
P/E:  21.8 

P/E  minus  negative  EPS:  15.9 
Price/book:  2.5 
Yield:  2.5% 


12-month  closeup 

■Barra  Index 
—•200-day  moving  average 
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Closeup  on  the  market 


%  change  from 


Index  or  investment 

2-week  change 

1  year  ago 

5-year  high 

Barra  All-US  index 

-2.4  % 

0.2  % 

-8.6% 

S&P/Barra  Growth  index1 

-1.8 

0.9 

-5.8 

S&P/Barra  Value  index2 

-1.7 

5.1 

-5.6 

Dow  lones  industrials 

-1.4 

6.0 

-7.0 

S&P  500 

-1.8 

0.7 

-6.7 

NYSE 

-1.9 

0.7 

-7.3 

Nasdaq 

-3.8  fl 

1.8 

-12.8 

Amex 

-2.3 

0.1 

-11.6 

EAFEJ 

-0.1 

i 

17.6 

-1.3 

CRB  futures  index45 

-0.5 

■ 

11.8 

-9.1 

Gold  (Comex  spot) 

•1.7 

3.9 

-7.7 

Yen5(per$US) 

-2.6 

-6.9 

-36.8 

Oil  (W  Texas  Intermediate) 

3.5 

4.9 

-53.1 

The  best  and  worst  performing  stocks 


2-week 

1994 

2-week 

1994 

Best 

Price 

change 

EPS6 

Worst 

Price 

change 

EPS8 

Cyrix 

33y2 

29% 

$1.51 

Cheyenne  Software 

75/8 

-56% 

$0.93 

Applied  Immune  Sciences 

8i/2 

24 

-2.82 

Damark  International 

6V8 

-50 

1.05  ! 

Advanced  Magnetics 

141/, 

23 

0.28 

Valence  Technology 

3i/2 

-47 

-1.24 

Metro  Bancshares 

22  5/8 

23 

NA 

Custom  Chrome 

141/, 

-39 

1.36 

1 

Cytec  Industries 

20/2 

22 

1.70 

Lotus  Development 

333/4 

-38 

2.17 

the  best  and  worst  performing  industry  factors7 


Best 

2-week 
change 

Since 
12/31/93 

Worst 

2-week 
change 

Since 
12/31/93 

Oilfield  services 

10.0% 

4.0% 

Forest  products 

-7.7% 

-13.5% 

Precious  metals 

4.8 

-8.3 

Electric  utilities 

-6.6 

-18.5 

Air  transport 

3.6 

-14.0 

Household  products 

-6.5 

-8.2 

Tobacco 

3.1 

-14.3 

Financial  services 

-4.5 

-0.2 

Motor  vehicles 

2.8 

-11.5 

Oil  refining,  distributing 

-4.4 

8.2 

Source:  IBES,  Inc. 


Note:  Data  for  period  ending  6/23/94.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  common  U.S.  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  trading  on 
U.S.  markets.  ADRs,  REITs  and  closed-end  funds  are  excluded.  1  Total  return  of  a  portfolio  of  more  than  1 50  large-capitalization  stocks  that  has  high  historical  earnings  growth  and  has  predicted  above-average 
earnings  growth.  2 Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnmgs  ratios.  3  A  dollar-denominated  capitalization-weighted 
index  of  more  than  1,000  stocks  from  Europe,  Australia,  New  Zealand  and  the  Far  East.  Source:  Morgan  Stanley  Capital  International  Perspective.  "Index  of  21  commodity  futures.  5 Source:  Kmght-Ridder 
Financial  Information.  ""Estimate.  Source:  IBES,  Inc. 1  Shows  return  to  the  industry  factor  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have 
proportional  contributions  in  two  or  more  groups.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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THE  FORBES/ IBES  REPORT  ON  EARNINGS  FORECASTS 


BY  GILBERT  STEEI1EV 


S&P  500  P/E*  vs.  Aaa  bonds+ 


Aaa  bonds 


IBES  estimate  revisions  index 

S&P  500  estimate  increases  to  decreases 

1.50 


1.00 


Forecasting  the  S&P  500 


'88    '89     '90    '91    '92     '93  '94 

'S&P  500  P/E  is  the  recent  price  of  the  S&P  500 
divided  by  estimated  earnings  over  the  next  12 
months.  tActual  and  projected  price-to-coupon 
ratio  for  Moody's  Aaa  corporate  bond  index. 


0.50 


0.00 


Year 

Estimated 
P/E 

%  change 
current  est 
vs.  3  months  ago 

Expected 
year-to-year 
EPS  growth 

1993 

17.0 

NA 

16% 

1994 

14.7 

-0.4% 

16 

1995 

12.5 

0.2 

17 

1994  estimates  for  IBES  industry  groups 

Rising  estimates  Falling  estimates 

automobiles 


J    ASONDJ  FMAMJ 
1993  1994 


computers 
machinery 
chemicals 
auto  parts 


airlines 
trucking 
steel 

savings  &  loans 
forest  prods 


Even  in  the  face  of  rising  interest  rates,  a  falling  dollar  and 
a  nervous  stock  market,  Wall  Street  analysts  have  been 
standing  behind  their  earnings  forecasts.  This  is  in  sharp 
contrast  to  the  estimate  slashing  that  usually  takes  place 
at  the  first  sign  of  trouble.  In  fact,  analysts  are  barely  fol- 
lowing their  normal  practice  of  trimming  estimates  as  a 
year  progresses.  Richard  Pucci,  research  director  of  IBES, 
Inc.,  a  New  York-based  firm  that  tabulates  earnings  fore- 
casts on  4,300  U.S.  companies,  reports  that  estimates  are 
normally  cut  an  average  of  1%  a  month.  But  through  the 


Who's  hot 


first  six  months  of  1994,  the  cuts  of  1994  earnings  esti- 
mates total  less  than  2%. 

What's  the  outlook  for  the  remainder  of  1994? 
"I  wouldn't  be  surprised  if  two-thirds  of  the  com- 
panies reported  second-quarter  earnings  that  met 
or  exceeded  their  forecasts,"  says  Pucci,  who 
expects  this  optimism  to  carry  through  for  the  year. 
Weighted  per-share  earnings  for  the  s&r  500  are 
expected  to  come  in  at  $31.30  in  1994 — up  16% — 
and  at  $36.76  in  1995,  up  17%. 


I 


I 


Greatest  increase  in  estimates  over  the  past  three  months 


1993 

 1994  EPS  estimate  - 

3-month 

Company/industry 

EPS 

recent 

3-month  change 

P/E 

price  change 

Reason 

Quantum/computers 

$0.06 

$2.82 

70% 

5 

-30% 

Strong  sales  of  new  model  hard  disks  for  PCs 

Dell  Computer/computers 

-1.06 

3.31 

58 

8 

3 

Improved  operating  margins,  reduced  manufacturing  costs 

Mid  Atlantic  Medical  Svcs/medical  svcs 

1.13 

2.12 

48 

25 

32 

Enrollment  growth  and  lower  medical  utilization  rates 

Clark  Equipment/machinery 

2.41 

4.85 

45 

14 

4 

Increased  capacity  utilization,  higher  margins 

Komag/computer  equipment 

-0.46 

2.70 

36 

7 

-25 

Successful  startup  of  second  production  line  in  Malaysia 

Who's  not 


Greatest  decrease  in  estimates  over  the  past  three  months 


1993 

 1994  EPS  estimate  - 

3-month 

Company/industry 

EPS 

recent 

3-month  change 

P/E 

price  change 

Reason 

Allstate/insurance 

$2.99 

$1.43 

-46% 

18 

2% 

Claims  from  California  earthquake 

Lukens/steel 

0.95 

1.13 

-41 

29 

-11 

Poor  first-quarter  results  due  to  shipment  delays 

Pope  &  Talbot/forest  prods 

1.85 

1.65 

-36 

12 

-31 

Declining  sales  lor  pulp  and  consumer  products 

Oshkosh  B'Gosh/apparel 

0.31 

0.75 

-31 

18 

-10 

Expansion  of  retail  operations  is  raising  expenses 

Mitchell  Energy  &  Develop/oil  &  gas 

0.49 

0.69 

-30 

30 

11 

Weak  prices  for  liquified  natural  gas;  lower  pipeline  margins 

li 

me 


Note:  Companies  listed  have  a  market  capitalization  of  $100  million  or  more.  Earnings  projections  are  Wall  Street  consensus  estimates  from  3,000  security  analysts  compiled  by 

IBES,  Inc.  Aaa  bond  yield  forecasts  supplied  by  Blue  Chip  Economic  Advisors. 


■JX'. 
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mccess  or  failure 


business  results 
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dm  how  adroitly 
u  use  information 
chnology  as  a 
mpetitive  weapon, 
■■)  it  well,  and  you'll 
rf  through  the 
fts.  Do  it  poorly, 
id  you'll  be 
ished  ashore." 

ch  Karlgaard, 
litor,  Forbes  ASAP 


AND  THE  INFORMATION  TECHNOLOGY  ASSOCIATION  OF  AMERICA  (ITAA)  PRESENT 


AN  EXECUTIVE  FORUM  ON  ALIGNING  BUSINESS  AND  TECHNOLOGY  STRATEGIES 

September  Z2-  /4,  (^4  •         Jfew-  9/ot*A  9t2/t#n,  Mw- $/or&  &{y 

PRESENTED  IN  ASSOCIATION  WITH  ANATEC  •  ANDERSEN  CONSULTING 
COMPAQ  COMPUTER  CORPORATION  •  EDS  CORPORATION  •  MEAD  DATA  CENTRAL 
MERCER  MANAGEMENT  CONSULTING  •  SUNGARD  DATA  SYSTEMS  •  SYMBOL 

TransForum  '94  will  show  you  how  to  leverage  the  newest  thinking  about  business  and  information 
technology  to  tilt  the  competitive  landscape  in  your  favor.  After  just  three  days,  you'll  have  powerful 
new  strategies  for: 

•  Streamlining  your  supplier  network 

•  Automating  your  sales  force  and  empowering  employees 

•  Improving  your  speed  to  market 

TransForum  '94  features  a  roster  of  dynamic  speakers: 

•  GARY  HAMEL,  a  leading  authority  on  corporate  strategy  and  a  frequent 
contributor  to  Harvard  Business  Review 

•  MAX  HOPPER,  Chairman  of  SABRE  Technology  Group,  a  unit  of  AMR  Corp. 

•  RICHARD  NOLAN,  Harvard  Business  School  professor  and  co-founder 
of  Nolan,  Norton  &  Co. 

•  TOM  HOUT,  co-author  of  Competing  Against  Time 

•  TOM  DAVENPORT,  author  of  Process  Innovation:  Reengineering 
Work  Through  Information  Technology 

•  D.  VAN  SHILLING,  Executive  Vice  President,  TRW 

•  VERNON  LOUCKS,  Chairman/CEO,  Baxter  International 


EASE  SEND  ME  INFORMATION  ON:  □  participating  as  a  sponsoring  organization  □  attending  the  conference 
me 


npany 


dress 


State 


Zip 


sphone 


MAIL  TO: 

ITAA 

1 61 6  N.  Fort  Myer  Drive 
Suite  1 300 
Arlington,  VA  22209 

Fax:  703-522-1054 
Phone:  703-522-1268 


FAX 


THE  FUNDS 

EDITED  BY  JASON  MIG 

In  its  majesty,  British  law  forbids  both  prostitutes 
and  U.S.  mutual  funds  to  solicit  business. 

Psst!  Funds? 


By  Peter  Fuhrman 


Pulse  racing  and  palms  sweating,  a 
visitor  pushed  his  way  through  the 
heavy  door  of  a  discreedy  marked 
building  in  central  London.  The  shop 
was  empty  except  for  a  man  sitting 
behind  a  counter.  In  a  whisper  the 
visitor  said,  "Neuberger  &  Berman 
Partners  Fund.  I  heard  you  could  get 
the  prospectus  here." 

The  counterman's  eyes  darted  left, 
then  right.  Raising  an  eyebrow,  he 
murmured,  "You  know  we're  not 
allowed  to  carry  it.  It's  against  the 
law.  .  .  .  But  I  may  be  able  to  find  a 
copy  in  the  back  room." 

The  name  on  the  front  door  of  the 
shop?  Charles  Schwab  &  Co.  The 
contraband  publication?  Something 
that  it  would  be  illegal  not  to  offer  to  a 
fund  investor  in  the  U.S. 

You  would  scarcely  think  that  a 
fund  prospectus  is  the  sort  of  thing 
that  British  children  need  protection 
from.  In  Britain,  after  all,  daily  news- 
papers run  photos  of  topless  women 
and  fill  their  columns  with  salacious 
details  of  what  politicians  do  in  the 
bedroom.  But  the  law  is  clear:  The 
distribution  of  U.S.  mutual  fund  pro- 
spectuses in  Britain  constitutes  illegal 
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"solicitation." 

In  Britain  it  is  not  illegal  to  pay  for 
sex  with  a  prostitute  or  to  buy  a  U.S. 
mutual  fund  share.  It  is  merely  illegal 
for  either  the  prostitute  or  the  fund 
vendor  to  invite  you  to  do  so. 

The  cross-border  traffic  in  mutual 
funds  is  just  as  difficult  going  the 
other  way.  There  are  some  excellent 
open-end  funds  offered  by  foreign 
distributors,  but  they  are  hard  for  an 
American  residing  in  the  U.S.  to  get 
into  (Forbes,  Nov.  23,  1992).  As  in 
Britain,  the  hang-up  has  to  do  with 
solicitation.  It  is  not  illegal  for  an 
American  to  buy  a  British  fund,  or  for 
the  British  operator  to  sell  to  an 
American.  It  is  simply  illegal  for  the 
British  company  to  solicit  Americans. 

Where  does  that  leave  you  if  you 
want  to  cross  a  border  in  investing?  In 
need  of  a  little  creative  thinking. 

First,  if  you  want  to  see  a  prospec- 
tus, don't  even  try  to  have  it  mailed 
from  one  country  to  another.  Alarms 
will  go  off.  Instead,  have  a  friend  in 
the  fund's  home  country  get  the  pa- 
perwork mailed  to  his  house  and  then 
forward  it  to  you.  If  you  are  about  to 
be  posted  abroad  and  want  to  put 


money  in  U.S. -registered  funds,  get 
prospectuses  mailed  before  you  leave 
the  States.  Use  a  U.S.  address  to  open 
the  account.  Then  put  in  a  change  of 
address  to  your  overseas  residence. 
Most  U.S.  brokerages  and  fund  spon- 
sors will  raise  no  objection. 

What  if  you  are  already  living  in 
London  when  you  get  a  hankering  for 
a  fund  that  scores  well  in  the  Forbes 
annual  survey?  Until  a  few  weeks  ago 
you  could  buy  200  U.S.  no-loads, 
including  those  from  Neuberger  & 
Berman,  through  that  Schwab  office. 
The  service  has  been  suspended. 
"We're  checking  the  regulations 
again.  Call  back  in  a  few  months," 
says  a  Schwab  sales  representative. 

For  the  American  in  Britain  this 
makes  Fidelity  Investments  the  only 
big  game  in  town.  The  company's 
British  brokerage  office  will  sell  Fidel- 
ity's U.S.  funds — provided  you  al- 
ready have  an  account  with  the  com- 
pany in  the  U.S. 

If  you  didn't  open  one  before  leav- 
ing the  U.S.,  you'll  have  to  come  up 
with  a  U.S.  address,  if  only  a  tempo- 
rary one,  for  the  account  application. 
A  relative  may  be  willing  to  help  out. 
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Before  you  buy  U.S.  funds  through 
he  Fidelity  office  in  Britain,  the  Fidel- 
ty  sales  agent  must  ask  you  for  British 
egulatoty  reasons  if  you  have  invest- 
ed in  the  last  30  months  in  a  "similar 
icheme  with  a  similar  risk  profile." 
>ay  that  you  have.  You  can  settle  in 
ather  dollars  or  sterling. 

If  you  aren't  careful,  Fidelity  will 
iteer  you  into  one  of  its  funds  listed  in 
Britain.  But  do  you  want  the  export 
nodels?  For  example,  the  Fidelity 
American  Equity  Income  Unit  Trust, 
offered  in  the  U.K.,  is  similar  to  the 
U.S. -distributed  no-load  Fidelity  Eq- 
uity-Income  II.  But  Fidelity  Ameri- 
;an  Equity  comes  with  a  5.5%  load. 
It's  worth  your  while  to  buy  through 
Boston,  even  if  that  means  some  fina- 
gling with  addresses. 

If  you  are  posted  abroad  and  want 
:o  put  some  money  in  the  local  stock 
narket,  you  may  prefer  to  buy  a  local - 
y  managed  fund.  Depending  on  what 
zountry  you  are  in  and  what  securities 
irm  you  walk  into,  your  business  may 
Dr  may  not  be  welcome.  More  often 
:han  not,  the  fund  sponsor  will  be 
earful  of  entanglement  in  U.S.  tax  or 
securities  regulations  and  will  refuse 
:o  open  an  account  for  any  customer 
mown  to  be  a  U.S.  citizen.  Some 
\mericans  circumvent  these  hurdles 
3y  buying  the  fund  through  an  over- 
seas bank  account. 

But  before  buying  an  offshore 
3pen-end  fund,  consider  another  op- 
tion: offshore  closed -ends.  Their 
shares  are  traded  just  like  shares  of 
industrial  companies  on  overseas  ex- 
changes, and  there  are  no  rules  on 
who  can  buy  them.  WB 


There  are  stocks  that  are  cheap  for  a  reason 

and  stocks  that  are  cheap  but  shouldn't  be. 

An  ability  to  spot  the  latter  is  the  hallmark  of  successful 

value  investors  like  Kent  Simons  and  Larry  Marx. 


An  eye 
for  value 


Kent  Simons  of 
Neuberger&  Berman 
A  cheap  stock 
here,  a  cheap 
stock  there,  and 
pretty  soon  it's  a 
sector. 


Kent  Simons,  a  stock  picker  at  Neu- 
berger  &  Berman  Management  Co., 
offers  visitors  a  cup  of  Starbucks  cof- 
fee fresh  from  a  brewing  machine  on 
his  desk.  He  loves  the  coffee  but  hates 
the  stock;  just  can't  swallow  that 
price — 71  times  trailing  earnings. 

He  doesn't  love  the  junk  broadcast 
by  Capital  Cities/ABC.  He  does  like 
that  stock.  It's  trading  at  18  times  the 
free  cash  flow  (earnings  plus  deprecia- 
tion, less  capital  spending)  it  will 
probably  generate  this  year. 

Therein  lies  an  essential  trait  for  a 
value  investor:  not  falling  in  love  with 
a  stock  or  the  concept  behind  it  but 
letting  the  numbers  tell  you  where  to 


look  for  buys. 

Simons,  59,  and  Lawrence  Marx, 
49,  manage  two  very  successful  Neu- 
berger  &  Berman  funds.  They  will 
rarely  pay  more  than  the  market's 
average  multiple  (15  times  trailing 
earnings)  to  get  a  stock. 

There  are  lots  of  value  investors 
around,  but  Simons  and  Marx  are  two 
of  the  better  ones.  They  run  the  $2.2 
billion  Guardian  Fund  and  the  $595 
million  Selected  Sectors  Fund.  Over 
the  last  three  years  both  portfolios 
have  beaten  the  market  by  about  sev- 
en points  a  year.  Over  the  longer  pull, 
too,  Guardian  has  done  well  (almost 
one  point  a  year  ahead  of  the  market 
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since  mid- 1984),  but  the  smaller 
fund's  record  is  impaired  by  the  fact 
that  until  1991  Selected  Sectors  was 
required  to  keep  at  least  25%  of  its 
assets  in  energy  stocks. 

Today  Selected  Sectors  is  simply  a 
somewhat  more  concentrated  dose  of 
Guardian-style  value  investing,  with 
almost  all  of  its  assets  targeted  on  no 
more  than  six  sectors  of  the  economy. 
Its  top  ten  holdings  take  up  28%  of 
assets,  versus  16%  in  Guardian.  Select- 
ed Sectors,  at  one-fourth  the  size  of 
Guardian,  gets  the  smaller,  less  liquid 
stocks,  such  as  Horace  Mann  Educa- 
tors. Both  portfolios  get  a  large  dose 
of  big  firms  trading  at  below-average 
multiples  of  net  income  or  cash  flow, 
such  as  insurance  giant  American  In- 
ternational Group  (15  times  trailing 
earnings)  and  electronics  manufac- 
turer Texas  Instruments  ( 14  times). 

Simons  works  out  of  Neuberger  & 
Berman's  Manhattan  office,  Marx  out 
of  his  home  in  Aspen,  Colo,  (where  he 
gets  to  take  a  break  after  2  p.m.  for 
skiing  or  hiking).  How  does  this  odd 
team  pick  stocks?  Partly  science,  part- 
ly art.  "We  screen  for  the  cheapest 
10%  of  the  market,"  explains  Marx. 


"About  90%  to  95%  of  the  cheapest 
stocks  deserve  to  be  cheap,  but  there 
are  always  some  that  don't.'" 

Federal  National  Mortgage  Associ- 
ation is  a  typical  Simons  and  Marx 
selection:  good  management,  high 
return  on  equity  (29%),  low  multiple 
of  earnings  (11),  combined  with 
moderate  projected  earnings  growth 
(13%  next  year).  Fannie  Mae  also  has 
tension:  Some  Wall  Street  analysts 
dismiss  it  as  an  interest-rate-sensitive 
stock  that  deserves  a  low,  savings- 
and-loan  type  multiple.  But  Fannie 
Mae's  management  has  told  Simons 
and  Marx  that  the  company  could 
withstand  a  two-point  rise  in  rates 
without  losing  money. 

In  their  hunt  for  cheap  stocks  one  at 
a  time,  Simons  and  Marx  often  find 
clusters  of  them;  then  they  study  the 
whole  sector. 

Last  year,  for  example,  semicon- 
ductor stocks  got  pummeled  after 
Wall  Street  analysts  panicked  over  dis- 
appointing book-to- bill  ratios,  the 
number  that  supposedly  foretells  sales 
trends.  "It's  a  pretty  worthless  indica- 
tor," scoffs  Marx,  who  notes  that  it 
excludes  foreign  sales. 


So  he  went  out  and  talked  with 
managements  and  liked  what  he 
heard— even  if  the  rest  of  Wall  Street 
didn't.  Neuberger  &  Berman 
bought,  among  other  tech  stocks, 
Micron  Technology  and  Arrow  Elec- 
tronics. The  companies  told  Marx 
they  thought  business  would  be 
great.  Being  already  fully  invested, 
recalls  Simons,  "We  were  forced  to 
sell  things  we  liked  to  make  room  for 
things  we  loved."  Out  went  a  block  of 
energy  stocks  like  British  Petroleum 
and  Union  Texas.  In  came  an  equal 
chunk  of  technology  companies. 
Among  them,  Micron  has  since  more 
than  doubled;  Arrow  is  up  10%. 

In  February,  with  Hillary  Clinton 
working  Wall  Street's  drug  stock  ana- 
lysts into  a  selling  frenzy,  "there  was 
no  differentiation  between  the  good 
and  the  bad,"  says  Simons.  "Sudden- 
ly we  could  buy  Abbott  Labs,  John- 
son &  Johnson  and  Pfizer  without 
compromising  our  value  discipline." 
So  they  bought.  No  payoff  yet,  but 
Simons  and  Marx  have  patience. 

That  part  of  the  value  school  has 
not  changed  since  Ben  Graham's  day. 
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INTERNATIONAL  STATISTICAL  SPOTLIGHT 


Political  unrest  cooled  down  the  Mexican  stock  market. 
Stocks  are  cheaper,  but  are  they  bargains? 

Teething  pains 


By  Gustavo  Lombo 

Last  year  was  a  great  one  for 
emerging  markets,  and  Mexico  was 
no  exception.  The  International 
Finance  Corp.'s  dollar-denominated 


1  Facts  about  Mexico 

Widely  followed  index 

IPC 

1-year  index  change 

25% 

Year-to-date  index  change 

-16% 

Price/earnings 

19.1 

Price/book 

2.6 

Yield 

1.3% 

Market  capitalization                  $1 88  billion 

Mexican  pesos  per  $US 

3.383 

Number  of  traded  stocks 

205 

Correlation  with  US  equities  (1.00  is  perfect) 

0.41 

Sources:  Barra,  Inc;  Mexican  Stock  Exchange; 
Morgan  Stanley  Capital  International  Perspective. 

Index  performance 


Value  of  $100  invested  12/31/87 

$2000 
1500 


1000 


500 


Morgan  Stanley 
Mexico  index 


200 


'88  '90  '92  '94 


Mexican  values 


index  of  emerging  market  stocks 
available  to  outside  investors  was  up 
79%  (including  reinvested  dividends); 
Mexican  stocks  climbed  51%. 

Now,  however,  Mexican  equities 
are  giving  up  some  of  their  gains. 
Mexico's  widely  followed  market 
index,  the  Indice  de  Precios  y  Coti- 
zaciones,  is  off  24%  from  its  February 
alltime  high. 

There  are  plenty  of  reasons  for  this 
downturn.  The  Chiapas  uprisings  and 
the  assassination  of  presidential  can- 
didate Luis  Donaldo  Colosio  created 
uncertainty  about  Mexico's  future. 

"This  should  remind  investors  that 
Mexico  is  still  an  emerging  market," 
says  Colin  Mathews,  who  follows 
Latin  American  closed-end  mutual 
funds  for  Morningstar,  Inc. 

The  political  unrest  may  have 
merely  reinforced  misgivings  that 
investors  had  for  other  reasons,  such 
as  rising  interest  rates.  "It  is  going  to 
be  difficult  for  interest  rates  in 
Mexico  to  fall  if  interest  rates  in  the 
U.S.  are  rising,"  says  Soraya  Better- 
ton,  who  manages  the  $360  million 
(net  assets)  GT  Latin  America  Growth 
mutual  fund. 

The  yield  on  short-term  Mexican 
government  i.o.u.s— they're  called 
Cetes — has  climbed  to  16%.  Inflation 
in  Mexico  is  only  6.9%,  but  there  is 


Company/business 

Recent  price 
($US) 

P/E 

Price 
to  book 

Yield 

Market  value 
($mil) 

•  Empresas  ICA/construction 

$24.07 

14.2 

1.7 

0.7% 

$2,505 

•GBM  Atlantico/f i nancial  services 

5.04 

12.6 

2.4 

0.9 

1,675 

Grupo  Banacci/financial  services 

6.63 

12.2 

2.8 

2.2 

10,240 

•Grupo  Bancomer/financial  services 

1.10 

7.8 

1.8 

2.3 

4,806 

Soriana/supermarkets 

0.93 

16.3 

1.1 

0.8 

417 

•  Telmex/commu  meat  ions 

2.85 

11.3 

2.6 

2.6 

30,134 

•Tolmex/cement 

10.08 

14.8 

2.1 

0.9 

4,018 

•Vitro/glass,  appliances 

6.11 

10.6 

0.9 

4.9 

1,826 

•Sponsored  ADR. 
Source:  Baring  Securities  Inc. 

something  else  bothering  peso 
lenders:  the  looming  threat  of  a  big 
devaluation  in  the  peso.  Can  a  deval- 
uation be  held  off  until  after  the 
August  election?  Perhaps  not. 

"With  Mexico's  high  interest  rates, 
the  slow  rate  of  economic  recovery  is 
going  to  continue  to  stay  slow,"  says 
Betterton.  She  expects  Mexico's  gross 
domestic  product  will  grow  only  1.5% 
to  2%  this  year. 

With  92  million  Mexicans  eager  for 
consumer  goods  and  services  and  the 
North  American  Free  Trade  Agree- 
ment providing  a  way  for  Mexico  to 
meet  the  rising  expectations  of  its 
people,  Betterton  remains  optimistic 
over  the  long  run.  Since  the  begin- 
ning of  May  she  has  raised  the  alloca- 
tion of  Mexican  equities  from  30%  to 
38%  of  her  portfolio. 

Among  Betterton's  recent  buys: 
Femsa,  a  $2.5  billion  (sales)  brewery; 
Maseca,  a  $619  million  producer  of 
tortilla  flour;  and  Situr,  a  $582  mil- 
lion real  estate  developer  and  hotel 
administrator. 

The  table  lists  eight  Mexican  stocks 
that  trade  below  Mexico's  market 
multiple  of  19.1  times  trailing  earn- 
ings (the  market  multiple  in  the  U.S. 
is  19.5).  Telmex,  Mexico's  telephone 
monopoly,  for  example,  has  a  p/e  of 
only  11.  This  giant  should  be  a  pri- 
mary beneficiary  of  infrastructure 
growth  stimulated  by  Nafta. 

Grupo  Financiero  Banamex-Acci- 
val  and  Grupo  Financiero  Bancomer 
provide  banking,  brokerage,  insur- 
ance and  other  financial  services. 
Nafta  will  be  a  mixed  blessing  for 
them.  Foreign  banks  are  presently 
limited  to  an  8%  share  of  the  banking 
market;  under  Nafta  the  limit  will  rise 
gradually  to  15%  by  the  year  2000. 

Laura  Berdeja,  a  senior  bank  ana- 
lyst at  Baring  Securities  in  Mexico 
City,  points  out  that  since  Mexico's 
government  started  privatization  in 
1991,  large  banks  have  reduced  their 
employee  counts  by  10%  to  20%. 
Mexican  banks  are  also  forming 
strategic  alliances.  For  example, 
Grupo  Banacci  has  teamed  with  Swiss 
Bank  Corp.  in  derivatives;  and  Grupo 
Bancomer  has  a  joint  venture  with 
NationsBank  in  factoring.  US 
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For  Your  Next  Meeting,  Aim  a  Little  Higher. 


Deep  in  the  Southern  Rockies  lie  two  hundred  and  fifty  spectacular  square  miles 
known  as  Forbes  Trinchera.  Its  tallest  peak  reaches  14,345  feet  into  the  Colorado  sky,  and  its 
mountains  sweep  down  into  valleys  as  green  and  fertile  as  a  Kentucky  meadow. 

This  historic  tract  of  land  was  bought  by  publisher  Malcolm  S.  Forbes  in  1969  as 
a  natural  escape  to  a  place  far  from  Wall  Street  and  corporate  stress.  It  is  this  aspect  of  this 
wonderful  land  that  the  Forbes  family  have  decided  to  share  with  like-minded  colleagues. 

The  buildings  of  Forbes  Trinchera  have  been  remodeled  to  provide  superb 
accommodation,  but  it  is  still,  essentially,  a  ranch. 

Whilst  there,  you  can  ride  the  land  on  horseback,  or  on  trail-bike.  You  can  fly-fish  on  its  miles 

of  streams,  or  hike  its  thousands  of  trails.  You  will  have  special  rights  at  a  nearby 
golf  and  swimming  club,  or  you  can  shoot  skeet  until  every  clay  looks  as  big  as  a  house. 
And,  when  there's  work  to  be  done,  our  main  conference  room  can  seat  up  to  sixty. 

However  you  choose  to  use  it,  Forbes  Trinchera  will  provide  a  lookout  point  from  which  to  view 
the  world.  Two  hundred  and  fifty  square  miles.  Fifty  staff.  Mountains.  Valleys.  Lakes.  Streams. 

Call  1-800-FORBES-5,  and  allow  us  to  tell  you  more. 

Forbes  Trinchera  Ranch 

A  Forbes  Executive  Retreat 


CAPITAL  MARKETS 

MONEY  a  INVESTMENTS 

For  those  with  a  stomach  for  volatility, 
bonds  of  developing  nations  now  pay 
10%  to  20%  in  annual  interest. 

Exotic  bonds, 
exotic  yields 


BY  BEN  WEBERMAN 

^^^^^^^^^^^^^^^ 

H 

Ben  Weberman  is  a  columnist  for 

Forbes  magazine. 

Research:  Stephen  S.  Johnson. 


Hard  hit  as  the  U.S.  bond  market  is, 
some  of  the  foreign  ones  got  smacked 
even  harder.  Debt  of  some  emerging 
nations  was  down  more  than  20%  in 
the  first  four  months  of  this  year. 
Despite  modest  attempts  to  recover  in 
May,  the  debt  remains  down  about 
18%.  Fixed-income  investors  with 
strong  stomachs  might  want  to  take  a 
look  at  them  right  now. 

There  are  three  important  kinds  of 
bonds  to  buy  that  are  denominated  in 
hard  currencies.  (Foreign  investors 
are  taking  enough  of  a  default  risk  that 
they  generally  don't  want  to  tangle 
with  currency  risk  as  well.)  One  vari- 
ety is  corporate  debt — for  example, 
the  dollar-denominated  Cementos 
Mexicanos  87/8S  of  1998,  trading  at 
99.25  to  yield  9.1%  to  maturity. 

The  next  kind  is  government  bonds 
floated  in  Europe  without  Securities 
&  Exchange  Commission  registra- 
tion but  tradable  here  in  the  U.S.  after 
a  seasoning  period.  These  Eurobonds 
may  be  payable  in  dollars,  deutsche 
marks  or  other  hard  currencies. 

The  third  kind  is  "•Brady"  bonds, 
named  after  the  Bush  Administration 
Treasury  Secretary  who  helped  Third 
World  nations  gracefully  repudiate  a 


portion  of  their  debts.  Under  the 
Brady  recapitalizations,  investors 
took  a  haircut  either  on  principal  or 
interest  but  were  left  with  paper  that 
presumably  has  better  prospects  for 
repayment. 

John  Carl,  codirector  of  closed-end 
fund  research  at  Prudential  Securities, 
recommends  funds  specializing  in 
Brady  bonds.  Among  his  picks  are 
four  funds  managed  by  Salomon 
Brothers:  Emerging  Markets  Income, 
Emerging  Markets  Income  II, 
Worldwide  Income  and  Emerging 
Markets  Floating  Rate.  This  last  fund 
is  composed  solely  of  floating-rate 
Bradys  to  give  investors  a  little  boost 
in  return  during  periods  of  rising 
rates.  The  opposite,  of  course,  is  true 
when  rates  move  down.  Yields  on 
these  funds  range  from  9.6%  to 
12.6%.  Expenses  run  an  average  of 
1.5%  of  assets  annually.  They  are  all 
trading  pretty  close  to  net  asset  value. 

The  Franklin/Templeton  family 
has  a  fund  that  gives  top  priority  to 
income.  "They  run  a  conservative 
operation,  if  such  a  term  can  be  ap- 
plied to  these  markets, "  Carl  says. 
Templeton  Emerging  Markets  In- 
come Fund  was  recently  trading  at 
12V4,  a  2.9%  premium  over  net  asset 
value.  Templeton  offers  investors  a 
nice  break  by  cutting  the  manage- 
ment fee  in  half  for  the  first  two  years 
if  the  fund  trades  below  its  original- 
issue  price  of  $15.  Annual  expenses 
run  about  1.2%,  but  drop  below  1% 
with  the  fee  cut.  The  yield  is  11.1%. 

Douglas  Lempereur,  portfolio 
manager  for  the  Templeton  fund,  is 
bullish  on  the  debt  of  emerging  na- 
tions because  their  move  toward  free 
markets  will  strengthen  their  econo- 
mies and  improve  their  ability  to  repay 
that  debt.  He  likes  Argentinean  debt 


because  the  fundamentals  have  not 
worsened  since  last  January,  even 
though  Argentinean  dollar  bonds 
with  a  5%  coupon  are  down  19%  since 
then  and  now  yield  14.4%.  Brazil,  he 
says,  is  a  good  buy  following  a  Brady 
plan  recapitalization  in  April,  but  he 
concedes  there  is  some  uncertainty 
until  the  elections  in  October. 

Morgan  Stanley  offers  the  Emerg- 
ing Markets  Debt  Fund.  Fund  Man- 
ager Paul  Ghaffari  says  the  prospects 
for  getting  principal  back  intact  are 
excellent  in  Mexico  and  Argentina 
right  now.  Mexico  should  soon  be 
upgraded  to  an  investment  quality 
BBB-  from  its  recent  BB+,  while  Ar- 
gentina could  reach  that  status  as  early 
as  next  year. 

Brazil  and  Venezuela  are  iffier, 
Ghaffari  says,  but  at  least  the  brave  of 
heart  are  well  rewarded  in  those  coun- 
tries, with  yields  of  about  20%.  Pru- 
dential's Carl  says  the  Morgan  fund 
generates  a  fair  amount  of  its  11.5% 
current  yield  by  realizing  short-term 
capital  gains.  A  conservative  view  of 
the  situation  is  that  the  short-term 
gains  can't  be  counted  on  in  the 
future  and  therefore  shouldn't  be 
thought  of  as  a  contributor  to 
"yield."  The  fund  has  a  portfolio 
return  of  minus  28%  so  far  this  year, 
but  has  almost  broken  even  since  its 
July  1993  inception.  Annual  expense 
ratio:  about  1.5%. 

One  small  caution  for  buyers  of 
junk-nation  bond  funds.  Even  after 
this  year's  crash,  many  of  these 
funds — about  a  dozen  are  traded  on 
the  New  York  Stock  Exchange — are 
sitting  on  unrealized  capital  gains. 
These  represent  a  risk  of  accelerated 
tax  liabilities  for  latecomers.  If  you 
have  some  flexibility  in  this  regard, 
own  the  hinds  through  a  tax-deferred 
account,  such  as  a  rollover  IRA. 

The  big  caution  is  that  you  should 
put  the  recent  action  in  Third  World 
debt  into  historical  context.  The  U.S. 
remains  probably  the  most  successful 
developing  nation  in  history,  yet 
bonds  sold  in  Europe  to  finance  our 
railroads  and  some  of  our  canals — on 
the  claims  of  terrific  yields — often 
went  into  default. 

Overseas  junk  isn't  the  sort  of  thing 
in  which  you  should  invest  more  than 
5%  or  1 0%  of  your  net  worth,  but  if  it's 
yield  you  want,  the  stuff  is  worth  a 
look.  SHI 
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THE  CONTRARIAN 


MOHiY  8,  IHUESTMENTS 


When  markets  get  too  hot,  keep  your  cool  and  stay  away. 
Some  of  the  foreign  markets  are  sizzling  these  days. 

The  prudent 
traveler 


BY  DAVID  DREMAN 


David  Dreman  is  chairman 
of  Dreman  Value  Management,  L.P., 
Investment  Counsel,  New  Jersey,  and  author 
of  The  New  Contrarian  Investment  Strategy. 


Does  anyone  remember  a  couple  of 
years  ago  when  "Europe  1992"  and 
how  to  cash  in  on  it  was  the  hottest 
topic  on  Wall  Street?  Promoters 
rushed  to  bring  out  closed-end  Euro- 
pean funds  that  quickly  jumped  to 
premium  prices.  But  today  Europe 
suffers  from  unbearably  high  unem- 
ployment, nationalism  has  re-reared 
its  head  there,  and  you  can  buy  most 
of  the  funds  at  nice  discounts. 

There  is  a  moral  here:  When  the 
hype  is  hottest,  keep  your  cool  and 
stay  away. 

Fast  forward  a  couple  of  years  to 
1994  and  you  have  the  same  scenario 
thousands  of  miles  away,  this  time  in 
China  and  the  Pacific  Rim.  No  price  is 
too  high  for  stocks  or  markets  with 
zillions  of  potential  customers.  But 
while  the  concept  may  be  valid,  I 
believe  these  markets  have  gotten 
ahead  of  themselves.  As  the  old  saying 
goes,  they  are  discounting  not  the 
future  but  the  hereafter. 

I  would  also  be  cautious  about 
taking  major  positions  in  Latin  Amer- 
ican stocks.  These  markets  have  had  a 
blistering  run  over  the  past  five  years. 
It  is,  after  all,  only  four  or  five  years 
since  many  of  the  major  countries  in 


the  region  were  in  de  facto  default  on 
their  government  debt.  Maybe  condi- 
tions have  changed  permanently  this 
time,  but  there's  also  a  chance  that 
they  haven't. 

The  first  rule  of  investing  abroad, 
then,  is  identical  to  the  first  rule  of 
investing  at  home:  Try  to  buy  'em 
when  they're  cheap,  not  when  every- 
body is  on  the  bandwagon  and  the 
media  hype  is  in  full  swing.  With  hot 
ipos  and  hot  concept  stocks  at  home, 
we  know  that  after  a  euphoric  price 
runup  there  is  an  inevitable  hangover. 

I'm  not  saying  don't  invest  abroad. 
But  be  prudent.  One  sensible  ap- 
proach is  through  mutual  funds  or 
closed-end  funds,  the  latter  especially 
when  they  sell  at  discounts  to  asset 
value.  You  can  check  the  record  of 
these  funds  in  the  Forbes  Annual 
Mutual  Fund  Guide  (Aug.  30, 1993). 

Here  are  three  such  funds  that  I 
would  look  at  today. 

The  Germany  Fund  (11)  traded  at 
over  100%  of  net  asset  value  at  the 
peak  of  Europe  1992  enthusiasm  in 
1991.  Since  then  the  stock  has  de- 
clined to  a  discount  of  10%.  With  an 
improving  German  economy  it  ap- 
pears attractive  at  current  levels. 

The  Spain  Fund  (9)  is  a  classic  warn- 
ing of  what  may  be  ahead  for  today's 
hot  country  closed-end  funds.  At  the 
height  of  the  investor  euphoria  in  1989 
the  stock  traded  at  almost  triple  its  net 
asset  value.  Today  it  trades  at  a  dis- 
count of  nearly  10%.  The  fund  should 
move  up  with  an  improving  outlook 
for  Spanish  business  this  year. 

Vanguard  International  Equity 
Index  European  is  a  no-load  index 
fund.  The  stock  should  do  well  with  a 
gradual  recovery  of  the  European 
economies.  Its  expense  ratio  of  30 
basis  points  is  only  one -sixth  that  of 
most  funds  investing  in  Europe. 


If  you  prefer  buying  individual 
stocks,  stick  with  those  that  have 
American  Depositary  Receipts.  Buy- 
ing an  adr  allows  you  to  avoid  paying 
high  commissions,  exchange  rates 
and  the  expense  of  foreign  custodial 
fees,  as  well  as  a  load  of  extra  paper- 
work. Often  you  can  purchase  first- 
class  companies  at  lower  p/es  and 
higher  yields  than  in  the  same  indus- 
tries domestically.  This  is  particularly 
true  of  Australia,  the  U.K.,  Western 
Europe  and  South  Africa.  These  mar- 
kets are  better  supervised  and  usually 
more  liquid  than  most  in  the  Far  East 
or  Latin  America. 

Here  are  three  stocks  trading  on  the 
NYSE  that  I  find  attractive  today: 

Hanson  (18 — ADR)  is  a  major  British 
diversified  company.  Earnings  should 
increase  significantly  with  the  improv- 
ing outlook  for  its  cyclical  businesses. 
han  trades  at  a  P/E  of  14,  yields  5.2%. 

Telephone  Espana  (41 — ADR)  pro- 
vides all  the  international  and  foreign 
telephone  service  in  Spain.  Earnings 
growth,  which  has  been  improving 
over  the  last  several  years,  should 
accelerate  in  the  near  term.  The  stock 
trades  at  a  p/e  of  1 0  on  1 994  estimates 
and  yields  2.4%. 

Trans  Canada  Pipelines  (12 — 
common  stock)  operates  the  largest 
pipeline  system  in  Canada.  The  stock 
(it  is  not  an  adr)  trades  at  a  P/E  of  10, 
yielding  5.6%. 

Don't  ever  forget  that  a  big  part  of 
gains  or  losses  of  foreign  stocks  can 
comefrom  currency  fluctuations.  You 
can  insure  yourself  against  these  fluc- 
tuations with  foreign  currency  op- 
tions. Or  you  can  take  your  chances 
with  currency  values.  A  good  part  of 
the  excellent  performance  delivered 
by  Japanese  stocks  the  past  couple 
years  has  come  from  the  appreciation 
of  the  yen  versus  the  dollar.  MM 
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It's  not  enough  just  to  know  whether  a  fund 
manager  or  market  letter  is  aggressive  or  conservative. 
Here's  a  second  question  to  put. 


Risk/reward 
ratio 


BY  MARK  HULBERT 


Mark  Hulbert  is  editor  of  the  Alexandria,  Va.- 
based  Hulbert  Financial  Digest,  which  monitors 
the  performance  of  investment  advisory  letters. 
His  newest  book  is  The  Hulbert  Guide  to  Financial 
Newsletters  {Dearborn  Financial  Publishing). 


Whether  you  go  for  an  aggressive 
investment  style  or  a  cautious  one  is  a 
matter  of  personal  preference.  Some 
people  like  to  take  risks  in  the  hope  of 
big  rewards.  Others  prefer  to  limit 
their  risks  and  will  settle  for  smaller 
rewards.  But  whether  you  are  a  lion  or 
a  lamb  when  it  comes  to  investments, 
you  want  an  investment  adviser  or 
mutual  fund  manager  or  market  letter 
that  delivers  superior  performance  at 
his  risk  level. 

Most  investors  fail  to  appreciate 
this.  They  tend  to  pick  the  adviser 
with  the  hottest  recent  performance. 
This  is  kind  of  like  walking  into  a 
poker  game  and  betting  on  the  player 
who  happens  to  have  the  biggest  pile 
of  chips  in  front  of  him.  You  don't 
know  whether  he  won  the  heap  in  a 
wild  gamble  or  whether  he  piled  it  up 
gradually  by  playing  both  good  hands 
and  bad  hands  well. 

Consider  the  Granville  Market  Let- 
ter, edited  by  Joe  Granville.  Greedy 
investors  were  eager  to  sign  up  five 
years  ago,  after  his  options  portfolios 
had  gained  more  than  1,000%  in  a 


single  year.  But  as  I  warned  at  the  time 
in  my  column,  this  portfolio  was  a 
very  poor  bet — its  1,000%  gain  not- 
withstanding. To  get  that  perfor- 
mance he  was  gambling  too  wildly. 

How  wildly  was  Granville  betting 
in  his  options  portfolio?  To  determine 
a  portfolio's  risk,  the  Hulbert  Finan- 
cial Digest  compares  the  volatility  of 
its  returns  with  those  of  the  market 
itself.  By  this  measure,  Granville's  op- 
tions portfolio  has  been  one  of  the 
riskiest:  15  times  more  volatile  than 
the  S&P  500,  in  fact.  That  means  that 
each  time  the  S&P  500  rises  or  falls  by, 
say,  5%,  we  can  expect  Granville's 
portfolio  to  rise  or  fall  by  about  75%. 
Now  that's  high  risk. 

To  justify  being  15  times  riskier 
than  the  S&P  500,  Granville  would 
have  had  to  do  15  times  better,  and 
not  during  just  one  year  but  over 
many.  Needless  to  say,  that  is  virtually 
impossible  to  achieve.  In  fact,  among 
all  the  letters  the  hfd  has  been  track- 
ing for  the  last  14  years,  the  best 
performer  had  a  compound  annual 
return  of  around  20% — or  about  P/3 
times  the  S&P  500's  return. 

When  you  take  Granville's  kind  of 
risk,  you  can  win  big  but  you  win 
seldom  and  you  lose  often.  No  sur- 
prise that  his  performance  has  been 
terrible  over  long  periods.  Since  that 
one  sparkling  gain,  his  portfolio  has 
lost  more  than  99%  of  its  value.  And 
don't  think  that  a  1,000%  gain  fol- 
lowed by  a  99%  loss  leaves  you  well 
ahead  of  the  game.  It  doesn't. 

Cautious,  risk-averse  investors 
make  a  similar  mistake  to  those  who 
jumped  on  the  Granville  bandwag- 
on. They  often  get  stuck  with  an 
adviser  who  delivers  safety  at  too 
high  a  cost.  An  example  of  this  in  the 


investment  letter  world:  Stan  Wein- 
stein's  Professional  Tape  Reader. 
This  letter's  model  portfolio  is  con- 
servative: The  stock  market  is  about 
IV2  times  riskier.  But  Weinstein  paid 
too  heavy  a  price  for  this  lowered 
risk:  His  model  portfolio  gained  a 
measly  30%  over  the  last  decade.  You 
could  have  made  1 76%  by  going  into 
a  money  market  fund. 

Your  challenge  is  to  find  an  adviser 
who  earns  enough  to  justify  whatever 
level  of  risk  he  incurs.  Sounds  simple, 
but  in  the  investment  world  few 
advisers  do.  Over  the  last  decade,  just 
four  investment  letters  followed  by 
the  hfd  beat  the  market  on  a  risk- 
adjusted  basis.  Of  these  four,  the 
letter  with  the  lowest-risk  market- 
beating  strategy  is  Gerald  Appel's 
Systems  &~ Forecasts.  The  highest-risk 
market  beater  is  Dan  Sullivan's  The 
Chartist.  The  other  two  letters  in  this 
select  group,  both  published  by  Mar- 
tin Zweig,  are  of  more  or  less  average 
risk:  the  Zweig  Forecast  and  the  Zweig 
Performance  Ratings  Report. 

A  fifth  letter — Jay  Schabacker's 
Mutual  Fund  Investing — is  also  in 
this  group  if  you  chain  together  its 
record  and  that  of  a  similar  now- 
discontinued  Schabacker  service.  It's 
the  lowest  risk  of  any  of  the  five, 
incurring  just  one-third  the  risk  of  the 
stock  market.  While  assuming  just 
33%  of  the  risk,  however,  Schabacker 
has  achieved  70%  of  the  market's  re- 
turn. Now  that's  worth  betting  on. 

But  this  is  important  to  remember: 
Schabacker  still  didn't  outperform 
the  stock  market.  His  achievement 
lies  in  making  more  money  than  we 
would  expect,  given  his  low  risk.  In- 
credibly, the  publishers  of  Schaback- 
er's new  book  ( Winning  in  Mutual 
Funds,  American  Management  Asso- 
ciation, $24.95)  don't  seem  to  un- 
derstand this  crucial  point.  Their 
press  release  says  that  the  book  shows 
how  "reducing  your  risks  does  not 
mean  reducing  your  returns."  Yet  as 
we  have  seen,  in  Schabacker's  case  it 
surely  has.  Indeed,  without  taking  risk 
into  account,  we  would  have  to  dis- 
miss Schabacker's  record  since  it  is  so 
far  below  the  stock  market's. 

Avoid  making  the  same  mistake. 
Don't  just  pick  a  letter,  fund  or 
adviser  on  how  it  stacked  up  against 
the  market.  Factor  in  how  much  risk 
he  took  getting  where  he  got.  Hi 
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FINANCIAL  STRATEGY 

MONEY  &  INVESTMENTS 

The  Fed's  tightening  initiated  a  process  that  will 
flatten  the  yield  curve  and  precipitate  a  recession. 

Don't  ignore  history 


BY  A.  GARY  SHILLING 


A.  Gary  Shilling  is  president  of 
A.  Gary  Shilling  &  Co.,  economic  consultants 
and  investment  advisers.  His  firm  publishes 
Insight,  a  monthly  newsletter  covering  the 
business  outlook  and  investment  strategy. 


Legendary  investor  Sir  John  Tem- 
pleton  says  that  the  most  dangerous 
words  in  the  English  language  are, 
"This  time,  it's  different."  Yet,  most 
Wall  Street  and  corporate  leaders 
think  that  this  time  it  is. 

It  isn't.  So  forget  the  rosy  scenario. 
That  the  Fed's  interest  rate  increases 
have  eliminated  future  problems. 
That  economic  growth  will  be  slow 
enough  that  inflation,  which  isn't  a 
current  serious  problem,  won't  be- 
come one.  That  bond  yields  will  be 
flat  or  even  will  fall.  That  growth  will 
be  fast  enough  that  profits  will  gush 
and  the  bull  market  in  U.S.  stocks 
will  revive. 

To  believe  these  pleasant  prognos- 
tications you  have  either  to  forget  or 
ignore  an  awful  lot  of  history.  The  Fed 
has  tightened  1 3  previous  times  in  the 
postwar  era,  and  in  9  of  those,  it 
continued  to  raise  rates  until  a  reces- 
sion resulted. 

The  four  exceptions  prove  the  rule. 
Two  credit  contractions  led  to  mini- 
recessions  that  would  have  been  full- 
blown dips  without  leaps  in  defense 
spending — in  the  mid-1960s  during 
Johnson's  Vietnam  buildup  and  in 
the  mid-1980s  when  Reagan's  mili- 
tary spending  held  sway.  On  the  third 
occasion  the  Fed  reversed  its  tighten- 


ing in  mid  - 1968,  but  resumed  it  a  few 
months  later  and  continued  until  the 
1969-70  recession  was  assured.  On 
the  fourth  occasion  the  Fed  backed 
away  from  its  1970-71  squeeze  only 
because  Nixon  imposed  price  and 
wage  controls. 

Now  ask  yourself:  Do  you  expect  a 
big  military  spending  spree  or  price 
and  wage  controls  to  divert  the  Fed 
this  time?  I  doubt  it. 

Don't  think  that  current  low  infla- 
tion will  appease  the  Fed.  It  doesn't 
wait  for  serious  inflation,  but  tightens 
when  it  fears  future  capacity  strains.  It 
did  in  early  1955,  despite  a  -0.4%  CPI 
rate,  and  kept  going  until  the  1957- 
58  recession  resulted. 

If  history  is  any  guide,  the  yield  curve 
will  end  flat  or  negative.  This  means  the 
90-day  Treasury  bill  yield  will  rise  over 
300  basis  points  to  just  equal  the  cur- 
rent 30-year  Treasury  yield.  It  will  go 
higher  if  the  curve  inverts  and  short 
rates  exceed  long  rates.  And  the  long 
bond  yield  will  rise  maybe  another  100 
basis  points,  suggesting  an  even  bigger 
short  rate  leap. 

Sound  impossible?  Keep  in  mind 
that  hedge  funds,  banks  and  others 
who  earlier  had  huge  leveraged  bond 
positions  are  still  unloading.  The  weak 
dollar  is  scaring  foreign  investors  from 
otherwise  attractive  U.S.  yields.  The 
Administration's  trade  fight  with  Ja- 
pan, and  overseas  disdain  for  Clinton's 
disastrous  foreign  policy  and  his  em- 
barrassing personal  problems  may 
keep  the  greenback  depressed.  The 
recent  price  spikes  in  commodities  like 
copper,  oil  and  grains  are  unlikely 
to  precipitate  major  inflation,  given 
business'  inability  to  pass  on  cost  in- 
creases, but  they  do  concern  the  Fed 
and  fixed-income  investors. 

Despite  its  intention  to  really  pre- 
empt inflationary  problems,  the  Fed 
locks  into  these  rate-hike  business- 
bust  cycles  because  the  public  gets  the 
clue  and  anticipates  further  interest 


rate  increases.  Borrow  and  spend  now 
before  financing  costs  rise,  people  rea- 
son. Sure,  housing  has  turned  down, 
but  rising  rates  always  kill  homeowner 
enthusiasm  well  before  the  economy 
peaks.  Eventually  exhausted  consum- 
ers and  high  rates  sink  the  economic 
ship.  "'Eventually"  may  be  sooner 
rather  than  later. 

Consumers  are  already  borrowed 
to  the  hilt.  They  never  worked  off 
debt  after  the  1980s  binge,  and  added 
more  when  declining  interest  rates 
cut  debt  service.  Unlike  in  the  1970s, 
house  prices  are  not  rising  to  cushion 
the  losses  individuals  are  suffering  in 
the  stock  and  bond  markets. 

Even  though  the  current  economic 
expansion  has  been  sluggish,  it  isn't 
young,  at  over  three  years  of  age. 
Look  for  the  recession  to  commence 
around  year-end.  It  may  be  deep, 
considering  Fed  tightening,  defense 
cuts  and  Clinton's  tax  hike.  The  very 
serious  1937-38  "Roosevelt  depres- 
sion" was  the  result  of  similar  at- 
tempts to  preempt  inflation  and  re- 
duce the  federal  deficit  in  a  time  of 
basic  demand  weakness. 

It  all  adds  up,  in  my  view,  to  a 
genuine  U.S.  bear  market.  Higher 
interest  rates  make  future  earnings 
and  dividends  worth  less,  and  reces- 
sions have  a  way  of  causing  earnings 
disappointments.  As  I  have  noted  in 
past  columns,  stocks  have  been  sup- 
ported in  recent  years  by  two  weak- 
handed  players  who  are  now  retreat- 
ing: beaten-up  leveraged  investors 
and  individual  investors  who  didn't 
understand  or  love  stocks  but  hated 
low-CD  yields.  Expect  a  Chinese  water 
torture  market  that  ultimately  grinds 
all  into  submission. 

Is  it  a  good  time  to  go  short  the 
market?  Liquidity  has  evaporated,  so 
volatility  is  high,  meaning  that  short- 
sellers  can  get  whipsawed.  For  most 
investors  the  best  place  to  be  right 
now  is  in  cash.  ■ 
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Your 
Company's 
Most  Valuable 
Asset  is  its 
Employees 


HUMANRESO^CE 


October  2-5, 1994 
The  Pointe  at 
Tapatio  Cliffs 
Phoenix,  Arizona 


For  a  complete  brochure 
and  registration  information: 


Call  toll  free  (800)  727-1227 


,n  today's  economic  climate,  a  company's  survival 
depends  upon  not  only  the  quality  of  its  goods  or  services, 
but  also  the  performance  and  productivity  of  its  employees. 
Now,  more  than  ever,  it's  important  to  keep  and  to  motivate 
a  trained  work  force. 

Join  a  select  group  of  top  HR  professionals  at  The  Pointe 
Hilton  Resort  at  Tapatio  Cliffs  in  Phoenix,  Ariz.,  for  the 
sixth  annual  HUMAN  RESOURCE  EXECUTIVE 
FORUM®— sponsored  by  Human  Resource  Executive,  the 
magazine  for  the  top  HR  executive. 

The  multiday  Forum  will  allow  ample  networking  op- 
portunities for  top  professionals.  This  year's  program  will 
again  include  a  wide  selection  of  roundtable  discussions  and 
interactive  workshops  designed  to  help  executives  develop 
strategies  for  dealing  with  key  human  resource  issues. 
Topics  important  to  CEOs  and  top  HR  executives  and 


managers  will  be  covered,  including: 

Capitalizing  on  Changing  Workplace  Values 
Reengineering  the  HR  Function 
Strategic  Pay 

HR's  Role  in  a  Self-Managed  Workplace 
Building  and  Sustaining  an  Empowered  Organization 
Creating  Customer-Driven  HR  Practices 
HR  Strategies  in  the  Clinton  Era 
Each  session,  as  well  as  the  roundtable  discussions,  will 
allow  you  to  network  with  other  top  executives. 

During  the  conference,  the  winner  of  the  1994  Human 
Resource  Executive  of  the  Year  Award  and  those  HR 
executives  named  to  the  HR  Honor  Roll  will  be  announced 
at  a  special  awards  dinner  honoring  their  achievements  in 
human  resource  management. 
Discount  rates  for  the  conference  are  available  for  groups. 


HUMAN  RESOURCE 


HUMAN  RESOURCE  EXECUTIVE 

Conference  Division 
1555  King  Street,  Suite  200 
Alexandria,  VA  22314 


Sponsored  by:  Human  Resource  Executive  Magazine 

Cosponsored  by:  Hertz  Claim  Management; 
Jackson,  Lewis,  Schnitzler  &  Krupman;  Jostens; 
Lee  Hecht  Harrison,  Inc.;  Spectrum  Human  Resource 
Systems  Corp.;  and  Zenger-Miller»Achieve 


Receive  Value  Line 
for  only  $85:  $55 

An  Introductory  subscription  to  The  Value  Line  Investment  Survey 

brings  you  the  2000-page  Investors  Reference  Library — Value  Line's  most 
recent  Ratings  and  Reports  on  1 700  stocks  and  the  practical  guide  How  to 
Invest  in  Common  Stocks.  You  will  also  receive  analyses  of  about  130  stocks 
each  week  for  10  weeks  forces $55.  Available  only  once  every  three  years  to 
any  household.  SPECIAL  BONUS:  With  your  subscription  you  also  will 
receive  a  copy  of  WALL  STREET  WORDS,  an  accessible  dictionary  of  over 
3.500  terms  (retail  price  $8.95).  In  addition  to  clear  definitions,  this 
convenient  guide  features  special  explanations,  helpful  hints,  and  case 
histories  on  87  topics  of  special  interest,  contributed  by  32  industry 
professionals — plus  48  case-example  paragraphs  by  the  author.  (Available 
while  supplies  last.)  Your  subscription  to  Value  Line  may  be  tax-deductible. 
Consult  your  tax  advisor.  Send  check  or  money  order  along  with  name, 
address  and  zip  code  together  with  this  ad  or: 

Call  Toll-Free  1-800-833-0046 


(Ext  2903-Dept.  416C18)American  Express.  MasterCard  or  Visa.  24  hours  a  day. 
7  days  a  week  30  day  Money-Back  Guarantee.  Allow  4  weeks  for  delivery. 
NY  residents  add  sales  tax.  Foreign  rates  upon  request 

The  Value  Line  Investment  Survey1 

220  East  42nd  Street 
NY,  NY  10017-5891 


FINANCIAL  SERVICES 


CALL  OR  WRITE  FOR  FREE  PACKAGE! 

FX.C.  INVESTORS  CORR 

62-19  Cooper  Avenue 
Glendale.  Queens,  N.Y.11385 
(718)417-1330 

PORTFOLIO  MGMT 
SERVICES:  Equity-Fixed 
inc-Balanced  F.X.C.  NEWS- 
LETTER: Semi-monthly 
($190.00  Annually) 
RANKED  #1  throughout  past 
1 0  years  by  Piper  TAA 
(Rogers  Casey  Associates) 
Universe  in  Pension  &  Invest- 
ments out  of  3,000  institutional 
products  from  over  1 ,000  reg- 
istered investment  advisors. 
RANKED  #1  in  ASSET  ALLO- 
CATION plus  timing  by  The 
Hulbert  Financial  Digest  over 
the  last  5  years. 
Credited  by  the  Wall  Street 
Journal  &  Washington  Post  for 
calling  the  1,000  point  1987 
Stock  Market  Crash. 


BUSINESS  OPPORTUNITIES 


Pier  1  imports 


Store  No  900  Associate  Store 

A  Home  Furnishings  Retailer 

Must  sell.  Undercapitalized, 
under  performing  w/potential. 
Drastically  priced,  1  x  gross  yr. 

Write  to:  President,  Amcorp 

P.O.  Box  44,  Mobile,  AL  36601-0044 


INCORPORATE  IN  DELAWARE! 

Specialists  In  setting  up  Delaware 
Corporations.  General,  Aircraft, 
Boat  &  Shelt  Corporations. 

SddMtrr  CaH/WrNelorfTIEBiciT: 
ferry 
&  htd 


P.O.  Box  484-FB 
Wilmington,  DE 19899 
800-321  -CORP  ■  302-652-6532 


Forbes: 
Capitalist 

Tool® 


$  OVER  ONE  BILLION  $ 


WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 
Major  Manufacturing  to  Small  Retail  Shops 

No  Brokerage  Fees 
To  Buy  or  Sell 
1-800-999-SALE 
GREAT  WESTERN  business  services,  inc. 


NATIONWIDE 


STOCK  MARKET 
WARNING: 


Every  day  that  passes 
brings  us  one  day  closer  to 
the  next  stock  market 
debacle.  But  don't  panic. 
The  stock  market  NEVER 
makes  a  big  move-up  or 
down-without  giving 
plenty  of  advance  warning. 
,  Many  investors  think  the 
MARTIN  ZWEIG  500  pojnt  "Black  Monday" 
crash  on  10/19/87  came  right  out  of  the  blue. 

Not  so.  My  key  indicators— 22  Monetary,  and 
36  Sentiment  and  Momentum,  clearly  signaled 
sharply  rising  risks  in  August  and  kept  getting 
worse.  These  indicators  guided  my  Zweig 
Forecast  to  a  9%  gain  on  Black  Monday,  a  50  4% 
gain  lor  1987,  and  a  753.3%  gain-with  not  one 
down  year— forthe  past  13'/i>yearsending  12/93. 
(Past  results  are  no  guarantee  of  future  results.) 
The  Zweig  Forecast,  published  every  three 


£  ZWEKS 
»»  WINNING 
:   'I  ON  WALL 
1  STREET 


weeks,  continually  updates  my  market  indicators 
and  maintains  a  securities  portfolio,  which 
earned  the  profits  detailed  above  and  that  you 
can  easily  fol  low,  step-by-step 

Try  The  Zweig  Forecast 
and  we'll  rush  you  the  un- 
listed phone  number  to 
Zweig's  telephone  hotline, 
updated  at  leastthreetimes 
a  week,  plus  a  gift  copy  ol 
Zweig's  newly  updated 
best-selling  classic  ($20 
retail ) .  Proratamoney-back 
guarantee  of  course  EXTRA  BONUS 

Three-Month  Trial  $55 
One-Year  $265.  Visa/MC. 
1-800-535-9649  Ext.  9063 

THE  ZWEIG  FORECAST 

P.O.  Box  2900,  Wantagh,  NY  11793-0926 


FINANCIAL  SERVICES 


The  first  monthly  newsletter  to 
cover  the  realm  of  hedge  funds 
in  its  entirety,  offering  a  global 
look  at  advisors  and  funds  in  a 
convenient,  accurate  and  timely 
format. 

Managed  Account  Reports  Inc. 

220  Fifth  Ave.,  NY,  NY  10001 
Fax  (212)  213-1870  or  call 
Lydia  Soto  at  212-213-6202 


EDUCATIONAL  SERVICES 


University  Degrees 


Self  Paced      Home  Study 
Associate  Batchelor  Master  Doctor 
Business  Admin,  Psychology,  Finance 
Tech  Mgmt,  Law,  Paralegal,  ^eff^Sx 


Int'l  Business,  Hearth  Care, 
Human  Resources  Admin. 

(800)477-2254(24  hrs)  $J 
Southern  California  University 
202  Fashion-F,  Tustin,  CA  92680 


FOR  INFORMATION 
WRITE  OR  CALL: 
LINDA  L0REN 
FORBES  MARKET/ 
CLASSIFIED 
60  Fifth  Ave.,  N.Y.,  NY  100L1 

(212)  620-2440 
FAX  (212)  620-2472 


COLLEGE  DEGREE 

BACHELOR'S  •  MASTER'S  •  DOCTORATE 

For  Work.  Life  and  Academic  Experience 

Earn  your  degree  through 
convenient  home  study 

(800)  423  3244  ex.  185 
Fax:  (310)471-6456 

send  detailed  resume  for  me  [valuation 

Pacific  Western  University 

600  N.  Sepulwda  Blvd..  Dspi  185  Los  Angsbs,  CA  90049 


FREE  VIDEO 


EXTERNAL  DEGREES 

BA/BS  MS/MBA  PhD/JD 
|  Credit  for  work  /life  exp.  •  Accredited 
(800)  955-8879  (24  hrs.) 

LaSalle  University 


REACH  THE  PEOPLE  WHO  OWN 
AND  RUN  AMERICA'S  BUSINESS 


GREETING  CARDS 


RANCHES 


MAIL  ORDER 


PRESENTATION  EQUIPMENT 


The  Elephant  Secretary  deliver 

on-time  greeting  cards  to 
/our  loved  ones  &  associates, 
while  you  take  all  the  credit, 
ive  tons  of  time,  money,  &  guilt! 
ox  755,  Valley  Forge,  PA  1 9482 

?00-7-ELEPHANT 


ISCELLANEOUS  FOR  SALE 


E  BUY  DIAMONDS! 

Call  or  fax  GIA  info 
for  cash  offer. 
-Any  quantity!- 

HOUSE  OF  ONYX 

ain  St.,  Greenville,  KY  42345 
)-844-3100  or  FAX  S02+338-960S 


FINANCIAL  SERVICES 


IE  GUIDE  YOU'VE  BEEN 
WAITING  FOR. 

A  new  edition  for  investors 
American  Depositary  Receipts 

LOBAL  INVESTING'S  COM- 
EHENSIVE  GUIDE  TO  ADR'S, 
JRCE-BOOK  FOR  INVESTING 
)BALLY  WITHOUT  LEAVING 
WALL  STREET. 

:o  trade  and  track  each  and  every 
*  even  pink  sheets.  Not  just  spon- 
d  ADRs  or  ones  your  broker  fol- 
i— but  all  ADRs,  New  York 
ps,  GDRs,  Portal  and  144  A 
fes,  unregistered  foreign  stocks 
cusips. 

newly  updated  1994  edition  at  a 
jal  low  price — $59  in  book  or 
;tte.  Add  $5  per  copy  for  Canada 
Mexico;  $15  for  the  rest  of  the 
d. 

order  call  1-800-950-1577 
1-508-457-5222 


COLORADO  MOUNTAIN 

RANCHES 

If  you  are  looking  for  a 
Colorado  Mountain  Ranch 
with  recreational  amenities 
(big  game,  fishing,  close 
to  skiing,  views,  tree  cover, 
seclusion),  we  have  ranches 
available  from  one  million 
to  several  million.  Let  us 
know  your  requirements, 
can  we  help  you? 

ORR  LAND  COMPANY 

5040  Acoma  St.  Denver  Co  80216 
(303)  295-1313  (303)  295-1256  FAX 


SELF-  IMPROVEMENT 


Learn  the  Secrets  of  Successful 

SPEAKERS 

FREE:  Former  President  Reagan's  Director  of  Speech- 
writing  reveals  little-known  secrets  of  how  top  business 
&  political  leaders  spellbind  and  motivate  their  listeners — 
and  how  you  can  do  it  too!  For  your  FREE  COPY  of 
"1 J  Inside  Secrets",  wnte  to:  American  Speaker, 
1101 30th  Street,  Art  GK,  NW,  Washington,  DC  20007 


CORPORATE  EVENT  PLANNERS 


BUILDING  TEAM  SPIRIT 

The  Barry  Dean  Company. 
SOLID  18  YEARS 
UNIQUE  KICKOFFS, 
CELEBRATIONS,  MEETINGS... 
Call  for  our  free  brochure 
and  additional  information 
516-536-6606  /  212-809-6666 
or  fax  request  to  516-536-6376 


REAL  ESTATE 


Hilton  Head  S.C. 

Large  3  Bedroom,  4V2  Bath. 
House  on  the  9th  Hole  of  the  Sea 
Pines  Country  Club.  Price  $259,900. 
For  an  appointment,  call  Pat  Clisham 
at  1-800-846-7829.  X  1853. 
Ask  about  the  Clark  property. 


FREE 
CATALOG 

of  business  books  for  sale 
by  the  U.S.  Government! 

Write  to: 

Free  Business  Catalog 
U.S.  Government  Printing  Office 
Office  of  Marketing— Stop  SM 
Washington.  DC  20401 


StairLIFr 

Model  SC 

Ride,  Don't  Climb. 


Ride  up  or  down 
stairs  quickly 
and  easily  with 
StaifLIFT  Model 
SC,  the  single- 
seat  lift  from 
Inclinator  Co. 
of  America  For 
more  informa- 


tion, write  today 

INCLINATOR 


COMPANY  OF 

Dept.  7 
P.O.  Box  1557 
Harrisburg,  PA  17105-1557 


AMERICA 


AUDIO  BOOKS 


BOOKS 
ON  TAPE 


Box  7900-FB  Newport  Beach,  CA  92658 

•Bestsellers  1 
on  Cassette  S 

\  'Full-length  | 
\   Readings  * 

A  •  Call  for  Free  % 
^  Brochure  | 

(800)  626-3333 

EXECUTIVE  GIFTS 


Permanently  end  back  pain 
by  training  your  back  to 
properly  support  itself. 

Endorsed  by  Health 
Care  Professionals 

PosturEvolutioh 

Posture 
Education 
Products 

43  Katonah  Avenue 
Katonah,  NY  10536 

800-392-0363 


LASER  POINTER 


sun  LITE 


plus 

shipping  S  handling 

CM.  WORLDWIDE 
P.O.  Box  271 2 
San  Ramon,  CA  94583 
Tel:  510-838-1665 


Year  Limited  Warranty 
Range  up  to  100  yards 
WE  include  2  AAA  Batteries 

DEALER  INQUIRIES 
WELCOME! 

TOLL  FREE 


Fax:  510  838  3172  800-291-5511 


FINANCIAL  SERVICES 


Fifty  People 
ft  Buy  This 

1  §JS^\  Book  Every 


Week  — 
Most  are 
Millionaires 

WEALTH: 
An  Owner's  Manual 

By  Michael  Stolper 
Published  by  Harper  Business 
$1 1 .00  plus  $3.00  postage  &  handling 


Call  1-800-426-6502 


EXECUTIVE  GIFTS 


HAND  CARVED  MAHOGANY 
JET  FIGHTERS 


•  16"  to  22"  models  ore  hand- 
crafted from  solid  mahogany  with 
hondpomied  maricings  and  details 

•  Over  160  models  m  stock 

•  Pncedfrom  $99.50 

•  Satisfaction  guaranteed 

Call  1-800-950-9944 


I  At  II  I  f 


WO«U>S  liAtHNGMUBS 

WM 
UKKUUTUKS 

14255  Norlti  79lti  Street 
Scomdoie  Airport. « 852(0 


J 


STREETWALKER 


EI1ITED  BY  THOMAS  JAFFE 


Beeping  for 
BP  Prudhoe  Bay 

Here's  a  cheap,  pure  play  on  rising 
oil  prices:  Salomon  Brothers  energy 
analyst  William  Randol  recommends 
bp  Prudhoe  Bay  Royalty  Trust,  creat- 
ed in  1989  by  British  Petroleum,  bp's 
first  90,000  barrels  a  day  of  produc- 
tion from  Alaska's  Prudhoe  Bay  field 
is  dedicated  to  the  trust;  16.4%  of  this 
volume  is  indexed  to  the  daily  price  of 
West  Texas  Intermediate  crude.  After 
deducting  chargeable  costs  and  taxes, 
the  residual  cash  in  the  trust  is  paid 
out  quarterly  to  the  holders  of  its  21.4 
million  NYSE-listed  units. 

Prudhoe  Bay  production  is  drop- 
ping, but  with  production  last  year  of 
418,000  barrels,  it  has  a  long  way  to 
drop  before  the  trust's  share  shrinks. 

Late  last  year,  when  the  price  of 
West  Texas  Intermediate  was  over 
$20  a  barrel,  the  trust's  units  traded  at 
30,  with  a  fourth-quarter  payout  of 
49  cents  per  unit.  By  spring  West 
Texas  Intermediate  had  fallen  below 
$14.  The  first -quarter  payout  shrank 
to  22  cents,  and  the  units  dropped 
below  20.  Despite  higher  oil  prices, 
they  have  since  recovered  to  only  22. 

Randol  believes  crude  has  seen  its 
low  and  will  continue  to  firm  over  the 
balance  of  the  year.  He  estimates  that 
if  West  Texas  Intermediate  reaches 
just  an  average  $18.50  during  the 
fourth  quarter,  it  will  translate  to  a  43- 
cent  quarterly  cash  payout  for  the 
trust  units.  On  the  units'  recent  price 
that  would  represent  a  rich  annu- 
alized yield  of  nearly  8%.  If  West 
Texas  Intermediate  averages  $20  dur- 
ing the  fourth  quarter,  that  quarterly 
payout  could  be  as  high  as  52  cents, 
providing  an  effective  yield  of  almost 
10%.  Buy. 

Stryker  while 
the  iron  is  hot 

HERE'S  AN  OVERLOOKED  BET  in  the 

medical  supplies  business:  Stryker 
Corp.  (estimated  1994  sales,  $640 
million).  Stryker  makes  everything 
from  powered  surgical  drills  and 
stretcher  beds  to  artificial  joint  re- 
placements and  an  intraoperative 
blood  filtration  system.  The  Kalama- 
zoo, Mich. -based  company  also  runs 
44  outpatient  physical  therapy  clinics. 

Recent  o-t-c  price:  27,  down  from  a 
12-month  high  of  35V2  in  January. 


Health  care  analyst  Jonathan  Os- 
good of  Alex.  Brown  &  Sons  notes 
that  Stiyker  recently  bought  majority 
control  of  its  distributor  in  Japan,  its 
second-largest  market  after  the  U.S. 
Stryker  is  financing  the  deal  with  yen- 
denominated  borrowings  at  an  aver- 
age interest  of  just  4%. 


Illustration  of  a 
Stryker  total  knee- 
replacement  system 
A  smart  deal 
in  Japan,  plus 
20%  earnings 
growth,  make 
this  stock  a  buy. 


Osgood  expects  Stryker's  earnings 
to  grow  an  average  20%  annually  over 
the  next  three  to  five  years.  His  per- 
share  estimates  for  1994  and  1995  are 
$1.50  and  $1.80,  respectively.  Os- 
good predicts  Stryker's  48  million 
shares  will  recover  to  the  mid- 30s,  a 
gain  of  33%,  over  the  next  12  months. 

AARisA-OK 

HERE'S  A  LOW  risk  BET  on  a  recovery 
for  the  airlines  industry:  aar  Corp., 
which  sells  products  and  services,  in- 
cluding the  overhaul  of  equipment,  in 
the  commercial  and  military  aviation 
aftermarkets.  The  Elk  Grove  Village, 
111. -based  company  also  makes  cargo 
handling  systems. 

Between  1984  and  1990  aar  got 
fat  as  the  airlines  business  grew.  Its 
earnings  rose  nearly  sixfold  and  AAR 
stock  more  than  quintupled,  to  37V2. 
Then,  along  with  the  industry,  it 
crashed.  Per-share  earnings  dropped 
from  $1 .60  in  1990  to  just  2  cents  last 
year.  Recent  NYSE  price:  14Vi. 

Cheap  at  these  levels,  says  analyst 
Thomas  Lewis  of  Albany,  N.Y.'s  CL 


King  &  Associates.  AAR  is  superbly 
positioned  to  benefit  from  any  cyclical 
recovery  by  the  airlines.  Lewis  expects 
the  U.S.  airline  industry,  which  cur- 
rently does  about  70%  of  its  mainte- 
nance work  in -house,  to  speed  up  the 
outsourcing  of  services  in  the  coming 
years  for  cost-cutting's  sake.  Another 
plus:  During  the  lean  times  AAR  took  a 
bunch  of  charges  to  shrink  manpow- 
er, reduce  the  size  of  facilities  and 
adjust  inventories. 

Lewis  estimates  aar's  earnings  re- 
covered to  60  cents  in  the  fiscal  year 
ended  May  31.  He's  looking  for  87 
cents  in  fiscal  1995 — and  that  with  a 
still  depressed  airlines  industry.  Cush- 
ioned by  nearly  $12  a  share  of  book 
value  and  a  3.4%  dividend  yield,  AAR 
looks  to  Lewis  like  a  stock  with  little 
downside  and  a  good  chance  of  dou- 
bling over  the  next  three  years. 

EG&G-whiz 

CL  king's  Tom  Lewis  also  likes  anoth- 
er out-of-favor  stock,  $2.8  billion  (es- 
timated 1994  sales)  eg&g,  Inc. 
Wellesley,  Mass. -based  EG&G  pro- 
vides a  wide  range  of  high  technology 
services,  both  to  U.S.  government 
agencies,  most  prominently  the  De- 
partment of  Energy,  and  to  commer- 
cial customers,  primarily  testing  for 
the  automotive  industry. 

eg&g's  defense  business  has  been 
hurt  by  the  end  of  the  cold  war;  its 
nuclear  support  business  has  suffered, 
thanks  to  the  politicization  of  that 
sector.  Recent  NYSE  price:  15,  near  its 
12 -month  low  and  down  over  40% 
from  an  alltime  high  in  early  1992. 

Here's  why  Lewis  likes  the  stock: 
He  expects  EG&G  to  play  an  important 
role  in  the  conversion,  maintenance 
and  downsizing  of  the  nation's  nucle- 
ar capability.  It  also  has  developed 
promising  products  thanks  to  its  tech- 
nological know-how  in  bio-imaging, 
astrophysics  and  optics. 

In  optoelectronics,  EG&G  has  used 
its  expertise  in  the  micromachining  of 
amorphous  silicon  to  develop  a  medi- 
cal imaging  system  and  an  accelerom- 
eter  for  auto  airbags.  In  mechanical 
components,  EG&G  will  benefit  from 
increased  environmental  spending 
and  a  commercial  aerospace  recovery. 
Plus,  its  components  are  being  used  in 
a  new  generation  of  satellites,  with 
broader  applications  possible,  such  as 
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navigation  systems  for  trucks,  ships 
and  rental  cars.  Finally,  the  greater  use 
of  lasers  in  medicine  and  other  light 
pulse  devices  in  fiber-optic  systems 
will  be  a  boon  to  EG&G. 

Earnings  have  basically  been  flat 
since  1991;  this  year  Lewis  is  looking 
for  $1.43  a  share.  But  he  expects 
EG&c;  to  rebound  to  $1.62  in  1995. 
That  means  the  stock  currently  sells 
for  just  nine  times  expected  1995 
earnings.  EG&G  is  almost  debt-free 
and  is  in  the  process  of  buying  back 
about  10%  of  its  55  million  shares.  A 
bargain  at  15,  says  Lewis. 


Where  are  they  now? 

Student  Loan  Marketing  Associa- 
tion stock  was  a  steal  a  little  over  a  year 
ago  at  46  and  change.  So  thought 
Robert  Torray,  whose  Bethesda, 
Md.- based  Robert  E.  Torray  &  Co. 
runs  over  $1  billion.  The  stock  had 
been  as  high  as  75  in  early  1993. 

Alas.  The  recent  price  was  37V2. 

What  does  Torray  say  now?  He  says 
Sallie  Mae  is  an  even  better  buy.  Sallie 
Mae  buys  and  services  federally  in- 
sured student  loans  from  commercial 
lenders.  At  the  time  Torray  made  his 
recommendation,  the  stock  had  been 
clobbered  because  the  Clinton  Ad- 
ministration wanted  the  federal  gov- 
ernment to  bypass  Sallie  Mae  and 
directly  hand  out  the  loans. 

The  Clintonites  got  what  they 
wanted  when  the  budget  reconcilia- 
tion package  became  law  last  year.  But 
even  if  they  meet  their  goal,  making 
60%  of  bank-financed  guaranteed  stu- 
dent lending  by  the  1998-99  school 
year,  Torray  points  out  that  Sallie  Mae 
has  lots  going  for  it.  It  intends  to  buy 
back  8  million  shares  over  the  next  six 
to  nine  months,  which  would  shrink 
the  capitalization  by  10%.  The  stock 
yields  3.7%  and  sells  for  seven  times 
the  consensus  $5.40  a  share  analysts 
predict  for  1994  earnings.  Torray  says 
that  if  Sallie  Mae  let  its  current  portfo- 
lio run  off  and  sold  its  business  not 
related  to  student  lending,  the  liqui- 
dation value  would  be  $50  a  share. 

Torray's  advice:  If  you  bought 
higher,  hang  in.  If  not,  buy  now.  "I'm 
still  bullish,11  he  says.  "A  lot  of  inves- 
tors who  lost  money  in  Sallie  Mae  got 
discouraged  and  got  out.  Fine  with 
me.  I've  been  buying  it  all  the  way 
from  50  down."  mm 
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Forbes 

1994  Area  Development  Guide 
Find  out  how  this  section  can  benefit  your  area. 


1-800-888-9896 

Call 

FORBES  SUBSCRIBER 
SERVICE 

To  Change  Your  Address  Or 
Order  A  New  Subscription 
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orbes  Wagon  Creek  Ranch  is  offering  minimum  40  acre  ranches  starting  at  as  little  as  $25,000. 
We  provide  full  financing  and  buyer  protection.  If  you've  ever  dreamed  of  owning  your  own  piece 
he  Rockies,  now  is  the  time  to  act.  This  property  can  provide  you  with  a  perfect  base  for  vacatior 
:ross-country  skiing,  hunting,  camping  and  a  host  of  other  outdoor  sports  and  family  fun.  For  mo 
nformati on  without  obligation, 


Gall  1-800-FORBES-5.  Outside  the  U.S.  (719)  379-3263. 
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FLASHBACKS 

EDITED  BY  DERO  A.  SAUNDERS 


"The  more  things  change . . ." 
70  years  ago  in  Forbes 

(From  the  issue  of  July  19, 1924) 
"Most  financial  and  industrial  lead- 
ers in  the  East  reason  that  the  chances 
for  the  election  of  Calvin  Coolidge 
have  been  greatly  strengthened  by  the 
bitter,  stubborn  quarrel  which  char- 
acterized the  unprecedentedly  pro- 
longed Democratic  convention.''' 

"The  very  thought  of  electrification 
of  the  farm  is  sufficient  to  fire  the 
imagination.  It  reveals  a  picture  of  the 
farm  home  made  livable,  of  farm 
chores  performed  by  the  'silent  ser- 
vant,' of  electric  lights  in  place  of 
kerosene  lamps,  of  the  burden  of 
drudgery  lifted  from  farm  women,  of 
hot  and  cold  running  water,  bath- 
rooms, cheer,  comfort,  of  keeping  the 
boys  and  girls  'down  on  the  farm.'  " 

60  years  ago 

(From  the  issue  of  July  15, 1934) 
"To  summarize  the  new  [securities] 
law  in  this  regard,  there  are  two  dis- 
tinct bases  upon  which  maximum  al- 
lowable credit  in  security  purchase 
may  be  computed:  (1 )  The  purchaser 
may  borrow  not  more  than  55%  of  the 
current  market  value  of  any  security 
he  may  purchase;  (2)  the  purchaser 
may  borrow  100%  of  the  lowest  mar- 
ket value  quoted  on  the  individual 
security  during  the  preceding  three 
years,  but  not  over  75%  of  the  current 
market  quotation." 

"Late  in  June  the  Hotel  Statler  in 
Detroit  switched  on  a  central  system 
to  condition  the  air  in  every  public 


room.  ...  A  number  of  guest  rooms 
also  are  air-conditioned;  an  unusual 
feature  is  that  the  occupant  can  adjust 
the  room  temperature  to  any  desired 
degree  of  coolness." 

50  years  ago 

(From  the  issue  of  July  15, 1944) 
"Industry  has  been  given  a  go-ahead 
by  the  War  Production  Board  for 
building  one  model  of  any  planned 
post-war  product.  Also,  machinery, 
tools  and  dies  may  be  bought  for 
civilian  production.  Aimed  at  helping 
industry  reconvert  quickly  from  war  to 
civilian  production,  relaxation  of  these 
controls  will  speed  also  the  appearance 
of  really  new  post-war  designs." 

"The  day  the  war  is  over  comes  the 
Era  of  Getting  Even  by  the  Public.  .  .  . 
The  service  station  man  who  banged 
your  rear  fender  putting  in  three  gal- 
lons; die  store  clerk  who  quickly  put 
you  in  your  place  when,  innocent-like, 
you  asked  to  have  something  deliv 
ered;  the  seller  in  any  line  who  high- 
hatted  a  purchasing  agent;  the  execu- 
tive in  any  driver's  seat  today  ...  all  of 
these  will  suffer  when  the  Era  of  Get- 
ting Even  arrives." 

25  years  ago 

(From  the  issue  of  July  15,  1969) 
"Since  their  1964  popularity  peak, 
war  toys  have  become  'more  or  less 
verbotenj  says  an  executive  at  Mattel, 
the  big  toy  company.  Part  of  the 
explanation  is  the  growing  anti-Viet- 
nam feeling.  But  while  sales  of  Green 
Beret  uniforms  and  plastic  M- 16  rifles 
have  fallen  sharply,  Lone  Ranger  six- 
shooter  sales  are  holding  steady." 


The  new  (in  1934) 
Government  Ar- 
chives Building, 
one  of  the  first 
in  the  U.S.  to  be 
air-conditioned 
from  the  start. 


'I 


Exploring  the  moon  was  essential  to 
man,  said  atomic  age  pioneer  Harold  Urey. 


"If  man  doesn't  explore,  then  he 
doesn't  exist.  That's  what  he's  for.  We 
are  compelled  by  our  intellect  to  do 
these  things,  and  engineering  is  a 
plastic  realization  of  what  we  think 
about.  ...  It  is  no  more  possible  for 
man  not  to  go  to  the  moon  than  for 
Picasso  not  to  paint." 

-Scientist  Harold  C.  Urey 

"Holding  companies  aren't  the  only 
way  banks  are  trying  to  get  a  bigger 
piece  of  the  action.  For  example,  New- 
York's  First  National  City  Bank  re- 
cently made  a  loan  to  City  Investing  at 
an  interest  rate  that  will  rise  along 
with  .  .  .  the  company's  stock." 

10  years  ago 

(From  the  issue  of  July  16,  1984) 
"The  Tax  Foundation,  a  nonprofit 
group  diat  polices  such  things,  says 
that  the  rich  are  indeed  paying  a  larger 
share  of  income  taxes  despite  the 
across -die -board  cuts  passed  in  1981. 
In  1982  the  top  5%  of  taxpayers — 
those  earning  more  than  $49,633 — 
paid  an  average  federal  bite  of 
$21,354,  just  $4  less  than  the  year 
before.  Their  share  of  the  load,  howev- 
er, went  from  35%  in  1981  to  36%  in 

1982,  according  to  the  foundation." 

"A  decade  ago  forecasters  were  pre- 
dicting that  the  market  for  robots  in 
the  U.S.  would  reach  $1  billion  by 

1983.  Instead,  according  to  a  recent 
International  Trade  Commission 
study,  it  came  to  $169  million.  ...  As 
with  any  business  gearing  for  growth 
that  is  slow  to  come,  robotics  is  spout- 
ing red  ink.  The  ITC  figures  the  indus- 
try lost  $83  million  on  that  $169 
million  in  sales."  ®^ 
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It's  hard  to  put  your 
finger  on  just  what  it  was 
about  Dwight  Eisenhower 
that  gave  him  his  unique 
pi  nee  in  the  hearts  of  his 
countrymen.  War  hero?  Not 
really.  He  never  personally 
led  a  charge  up  any  San 
Juan  hills  [or]  Deweycd  any 
enemy  fleets  at  Manila  Ray. 
A  spectacular,  dramatic, 
colorful  President  and 
Presidency?  No  one  would 
so  describe  the  Eisenhower 
years. . . .  No,  it  wasn 't 
any  of  the  obvious  Pedestal 
things.  It  wasn't  his 
Greatness  with  a  capital 
G;  rather  it  was  his  good- 
ness without  the  capital  G; 
the  compelling  decency  of 
the  man;  the  unconscious 
yet  visible  guidance  by 
his  conscience. 

-Malcolm  Forbes 


A  Text... 

The  floods  have 
lifted  up,  O  Lord, 
the  floods  have 
lifted  up  their 
voice;  the  floods 
lift  up  their 
waves.  The  Lord 
on  high  is  mightier 
than  the  noise  of 
many  waters,  yea, 
than  the  mighty 
waves  of  the  sea. 
-Psai.ms  93:3-4 


Sent  in  by  Betsy  A. 
Hamil,  Monmouth,  III. 
What's  your  favorite  text? 
The  Forbes  Scrapbook  of 
Thoughts  on  the  Busi- 
ness of  Life  is  presented 
to  senders  of  texts  used. 


The  budget  should  be  balanced, 
the  Treasury  should  be 
refilled,  public  debt  should 
be  reduced,  the  arrogance 
of  officialdom  should  be 
tempered  and  controlled,  and 
the  assistance  to  foreign 
lands  should  be  curtailed 
lest  Rome  become  bankrupt. 
-Cicero  (63  B.C.) 

If  a  pig  could  pray,  it  would 
pray  for  swill.  What  do  you 
pray  for? 
-B.C.  Forbes 

Some  have  meat  and  cannot  eat, 
Some  cannot  eat  that  want  it; 

But  we  have  meat  and  we  can  eat 
Sae  let  the  Lord  be  thankit. 

-Robert  Burns  blessing 

The  influence  of  each  human 
being  on  others  in  this  life 
is  a  kind  of  immortality. 

-John  Quincy  Adams 


There  is  a  tine  line  between 
braver^'  and  stupidity.  If 
you  get  away  with  it  you  are 
brave.  If  you  don't,  you 
are  stupid. 

-Dr.  Francisco  T.  Escario 

The  body  of  man  is  a  machine 
which  winds  its  own  springs. 

-De  La  Mettrie 

Let  a  salad -maker  be  a 
spendthrift  for  oil, 
a  miser  for  vinegar,  a 
statesman  for  salt,  and 
a  madman  for  mixing. 
-Spanish  proverb 


More  than  9,000  "Thoughts,"  indexed  by  author  and 
subject,  are  available  in  a  three-volume  boxed  set  at 
$69.50  ($27.50  per  volume  if  purchased  separate- 
ly). Also  available,  a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $27.50.  Send  check  and  order  to 
Forbes  Books,  P.O.  Box  11234,  Des  Moines,  IA 
50340.  Add  sales  tax  on  orders  in  New  York  State 
and  other  states  where  applicable.  For  faster  service 
call  1-800-234-4553  and  charge  to  your  credit  card. 


Adam  was  but  human — this 
explains  it  all.  He  did  not 
want  the  apple  for  the  apple's 
sake,  he  wanted  it  only 
because  it  was  forbidden. 
The  mistake  was  in  not  for- 
bidding the  serpent;  then  he 
would  have  eaten  the  serpent. 
-Mark  Twain 

Our  laws  can  be  friendly 
to  those  who  obey  them, 
and  too  often  useful  to 
those  who  don't. 
-Cullen  Hightower 

The  most  important  part  of 
our  lives — our  sensations, 
emotions,  desire,  aspirations — 
takes  place  in  a  universe  of 
illusions  which  science  can 
attenuate  or  destroy,  but 
which  it  is  powerless 
to  enrich. 

-Joseph  Wood  Krutch 

We  do  not  really  feel 
grateful  toward  those  who 
make  our  dreams  come  true; 
they  ruin  our  dreams. 
-Eric:  Hofeer 

How  to  make  the  summer 
months  pass  quickly: 
Borrow  money  in  June,  make 
the  note  payable  in  three 
months,  and  fall  will  be 
here  before  you  know  it. 
-Old  southern  saying 

So  many  words  are  "incorrect," 
And  others  deemed  too  deft 

That  carried  to  the  sterile  end 
There'll  be  no  language  left. 

-Art  Bu<  k 

Never  say  a  humorous  thing 
to  a  man  who  does  not  possess 
humor.  He  will  always  use  it 
in  evidence  against  you. 

-Herbert  Beerbohm  Tree 

Chastity:  The  most  unnatural 
of  the  sexual  perversions. 

-Aldous  Huxley 
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The  Mercedes-Benz  S-Class  has  been  called 

' 'arguably  the  best  car  in  the  world.' ' * 
This  should  put  an  end  to  any  arguments. 


It   stands   to   reason   that   the   new       control  system,  for  example,  improves 


Mercedes-Benz  S-Class  would  attract 


the  most  demanding  drivers  in  the  world. 


handling  performance. 


And  since  the  introduction  of  the 


The  kind  of  person  who,      Introducing  tll6      S-Class,  fuel  efficiency  has 

1995  S'ClaSS        been  jncreased  by  16%. 


after  experiencing  its  unique 
combination  of  uncanny  performance, 
advanced  safety  engineering,  and  leg- 
endary luxury,  is  hungry  for  still  more. 

Fortunately,  there  is  a  group  of  peo- 
ple even  harder  to  satisfy:  the  engineers 
who  designed  the  1995  S-Class. 


Front  seat  belts  equipped  with 
Emergency  Tensioning  Retractors  take 
up  slack  in  a  split  second  during  certain 
frontal  accidents.  They  also  automati- 
cally adjust  for  comfort. 

Even  the  headlights  have  not  only 


A  sophisticated  standard  traction       been  restyled  but  their  low  beams  focus 


35%  more  light  on  the  road  ahead. 

These  feats  of  engineering  refine- 
ment result  in  a  car  that  simply  has  no 
parallel. 

And  while  there  will  always  be  argu- 
ments otherwise,  we  know  of  only  one  way 
to  respond.  Test  drive  an  S-Class.  For  more 
information  call  1-800-FOR-MERCEDES. 


The  New  S-Class 


•Car  an(.  Driver,  lune  1991  ©  1994  Mercedes-Benz  of  North  America,  Inc.,  Montvale,  N.J.,  Member  of  the  Daimler-Benz  Group. 


allaway 's  Big  Bertha, 
the  #1  Driver 
at  the  US.  Open. 


46 


9f 


winner 
!         1994  U.S.  Open 

June  20, 1994  •  Oakmont  Country  Club 

The  Big  Bertha  Driver  was  also  in  two  of  the  top  three  money  winners'  bags  at  the  1 994  U.S.  Open. 
Ve  cannot  identify  these  two  professionals,  because  they  are  not  paid  by  Callaway  to  endorse  our  products.  However,  we  are 
'leased  that  their  choice  to  use  Big  Bertha  Drivers  helped  them  earn  a  combined  total  of  $461 ,827.00  at  the  1 994  U.S.  Open. 

The  #  1  Driver'  used  at  the 


1994  U.S.  Open 


Top  Four  Driver 
Brands  used  in 
1994  U.S.  Open** 

1.  CALLAWAY 

2.  Taylor  Made 

3.  Founders 

4.  Cobra 


Number  of  Drivers 
used  in 
1994  U.S.  Open 

38 
37 
18 
I  I 


GOLF 

YOU  CANT  ARGUE  WITH  PHYSICS® 
2285  Rutherford  Road,  Carlsbad,  CA  92008 
(800)  228-2767 
In  California,  call:  (619)  931-1771 
In  Canada,  call  toll  free:  (800)  361-5678 
Call  us.  We'll  tell  you  who  carries 
Callaway  golf  clubs  in  your  area. 

*  Big  Bertha  Drivers  includes  all  Callaway 
Models  -  the  original,  the  War  Bird~ ,  the 
Deep  Face  and  prototype  club  heads. 

*«  SOURCE:  Darrell  Survey. 

Note:  Darrell  Survey  is  a  reporting  company 
only  and  is  not  meant  as  an  endorsement. 

Callaway ' .  Big  Bertha ' ,  War  Bird  and  You  Can't  Argue 
With  Physics'  are  trademarks  of  Callaway  Golf  Company 
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"When  your  roots 
are  deep  in  local 
markets,  you  see 
opportunities  others 
may  miss.  You're  in 
the  middle  of  every 
important  flow. 
That's  why  investors 
call  us— we  trade 
ideas,  not  just  bonds 


J. P.  Morgan  and  its  subsidiaries 
offer  investors  what  few 
other  firms  can:  An  active 
presence  in  12  major  centers 
around  the  world.  Market- 
making  leadership  in  virtually 
every  U.S.  and  international 
fixed  income  asset  class.  And 
a  worldwide  team  of  nearly 
1,000  analysts,  marketers,  and 
traders  who  combine 
local  intelligence  and  global 
performance  to  give  clients 
solutions  of  unusual  depth. 


J  P  Morgan 


ruroes   

AUGUST  1,  1994  UOLUME  154  NUMBER  3 


I 


ON  THE  COVER 


56  What's  His  Secret? 

Cutting  and  "restructur- 
ing" are  in  fashion — but 
Emerson  Electric  started 
early  and  got  there  first. 
Now  the  big  St.  Louis 
manufacturer  is  shifting 
gears.  What  does  this 
mean  for  the  rest  of  us? 

38  The  Lone  Star 
Bankruptcy  Gaper 

David  Wallace  has 
brought  bad  luck  to  lots 
of  people;  his  own  luck 
is  consistently  good. 

48  Michelin's 
Hapless 
Shareholders 

Michelin  assumed  it  could 
always  build  a  better 
mousetrap.  So  why  are 
customers  no  longer  beat- 
ing a  path  to  its  door? 

96  Hot  Multimedia 
Products 

The  multimedia  revolu- 
tion has  begun. 

112  Funds  That  Bucked 
The  Downturn 

Survival  tips  from  fund 
managers  with  positive 
returns  in  this  year's 
negative  markets. 


Emerson  Electric's 
Chuck  Knight  runs 
a  superb  company. 
Is  he  satisfied?  Hardly. 
He's  very  dissatisfied. 

mm  56 


MANAGEMENT/CORPORATE 
STRATEGIES 


36  Hughes  Aircraft 

When  a  big,  bureaucratic 
company  swallows  a  tech- 
nology outfit,  the  latter 
often  gets  the  life  squeezed 
out  of  it.  That  didn't  hap- 
pen when  GM  bought 
Hughes  Aircraft. 

40  Cellular  Licenses 

A  gaping  hole  is  about  to 
open  up  between  valua- 
tions of  two  different 
kinds  of  cellular  licenses. 
Alas,  there's  no  way  to 
arbitrage  it. 

41  Kenetech  Corp. 

Why  are  electricity  rates  so 
high  in  California?  What  do 
you  expect  when  politi- 
cians decree  power  must  be 
generated  by  windmills? 

44  Dr  Pepper/ 
Seven-Up 

John  Albers  has  pulled  Dr 
Pepper  out  from  under  a 
load  of  debt.  Coke  and 
Pepsi  aren't  trembling  in 
their  boots,  but  they've 
sure  taken  notice. 


50  TransAmerican 
Natural  Gas  Corp. 

From  a  bloody  bathtub  to 
a  Texas  courtroom:  The 
bizarre  feud  between  Billy 
Stanley  and  his  father. 

64  Southern  Pacific 
Rail  Corp. 

Denver  billionaire  Philip 
Anschutz  can't  seem  to  get 
it  through  his  head  that 
the  Southern  Pacific  rail- 
road is  now  a  public  com- 
pany, not  his  personal  toy. 

88  Up  &  Comers: 
Weber-  Stephen 
Products 

George  Stephen  invented 
the  ubiquitous  Weber  grill. 
But  what  will  his  heirs  do 
for  their  heirs?  Also:  Shoe 
Carnival  revisited. 

90   Starting  Your 
Own  Business: 
American 
Deposit  Corp. 

Dennis  Gingold  and 
Richard  Fasold  rented  their 
skills  to  entrepreneurs  by 
the  hour.  No  more. 


MONEY  &  INVESTING 


42  Where  Was 
The  Bouncer? 

Some  pretty  gamey  list- 
ings have  crept  onto  the 
Amex  as  it  competes  with 
Nasdaq  for  new  names. 


A  little  black  cloud  seems  to 
hover  over  David  Wallace's 
head  wherever  he  goes. 
But  only  those  around  him 
get  rained  on. 
am  38 


Once  it  terrified  competitors. 
Now  it's  a  commodity. 
■MSB  48 

46  Taxing  Matters: 
Flimsy  Shelter 

With  high-bracket  taxes  at 
50%,  are  there  sensible  ways 
a  successful  executive  or 
professional  can  shelter  his 
income?  A  few,  but  they 
all  have  drawbacks. 


Jump  off  a  mountain 
with  him  and  you 
won't  fear  Coke. 

rawn  44 
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Two  locomotives  racing 
toward  each  other.  Can 
this  collision  be  avoided? 

mmm  64 


Weber-Stephen: 
When  smoke  gets 
in  your  eyes. 
■MM  IIP  88 


3  The  Funds: 
The  Discount  Sirens 

osed-end  bond  Rinds 
e  selling  at  big  discounts 
net  asset  value.  Does 
at  make  them  bargains? 
e  don't  think  so. 

:  The  Forbes  Index 
9  The  Forbes/Barra 
Wall  Street 
Review 
0  New  Issues  Review 

0  Streetwalker 

.  Joe  Paper;  Forum 
stirement  Partners; 
.annaford  Bros.; 
ribasa;  update. 


LAW  &  ISSUES 


66  Government  Inc. 

Government  has  discov- 
ered a  new  way  to  avoid  the 
budgetary  ax:  compete 
with  private  companies. 

91   On  The  Docket: 
So  Sue  Me 

What  can  an  American 
outfit  do  if  it  thinks  it  was 
swindled  by  Russians? 
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92  Line  Extension 

High  labor  costs  are  the 
bane  of  most  businesses. 
Tim  and  Nina  Zagat 
figured  out  how  to  get 
most  of  their  labor  for 
free. 


What  a  porn 
prince  and 
Greta  Garbo 
have  in 
common. 
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FACES  BEHIND  THE  FIGURES 


INTERACTIVE  MEDIA 

John  L.  Weinberg 

Goldman,  Sachs  &  Co. 

107 

94  Help  Is  At  Hand 

Answering  technical 

Robert  Stempel 

107 

niit^tinn^  from  nisfomprs 

Auto  industry  consultant 

is  very  necessary.  Putting  a 

Gerald  Tsai 

107 

smart  database  on  the  case 

Delta  Life  &  Annuity 

makes  the  iob  easier 
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Observations 
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98   Staying  Healthy: 

Thomas  Sowell 
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M.  \-F  ft-ft-           fill    ft.     ■  \M.  i3  ft- 

Business  Strategy 

93 

Take  A  Pill 
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John  Rutledge 

Tmnotence  can  be  treated 

Insights 

97 

It  can  also  be  prevented. 
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Peter  Huber 

i  ne  lacier  is  Dy  rar  tne 

Portfolio  Strategy 

114 

pleasanter  course. 

Kenneth  L.  Fisher 

Wall  Street  Irregular 

115 

100  Cigar  Power 

Mark  Hulbert 

Smoking  of  premium 

Stock  Trends 

116 

cigars  is  on  the  rise.  It's 

R.S.  Salomon  Jr. 

one  way  of  thumbing 

Stock  Trends 

117 

your  nose  at  the  thought 

Laszlo  Birinyi  Jr. 

police. 

104  Collectors: 

Side  Lines 
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Follow-Through 

12 

Want  to  surround  yourself 
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16 

with  works  of  art  without 

Readers  Say 

19 

sinking  a  fortune  into  the 

Fact  and  Comment 
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stuff?  Try  renting  from 
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A  plan  for  companies  spending  $3,C 


How  bundling  all  you 
with  AKSTcan  sa\| 


One  easy  plan  saves  you  a 
bundle  of  energy. 

Now  managing  your  telecommunications  can 
be  a  whole  lot  easier  with  AT&T  UniPlanSM  Service. 

UniPlan  Service  maximizes  your  savings  and 
simplifies  your  job  by  consolidating  all  your  calling 
from  all  your  locations  on  one  easy-to-read  bill. 
800  Service,  outbound  long  distance,  international, 
calling  card  calls,  and  more  rolled  into  one  plan. 
Simplicity  and  flexibility  with  the  reliability,  service 
and  value  of  AT&T  rolled  into  one  plan. 

What  could  be  easier  than  that? 


Flexible  billing  saves  you  a 
bundle  of  time. 

UniPlan's  flexible  billing  solutions  car] 
help  increase  efficiency  and  productivity 
On  paper,  PC  diskette  or  CD  ROM,  your  \ 
is  simple  and  easy  to  understand. 

With  UniPlan's  billing  software  packaj 
you  can  manage  and  control  your  tele- 
communications resources  and  costs  rigl 
from  your  desktop. 


Bigger  volume  discounts 
offer  a  bundle  of  savings. 

By  combining  all  of  your  company  's  usage 
under  one  plan,  it's  easier  to  qualify  for  greater 
volume  discounts  and  increase  your  monthly 
savings. 

Want  a  competitively  priced  service? 
You  got  it. 


All  with  AI&Ts  impeccabl 
service. 

You'll  have  the  assurance  of  dedicatee 
responsive  service  7  days  a  week,  24  hoi 
a  day.  With  one  number  to  call  for  any 
service  question  you  might  have,  you'll  g 
the  answer  you  need  from  a  highly  train* 
UniPlan  Service  specialist  —  a  specialist 
who  wants  nothing  more  than  your 
complete  satisfaction. 


,000  a  month  on  telecommunications 


lecommunications 
ou  a  bundle. 


\i  // 


BUSINESS 


And  renowned  reliability 

AT&T  has  the  most  reliable  network  in 
the  industry.  In  the  event  of  virtually  any 

service  disruption,  AT&T's 
exclusive  FASTAR® 
\DVANIAGE     technology  will  get  you 

back  in  business  in 
minutes.  And  if  you  have  800  Service,  our 
5-Minute  Assurance  Guarantee  will  get  your 
800  calls  through  within  five  minutes  of  a 
network  disruption.1 

Want  peace  of  mind?  It's  yours. 

'Certain  restrictions  and  requirements  may  apply 


Call  1 800  858-4864,  Ext.  258 
for  more  information  about 
AT&TUniPlan  Service 


now  save  even  more 
of  a  Bundle 
with  this  Offer. 

There's  never  been  a  better  time 
or  an  easier  way  to  save  with  AT&T. 
Sign  up  for  AT&T  UniPlan  Service  by 
August  31,  1994  -  and  you'll  receive 
up  to  two  months  free  plus  a  signing 
bonus  of  up  to  $90,000,  all  in  usage 
credits.  For  example,  if  you  choose  a 
three-year  savings  option,  you'll  get 
your  third  and  twelfth  months  free2 
plus  a  signing  bonus  equal  to  15%  of 
your  annual  commitment. 

2You  must  accept  installation  by  October  15.  199-1. 
Usage  credited  to  your  5th  and  1-ith  month's  bills  respect- 
ively and  credits  capped  at  1 50%  of  monthly  commitment 
Other  terms  and  conditions  may  apply. 


Let  M&T  work  for  you. 


AT&T 


©1994  AT&T 
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Emarion  Electee's 
Chucfc  Kntghl  and  team 

Efficiency  Isn't  everything, 
It's  the  only  thing 


Earlier  days'  Knight 


SIDE  LINES 


Taut  and  ready  to  spring 

"Emerson  Electric:  Efficiency  isn't 
a  goal;  it's  a  religion."  That  was  the 
title  last  time  Forbes  did  a  cover  story 
on  Emerson  Electric.  March  1978.  In 
that  long-ago  article,  .Phyllis  Berman 
described  a  company  that  "does  not 
hesitate  to  throttle  back  sales  growth 
in  the  interests  of  a  higher  return  on 
capital."  That's  a  commonplace  senti- 
ment today,  but  in  1978  it  sounded 
almost  quaint.  Sacrifice  market  share 
for  higher  margins — it  wasn't  done. 
Quaint  or  not,  Emerson's  unmatched 
ability  to  use  capital  effectively,  to 
deliver  quarter  after  quarter  of  rising 
earnings  through  36  years,  earned  it 
an  honored  place  in  case  studies  at 
graduate  business  schools. 

This  summer,  16  years  on,  we  revisited  Emerson  for  our  cover 
story.  Chuck  Knight  was  running  the  St.  Louis  company  then  and 
runs  it  still,  his  hair  gray  and  thinner  now  but  still  as  we  described  him 
in  1978:  a  bundle  of  "controlled  energy — taut  and  ready  to  spring." 
Emerson's  sales  have  nearly  quintupled  to  over  $8  billion  in  the 
intervening  years,  and  its  profits  have  risen  faster  than  sales.  Never- 
theless Knight  is  making  basic  changes.  Why?  Read  Seth  Lubove's 
"It  ain't  broke,  but  fix  it  anyway."  You'll  gain  insight  into  those  hard 
to  describe  but  easy  to  recognize  qualities  that  go  into  creating  that 
rare  phenomenon,  great  management.  Starts  on  page  56. 


Multimedia  lives! 

Multimedia  has  been  a  concept  more  honored  on  Wall  Street  than 
by  consumers,  oft  dismissed  as  a  "zero-billion-dollar  industry."  But 
multimedia  is  finally  coming  alive  with  attractive  products  and  smart 
marketing,  columnist  Joseph  R.  Garber  reports  on  page  96. 

Typhoid  David? 

Is  David  Wallace  the  Typhoid  Mary  of  business?  In  "Was  he  born 
on  Friday  the  1 3th?"  James  Norman  tells  of  this  businessman's  weird 
career,  how  bad  luck  seems  to  follow  in  his  footsteps  yet  never  seems 
to  harm  Wallace.  Page  38. 


Coming  soon 

Amidst  the  babel  of  mutual  fund  analysis  confusing  the  public 
these  days,  Forbes  remains  unique  in  that  we  test  funds  for  down- 
market resistance  as  well  as  for  up-market  strength.  With  this  year's 
nervous  markets,  the  value  of  our  system  becomes  plain.  Full  mutual 
fund  ratings  due  in  our  Aug.  29  issue. 


( — '  Editor 
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Franklin  High  Yield  Tax-Free  Income  Fund 


Looking  for  More  from  Your 
Tax-Free  Investments? 


You  can  start  by  looking  at  the  Franklin 
High  Yield  Tax-Free  Income  Fund.  The  fund 
seeks  to  provide  investors  with  high  current 
income  exempt  from  federal  income  tax  by 
investing  in  high  yielding,  lower-  and  non-rated 
municipal  securities.1'  And  that  may  be  an 
advantage  for  those  seeking  to  maximize  their 
tax-free  income.  The  fund  is  designed  to  give 
you: 

*  Monthly  Income  Dividends 

*  National  Diversification 

*  Professional  Management 

*  The  Power  of  Tax-Free  Compounding 

Call  your  investment  representative  or 
Franklin  today  for  a  free  brochure. 


fin  general,  an  investor  is  paid  a  higher  yield  to  assume  a  greater  degree  of  credit  risk.  The  fund's  divi- 
dends are  subject  to  most  state  and  local  taxes.  For  investors  subject  to  federal  or  state  alternative  mini- 
mum tax,  a  small  portion  of  these  dividends  may  be  subject  to  such  tax.  Capital  gains  distributions  and 
ordinary  income  from  accrued  market  discount,  if  any,  are  generally  taxable. 
Franklin /Templeton  Distributors,  Inc. 


Call  1  -800- 
342-FUND 
Ext.  1523 

Franklin  Funds 

777  Mariners  Island  Boulevard 
San  Mateo,  CA  94404-1585 

would  like  a  free  prospectus 
containing  more  complete  information  on 
the  Franklin  High  Yield  Tax-Free  Income 
Fund,  including  charges  and  expenses. 
I  will  read  it  carefully  before  I  invest  or 
send  money. 

D  I  am  currently  a  Franklin  shareholder. 

Name 

Address 

City 


State/Zip 


Daytime  Phone 


F  R  A  Nj  K<  I IJ  N 


A  Member  of  the  $113  Billion  Franklin /Templeton  Group 
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Back  in  gear 

Eight  years  ago  Forbes  singled 
out  the  creaky  Jeep  plant  in  Toledo, 
Ohio  as  an  unfortunate  example  of 
what  can  happen  when  poor  manu- 
facturing procedures  combine  with 
destructive  unionism  (June  16, 1986). 
Our  prediction:  It  would  soon  join 
the  industrial  scrap  heap. 

Well,  not  quite.  Since  our  story, 
Toledo  has  rolled  out  well  over  1  mil- 
lion vehicles.  This  year  it  will  build 
284,000  Jeeps  and  pickups,  24% 
more  than  in  1986,  with  4%  fewer 
workers. 

What  happened?  After  Chrysler 
bought  American  Motors  in  1987 
and  began  building  large  new  Jeep 
Grand  Cherokees  in  Detroit,  con- 
sumers continued  to  buy  Toledo's 
old  Cherokees.  So  instead  of  closing 
Toledo,  Chrysler  made  peace  with 
the  United  Auto  Workers.  It  gave 
workers  raises  and  a  five-year  con- 
tract, sought  their  input  on  produc- 
tion, and  spent  big  to  upgrade  the 
plant  and  its  products. 

The  union  agreed  to  flexible 
work  rules.  Job  classifications 
dropped  from  130  to  19.  Griev- 
ances? From  1,500  pending  in  1986 
to  20  today.  Toledo  even  axed  its 
arbitrator.  "We  can't  change  the  age 
or  appearance  of  the  building,  but 
what  counts  is  productivity,  and 
we've  really  pulled  together,"  says 
plant  manager  Gerald  Huber. 

What's  the  future?  Dakota  pick- 
ups will  be  moved  out.  But  the  old 
Jeep  Cherokee  and  Wrangler  are  in 
for  further  upgrades.  Toledo  has  also 
cranked  up  exports  to  50,000  Jeeps 
this  year,  including  thousands  of 
right-hand-drive  models  for  Japan. 
An  impressive  turnaround  for  a  1903- 
vintage  plant. 

Taking  back  the  bananas 

Money  managers  have  a  way  of 
peeling  more  value  from  pension 
funds  than  they  add.  So  we  argued 
in  "Monkey  business"  (Oct.  25, 
1993),  a  story  that  Minnesota  state 
representative  Phyllis  Kahn  took  to 
heart.  Kahn  used  it  to  help  lobby 
successfully  for  the  na- 
tion's first  uniform 
reporting  re 
quirements 
for  public 
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Chrysler's  Jeep  plant  in  Toledo 

Reports  of  its  death  were  exaggerated. 


pension  funds,  enacted  in  June. 

Supporting  the  legislation  was  a 
study  with  all  too  predictable  results: 
In  the  ten  years  ended  June  1992, 
Minnesota's  three  largest  municipal 
teachers'  funds  would  have  earned 
16%  per  year  buying  index  funds 
matched  to  their  investment  poli- 
cies; instead,  their  30-plus  hired  port- 
folio managers  delivered  an  average 
1 3% — depleting  returns  by  a  hypo- 
thetical $291  million  over  the 
decade. 

Under  the  new  law  Minnesota 
funds  must  detail  investment  policies, 
annual  returns  and  what  fees  go  to 
outside  fund  managers.  Further  re- 
quirements are  likely.  With  any  luck 
other  states  will  follow  Minnesota. 


An  empty  bucket 

"I  am  not  a  scumbag,"  Chief  Exec- 
utive Frank  Palumbo  of  the  J.W.  Gant 
brokerage  assured  Forbes  three 
years  ago  (May  13, 1 991 ) .  That  decla- 
ration aside,  we  warned  readers  that 
Palumbo,  now  37,  was  a  classic  buck- 
et shop  foreman.  A  common  ruse: 
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LEAVING  YOUR  WB? 

DON'T  LEAVE  20%  OF  YOUR 
RETIREMENT  MONEY  OEHIND 


Free  T.  Howe  Price  kit  helps  you  protect  your  retirement  savings. 

If  you're  leaving  your  job,  choosing  what  to  do  with 
your  retirement  plan  payout  may  be  one  of  the  most 
important  decisions  you'll  make.  And  current  law 
makes  your  choices  more  complicated — and  more 
important — than  ever.  Depending  on  your  decision,  the 
IRS  could  withhold  20%  of  your  retirement  money. 

We  help  you  know  all  your  options.  Our  up-to-date 
kit  can  help  you  understand  all  your  options.  In  plain,  straightforward 
language,  we  give  you  the  accurate,  detailed  facts  you  need  to  help 
decide  what's  best  for  you.  And,  with  our  free  Direct  Rollover  Service, 
we  can  coordinate  your  request  directly  with  your  previous  employer, 
if  you  so  choose. 

Call  for  more  information  and  a  free  kit 

1-800-541-5853 


Invest  With  Confidence 

T.RoweRice 


T.  Rowe  Price  Investment  Services,  Inc.,  Distributor. 
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Just  call  the  toll-free  number  listed  below  and  you'll  receive 
2  weeks  (10  issues)  of  Investor's  Business  Daily  ABSOLUTELY 
FREE  ...  no  strings  attached.  Plus,  you'll  also  receive  a  FREE 
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Former  stock  peddler  Frank  Palumbo 
Barred  for  life. 


flogging  highly  illiquid  stocks  for 
prices  approaching  twice  their  cost 
The  National  Association  of  Se- 
curities Dealers  shut  down  J.W.  Gantj 
in  1992.  In  May  it  closed  in  on 
Palumbo.  He  was  barred  from  the 
securities  industry  for  life,  fined 
$75,000  and,  with  associates,  re- 
quired to  repay  $687,500  to  former 
clients. 

A  different  tune 

MTV  COULD  AFFORD  to  be  SITlUg  a 

decade  ago  when  it  was  the  dominant 
music  video  channel  in  a  fledgling 
industry.  Its  overwhelming  leverage 
won  MTV  exclusive  rights  to  some  of 
the  hottest  videos  from  record  com- 
panies. Challengers  came  and  went. 
"Exclusivity  is  absolutely  a  part  of  the) 
television  industry,"  former  MTV 
chief  executive  Robert  Pittman  told 
Forbes  (Dec.  3,  1984). 

These  days  MTV  is  singing  a  differ- 
ent tune.  Why?  The  latest  upstart,  stil 
unnamed,  plans  to  go  on  the  air 
next  year  with  backing  from  five  top 
record  labels — including  Sony  and 
EMI,  plus  cable  giant  Time  Warner. 
That  inside  track  for  popular  videos 
could  seriously  erode  MTV's  franchise, 
fears  MTV  Networks  Chief  Execu- 
tive Tom  Freston.  "We  don't  have  a 
problem  with  fair  competition,"  he 
says,  "but  this  looks  suspiciously 
unfair."     -Robert  La  Franco  ■ 
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Pollution  Solution 


This  symbol  identifies  energy- efficient 
computers  that  save  you  money  and  reduce 
air  pollution  by  "powering  down"  when  not  in  use. 


Over  2000  computers,  monitors  and 
printers  have  earned  the  right  to  bear  the 
Environmental  Protection  Agency's  Energy 
Star™  logo.  These  computers  are  so  smart, 
they  go  to  sleep  when  not  in  use  and  wake 
up  with  a  simple  touch  of  the  keyboard  or 
mouse.  Energy  Star™  Computers  don't  cost 


any  extra,  will  save  money  on  your  energy 
bill,  and  prevent  pollution  from  electricity 
generation.  Be  part  of  the  solution  and 
look  for  this  logo  when  you  make  your 
next  computer  purchase.  To  receive  a  list 
of  available  products  call  the  Energy  Star™ 
Hotline  at  202  775-6650. 


Buy  It  And  Save. 


EDITED  BY  THOMAS  JAFFE 


Busy,  busy 

In  late  June  Leslie  Abramson,  the 
headline-hunting  defense  attorney 
for  Erik  Menendez,  told  a  Los  An- 
geles court  that  the  accused  parent- 
killer's  retrial  couldn't  begin  before 
Dec.  1.  Abramson  said  she  needed 
more  time  to  prepare.  So  how  has 
the  abrasive  Abramson,  being  paid 
$125,000  a  year  by  taxpayers  to  de- 
fend Menendez,  been  spending  her 
time  lately?  Among  other  things,  as 
an  on-air,  paid  legal  consultant  for 
ABC  during  its  coverage  of  the  pre- 
liminary hearing  for  accused  murder- 
er O.J.  Simpson.  Abramson  has 
been  on  tap  to  offer  up  opinions 
about  the  case  from  4  a.m.  Los  An- 
geles time,  on  Good  Morning  Ameri- 
ca, until  9  p.m.  Los  Angeles  time, 
when  Nightline  finishes. 

Abramson  was  unavailable  for 
comment.  "Too  busy,"  says  a  staff 
member.  Too  busy  exercising  the 
ego  on  TV?  Or  preparing  for  the  Me- 
nendez case?         -Damon  Darlin 

CMO  ole 

As  Secretary  of  Commerce  in  the 
Bush  Administration,  Robert  Mos- 
bacher  was  a  big  booster  of  Nafta, 
and  as  a  private  citizen  he  hasn't 
changed  his  mind  about  the  advan- 
tages of  doing  business  with  Mexico. 
He's  a  major  investor  in  General 
Hipotecaria,  a  newly  authorized  Mex- 
ican mortgage  lending  institution 
that  should  be  up  and  running  by 
year-end.  How  much  of  Hipote- 
caria's  estimated  $15  million  of  start- 


Investor  Robert  Mosbacher 
Into  Mexico  after  Nafta. 


up  capital  came  from  Mosbacher? 
He'll  only  say  that  his  share  is  a  "signi- 
ficant" portion  of  the  49%  that  for- 
eigners are  allowed  to  hold. 

Mosbacher  baishes  off  concerns 
about  recent  leftist  violence  in  Mexi- 
co. Those  worries  pale  beside  the 
opportunities  for  mortgage  finance  in 
a  growing  society  where  housing  is 
short  and  mortgage  lending  scarce. 
With  the  Mexican  government  ex- 
ploring the  legalization  of  securitized 
mortgages,  Mosbacher  wants  Hi- 
potecaria ready  to  sell  collateralized 
mortgage  obligations.  Says  he: 
"Mexico  is  short  4  million  to  7  mil- 
lion houses.  They  need  a  system 
where  they  can  bundle  and  securitize 
these  loans  and  sell  them  as  CMOs,  as 
they  do  in  the  U.S. "-Lisa  Bransten 

Oil,  yes;  golf,  no 

John  Bookout,  71,  ran  Shell  Oil 
for  12  years  and  then  sat  on  the  board 
of  Royal  Dutch/Shell  Group  for 
another  5  years  before  retiring  from 
the  board  in  1993.  But  Bookout 
just  can't  stop  working.  "I've  never 
quite  mastered  golf,"  Bookout  con- 
fesses. "I've  never  even  been  very 
good  at  vacations.  But  I  do  love  the 
oil  business." 

Bookout  and  Bessemer  Securities 
Corp.,  owned  by  trusts  for  heirs  to  the 
Phipps  fortune,  have  formed  Hous- 
ton's Contour  Production  Co.  Their 
goal:  make  deals  up  to  $500  million 
in  size.  Their  targets:  assets  cast  off  by 
the  majors  as  well  as  undercapital- 
ized independent  producers. 

Bookout  doesn't  let  the  grass 
grow.  Already  Contour  is  a  bidder  for 
Unocal's  California  oil  and  gas  re- 
serves, worth  somewhere  around 
$400  million.  Though  Contour  is 
now  largely  capitalized  by  Bessemer, 
other  institutions  are  interested  in 
coming  aboard  if  Bookout  finds 
enough  intriguing  prospects. 

"I  suffer  no  illusions  that  these 
[major]  companies  will  sell  at  fire-sale 
prices,"  he  says.  "We'll  have  to  be 
exceedingly  sharp  to  get  returns  for 
our  investors."  -Toni  Mack 

Cleaning  up  off  the  field 

Last  year  Philadelphia  Phillies  star 
Lenny  Dykstra  signed  a  reported 
$27.5  million,  five-year  contract. 


Lenny  Dykstra's  car  wash 
He  can't  play  ball  forever. 
■■ 

ax 


But  at  3 1 ,  the  hard-nosed  center  field  K\ 
er  knows  his  baseball-playing  days 
are  numbered.  So  Dykstra,  a  souther: 
California  native,  has  begun  a  sec-  p 
ond  career — opening  a  car  wash  in 
Corona  Hills,  Calif. 

This  operation,  which  cost  $2.5 
million  to  build,  isn't  just  any  drive-  n 
through  scrub  joint.  While  atten- 
dants clad  in  baseball  uniforms  take  M 
the  cars  away  for  cleaning,  custom-  ft 
ers  can  wander  through  a  mini  sport 
museum  on  the  premises  that  has  in 
everything  from  Pete  Rose's  shirt  to  ;| 
Barry  Bonds'  batting  helmet. 

How's  business?  On  busy  days,  »1 
drivers  line  up  25  cars  deep — all  the  ■£ 
way  into  the  parking  lot  of  a  Wal- 
Mart  next  door — for  a  chance  to  pay  N 
up  to  $14.99  for  a  scrubdown. 
Open  only  since  February,  the  car 
wash's  sales  are  expected  to  exceed 
$1  million  in  the  first  year,  with  net 
profits  near  $400,000'. 

"Lenny's  got  a  lot  more  business 
sense  than  people  give  him  credit 
for,"  says  high  school  pal  Lindsay 
Jones,  who  manages  the  car  wash  in 
return  for  25%  of  the  venture. 

What's  next  for  Dykstra?  Appar- 
ently he's  looking  into  the  phone  deb- 
it card  business  and  mortgage 
banking.  -William  M.  Stern 

Parlez-vous  blackmail? 

"Vive  le  Quebec  fibre!"  shouts 
Quebec's  separatist  Parti  Quebecois. 
Alas,  the  separatist  party's  idea  of 
freedom  does  not  seem  to  cover  free- 
dom of  speech.  Parw  leader  Jacques 
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'arizcau  recently  suggested  Quebec  - 
rs  boycott  the  Bank  of  Montreal 
>ecause  its  chief  economist  publicly 
tated  that  the  financial  markets  will 
eact  badly  if  Parizeau  is  elected  Que- 
ue's premier  in  this  year's  provin- 
ial  election  and  proceeds  to  push  for 
ndependence. 

Toronto  investment  firms  say  the 
Q  has  privately  told  them  to  stop 
alking  about  the  risks  of  separation 
>r  else  face  losing  Quebec's  govern  - 
nent  bond  underwriting  business  if 
'arizeau  wins.  Warns  Parizeau:  "You 
landle  the  money;  we'll  handle  the 
•olitics."  . 

New  York's  Salomon  seems  to 
lave  gotten  the  message.  It  will  start 
elling  Quebec  bonds  before  year's 
:nd  and  recently  issued  an  optimistic 
eport  on  provincial  debt,  saying  a 
eferendum  on  independence  would 
'benefit  Canada  and  Quebec — to- 
gether or  separate . "     -Nina  Munk 

Vir  Rivera 

rv  talk  show  host  Geraldo  Rivera 
nakes  a  mint  titillating  audiences 
vith  outrageous  programs.  But  Ri- 
era  has  other  business  interests  as 
veil.  For  instance,  there's  the  box- 
ng  gym  he  opened  earlier  this  year  on 
i  posh  block  in  midtown  Manhat- 
jan.  The  gym,  which  charges  about 
>  1,5 00  a  year,  has  among  its  clien- 
|ele  stars  like  Bob  Dylan  and  Cheech 
vlarin.  Then  there's  the  weekly  pa- 
»er  Rivera  owns — he's  also  managing 
ditor — in  Monmouth  County, 


alk  show  host 
ieraldo  Rivera 
Vill  guests  fare 
etter  on  his 
ew  chopper? 


N.J.,  where  he  lives. 

Rivera's  latest  venture?  A  heli- 
copter that  shuttles  rich  and  famous 
folks  like  himself  between  New 
York  City  and  its  outlying  areas. 

Seems  Rivera  found  commuting 
by  car  too  troublesome,  so  he  began 
using  a  local  Monmouth  County 
helicopter  operation.  When  the  own- 
er wanted  out,  Rivera  bought  the 
service,  then  traded  in  its  older  heli- 
copter for  a  new,  souped-up  A-Star 
craft  that  cost  about  $1.2  million. 

In  April  Rivera  put  the  new  chop- 
per in  service.  He  charges  $3,000  a 
month  for  ten  round-trips.  Or,  for 
over  $1,000  an  hour,  you  can  charter 
the  craft  for  special  purposes. 

-Robert  La  Franco 


Tandonitis? 

Financial  consultant  Chandrika 
Tandon,  who  runs  New  York's  Tan- 
don  Capital  Associates,  has  made  a 
name  for  herself  in  the  bank  restruc- 
turing business  (Forbes,  Sept.  14, 
1992).  Among  her  winners:  Midlantic 
Corp.  and  Bank  of  Boston. 

But  Tandon's  string  of  successes 
may  have  come  to  an  end  with  Wash- 
ington, D.C.'s  Riggs  National 
Corp.  On  her  advice,  the  ailing  $5 
billion  (assets)  bank  took  a  $14  mil- 
lion charge  in  the  first  quarter  of  1993 
to  implement  a  program  aimed  at 
improving  operating  efficiency. 

Her  recommendations  apparent- 
ly didn't  work.  According  to  snl  Se- 
curities, a  research  firm  that  tracks 
the  banking  industry,  Riggs'  efficien- 
cy ratio  for  the  quarter  ending  Mar. 
31  was  the  worst  of  any  publicly  trad- 
ed bank  holding  company  with  as- 


Property  damage 
in  Florida  after 
Hurricane  Andrew 
When  the  storm 
spooked  insurers, 
the  politicians' 
solution  created 
another  mess. 


sets  over  $1.5  billion. 

Now  a  source  inside  Riggs  says 
that  the  bank  is  considering 
taking  action  against  Tandon  for 
nonperformance.  Neither  Riggs  nor 
Tandon  would  comment  on  the 
restructuring.       -James  M.  Clash 

Unnatural  disaster 

After  Hurricane  Andrew  clob- 
bered Florida  two  years  ago,  many 
property  insurers  announced  plans 
to  quit  the  state  or  sharply  cut  back 
the  number  of  policies  written 
there.  No  way,  said  Florida  Insurance 
Commissioner  Tom  Gallagher,  im- 
posing a  limited  moratorium  on  can- 
celations. Next,  legislators  created 
the  state-regulated  Florida  Residen- 
tial Property  &  Casualty  Joint  Un- 
derwriting Association. 

But  now  the  politicians'  creation 
is  wreaking  its  own  havoc.  Set  up  as  a 
temporary  insurer  of  last  resort  for 
homeowners  who  couldn't  otherwise 
find  insurance,  the  state  insurer  has 
become  Florida's  third-largest  resi- 
dential underwriter  by  offering  cov- 
erage at  rates  often  well  below  market. 

That's  okay  with  people  looking 
for  cheap  insurance  and  great  propa- 
ganda for  insurance  commissioner 
Gallagher,  who  is  running  for  gover- 
nor. But  if  the  government  entity's 
reserves  can't  handle  another  An- 
drew-like hurricane,  all  property  in- 
surers operating  in  Florida  will  have  to 
pick  up  the  tab.  State  law  requires 
that  they  be  assessed  according  to 
market  share.  No  wonder  many  pri- 
vate insurance  companies  see  little  al- 
ternative but  to  cut  back  or  pull  out. 

-Matt  Walsh  hi 


WHY  ADD  THIS  EGG 
TO  YOUR  MIX? 


Very  Simple... 

It  works.  And  it  works  hard  and  efficiently. 
Just  ask  Fidelity,  Dreyfus,  Merrill  Lynch  and 
other  top  advertisers  who  are  now  reaching 
two  million  affluent  suburban  households 
each  month  with  NEST  EGG  magazine. 

Distributed  through  local  suburban  newspapers 
with  the  most  exacting  zip  code  screening, 
NEST  EGG  delivers  a  comprehensive  package 
of  timely  and  relevant  information  geared 
to  the  financial  demands  of  high 
net  worth  individuals  coast-to-coast. 

We're  fast  becoming  a  regular  reading  habit 
along  with  local  community  news.  What's 
more,  we're  drawing  to  our  pages  a  select 
audience  of  affluent  men  and  women 
who  have  both  the  means  and  desire  to 
invest  for  their  long-term  financial  security. 
These  are  your  best  customers  and  prospects. 


So  crack  open  a  copy  of  NEST  EGG  today... 
We're  an  essential  ingredient  to  your  marketing  mix. 


TWO  MILLION  HOUSEHOLDS  STRONG  AND  GROWING 

New  from  Investment  Dealers'  Digest 
Contact  Rick  Norn's,  Publisher  at  (212)  227-1200 


Pioneering  M.B.A.s 

ir:  Re  your  cover  story  on  Harvard 
lusiness  School's  first  female  gradu- 
tes  ("The  class  of  '65,"  July  4).  In 
n  appearance  on  national  TV  the 
/riter  of  the  article  included  me 
mong  those  who  had  "dropped  out 
f  full-time  work  to  become  basically 
ousewives."  In  fact  I  provide  top- 
uality  professional  indexing,  copy 
diting  and  related  editorial  services 

0  major  clients  in  the  publishing 
idustry,  and  have  done  so  uninter- 
uptedly,  on  a  more  than  full-time 
asis,  for  the  past  22  years.  Three 
lanaging  editors  have  told  me  they 
onsider  me  one  of  the  two  or  three 
est  copy  editors  in  the  U.S. 
Elaine  Luthy 

Jew  York,  N.  T. 

IR:  These  eight  women  played  the 
and  that  was  dealt  them  and  accept- 
d  responsibility  for  their  own  lives, 
looray  for  them  and  bully  for  Har- 
ard  for  admitting  them  on  their  own 
lerits,  and  forget  the  sex. 
Stuart  E.  Power 
'asadena,  Calif. 

IR:  So  far  as  I  know,  no  other  nation 

1  history  has  carried  political  correct- 
ness to  the  point  where  intelligent, 
'ell-educated  women  have  to  apolo- 
ize  for  choosing  the  most  honorable 
rofession  of  being  a  housewife  and 
lother. 

Milton  E.  Ballard 
Tucson,  Ariz. 

IR:  I  am  New  York  University 
l.B.A.  class  of '89,  married  with  two 
Dung  children  and  full-time  career. 
:  is  not  easy  but  I  believe  well  worth 
.  I'd  like  to  believe  more  and  more, 
omen  are  able  to  make  it  work. 
Valerie  Jones  Simson 
'oston,  Mass. 

io  figure 

IR:  "Honesty  isn't  such  a  bad  poli- 
w"  (July  4)  questions  the  honesty  of 
bmpanies  that  follow  Generally  Ac- 
|;pted  Accounting  Principles  for  reg- 
lated  companies,  when  the  real  ques- 
lon  is  timing.  The  right  time  to 
hange  to  "competitive"  accounting 
jrinciples  is  when  prices  are  set  more 
jy  markets  than  by  regulators.  Each 

Mnpany  chooses  the  right  time  by 
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assessing  competition  in  its  own  mar- 
kets. We  hope  that  time  is  soon,  but  it 
has  not  yet  arrived  for  Ameritech. 
-John  A.  Edwardson 
Chief  Financial  Officer,  Ameritech 
Chicago,  III. 

Run  that  by  me  again 

Sir:  Re  "Battling  the  bureaucrats" 
(July  4).  Let  me  get  this  right — you 
are  advocating  that  otherwise  well-off 
individuals  carefully  shield  their  assets 
from  the  government  and  step  into 
the  Medicaid  trough?  In  the  same 
issue,  Forbes  praised  an  individual 
who  had  gotten  religion  from  Ayn 
Rand's  Atlas  Shrugged. 
-Terry  Burns 
Loomis,  Calif. 

Sir:  Think  before  sheltering  your  as- 
sets from  Medicaid.  The  impover- 
ished parent  lies  helplessly  in  a  Medic- 
aid facility,  often  four  to  a  room, 
having  all  medications  and  supplies, 
like  diapers,  rationed  to  her  according 
to  a  formula  devised  by  bureaucrats. 
Have  a  nice  day,  Mom. 
-Marjorie  Baish 
St.  Petersburg,  Fla. 

Smoke  screen 

Sir:  "Thank  you  for  smoking.  .  .  ?" 
(July  4)  is  the  first  time  I've  seen  you 
publish  science  fiction. 
-Anthony  F.  Hovey 
Seattle,  Wash. 


"I'm  sorry,  we've  had  to  drop  the  traditional 
last  cigarette,  on  account  of  complaints  from  the 
firing  squad  about  secondhand  smoke." 


Sir:  The  perfect  parallel  is  to  smoking 
marijuana.  It  provides  many  more 
medical  benefits  than  does  tobacco 
and,  as  far  as  I  know,  has  not  killed 


anyone.  Certainly  not  400,000  peo- 
ple a  year.  Does  Forbes  favor  legaliz- 
ing marijuana?  All  of  the  arguments 
pro  cigarettes  go  double  for  grass. 
Personally,  I  don't  smoke  either  one. 
-Anne  G.  Phillips 
San  Luis  Obispo,  Calif. 

Sir:  I  smoke  for  two  reasons:  1)  It  is 
both  socially  and  politically  incorrect, 
and  2 )  I  enjoy  it.  Hell,  it  works  for  me. 
-Keith  G.  Gibson 
New  Market,  Ala. 

Sir:  As  a  child  I  saw  that  many  men  in 
my  father's  generation  had  two  bad 
habits — drinking  and  chewing  tobac- 
co. Little  was  said  about  chewing 
tobacco  and,  in  the  fullness  of  time, 
that  habit  has  almost  disappeared.  But 
the  zealots  howled  about  drinking, 
and  instituted  Prohibition — with  di- 
sastrous results. 
-Frank  O'Brien 
Boise,  Idaho 

Setting  it  straight 

Sir:  Re  "I  can  get  it  for  you  whole- 
sale" (June  20).  You  inaccurately  re- 
ported the  loads  on  Nationwide  Fund 
and  Nationwide  Growth  cited  in  the 
"Low  load,  low  expenses"  table.  The 
load  on  a  million-dollar  investment  in 
each  is  0.25%,  not  4.5%. 
-Ed  Drue 

Manager  of  Communications 
Nationwide  Financial  Services 
Columbus,  Ohio 

The  column  headline  should  have 
read  "Maximum  load,"  not  "Load  at 
$1  million. "  Also,  in  the  table  "Dis- 
count to  the  trade"  the  last  column 
headline  should  have  read  "3-year  an- 
nualized return,"  not  "Load  at  $1 
million. "-Ed. 

Mislabeled 

Sir:  Re  "Tragicomedy"  (Observa- 
tions, Thomas  Sowcll,  June  6).  All  too 
often,  those  of  us  who  express  displea- 
sure in  the  direction  our  public  school 
systems  seem  to  be  taking  our  chil- 
dren are  indeed  labeled  as  "funda- 
mentalist" or  "radical  right-wing- 
ers." Whatever  happened  to  "con- 
cerned parents"? 
-James  C.  Davis 
Carlsbad,  Calif. 
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The  Carls  Loaded. 
ItsThe  Lease  Thats 
Stripped  Down. 


In  an  ordinary  car  a 
monthly  payment  like  the 
one  shown  in  the  box  below 
would  seem  to  indicate  a  less  than  well- 
equipped  model.  But  Camry  LE  is  anything  but 
an  ordinary  car.  For  starters,  it's  a  Toyota.  That 
means  you  get  the  kind  of  unwavering 
dedication  to  quality  on  which  Toyota  has 
built  its  legendary  reputation  for  reliability 
The  kind  of  quality  that  has 
made  Camry  one  of  the  best- 
selling  cars  in  America. 

It  even 
means  you 
get  standard 
features  like  driver-  and  pas- 
senger-side air  bagst  automatic  transmission, 
power  windows  and  door  locks,  cruise  control, 


Camry  LE  36 -Mo.  Lease 

$249/W 


Down  Payment 
Refundable  Security  Deposit 
First  Month's  Payment 
Due  At  Lease  Signing 


Deluxe  Radio/Cassette 


air  conditioning,  digital  quartz  clock,  Deluxe 
Electronically -Tuned  Radio  (ETR)/Cassette 
and ,  just  to  make  sure  Dual  Air  Bags 

you're  completely 
comfortable  with  this 
lease,  a  6-way  adjustable 
driver's  seat. 

One  of  the  best  features 
of  Camry 's  Toyota  Touch  Lease  is  the  $1,500 
down  payment.  And  monthly 
payments  are  only  $249  for 
thirty-six  months. 

It  seems  that  less 
can,  in  fact,  be  more. 
Call  1-800- 
GO-  TOYOTA  for  more  leasing 
information,  a  product  brochure  and  location 
of  your  nearest  dealer. 


Air  Conditioning 


®  TOYOTA  Camry 

"I  love  what  you  do  for  me" 


tCamry  LE  4-cyl.  i  bsed-end  lease  $17,127  capitalized  cost  based  on  $1,500  down  and  dealer  participation  May  vary  by  dealer  MSRP  $19,943  including  freight  Monthly  payments  total  $8,964  Lease-end  purchase  option 
$11,168  Your  payments  may  vary  depending  on  final  price  Taxes,  license,  title,  insurance,  regionally  required  equipment  and  dealer  charges  extra  Lessee  pays  maintenance,  excess  wear  &  tear  and  $0 10/mi  over  15,000/yr 
Disposition  Ice.  nol  to  exceed  $150,  may  be  due  at  lease  end.  To  qualified  lessees  through  Toyota  Motor  Credit  Corporation  Similar  lease  in  AL.  FL.  GA,  NC  &  SC  through  World  Omni  Financial  Corporation  Payments 
higher  in  AR,  CT,  LA,  MA.  MO,  MS,  OK,  RI,  TX,  VA  &  WV.  Retail  delivery  by  7/5/94.  See  your  participating  dealer  lor  details  Shown  with  alloy  wheels  and  other  optional  equipment  at  additional  cost. 
'Always  use  your  sealbelts  Driver-  and  passenger-side  air  bags  are  a  Supplemental  Restraint  System  (SRS)  Buckle  Up!  Do  it  for  those  who  love  you  ©1994  Toyota  Motor  Sales,  USA.,  lnc 


With  all  thy  getting  get  understanding" 


Fact  and  Comment 


»y  Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


CAN  YOU  BELIEVE  THIS? 


;,HE  WORLD'S  MOST  PALATIAL  PRISON  will  be  opening  this 
ill  in  Connecticut.  The  high-security  facility  for  550 
ard-core  female  prisoners  offers  amenities  found  at  few 
;sorts,  shopping  malls,  colleges,  public  schools,  hospi- 
als  or  even  corporate  headquarters.  Among  them:  hon- 
ycomb-patterned  walkways;  stucco  exteriors;  decorative 
tone  walls;  newly  planted  trees  to  create  a  campus-like 

tting;  a  lighted  outdoor  basketball  court  with  a  rubber 
lirface;  a  lighted  softball  field;  a  supermodern  indoor 
ymnasium  with  fold-up  basketball  backboards,  bleach- 
rs  and  an  electronic  scoreboard  with  spaces  for  home 
nd  guest  scores;  a  shuffleboard  court;  spacious  interiors 
omplete  with  ample  skylights;  special  facilities  for  con- 
lgal  and  family  visits,  including  two- bedroom  apart- 
lents  with  kitchens;  airy  courtyards  with  white  patio 
lrniture;  elaborate  private-occupan- 
y  hospital  rooms  unavailable  to 
lost  nonprisoner  Americans;  oak- 
'amed  bunk  beds  (cheaper  metal 
eds  were  rejected  because  they 
idn't  match  the  maple  counters); 
nd  customized  shelves  in  "cells"  to 
old  television  sets  for  each  prisoner. 

These  pictures  are  courtesy  of 
Connecticut  gubernatorial  candidate 


John  Rowland,  who  was  denounced  by  state  prison 
officials  for  making  an  "unauthorized"  visit  to  the  con- 
struction site  a  few  months  ago.  Rowland  called  for 
housing  criminals  in  a  "more  sterile,  functional  environ- 
ment. There  is  something  fundamentally  wrong  when  we 
spend  more  for  services  and  facilities  for  [criminals]  than 
we  do  for  our  children  or  senior  citizens  or  the  victims  of 
those  crimes."  He  promised,  if  elected,  to  make  numer- 
ous "unauthorized"  visits  to  this  and  other  state  facilities. 

Connecticut  Correction  bosses  are  outraged,  denying 
that  the  prison  is  at  all  extravagant.  Correction  Commis- 
sioner Larry  Meachum  said  the  facility's  muggers  and  mur- 
derers need  to  be  provided  with  "an  environment  condu- 
cive to  safety  and  love."  In  fact,  these  inmates  will  be 
referred  to  not  as  prisoners  but  as  "residents."  Connecticut 
plans  to  build  more  such  plush  prisons. 

Sweden  has  long  practiced  "en- 
lightened   rehabilitation,"  though 

• not  quite  on  a  Connecticut-like  scale. 
Result:  Crime  there  has  risen  rapidly. 
Sweden,  once  a  fairly  safe  country, 
now  has  more  burglaries  per  capita 
than  does  the  U.S. 

Left  to  their  own  devices,  bureau- 
cracies inevitably  go  off  the  deep  end. 


'  mm 

osh  prison.  Top:  entrance;  below,  left  to  right:  "living  units"  (i.e.,  cells),  indoor  basketball  court,  visitors'  center. 


NORTH 

M  II  Sung — who  44  years  ago  started  an  unsuccessful 
/ar  of  conquest  that  took  the  lives  of  1  million  Koreans, 
illed  54,000  American  soldiers  and  wounded  over 
00,000  others;  who  during  his  reign  murdered  count- 
:ss  tens  of  thousands  of  his  subjects  and  imprisoned 
undreds  of  thousands  more  in  Stalinesque  gulags;  who 
urned  an  area  that,  by  Asian  standards  of  four  decades 


KOREA 

ago,  had  a  respectable  standard  of  living  into  one  of  the 
most  poverty-stricken  states  on  earth;  who  starved  and 
impoverished  his  22  million  subjects  in  an  ongoing  effort 
to  develop  and  build  a  nuclear  arsenal;  who  gleefully  sold 
weapons  of  destruction  to  every  rogue  regime  around  the 
world;  who  subjected  his  subjects  to  constant  brainwash- 
ing and  effectively  sealed  his  Communist  kingdom  from 
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virtually  any  contact  with  the  outside  world;  who  begat  a 
lopathic  son  who,  in  turn,  organized  the  ax  murders 
of  American  soldiers  in  the  demilitarized  zone,  the  blow- 
ing up  of  a  civilian  airplane  with  115  passengers  and  the 
bombing  murders  of  key  South  Korean  Cabinet  members 
during  a  state  visit  to  Burma — is  dead. 

The  civilized  world,  with  the  possible  exception  of  a 
former  U.S.  President,  won't  much  mourn  this  malignant 
man's  passing  to  the  mercies  of  his  maker. 

As  the  dust  settles  from  North  Korea's  succession 
battles,  the  U.S.  and  its  allies  must  skillfully,  simultaneous- 
ly hold  out  the  promise  of  diplomatic  recognition,  interna- 


tional aid  and  commerce  while  repeatedly  making  it  clear 
to  Pyongyang's  Red  regime  that  it  will  be  utterly  destroyed 
if  it  attempts  to  conquer  South  Korea,  where  we  have 
stationed  36,000  of  our  own  troops.  Using  the  diplomatic 
offices  of  China,  Russia  and  others,  we  should  disabuse 
Pyongyang  of  any  notion  that  we  would  tolerate,  if  war 
comes,  a  repetition  of  the  stalemate  of  the  first  Korean 
conflict,  that,  in  fact,  we  won't  hesitate,  if  necessary,  to  use 
tactical  nuclear  weapons.  Only  in  this  way  will  the  North 
Koreans  realize  that  there  are  prosperous  alternatives  to 
their  isolation  and  that  a  resort  to  war  or  nuclear  weapons 
will  in  no  way  deliver  them  from  their  mounting  problems 


THE  UNCERTAINTY 

now  surrounding  North  Korea  and  its  nuclear  program  Such  a  system  will  vastly  diminish  the  blackmailing 
should  galvanize  the  White  House  and  Capitol  Hill  to  potential  of  a  country  that  develops  or  obtains  atomic 
push  for  a  missile  defense  system  with  a  Manhattan  weapons  and  the  means  to  deliver  them  beyond  its 
Project-like  urgency.  borders. 

UNCONSCIONABLE 


The  Illinois  Supreme  Court  has  rendered  a  truly 
immoral,  repulsive  decision.  It  recently  invalidated  a 
completed  legal  adoption  of  a  3V2-year-old  boy  who 
had  been  living  with  his  adoptive  parents  since  he  was 
4  days  old  and  ordered  him  turned  over  to  his 
biological  father.  The  so-called  real  father  didn't  start 
any  legal  action  until  almost  two  months  after  the 
state's  cutoff  date. 

As  the  Cook  County  Public  Guardian  noted,  "The 
father  showed  no  interest  in  the  child  until  the  mother  re- 
established her  relationship  with  the  father."  Lower 


courts  had  ruled  that  the  biological  father  had  indeed 
abandoned  his  rights. 

All  this  did  not  deter  the  justices,  whose  ruling  gave 
short  shrift  to  the  interests  of  the  child.  The  adoptive 
parents  are  asking  the  state  Supreme  Court  to  reconsider 

The  justices  should  leap  at  this  opportunity  to  redeem 
themselves  from  their  odious  act. 

Illinois  and  other  states  should  cease  treating  these 
youngsters  as  if  they  were  pets  or  pieces  of  furniture 
When  an  adoption  is  completed,  that  should  be  it  (bar- 
ring abuse).  No  going  back.  Ever. 


HOW  TO  BUILD  ON  WORLD  CUP  EUPHORIA 

A  POLITICAL  PUNDIT,  of  all  people,  has  put  the  finger  on  Another  problem:  Soccer  is  overly  geared  to  defense, 
why  soccer  has  never  been  a  big  spectator  sport  in  America.  Americans  want  a  lot  of  offensive  action.  They  don't  like 
The  reason,  says  New  Republic  senior  editor  Fred  Barnes,    low-scoring  games.  Take  baseball.  When  pitchers  domi 


is  simple:  It's  boring  to  watch  on  TV. 
The  game  is  fun  to  play,  as  millions  of 
schoolkids  will  attest,  and  it  can  also 
be  fun  to  watch  in  person,  as  their 
parents  will  confirm. 

But  "the  field  is  too  big,  the  games 
are  too  slow  and  the  goals  are  too 
few"  to  attract  major  league  audi- 
ences, says  Barnes  in  his  article  "No 
Kicks."  The  players  are  too  spread 
out  for  television,  and  there  are  too 
few  time-outs  for  instant  replays. 


Too  much  defense,  not  enough  offense. 


nate,  it  becomes  snore-ball.  In  the  late 
1960s  batting  averages  slumped.  Re 
suit:  The  pitcher's  mound  was  lowered 
to  make  it  easier  for  batters  to  get  hits. 

Soccer  needs  rule  changes  to  favoi 
offense.  An  offensive  player,  for  exam 
pie,  shouldn't  be  called  offside  if  h< 
gets  downfield  ahead  of  the  ball  and 
the  defenders.  Coaching,  which  stress 
es  the  defensive  style,  is  also  part  of  the 
problem.  Perhaps,  too,  playing  time 
should  be  divided  into  more  periods 


RESTAURANTS-GO,  ,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  Forbes  eatery  experts  Jeff  Cunningham  and  Tom  Jones. 


Elio's— 1621  Second  Ave.,  at  84th  St.  (Tel.:  772- 
2242).  Neighborhood  Italian  restaurant  that  is  always 
packed  with  happy  customers — and  with  good  reason. 
Count  on  fast  service,  fresh  ingredients  and  excel- 
lent specials. 

•  La  Folie— 1422  Third  Ave.,  near  81st  St.  (Tel.: 
744-6327).  Noisy,  slow,  disinterested  service,  depressing 
decor  and,  worst  of  all,  disappointing  food. 

•  Billy's— 948  First  Ave.,  at  52nd  St.  (Tel.:  753- 
1870).   Good,   old-fashioned   restaurant   that  serves 


American  food  in  a  comfortable,  friendly  setting.  This 
East  Side  landmark  offers  well-prepared  standard  fare 
steak,  chopped  chicken  liver,  onion  soup,  prime  rib 
chicken,  shrimp. 

•  SeaGrill— 19  West  49th  St.  (Tel.:  246-9201) 
Right  up  there  with  the  best  in  town.  Maryland  crab 
cakes,  superb  appetizer.  Perfect  main  courses:  grillec 
salmon  served  with  saffron  risotto,  swordfish  steak  ac 
companied  by  Mediterranean  chowchow.  Sauteed  spin 
ach,  beyond  Popeye's  wildest  dreams.  M 
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Sure  they're  fast. 


Sitting  behind  the  wheel 
of  a  Pentium™  processor  is 
like  driving  one  ot  those 
sports  cars  that  private  eyes 
in  Hawaii  drive. 


screen,  windows  open  like 
they've  got  some  grease  in 
the  tracks,  and  everything 
just  plain  moves  faster. 
But  if  that's  not  fast 


But  at  these 


Pentium 

■processor 


prices, 


But  maybe  you're  not  a 
private  eye  in  Hawaii. 
Maybe  you  have  to  stick 
to  a  budget. 

That's  not  a  problem 
anymore. 


enough  for  you,  we'll  soup 
the  whole  thing  up  to  66 
MHz  for  a  few  bucks 
more.  Just  ask  for  our 
LPx  566. 


you  can  anon 


ffi 


The  new  DECpc™LPx 
560  has  a  high-performance 
Pentium  chip  and  a  low 
sticker  price.  Just  $2,499.* 

Not  only  that,  the  LPx 
has  our  local  PCI  bus. 


Of  course, 
both  models 
come  standard  with 
our  three-year  limited 
warranty. 

Now  you  can  blow 


the  speeding  tickets. 


Put  any  other  bus  with  a 
Pentium  chip  and  you're 
sticking  a  dinky  carburetor 
on  a  racing  engine. 

With  a  local  PCI  bus, 
graphics  snap  onto  the 


down  the  highway  without  a 
lot  of  money  in  your  pocket. 

That  expensive  speed 
trap  is  gone. 

Call  1-800-868-235Z 

Please  reference  JAD  when  you  call. 
8:30  a.m.  to  8:00  p.m.  Mon-Fri  ET. 


m 
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D 

PC 

Beyond  the  box. 


*  Monitor  not  included. 


©  DIGITAL  EQUIPMENT  CORPORATION  1994.  The  DIGITAL  logo  and  DECpc  are  trademarks,  and  Beyond  The  Box 
is  a  service  mark  of  Digital  Equipment  Corporation.  Pentium  is  a  trademark  of  Intel  Corporation. 


d  Re  A  m 


I'm  sitting  in  the  middle  of  the  floor. 

Frowning. 
Where  to  next? 

I'm  holding  a  compass.  e<^ 
The  needle 


Everybody  wants  to  control  their  company 's  destiny  For  30  years,  we 've  put  technology  to  work  for  companies  from  Spectra 


EDS  is  a  registered  trademark  of  Electronic  Data  Systems  Corporation. 


i,  helping  them  find  new  ways  of  using  information  to  head  in  the  right  direction.  (800)  566-9337,  xl020. 


EDS 


Other  Comments 


Highway  Robbery 

I  [spoke]  with  gubernatorial  candidate 
John  G.  Rowland  and  viewed  photo- 
graphs he  took  while  visiting  the  York 
Correctional  Institution  in  Niantic.  I 
have  worked  in  the  construction  in- 
dustry for  the  past  19  years.  I  have 
experience  as  a  builder  in  both  resi- 
dential and  commercial  construction. 

I  was  appalled  at  the  elegant  design, 
use  of  high-end  fixtures  and  materials, 
and  cosdy  methods  of  construction 
used  to  build  housing  for  individuals 
who  are  already  a  collective  drain  on 
the  resources  of  society.  Not  a  single 
corporation  in  our  economically  de- 
pressed state  could  presently  afford  to 
build  a  more  lavish  facility  than  the 
York  Correctional  Institution. 
-Michael  R.  Nesta,  Somers  [Conn.] 
Republican  Town  Committee 
member,  the  Hartford  Courant 

Continental  Divide 

For  years,  athletic  snobs  have  tried 
to  persuade  Yanks  to  embrace  soccer 
on  grounds  that  anything  beloved  in 
Europe  possesses  a  je  ne  sais  quoi 
that  cultured  Americans  must  learn 
to  appreciate. 

But  soccer  appeals  to  American 
sensibilities  even  less  than  such  Old 
World  execrations  as  the  Yugo,  the 
bidet  and  the  Jerry  Lewis  Film  Festi- 
val. The  problem  is  simple.  The  game 
is  titanically  dull. 

Worse,  it  is  insufferably  prissy. 
Players  cannot  use  their  hands.  They 
can't  kick  each  other  or  be  nasty.  If 
they  do  something  bad,  a  referee 
hands  them  a  yellow  card  that  says: 
Be  nice.  If  they  persist,  they  get  a  red 


card  that  says:  Go  to  your  room  for 
the  rest  of  the  game. 

Here  in  the  U.S.,  not  even  our 
former  soccer  players  watch  the  sport 
on  TV — which  explains  why  net- 
works paid  less  for  the  rights  to  the 
month-long  World  Cup  competition 
than  they  did  for  a  single  day  of  the 
1996  Summer  Olympics. 
-Tony  Snow,  Washington  Times 


The  Clinton  welfare-reform 
plan  would  require  people  to 
go  to  work  after  a  limited  time 
on  the  public  dole.  Many  on 
the  Right  favor  the  same  idea, 
but  we  call  it  term  limits. 
-National  Review 

Chew  on  This 

The  notion  that  a  high-fat  meal  can 
be  a  spiritual  experience  is  not  as 
perverse  as  it  sounds.  Spiritual  fat 
experiences  return  us  to  a  kind  of 
primal  fleshy  innocence,  reunite  us 
with  the  happy  carnal  nature  we  en- 
joyed before  the  serpent  of  food  guilt 
proffered  that  first  low-fat  oat-bran 
muffin  and  ruined  everything. 
-Ron  Rosenbaum,  Harper's  Bazaar 

Child  Warfare 

A  year  ago,  Baby  Jessica  became  die 
symbol  of  every  adoptive  couple's 
nightmare — that  biological  parents 
will  show  up  to  take  back  their  child. 
Now  comes  Baby  Richard — and,  this 
time,  the  stakes  are  even  greater.  Il- 
linois' highest  court  ordered  the  3Vfe- 
year-old  removed  from  the  family  he 


has  lived  with  since  he  was  4  days  old 
and  turned  over  to  his  birthfather. 

A  national  commission  will  debate 
a  proposal  to  unify  the  patchwork  of 
state  adoption  laws.  But  unless  the 
Illinois  court  reconsiders  or  the  U.S. 
Supreme  Court  agrees  to  hear  the 
case,  change  may  come  years  too  late 
for  Baby  Richard. 
-Michele  Ingrassia  and 
Karen  Springen,  Newsweek 

Virtual  Reality 

It's  obvious  to  me  that  the  tax  issue  can 
have  [a]  lying-awake-at-night  impact 
on  people  if  they  think  about  it  for  a 
second,  because  when  you  have  such 
high  state  debt  and  such  a  low  credit 
rating  it  means  that  much  of  what 
you're  paying  in  taxes  is  actually  going 
for  interest  on  that  debt.  It's  as  if  the 
state  government  were  actually  slap- 
ping a  second  mortgage  on  your  home . 
-Elizabeth  McCaughey,  GOP 
nominee  for  New  York's  lieutenant 
governor,  quoted  in  The  New  Yorker 

Shallow  Sailing 

The  Boat  Owners  Association  of 
the  United  States  [reports]  the  ten 
most  popular  names  for  boats: 

1.  Odyssey 

2.  Serenity 

3.  Obsession 

4.  Sea  Breeze 

5.  Osprey 

6.  Escape 

7.  Wet  Dream 

8.  Therapy 

9.  Liquid  Asset 
10.  Solitude 

-Time  ■ 


26 


"God,  I  hate  being  treated  as  a  sex  object." 
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Because  not  every  airport 
is  at  sea  level  with 
no  obstacles,  clear  skies 
and  a  60°f  temperature." 

Karl  Hanjl 

Chief  Pilot.  Wayfarer  Ketch 


Karl  Hanft  has  been  flying  for 
l  over  thirty  years.  Gulfstreams 
since  1978.  There's  not  much  he 
hasn't  had  to  face. 

"Operating  conditions,  like 
destinations,  can  be  all  over  the 
map.  You  can  never  be  absolutely 
certain  what's  waiting  for  you.  A    0<  n 
Gulfstream  simply  gives  me  more  I 
options  when  I  need  them. 
w-  ■     t-  ■  / 

"Performance.  Incredible  reliability. 

Responsiveness.  You  got  a  whole 
lot  of  airplane  in  a  Gulfstream'.' 

For  35  years,  Gulfstream  has 
concentrated  on  only  one  thing: 
building  the  finest,  most  reliable 
business  aircraft  in  the  world. 
We've  received  a  lot  of  compli- 
ments. None  makes  us  prouder 
than  being  called  "a  pilot's  airplane!' 

Contact:  Bill  Boisture,  Executive  VP 
(912)  965-5555  Fax  (912)  965-3084 


Setting  the  Standards 
Others  Follow. 


There's  Only  One  Place 
You  Can  Find  The  World's 
Leading  Specialists  For 
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Specialists  In  Securities  Processing  Services. 


Want  to  give  your  sales  a  real  push? 


Now  you  can,  with 


In  the  uphill  battle  for  more  sales,  the  winner 
isn't  always  the  biggest,  but  the  most  resourceful. 

Which  is  why  Sprint  Business  is  introducing 
Real  Solutions™  A  new  program  committed  to 
boosting  your  business'  productivity. 

It  all  starts  with  a  free  top-to-bottom 
action  plan  that  will  analyze  where  your 
business  stands.  And  show  you  how  far 
advanced  communications  can  take  it. 

As  a  Real  Solutions  customer,  you'll 
have  unlimited  access  to  all  the  resources 
of  the  Sprint  Business  Center  and  our  staff 
of  professional  business  consultants.  They'll 
personally  work  with  you  to  identify  new  ways 


to  increase  sales.  And  move  your  business  ahead. 

You'll  also  get  flat-rate  pricing  (to  take  the 
guesswork  out  of  your  monthly  expenses), 
one  simplified  bill  that  combines 
oth  voice  and  data  services, 
and  free  software  that  allows  you 
the  convenience  of  receiving 
your  bill  on  a  disk.  You'll  even 
earn  credits  toward  valuable 
business  products  and  services, 
call  today.  And  get  Real  Solutions 
from  Sprint  Business.  Because  it's  a  lot  easier  to 
give  your  sales  a  push  when  you've  got  the  right 
team  behind  you. 


Sprint 

Business 


Call  1-800-816-REAL 


©1994  Sprint  Communications  Company  LP  Monthly  minimum  and  term  plan  apply. 


Commentary 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Chairman 


MIDCOURSE  CORRECTIONS 

The  fault,  dear  Brutus,  is  not  in  our  stars,  but  in  ourselves.  .  .  . 
— Julius  Caesar  (Act  I,  Scene  ii),  by  William  Shakespeare 


Much  has  been  made  of  President  Clinton's  "midcourse 
corrections, "  the  foremost  of  which  replaced  Thomas 
McLarty  with  Leon  Panetta  as  Chief  of  Staff  at  the  White 
House.  Some  Administration  shuffles  had  long  been 
predicted,  and,  as  we  get  closer  to  the  midterm  elections 
in  November,  more  can  be  expected.  Indeed,  such 
changes  are  a  hallmark  of  floundering  Administrations. 
Recall  President  Carter's  trip  to  the  mountains  of  Camp 
David,  his  discovery  of  "malaise"  in  the  country  and  his 
cure:  replacing  a  large  fraction  of  his  Cabinet. 

Neither  the  most  recent  White  House  shakeup  (there 
have  already  been  some  caused  by 
the  liberal  use  of  a  U.S.  helicopter 
and  by  clumsy  attempts  at  con- 
trolling the  press  corps1  travel 
arrangements)  nor  likely  Septem- 
ber Cabinet  changes  will  cause 
any  significant  improvement.  The 
reason  is  simple .  In  a  paraphrase  of 
the  elegant  1992  campaign  slo- 
gan: "It's  the  President,  stupid." 

A  Chief  of  Staff,  a  communica- 
tor of  foreign  policy  (David  Ger- 
gen's  new  post),  a  counselor  to 
the  President,  a  Director  of 
OMB,  etc.,  can  be  effective  only  if  the  President  for  whom 
they  work  has  a  coherent  set  of  policies  and  objectives  with 
specific  plans  for  achieving  them.  "Change,"  a  desire  to 
get  reelected  and  a  strident  wife  are  not  enough. 

Replacing  Mr.  McLarty,  a  genuinely  nice  person  who 
brought  a  real  civility  to  the  White  House,  with  Mr. 
Panetta,  another  nice  and  able  man,  is  not  going  to 
change  Mr.  Clinton's  unwillingness  to  make  difficult 
decisions,  his  continuing  insistence  that  the  White  House 
is  simply  a  big  campaign  headquarters,  or  his  genuine 
inefficiency  as  a  manager  and  an  administrator. 

Assigning  Mr.  Gergen  to  spend  all  his  time,  according 
to  the  White  House,  "communicating"  foreign  policy 
matters  to  the  public  or,  in  Mr.  Gergen's  words,  helping 
to  formulate  foreign  policy  (a  more  worrisome  prospect) 
is  not  going  to  turn  real,  continuing  foreign  policy 
failures  into  successes.  When  Mr.  Carter  found  new 
people  to  sit  in  his  Cabinet  chairs,  malaise  did  not  turn 


"I  understand  the  lineup  changes,  Coach, 
but . . .  um  . . .  which  sport  are  we  playing?" 


into  Morning  in  America.  No  Secretary  of  Defense  can 
secure  vastly  needed  increased  military  strength  unless  he 
has  a  Commander-in-Chief  who  understands  how  vital  it 
is  to  do  so  and  steadfastly  supports  such  an  effort. 

If  President  Clinton  believes  his  real  problem  is  that 
not  enough  people  are  aware  of,  or  appreciate,  his  domes- 
tic policy  accomplishments,  he  should  realize  that  people 
are  more  than  aware  of  these  points: 
■  The  deficit,  by  the  Administration's  own  estimates,  will 
start  rising  again  shortly  after  1997;  the  amount  depends 
on  what  is  in  the  final  health  care  package. 

■  Real  spending  cuts  have  been 
only  in  defense;  others  have  mainly 
come  from  reductions  in  anticipat- 
ed increases  in  various  programs. 

■  Taxes  have  been  increased; 
more  increases  are  certain. 

■  The  planned  changes  in  wel- 
fare will  cost  at  least  $10  billion 
unless  some  unlikely  cost-saving 
estimates  are  realized. 

Unfortunately,  replacing  the 
Chief  of  Staff  will  not  change 
any  of  this.  It  is  doubtful  it  will 
even  cause  the  President  to 
show  up  on  time  for  anything  but  campaign  speeches  or 
will  make  White  House  meetings  more  coherent,  more 
decisive  and  less  chaotic. 

The  one  place  changes  in  personnel  could  make  a 
difference  is  in  the  foreign  policy  team.  Mr.  Clinton  is  so 
ill-informed  and  uninterested  in  this  vital  area  that  ap- 
pointing (and  supporting)  a  knowledgeable  new  team 
might  bring  some  improvement.  (Such  a  team  would  have 
realized  the  folly  of  Mr.  Carter's  trip  to  North  Korea  and  of 
adopting  the  dangerous  nonsense  that  emerged  from  it.) 

In  the  final  analysis,  the  only  course  correction  that  will 
work  is  in  the  hands  of  the  people  in  1996.  Senator  John 
McCain  (R-Ariz.),  one  of  our  most  thoughtful  and  able 
senators,  best  summed  up  the  foreign  policy  mess:  "At  the 
core  of  this  policy,  as  elsewhere,  lies  a  failure  of  nerve,  a 
failure  to  confront  a  difficult  problem  today  in  the  hope 
that  it  will  simply  go  away  in  time  or  at  least  refrain  from 
distracting  the  President  from  his  domestic  ^oals."  ■■ 
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our 


DX,  LE  AND  SE 

are  impressive 

then   take   a  look   at  our 


CA,  NJ,  MO... 


including  design, 
4  1,000  JOBS     R&D,  manufacturing, 

»  50  JOBS  feting 

jubs        and  dealerships. 


FROM  our  American  research  and  design  centers  to  our  U.S.  manufacturing  plants,  Toyota 
is  committed  to  job  growth  in  all  the  communities  where  we  operate.  Our  more  than 
$5  billion  investment  in  America  is  paying  off  in  the  form  of  thousands  of  jobs  right 
icross  the  country.  It's  an  investment  in  people  and  that's  an  investment  in  the  future. 
/  Y  V  E  S  7  /  V  C.      IN      T  II  E      THINGS      W  E     ALL      CARE     A  B  O  U  T  .  TOYOTA 

Foi   more  information   about  Toyota  in  America  write  Toyota  Motor  Corporate  Services,    9  West   57th  Street,   Suite  4900,   New   York,  NY  10019. 


WHAT'S  AHEAD  FOR  BUSINESS 

EDITED  BY  HOWARD  BANKS 


A  nagging  doubt  on  capital  goods 


If  one  swallow  does  not  a  summer  make, 
then  one  storm  petrel  does  not  constitute  a 
signal  that  the  economy  is  about  to  go  into  the 
tank.  That  said,  let's  not  take  too  lightly  what's 
happening  to  capital  goods  orders. 

Excluding  the  defense  sector,  capital  goods 
orders  have  inched  down  every  month  since 
January.  Yet  the  economy  has  been  growing, 
and,  according  to  the  recent  employment  num- 
bers, is  still  growing  healthily. 

Yes,  capital  equipment  orders  do  vary;  in 
the  short  run  they're  often  out  of  sync  with  the 
overall  economy.  But  in  previous  economic 
cycles,  the  longer-term  trend  in  actual  capital 
goods  orders  placed  (the  most  tangible  board- 
room votes  on  future  demand  and  the  chance  to 
make  profits)  has  proved  to  be  a  good  leading 
indicator  of  which  way  the  economy's  heading. 
A  slowdown  in  nondefense  capital  goods  or- 
ders correctly  anticipated  the  slowdowns  in 
1970,  1980,  1986  and  1990. 

The  optimistic  slant  on  the  latest  numbers  is 
that  the  order  downturn  is  not  by  much — about 
4%  in  the  first  half  of  this  year,  compared  with 
the  second  half  of  1993.  And  surveys  by  the 
Commerce  Department,  the  Conference 


Board  and  others  still  indicate  that  manage- 
ments intend  to  increase  capital  spending  by 
8%  or  more  this  year  over  last  in  real,  inflation- 
adjusted  terms. 

If  this  latter  prediction  is  met,  the  second 
half  of  this  year  should  be  a  barn  burner.  So  what 
might  reverse  the  capital  order  slowdown? 
There  are  signs  that  the  airliner  manufacturing 
business  may  have  seen  the  worst  of  its  recent 
depression.  And  though  auto  sales  have 
dropped  since  February,  the  descent  was  from 
an  unsustainable  peak. 

Overall  in  1994  auto  sales  should  hit  over 
15.4  million,  up  from  14.2  million  in  1993.  The 
U.S.  automakers'  problem  now  is  shortage  of 
capacity  for  popular  models.  The  makers  of  auto 
parts  are  also  running  flat  out.  In  addition,  a 
lower  dollar  will  boost  U.S.  exports,  especially 
now  that  the  German  and  Japanese  economies 
have  picked  up. 

Still,  five  consecutive  months  of  lower  capi- 
tal goods  orders  cannot  be  swept  under  the  rug. 
Keep  your  eye  on  the  next  few  months'  num- 
bers, and  on  the  next  round  of  capital  spending 
intentions  surveys,  which  will  kick  off  in  the 
autumn. 


Torpedoing  "submarine"  patents 


The  U.S.  is  embarking  on  a  major  revision  of 
patent  law.  The  changes  are  an  outcome  of  the 
Uruguay  Round  negotiations  to  update  the 
General  Agreement  on  Tariffs  &  Trade  (gatt). 
In  order  to  persuade  117  countries  to  include 
protection  of  intellectual  property  in  the  GATT, 
the  U.S.  had  to  agree  to  some  changes  in  its 
patent  law. 

These  changes,  called  "'harmonization"  in 
international  bureaucratspeak,  have  led  to  accu- 
sations that  the  U.S.  is  selling  out  its  small 
individual  inventors — "a  rip-off  of  American 
rights,"  claims  Representative  Dana  Rohra- 
bacher  (R-Calif.)  In  fact,  the  changes  seem  a 
small  price  to  pay.  The  U.S.  stands  to  gain 
immensely  from  the  protection  of  intellectual 
property.  Today  Brazil,  Argentina,  India,  Chi- 
na, Thailand  and  many  other  important  trading 
partners  simply  steal  U.S.  drugs,  chemicals, 
designs,  music  and  the  like  to  the  tune  of  an 
estimated  $5  billion  a  year. 

Under  one  of  the  key  changes  to  be  incor- 
porated in  the  GATT  enabling  legislation,  patent 
protection  will  increase  from  17  years  from  the 
date  a  patent  is  issued  to  20  years  from  the  date 
of  a  completed  application.  That  latter  is, 
broadly  speaking,  the  international  norm. 

The  implication — and  possibly  what's  up- 
setting some  U.S.  inventors — is  that  this  change 


to  the  patent  start  date  will  discourage  what 
are  called  submarine  patents.  Some  U.S.  inde- 
pendent inventors  have  put  off  the  start  of  the 
clock,  for  over  20  years  in  some  cases,  by  filing  a 
succession  of  updates  or  amendments.  Then, 
when  a  company  launches  a  product  that  in- 
fringes a  broadly  written  pending  patent — the 
so-called  hidden  submarine — the  inventor  tor- 
pedoes the  company  with  a  suit.  "It  can  be  a 
form  of  extortion,"  says  one  U.S.  trade  official. 

In  another  proposed  change,  the  U.S.  will 
now  have  to  allow  foreign  inventors  to  cite  their 
work  outside  the  U.S.  as  part  of  their  claims 
for  a  U.S.  patent.  Present  law  limits  evidence  to 
"acts"  occurring  within  the  U.S.  This  will 
help  foreign  claimants,  though  without  much 
hurt  to  American  inventors. 

Two  fundamental  principles  of  U.S.  patent 
law  are  not — yet — up  for  grabs.  They  are:  keep- 
ing patent  applications  confidential  until  ap- 
proved (the  rest  of  the  world  publishes  after  18 
months);  giving  the  patent  to  the  inventor 
who  can  prove  he  or  she  was  the  first  to  invent, 
and  not,  as  the  rest  of  the  world  does,  to  the 
first  to  file. 

If,  however,  the  Japanese  were  ever  to  agree 
to  tighten  their  lax  patent  laws  to  match  Ameri- 
can standards,  even  these  basic  elements  of 
U.S.  patent  law  could  be  traded.  m 
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The  C  onference  Board's  index  of  consumer  confidence 
shows  a  3%  gain  from  May  to  June.  One  reason  for  the 
gain  is  increased  optimism  on  the  employment  front,  says 
David  Hale,  chief  economist  for  Kemper  Financial  Cos.  in 
Chicago.  The  Labor  Department  reports  that  the  econo- 
my created  1.72  million  net  new  jobs  through  June,  the 
best  showing  since  1984.  Another  positive,  says  Hale: 
wages  and  salaries,  which  grew  at  a  healthy  annual  rate  of  [ 
nearly  11%  from  April  to  May.  Hale  estimates  that 
second-quarter  GDP  grew  at  an  annualized  4%  to  5%. 


Other  key  rates 

Source 

Status 

Prime  rate 

Chase  Manhattan  Bank 

7.25% 

Auto  sales  year  to  date  vs  1 993' 

Ward's  Automotive 

10.7% 

Index  of  leading  indicators  May  vs  Apr 

Dept  of  Commerce 

0.0% 

Trade  balance  12  months  ended  Mar  1 994J 

Dept  of  Commerce 

-$88  bd 

All-commodity  producer  price  index  May  vs  Apr3 

Dept  of  Labor 

0.1% 

GDP  1st  quarter  vs  4th — annualized  growth 

Dept  of  Commerce 

3.4% 

M2  (3-month  change) — annualized  growth4 

Federal  Reserve 

1.4% 

'  U.S. -based  manufacturers,  excludes  imports,  as  of  6/30/94. 2Total  goods  and  services.  'Wholesale  goods.  ] 
1  Includes  Ml  (public  currency  and  checking  deposits)  plus  savings  accounts  and  money  market  funds. 


Index  components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  8  equally  weighted  elements:  The  cost  of 
services  relative  to  all  consumer  prices,  the  level  of  new 
orders  for  durable  goods  compared  with  manufacturers' 
inventories,  total  industrial  production,  new  housing 
starts,  personal  income,  new  claims  for  unemployment 
compensation,  total  retail  sales,  total  consumer 
installment  credit. 

To  measure  these  8  elements,  Forbes  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  in  these  charts. 


Services    ■   Total  index 


Consumer  price  indexes  (1982-84  average=100) 
all  urban  consumers,  unadjusted  (Dept  of  Labor) 
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Manufacturers'  new  orders  and  inventories 

($billions),  seasonally  adiusted  (Dept  of  Commerce) 
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7  his  new  computer  RISC  chip  technology  is 
really  something.  It  took  me  one  day  to  complete 
fin  assignment  that  used  to  take  weeks. 
Now,  if  you  11  excuse  me, 
I'm  off  to  have  dinner  with  my  family?* 


A  part  of  people's  lives  everywhere. 

Windows  NT  and  MIPS  are  trademarks  of  their  respective  owners 


In  an  increasingly  demanding  world  in  which  time  always  seems 
to  be  of  the  essence,  computer  chip  technology  is  allowing  us  to  be 
faster,  smarter... and  ultimately,  more  productive.  And  leading  the 
way  is  NEC's  new  MIPS*  RISC  microprocessor.  Designed 
for  the  raw  speed  of  Windows  NT  '1'  computing,  it  can  perform 
millions  of  advanced  commands  in  a  split  second  ^faster  than  just 
about  any  other  processor  today.  Now,  people  can  complete  the 
most  complex  tasks  in  a  mere  fraction  of  the  time  it  took  just  a 
few  years  ago. Whether  its  processing  data.  Manipulating  spread- 
sheets. Or  analyzing  10  years  of  sales  figures.  Because  of  this  chip, 
millions  will  complete  projects  in  a  way  they  were  rarely  able  to 
before... ahead  of  schedule.  In  fact,  every  product  NEC  makes-from 
cellular  phones  to  high-resolution  color  monitors-is  designed  to 
enhance  human  potential.  And  they're  backed  by  the  expertise 
of  a  world  leader  in  computer  and  com- 
munications technology.  In  public  and 
private  institutions.  In  businesses  large 
and  small.  In  homes  across  the 
country.  NEC  is  a  part  of  people's  lives. 


For  more  information,  call  us  at 1-800-338-9549. 


Watch  the  NEC  World  Series  of  Golf,  August  25  &  26  on  USA  Network,  August  27  &  28  on  CBS. 


NEC 
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When  a  big,  bureaucratic  company  swallows  a  technology  outfit, 

the  latter  often  gets  the  life  squeezed  out  of  it. 

That  didn't  happen  when  GM  bought  Hughes  Aircraft. 

GM's  hidden  treasure 


By  Howard  Banks 

When  giant  companies  take  over 
smaller  ones,  the  smaller  ones  usually 
suffer.  Think  of  Kodak's  acquisition 
of  Sterling  Drug,  Exxon's  purchase  of 
Reliance  Electric. 

But  not  always.  General  Motors  has 
kept  Hughes  Aircraft  Co.  healthy  and 
growing  since  buying  it  for  $5  billion 
from  the  Howard  Hughes  Medical 
Institute  in  1985.  Under  GM,  sales  at 
Hughes  (now  known  as  GM  Hughes 
Electronics  Corp.)  have  climbed  50%, 
to  a  likely  $14  billion  this  year.  Profits 
have  more  than  doubled,  to  $1  bil- 
lion. All  this  from  a  work  force  that 
has  shrunk  from  80,000  to  50,000, 
and  is  falling  still. 

With  23%  of  its  stock  outside  GM's 
hands  and  selling  at  $37  a  share,  GM's 
309  million  shares  are  worth  $11.4 
billion,  much  more  than  double  what 
GM  paid. 

As  military  spending  dwindles, 
Hughes  has  more  than  made  up  the 
difference  by  selling  more  commercial 
satellite  technology.  To  help  in  the 
transition,  GM  supplied  capital  and 
credit,  enabling  Hughes  to  invest 
over  $2  billion  in  telecommunica- 
tions and  space  since  1987.  In  1987, 
70%  of  Hughes'  sales  came  from  gov- 
ernment work,  today  48%.  "It's  hard 
to  see  how  the  Medical  Institute 
could  have  done  all  that,"  says  the 
president  of  Hughes  Telecommuni- 
cations and  Space,  Steven  D.  Dorf- 
man,  a  28-year  veteran  at  Hughes. 

Other  than  providing  cash  and 
credit,  GM  pretty  much  left  Hughes 
on  its  own.  The  heavy  investment  will 
continue — another  $600  million  for 
mobile  cellular  services,  $600  million 
tor  a  new  data  transmission  service 
and  $1  billion  for  additional  satellites 
to  serve  TV. 

Hughes'  fastest-growing  division  is 
its  $2.2  billion  (revenues)  commercial 
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C.  Michael  Armstrong,  chairman  and  chief  executive 

A  simple  but  winning  formula,  backed  by  a  (mostly)  benevolent  parent. 


satellite  and  telecommunications 
group.  The  division  earned  an  operat- 
ing profit  of  $207  million  last  year, 
and  C.  Michael  Armstrong,  Hughes' 
chairman  and  chief  executive  officer 
since  1992,  says  diis  is  small  change 
compared  with  what  the  division 
could  be  earning  a  few  years  out. 
Armstrong:  "What  we  are  creating  is  a 
global  information  network." 

Hughes  is  now  testing  Hughes  Di- 
recTV, a  new  TV  broadcasting  service 
that  will  beam  up  to  1 50  channels  into 


U.S.  homes  from  a  pair  of  powerful 
new  Hughes  satellites.  Due  on  the 
market  this  fall,  the  service  will  arrive 
via  an  18-inch  dish  that  will  cost  earh 
customers  $700,  but  Hughes  Dil 
recTV  President  Eddy  W.  Hartensteir 
says  die  price  will  drop  fairly  quickly,  tc 
maybe  $200,  as  volume  builds. 

DirecTV's  initial  market  will  be  the 
35  million  U.S.  homes  that  cable  n 
doesn't  serve.  But  Hartenstein  be 
lieves  his  service  will  also  successfully 
compete  head-on  with  cable.  Di 
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Hughes'  new  powerful  HS  601  communications  satellite 

Building  and  launching  one  a  month— an  unprecedented  rate  in  this  business. 


recTV  will  show  many  more  recent 
movies  than  today's  cable  services  do, 
and  will  offer  a  huge  menu  of  sporting 
events.  Financial  junkies  will  be  able 
to  get  Bloomberg  news  wire's  Direct 
business  channel.  DirecTV  will  not, 
however,  carry  local  TV  channels. 

At  an  initial  monthly  cost  of  $22  for 
basic  service  and  up  to  $30  for  all  150 
channels,  Hartenstein  says  DirectTV 
will  break  even  with  3  million  custom- 
ers. "We  believe  that  we  will  hit  10 
million  customers  by  2000,"  says 
Hartenstein.  That  would  make  Di- 
recTV a  $3-billion-a-year  business. 

To  minimize  the  upfront  risks, 
i\rmstrong  persuaded  several  suppli- 
er-partners to  put  up  30%  of  the  $1 
aillion  it  has  taken  to  get  DirecTV  off 
the  ground.  France's  Thomson  Con- 
sumer Electronics,  for  instance,  has 
invested  $100  million  in  the  design 
land  digital  technology  of  the  dish  and 
the  box  that  sits  on  top  of  the  TV  set. 
[In  return  Thomson  gets  an  exclusive 
ideal  to  supply  the  first  million  units. 
[The  system  will  be  marketed  through 
[retailers  like  Sears  and  Circuit  City. 

Hughes  already  owns  and  operates 
the  world's  largest  fleet  of  satellites — 
|1 3  in  all — used  to  broadcast  programs 
jfor  the  networks  and  cable  television. 
(But  Hughes'  plans  in  satellite -based 
[services  extend  far  beyond  home  TV. 

Hughes  has  70%  of  the  $600-mil- 
lion-a-year  business  network  market. 
This  is  where  Wal-Mart,  say,  or 


Chrysler  transmits  daily  business  data 
from  each  of  its  locations  to  head- 
quarters for  use  in  inventory  or  finan- 
cial control,  reordering  and  so  on. 
Hughes'  business  network  revenues 
have  been  growing  at  30%  a  year  since 
1987,  and,  including  significant 
growth  in  ground-based  communica- 
tions, are  expected  to  grow  by  40% 
this  year. 

The  workhorse  in  Hughes'  future 
will  be  its  new  HS  601  satellite. 
Hughes  invested  $100  million  in  de- 
veloping the  HS  601  following  the 
1986  Challenger  explosion,  which 
ended  the  space  shuttle's  monopoly 
on  U.S.  launches.  Using  digital  com- 
pression, the  HS  601  can  transmit  up 


to  75  IV  channels  to  an  18-inch  dish. 
Compare  that  with  the  original  1965 
Earlybird  satellite,  which  required  a 
100 -foot  ground  dish  to  pick  up  its 
single  TV  channel. 

Hughes  has  won  just  over  50%  of  all 
new  commercial  satellite  orders  in  the 
last  18  months;  it  is  slated  to  build  and 
launch  one  HS  601  per  month  for  the 
foreseeable  future.  (The  latest,  for 
PanAmSat,  was  launched  on  July  8.) 
By  standardizing  the  bird's  basic  de- 
sign, the  time  it  takes  to  build  an  HS 
601  has  been  cut  from  43  months  to  a 
recent  18  months  and  is  headed  for  12 
months  by  1996. 

Next  step:  Using  a  technology 
called  frequency  shifting,  originally 
devised  to  prevent  military  communi- 
cations from  being  jammed,  Hughes 
will  be  able  to  retune  a  satellite  once  it 
is  in  orbit.  And  instead  of  using  a  fixed 
antenna,  shaped  to  broadcast  the  sig- 
nal to  a  specific  geographic  area,  fu- 
ture HS  601s  will  be  able  to  reshape 
their  footprint — the  area  that  can  re- 
ceive the  signals — electronically.  This 
will  allow  Hughes  to  build  and  launch 
HS  601s  on  spec  and,  once  in  orbit, 
tailor  them  to  suit  customers. 

Next  year  an  HS  601  satellite  will 
start  to  bring  seamless  cellular  tele- 
phone service  to  the  U.S.,  and  fill  in 
the  large  gaps  left  by  ground-based 
systems.  This  venture,  operating  un- 
der the  name  American  Mobile  Satel- 
lite Corp.,  is  a  partnership  with 
McCaw  Cellular  Communications, 
paging  company  Mtel  Corp.  and  Sin- 
gapore Telecom.  Hughes  has  invest- 
ed $120  million  and  has  a  27%  stake. 

By  1998,  says  Dorfman,  Hughes 


The  "splatter 
effect" 


It  rankles  Hughes 
Chairman  C.  Michael  Arm- 
strong that  every  time 
parent  GM  takes  a  stock 
market  hit,  so  does  gmh, 
Hughes'  publicly  traded 
stock.  Armstrong  calls 
this  the  "splatter  effect." 

"Every  year  I  talk  to 
GM  about  changing  our 
stock  name,  which  I  reck- 
on costs  us  5%  to  15%  off 
our  true  value,"  says 
Armstrong.  GM  may  relent. 
New  gmh  stock  was  is- 
sued to  acquire  General 


Dynamics'  missile  busi- 
ness for  $450  million  in 
1992,  increasing  the  sup- 
ply outside  gm's  hands  to 
91  million  shares  today 
(some  53  million  are  trad- 
ed; most  of  the  rest  are 
held  by  the  Howard 
Hughes  Medical  Insti- 
tute). GM  and  Hughes  want 
to  do  more  deals  for 
stock,  and  so  have  a  real  in- 
centive to  eliminate  any 
discounts  in  Hughes'  stock 
price — and  any  splatter 
effect.  -H.B.  M 
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Hughes 


hopes  to  be  offering  a  system  trans- 
mitting video  phone  calls  to  a  domes- 
tic television  set  for  $1  a  minute;  the 
system  would  require  relatively  small, 
24-inch-diamcter  dishes.  Caveat:  The 
Federal  Communications  Commis- 
sion controls  the  satellite  slots  and  the 
radio  frequencies  needed  for  such  ser- 
vices. No  friend  of  free  telecommuni- 
cations markets,  F(  c  Chairman  Reed 
Hundt  may  or  may  not  allow  Hughes 
to  proceed. 

What  of  Hughes'  other  civilian  op- 
eration, its  $4.5  billion  (revenues) 

auto  electronics  group?  While  it  By  James  R.  Norman 
doesn't  have  the  growth  prospects  of 
the  satellite  division,  it  is  making  plen- 
ty of  money — an  operating  profit  of 
$626  million  last  year,  up  from  $516 
million  in  1992 — as  GM's  auto  sales 
rebound. 

Hughes  Chief  Executive  Arm- 
strong is  an  IBM  veteran,  formerly 
chairman  of  IBM  World  Trade  Corp. 
The  IBM  experience  taught  him  the 
dangers  of  overconfidence  and  corpo- 
rate bloat.  So  at  Hughes  he  has  run 
scared  so  far  as  costs  are  concerned. 
For  example,  the  staff  at  Hughes'  Los 
Angeles  headquarters  has  been  re- 
duced from  1,400  to  600,  and  Arm- 
strong plans  to  cut  it  to  400 — bare 
bones  for  a  $13.5  billion  company. 

Says  Armstrong:  "It's  kind  of  sim- 
ple. When  you  do  things  that  work  and 
cost  less,  you  gain  market  advantage." 
A  simple  formula  for  success — hard  to 
achieve  but  immensely  effective.  HI 


David  Wallace  has  brought  bad  luck  to  lots  of  people; 
his  own  luck  is  consistently  good. 

Was  he  bora  on 
Friday  the  13th? 


Lone  Star  Industries  Chairman  David  W.  Wallace 
He  sold  Bangor  Punta  and  reorganized  Todd  Shipyards  and  Lone  Star.  Next? 


Eddy  W.  Hartenstein,  DirecTV  president 
A  $3  billion  business  in  the  making? 
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Bad  luck  and  worse  seem  to  dog  the 
footsteps  of  David  W.  Wallace.  In 
1958  Wallace  was  the  right-hand  man 
to  Alleghany  Corp.  Chairman  Robert 
Young  when  Young,  apparently  de- 
spondent, killed  himself  with  a  shot- 
gun. Then,  in  the  1960s,  Wallace 
worked  at  United  Brands  and  was  still 
a  director  there  in  1975  when  Chief 
Executive  Eli  Black  jumped  out  a 
44th-floor  window  to  his  death. 


Wallace  had  nothing  to  do  wifj 
these  suicides,  but  he  played  a  verjj 
active  role  in  doing  in  two  other  chie 
executives. 

In  1967  Wallace  left  United  Brands 
to  work  for  Nicolas  Salgo,  to  manage 
his  struggling  Bangor  Punta  Corp. 
conglomerate.  Six  years  later  Bangoi 
Punta's  board  ousted  Salgo  and  gave 
his  job  to  Wallace. 

In  elbowing  aside  Salgo,  Wallace 
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got  a  lot  of  help  from  his  business  and 

personal  pal  James  E.  Stewart,  a 

showy,  ambitious  dealmaker  promi- 
ijnent  in  business  and  social  circles 
[during  the  1970s  and  1980s.  Then 
jchairman  of  Lone  Star  Industries, 

Inc.,  where  Wallace  was  a  director, 
I  Stewart  agreed  to  personally  buy  Sal- 

go's  15%  Bangor  Punta  stake,  for 
jjabout  $5  million. 

Then  Punta  bought  6%  of  Lone 
IjStar,  bolstering  Stewart's  position. 
|iVVhen  Wallace  decided  to  sell  Bangor 

Punta  in  1984,  Stewart  found  the 
|| buyer:  Lear  Siegler  Corp.,  which  paid 

$220  million. 

j  But  Stewart  had  a  fault,  a  serious 
fault  in  a  man  running  a  big  public 
company:  He  liked  living  high  and 
[ostentatiously.  He  lavished  $100  tips 
lit  New  York's  "21,"  squired  movie 
■queens  and  once  buzzed  the  Bohemi- 
an Grove  in  Lone  Star's  airliner-size 
BAC  1-11  jet. 

Throughout  the  1980s  Stewart  was 
:onvinced  that  a  cement  shortage  was 
n  the  offing  and  had  Lone  Star  bor- 
row almost  $500  million  to  acquire 
rement  plants  all  over  the  U.S.  and 
South  America. 

Today  there  is  a  cement  shortage, 
xit  Stewart  was  ten  years  too  soon. 
Loaded  with  debt  and  strapped  for 
rash,  Lone  Star  had  to  begin  selling  its 
issets.  Stewart  was  under  pressure.  In 
nid-1990  an  internal  Lone  Star 
nemo  was  leaked  to  the  press.  It 
purported  to  document  egregious  ex- 
pense account  abuses  by  Stewart— 
avish  hotel  bills,  excessive  air  travel, 
:ven  piano  lessons  billed  to  the  com- 
pany. Lawyers  from  Cahill  Gordon  & 
ieindel  were  called  in  to  investigate. 
Wallace,  as  friend  and  head  of  Lone 
Star's  audit  committee,  persuaded 
Stewart  to  "'temporarily"  step  aside  as 
:hairman  and  chief  executive,  pend- 
ng  the  outcome  of  the  investigation. 

The  lawyers'  final  report  found 
51.1  million  of  improper  expenses — 
which  Stewart  disputes.  But  while  the 
investigation  was  going  on,  Lone 
Star's  board  gave  Stewart  the  boot 
bid  Wallace  the  top  job. 

Wallace  quickly  put  the  company 
jjito  Chapter  11,  stating  that  Lone 
Star's  $270  million  net  worth  could 
have  been  wiped  out  by  liabilities  for 
aulty  cement  railroad  ties  and  other 
rontingent  liabilities. 
The  railroad  tie  problem  was  set- 


Lone  Star's 
ex-chairman 
Jim  Stewart 
Pushed  out 
by  his  former 
friend. 


tied  for  $69  million,  but  Wallace  kept 
Lone  Star  in  Chapter  11  for  more 
than  three  years,  until  this  past  April, 
drawing  a  salary  of  $250,000. 

The  apparent  winner:  David  Wal- 
lace. Throughout  the  reorganization, 
Wallace  and  his  investment  advisers  at 
Blackstone  Group  put  low  valuations 
on  Lone  Star's  assets.  Whereas  one 
estimate  valued  them  at  almost  $900 
million,  Blackstone  said  they  were  less 
than  $200  million. 

For  example,  Blackstone  valued  a 
Lone  Star  cement  plant  in  Florida  at 
$10  million;  in  June,  with  the  compa- 
ny out  of  Chapter  11,  the  same  plant 
was  sold  for  $21  million.  And  Lone 
Star  seems  to  have  understated  its 
likely  future  performance.  Its  bank- 
ruptcy plan  predicted  6%  price  in- 
creases this  year.  By  Apr.  1  industry 
prices  were  already  up  more  than  11%. 
That  could  mean  Lone  Star's  project- 
ed 1994  operating  profit  of  $17  mil- 
lion is  understated  by  up  to  50%. 

These  valuations  were  crucial.  Had 
they  been  at  a  higher  level,  the  stock- 
holders of  Lone  Star  would  have  been 
entitled  to  a  significant  stake  in  a 
reorganized  company;  if  on  the  low 
side,  most  of  the  assets  would  belong 
to  bondholders  and  other  creditors. 

In  the  end,  Wallace  offered  the 
secured  creditors,  including  Metro- 
politan Life,  a  sweet  deal:  85%  of  the 
reorganized  Lone  Star's  equity.  That 
left  10.5%  for  holders  of  Lone  Star's 
preferred  stock,  and  just  4.5%  for  the 
common  stockholders. 

If  Lone  Star's  new  stock,  which 


started  trading  in  May,  hits  $17.50, 
the  creditors'  shares  pay  off  their 
claims  at  100  cents  on  the  dollar.  If 
Lone  Star  hits  $30,  the  creditors  get 
125  cents  on  the  dollar. 

Lone  Star's  new  stock  opened  on 
the  NYSE  at  $19  and  moved  down  to 
about  $15;  however,  the  reorganiza- 
tion plan  also  gave  the  common 
stockholders  warrants  to  buy  addi- 
tional Lone  Star  shares  at  $18.75 
apiece.  The  warrants  have  been  trad- 
ing at  over  $6 — which  suggests  a  lot 
of  people  think  the  stock  is  going  up. 

And  Dave  Wallace?  He  got  a 
$600,000  bonus  from  the  bankruptcy 
court  and  has  been  awarded  options 
to  buy  125,000  shares  at  15%. 

Meyer  Luskin,  whose  Los  Angeles 
company  owned  14%  of  Lone  Star's 
equity  before  the  bankruptcy,  is  the 
poorer — and  understandably  bitter. 
"He  [Wallace]  steals  the  company 
[from  Stewart],  does  a  lousy  job,  then 
gets  rewarded  with  bonuses  and  op- 
dons,"  grouses  Luskin.  "America  is 
beautiful! "  Robert  Henigson,  head  of 
the  Lone  Star  stockholders'  commit- 
tee, is  steaming,  too.  Says  he:  "It's 
judicially  sanctioned  thievery!" 

Wallace  sees  things  in  a  different 
light.  "We  were  as  fair  as  we  could 
be,"  he  says.  With  Lone  Star's  bank- 
ruptcy complete,  he  plans  to  move 
on — probably  to  another  reorgani- 
zation. Prior  to  Lone  Star,  he  ran 
bankrupt  Todd  Shipyards.  Without 
a  trace  of  irony,  he  adds:  "I'll  ride  off 
and  they'll  wonder:  Who  was  that 
masked  man?"  HW 
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A  gaping  hole  is  about  to  open  up  between  valuations 
of  two  different  kinds  of  cellular  licenses. 
Alas,  there's  no  way  to  arbitrage  it. 


Anomaly 


By  Rita  Koselka 

If  gold  is  trading  in  New  York  at 
$400  an  ounce  and  in  London  at  the 
equivalent  of  $300  an  ounce,  then 
you  can  make  money  by  buying  in 
London  and  simultaneously  selling  in 
New  York. 

Too  bad  you  can't  arbitrage  gov- 
ernment licenses.  It  appears  that  a 
giant  pricing  spread  is  about  to  open 
up  between  two  different,  but  elec- 
tronically fungible,  slices  of  the 
broadcast  spectrum  used  for  wireless 
telephones.  The  high-priced  slice  is 
existing  cellular.  The  cheap  slice  is 
going  to  be  the  newly  allocated  wire- 
less spectrum — called  "personal  com- 
munications systems,"  for  no  particu- 
lar reason — that  the  government 
plans  to  auction  off  soon. 

The  price  difference,  as  best  we  can 
project  it,  is  going  to  be  extraordi- 
nary— at  least  a  tenfold  spread.  It 
would  be  as  if  gold  traded  in  London 
at  $300  and  over  here  at  $3,000. 

Markets  abhor  a  price  differential. 
There  are  several  ways  for  the  anomaly 
to  correct  itself.  One  is  for  the  spec- 
trum auction  to  bring  in  much  more 
money  than  anybody  now  expects. 
Another  is  that  the  high  bidders  at  the 
auction  will  wind  up  with  an  enor- 
mous profit  someday.  A  third  possi- 
bility: that  owners  of  existing  cellular 
licenses  will  suffer  a  catastrophic  ero- 
sion of  their  capital. 

The  situation  is  complicated,  what 
with  cellular  licenses  now  dispersed 
among  a  crazy  quilt  of  owners.  But 
here's  a  way  to  simplify  the  econom- 
ics. Each  market  (for  the  most  part, 
each  large  city  is  its  own  market)  has 
two  cellular  telephone  licensees.  If  all 
the  owners  were  consolidated  into 
two  nationwide  firms,  each  firm 
would  be  worth  $42.5  billion  at  cur- 
rent market  prices,  estimates  analyst 
Frederick  Moran  of  Salomon  Broth- 
ers. Also,  each  firm  would  be  generat- 


ing about  $2  billion  a  year  in  operat- 
ing income  (profits  before  deprecia- 
tion, interest  and  taxes). 

Given  that  the  cellular  business  is 
still  rapidly  expanding,  a  price  of  20 
times  operating  income  does  not 
seem  out  of  line.  But  now  let's  look  at 
values  divorced  from  earning  power. 
The  cellular  industry  has  spent  about 
$15  billion  on  equipment,  or  $7.5 


billion  for  each  of  our  two  hypotheti- 
cal national  firms.  Subtract  that 
amount  from  the  stock  market  capi- 
talization of  $42.5  billion,  and  you 
get  the  implied  valuation  of  each  ex- 
isting license — $35  billion. 

Now  look  at  what  is  coming,  cour- 
tesy of  the  Federal  Communications 
Commission.  The  FCC  will  sell  off  the 
equivalent  of  five  new  licenses  in  each 
market.  The  federal  government,  in- 
dustry experts  such  as  Mark  Lowen- 
stein  of  Yankee  Group  and  W  all  Street 
analysts  pretty  much  agree  that  the 
auctions  will  bring  $6  billion  to  $10 
billion.  Again,  ownership  will  be  dis- 
persed in  a  complicated  way,  but 
think  of  the  new  owners  as  five  na- 
tional firms,  each  owning  a  license 
worth  at  most  $2  billion. 

That's  quite  a  swing,  $2  billion  for 
each  hypothetical  new  license  versus 
$35  billion  for  an  old  one. 

To  be  sure,  the  old  wireless  systems 


have  a  head  start.  Having  built  their 
networks,  the  existing  cellular  compa- 
nies are  in  a  position  to  collect  perhaps 
$15  billion  apiece  in  operating  in-^ 
come  over  the  next  five  years.  But  at 
that  point  they  will  have  to  replace 
much  of  their  analog  equipment  with 
improved  digital  equipment.  In  doing 
so,  they  will  spend  almost  as  much  as 
the  new  players  will  spend  to  erectt 
their  digital  systems.  In  short,  the 
head  start  explains  at  best  half  of  the 
discrepancy  in  license  values. 

Once  the  old  cellular  companies 
upgrade  to  the  newer  digital  technol- 
ogy, their  service  will  be  indistin- 
guishable from  new  cellular.  Clearly 
there  is  some  value  to  the  old  cellular 
companies'  relationship  with  custom- 
ers. But  why  should  cellular  custom- 
ers be  particularly  brand  loyal? 

Especially  in  an  era  when  price 
seems  to  matter  more  than  customer 
loyalty.  The  cellular  companies  are 
racing  like  mad  to  sign  up  subscribers 
while  there  are  still  customers  to  be 
had.  Deals  of  all  types  abound.  Bell 
Atlantic  just  announced  a  program 
that  lets  users  make  calls  in  certain 
markets  for  only  25  cents  a  minute 
plus  $14  a  month.  BellSouth  offers 
free  weekend  calls  in  some  packages. 
Thus,  there's  every  possibility  of  cut- 
throat pricing  when  five  new  licensees 
go  into  business. 

Will  the  new  licensees  be  weak  little 
outfits,  no  match  for  the  likes  of 
McCaw  Cellular/AT&T  or  the  pro- 
spective Bell  Atlantic/Nynex  cellular 
joint  venture?  Hardly.  Bids  are  ex- 
pected from  Time  Warner,  AT&T,  GTE, 
Pacific  Telesis  and  other  local  tele- 
phone and  cable  companies.  Many  of 
them  already  operate  cellular  systems 
in  some  markets.  They  would  be  cut- 
ting their  own  throats  in  a  price  war, 
but  that  doesn't  mean  they  won't  cut. 

AT&T  has  agreed  to  pay  $13  billion 
for  McCaw  Cellular — subject  to  Fee) 
approval.  AT&T  is  also  going  to  be  a 
big  bidder  at  the  auction.  Either  it  is 
about  to  get  one  heck  of  a  bargain  in 
the  new  licenses  or  it  is  overpaying  for 
McCaw.  When  asked  about  the  pric- 
ing discrepancy,  Wayne  Perry, 
McCaw's  vice  chairman,  responded: 
"It's  interesting." 

We're  not  predicting  a  market  de- 
bacle in  cellular  stocks,  but  we  are 
intrigued  by  the  apparent  pricing 
anomaly. 
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Why  are  electricity  rates  so  high  in  California? 
What  do  you  expect  when  the  politicians  decree 
that  power  must  be  generated  by  windmills? 

Mandate  power 


By  Nina  Munk 

Most  chief  executives  like  to  be 
photographed  with  their  products. 
But  Gerald  Alderson  refuses  to  pose 
in  front  of  the  3,479  electricity- gen- 
erating windmills  his  Kenetech  Corp. 
made  and  operates  in  the  Altamont 
Pass  outside  San  Francisco. 


Why  so  shy?  Among  many  people 
the  windmills  have  become  a  standing 
joke,  and  Alderson  doesn't  want  his 
company  to  be  thought  funny.  Nev- 
ertheless, $236  million  (1993  sales) 
Kenetech  is  about  windmills. 

There's  nothing  funny  about  what 


these  contraptions  cost  the  public. 
Those  Altamont  windmills  produce 
power  for  7  to  10  cents  a  kilowatt- 
hour,  compared  with  4  cents  or  less 
for  conventional  fossil  fuel  plants. 
Kenetech  would  be  out  of  business 
were  it  not  for  tax  breaks  and  federal 
and  state  mandates  that  have  forced 
people  to  buy  its  product. 

Since  the  early  1980s  Kenetech's 
largest  customer,  San  Francisco's  Pa- 
cific Gas  &  Electric,  has  been  required 
under  California's  state-mandated 
power  purchase  agreements  to  buy  all 
the  electricity  produced  by  Kene- 
tech's windmills  in  the  Altamont  Pass. 
The  price  for  that  power  is  now  over 
three  times  pg&e's  avoided  cost — the 
amount  it  would  cost  PG&E  to  gener- 
ate additional  power  or  buy  it  from 
other  utilities.  The  mandated  busi- 
ness with  Kenetech  amounts  to  a  hid- 
den tax  that  helps  raise  pg&e's  rates 
50%  above  the  national  average. 

Alderson  understands  that  con- 
sumers won't  put  up  with  such  taxes 
forever.  Kenetech  has  spent  $69  mil- 
lion to  develop  a  new  windmill,  called 
the  Model  33M-VS,  that  Alderson 
says  is  so  efficient  Kenetech  will  no 
longer  require  tax  breaks  and  subsi- 
dies to  exist.  With  great  confidence  he 
predicts  the  new  windmills  will  boost 
Kenetech's  revenues  nearly  tenfold 
over  the  next  few  years,  to  $2  billion. 

Wall  Street  believes  him.  Kenetech 
went  public  last  September  at  I6V2 
and  was  recently  at  19V6,  giving  the 


Kenetech 


Some  pretty  gamey  listings  have  crept  onto  the  Amex 
as  it  competes  harder  against  Nasdaq  for  new  names. 

Where  was 
the  bouncer? 


company  a  market  capitalization  of 
about  $700  million.  That's  nearly  3 
times  last  year's  sales  and  48  times 
Kenetech 's  1994  earnings  as  estimat- 
ed by  analysts  at  Smith  Barney,  one  of 
Kcnetech's  underwriters. 

Rhode  Island's  public  utilities  com- 
missioners arc  more  skeptical.  In  June 
1993  New  England  Electric  System 
signed  a  contract  with  Kenetech  to 
buy  power  generated  by  a  20-mega- 
watt  windplant  (requiring  66  of  Al- 
derson's  new  33M-VS  windmills) 
with  the  option  to  add  40  to  60 
megawatts.  But  this  past  April  Rhode 
Island's  utilities  commission  vetoed 
the  project.  At  an  estimated  6  to  10 
cents  a  kilowatt- hour,  Kenetech's 
power  was  three  to  five  times  above 
the  utility's  avoided  energy  costs. 

Calgary's  TransAlta  Utilities  Corp. 
is  Canada's  largest  investor-owned 
utility.  Last  year  TransAlta  agreed  to 
buy  power  from  a  19- megawatt 
Kenetech  windmill  park  using  Alder- 
son's  new  machines.  Costs  of  this 
power  are  almost  double  the  utility's 
average,  but  TransAlta  is  buying  be- 
cause Alberta's  provincial  govern- 
ment forces  it  to. 

Kenetech  has  very  good  friends  at 
the  California  Public  Utilities  Com- 
mission. In  June  the  state's  commis- 
sioners voted  to  force  three  big  utili- 
ties— Southern  California  Edison, 
San  Diego  Gas  &  Electric  and  Pacific 
Gas  &  Electric — to  enter  long-term 
contracts  to  buy  the  wind  power  gen- 
erated from  945  megawatts  of  Kene- 
tech projects.  SoCal  Edison,  which 
must  buy  about  half  this  power,  esti- 
mates the  cost  of  its  share  at  up  to  $16 
billion  over  the  life  of  the  contracts. 
SoCal  could  end  up  disputing  the 
mandated  purchase  before  the  Cali- 
fornia Supreme  Court. 

The  utilities  have  no  choice  but  to 
fight.  California's  electric  rates  are 
about  50%  above  the  national  aver- 
age— yet  another  nail  into  the  coffin 
of  California  industry.  PG&E  has  made 
sharp  cuts  in  the  price  it  pays  Kene- 
tech for  power  delivered  under  the 
old  state -mandated  agreement,  pay- 
ing Kenetech  $14  million  in  1993, 
down  from  $25  million  in  1992.  Ken- 
etech has  been  in  court  since  1992, 
trying  to  force  PG&E  to  pay  up,  so  far 
without  success.  No  wonder  Alderson 
doesn't  want  his  picture  taken  with 
one  of  the  darned  things.  OH 


By  Amy  Feldman 

Edgar  F.  Kaiser  Jr.,  grandson  of  the 
shipbuilding,  aluminum  and  steel 
magnate,  apparently  is  not  a  chip  off 
the  entrepreneurial  block.  A  recent 
venture,  Harvard  International  Tech- 
nologies, a  distributor  of  french-fry 
vending  machines,  didn't  cover  him 
with  much  glory.  Based  upon  a  for- 
mer Vancouver  Stock  Exchange-trad- 
ed penny  stock,  Harvard  got  itself 
listed  on  the  American  Stock  Ex- 


change only  to  fall  out  of  bed. 

The  stock  began  trading  on  the 
Amex  Sept.  10,  1993  at  \6lA  a  share, 
valuing  Harvard  at  $60  million, 
though  it  had  no  revenues.  Within  six 
months  it  had  dropped  below  2,  and 
Kaiser  had  resigned  as  chief  executive, 
citing  ill  health.  The  stock's  recent 
price,  15/i6. 

Has  the  American  Stock  Ex- 
change— home  to  such  successful 


Edgar  F.  Kaiser  Jr.,  former  chief  executive  of  Amex-listed  Harvard  International 

"It  wasn't  a  crazy  idea,"  Kaiser  said  of  his  firm's  plan  to  sell  french-fry  vending 

machines.  But  he  bought  in  early  for  under  $1  a  share;  U.S.  investors  paid  a  premium. 
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Mostly  shoddy  merchandise 


Company/industry 

Date 

Fiscal  1993  results 

-Price  

listed 

revenues  profits 

at 

recent 

($mil)  

listing 

Audre  Recognition/software 

3/93 

V- 

$-3 

4% 

% 

Azco  Mining/mining 

4/94 

minimal 

-2 

2% 

27/l6 

Beta  WellVoil  services 

1/93 

35 

11 

14 

415/l6 

CvD  FinancialVfinancial  services 

8/93 

2 

under  -l3 

43/4 

F/l6 

Cycomm  lnternational2/telecom  security 

8/93 

under  1 

-4 

31/a 

% 

Franklin  SunnlvVnil  *;prvirp<; 

MAN 

57 

l3 

53/4 

1% 

UUIUCII  Olal/Hlllling 

y/3o 

under  1 

-2 

im 

9% 

Greenstar  Telecomm/telecommunications 

3/94 

3 

under  1 

6% 

3% 

Harvard  1  nternational/f  rench-f  ry  vending 

9/93 

under  1 

-9 

1614 

15/16 

IntelCom/telecommumcations 

1/93 

29 

-5 

43/4 

12% 

North  Amer  Advanced  Materials/ceramics 

5/94 

2 

-1" 

9 

512 

Sheffield  Medical/biomedical 

11/93 

minimal 

-4 

3% 

5% 

6/30/93 

6/30/94 

%  change 

VSE  index 

1022.81 

946.14 

-7.5% 

Amex  index 

434.24 

424.08 

-2.3 

S&P  500  index 

450.53 

444.27 

-1.4 

'Affiliate  of  Conversion  Industries.  Previously  traded  in  Alberta,  but  located  in  Vancouver  and  governed  by  British 
Columbia  Securities  Commission.  3Nine  months  ended  3/31/94.  4Nine  months  ended  12/31/93,  pro  forma. 


Of  the  Vancouver-affiliated  companies  that  have  won  listings  on  the 
American  Stock  Exchange  since  January  1993,  only  IntelCom 
has  been  a  big  winner.  Most  of  the  rest  have  been  losers. 


companies  as  Viacom,  Turner  Broad- 
casting and  the  New  York  Times 
Co. — become  the  listing  place  for 
gamey  Vancouver  Stock  Exchange 
companies  (see  table)?  Has  it  lowered 
its  standards? 

Conversion  Industries  Inc.  is  an- 
Dther  reason  to  think  it  may  have  done 
>o.  Hatched  by  former  broker  John 
McGrain  and  Vancouver  stock  pro- 
moter Harold  ( Hustling  Harry)  Moll, 
Conversion  moved  to  the  Amex,  be- 
came a  merchant  bank  and  began 
spinning  off  troubled  companies.  Last 
\ugust  it  spun  off  CVD  Financial 
Corp.,  a  lender  mainly  to  the  group 
with  no  operating  history.  Yet,  like 
Kaiser's  Harvard  International,  CVD 
Financial,  too,  won  a  full  Amex  list- 
ing, with  unhappy  results  for  inves- 
:ors.  Price  on  listing  day,  4%.  Recent 
orice,  l7/i6. 

Since  January  1993,  90  companies 
excluding  closed-end  funds,  REITs, 
\drs  and  derivatives)  have  joined  die 
\mex's  primary  list  of  875  compa- 
nies. Of  the  new  listees,  12 — nearly 
15% — were  previously  listed  on  the 
/ancouver  Stock  Exchange,  were  af- 
iliates  of  former  VSE- traded  compa- 
res or  were  governed  primarily  by 
Jritish  Columbia  regulators.  Given 
he  bad  odors  emanating  from  the 
Canadian  exchange  (Forbes,  May  29, 
1989),  it  might  have  been  thought 
hat  Amex  officials  would  be  choosier 
n  admitting  its  graduates.  Had  you 
nvested  equal  amounts  in  each  of  the 
Amex's  12  Vancouver-affiliated  com- 
)anies  when  they  began  trading  on 
he  Amex,  you'd  now  be  sitting  with  a 
oss  of  some  30%  on  your  investment. 

The  Amex's  regular  listing  require- 
ments include  shareholders'  equity  of 
>4  million,  pretax  income  of 
J750,000  and  at  least  $3  million 
vorth  of  publicly  traded  shares.  Few 
)f  the  Vancouver  transplants  could 
[ualify  under  those  criteria.  However, 
he  Amex  has  a  second  set  of  much 
ooser  requirements,  which  help  it 
ompete  for  new  listings  with  Nas- 
laq.  These  alternative  criteria  require 
List  $4  million  in  shareholders'  equity 
nd  $15  million  in  market  capitaliza- 
ion.  The  latter  standards  are  no  prob- 
zm  for  a  smart  promoter.  All  he  need 
lo  is  run  the  stock  up,  then  show  the 
equired  market  capitalization, 
i  There  are  ways  around  even  these 
poser  listing  requirements.  In  March 


1992  the  Amex  created  a  special  sec- 
tion called  the  Emerging  Companies 
Marketplace  (  Forbes,  June  22, 1992). 
To  qualify  for  an  Emerging  Compa- 
nies listing,  a  company  already  traded 
on  Nasdaq  need  have  only  $2  million 
in  assets  and  $2.5  million  in  market 
capitalization. 

This  is  how  Audre  Recognition 
Systems  won  its  place  on  the  Amex.  A 
failed  mining  company,  San  Diego- 
based  Audre  resurfaced  as  a  software 
developer  and  moved  from  the  Van- 
couver exchange  to  Nasdaq  and  then, 
in  March  1992,  to  the  Amex's  Emerg- 
ing Companies  list.  By  March  1993 
Audre's  revenues  were  just  $2.4  mil- 
lion, but  its  market  cap  was  over  $250 
million,  and  the  company  jumped  to 
the  Amex  main  list.  Its  share  price  has 
since  fallen  from  47/s  to  %. 

The  Amex,  pressed  by  the  aggres- 
sive folks  at  Nasdaq,  badly  wants  new 
listings.  Last  vear  the  Amex  account- 
ed for  only  11%  of  all  U.S.  publicly 
traded  companies,  down  from  14%  a 
decade  before,  and  its  share  of  market 
capitalization  is  2%,  down  from  4%. 

In  1983  a  seat  on  the  Amex  com- 
manded a  high  price  of  $325,000. 
Last  year  an  Amex  seat  brought  a  high 


of  $163,000;  most  recent  sale, 
$205,000.  Seats  on  the  NYSE,  by  con- 
trast, have  risen  from  $425,000  in 
1983  to  $776,000  last  year.  Most 
recent  sale,  $830,000. 

The  Amex  has  aggressively  courted 
new  business  recently,  helped  by  low 
listing  fees.  A  U.S.  company  pays  just 
a  fraction  of  a  penny  per  share  for  an 
Amex  listing,  versus  a  few  cents  per 
share  to  list  on  the  New  York  Stock 
Exchange.  And  there  are  special  in- 
centives. The  Amex  offers  50%  off  its 
regular  listing  fees  for  foreign  compa- 
nies that  trade  on  an  exchange 
abroad.  The  latter  provision  helps  at- 
tract Vancouver  listings. 

The  Vancouver  Stock  Exchange 
has  recently  begun  to  clean  its  house 
and  is  suggesting  to  some  of  its  shadi- 
er operators  that  they  move  out.  It 
would  be  sad  if  Amex  were  lowering 
its  standards  just  as  Vancouver  is  rais- 
ing its  standards. 

Richard  Syron,  50,  former  presi- 
dent of  the  Federal  Reserve  Bank  of 
Boston,  became  Amex's  chairman  in 
April.  He  concedes:  "...  it  strikes  me 
that  in  the  future  we  are  going  to  have 
to  be  more  careful  about  Vancouver 
companies."  Hi 
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John  Albers  has  pulled  Dr  Pepper  out  from  under  a  load 
of  debt.  Coke  and  Pepsi  aren't  trembling  in  their  boots, 
but  they've  sure  taken  notice. 

Lots  of  fizz 


By  Howard  Rudnitsky 

John  Albers,  the  62 -year-old  chief 
executive  of  Dallas-based  Dr 
Pepper/Seven-Up  Cos.,  punches  the 
air  to  make  a  point. 

Punch!  The  company's  entire 
line — Dr  Pepper,  7UP,  Welch's  fruit- 
flavored  carbonated  drinks,  IBC  Root 
Beer  and  Cream  Soda — now  holds 
11.4%  of  the  U.S.  soft  drink  market, 
up  from  9.8%  three  years  ago. 

Punch!  Dr  Pepper/Seven-Up  do- 
mestic sales  have  grown  by  38%  since 
1989,  to  $707  million  last  year,  twice 
the  rate  of  the  soft  drink  industry's 
domestic  sales  growth.  Operating  in- 
come over  that  period  has  grown  even 
faster — by  64%,  to  $183  million. 

Punch!  "With  Dr  Pepper  alone 
we're  at  about  a  6.5%  market  share 
now,  and  in  a  few  years  we'll  be  at  an 
8%  share.  My  successor  should  be  able 
to  take  Dr  Pepper  brands  to  a  12% 
share."  As  recently  as  1987  Dr  Pepper 
brands  were  at  just  4.2%  of  the  U.S. 
soft  drink  market. 

Albers  hasn't  yet  stricken  terror 
into  the  executive  offices  at  Coca- 
Cola  or  PepsiCo,  which  still  retain 
42%  and  31%  of  the  domestic  market, 
respectively.  Nor  have  they  even  no- 
ticed him  abroad,  where  Dr  Pepper 
has  only  1%  of  its  sales,  compared  with 
some  75%  for  Coca-Cola  and  33%  for 
Pepsi-Cola. 

But  where  he  does  make  them  no- 
tice is  with  lavish  spending  on  promo- 
tion, with  generous  allowances  to 
bottlers  and  with  a  feisty  management 
style.  Every  two  years,  like  it  or  not,  50 
of  his  top  executives  are  required  to 
accompany  Albers  on  a  tough  Out- 
ward Bound  survival  course.  Explains 
he:  "If  you  can  jump  off  a  mountain 
then  you're  not  going  to  be  petrified 
the  next  time  Coca-Cola  decides  to 
off-price  a  case  by  $2.  You  just 
jumped  off  a  mountain.  I  mean  what's 
$2  off  compared  to  that?" 


Albers  jumps  off  advertising  moun- 
tains. Last  year  Dr  Pepper/Seven-Up 
Cos.  spent  $310  million  on  market- 
ing. Its  700-plus  licensed  bottlers 
(none  company-owned)  kicked  in 
$50  million  more.  Small  change  next 
to  Coke's  $4.4  billion,  but  as  a  per- 
centage of  revenues  Dr  Pepper's  mar- 
keting spending  outclasses  the  bigger 
outfit;  it  amounted  to  51%  of  reve- 
nues, versus  about  a  third  for  Coke. 

John  Albers  is  that  rare  example  of 
an  executive  who  left  a  company  in  a 
policy  disagreement  and  later  came 
back  to  change  the  policy  he  didn't 
like.  A  University  of  Minnesota  grad- 
uate and  onetime  ( 1954-56)  first  lieu- 
tenant in  the  U.S.  Army,  Albers 
worked  at  three  advertising  agencies, 
started  (and  sold)  a  fast- food  business 
and  ended  up  at  Dr  Pepper.  There  he 
rose  to  be  in  charge  of  U.S.  sales  at  the 
age  of  41 .  But  in  1982  he  left,  feeling 
that  management's  concentration  on 
growth  through  acquiring  bottlers 
and  other  brands  was  shortchanging 
the  all -important  promotion  budget. 

In  1983  he  tried  to  acquire  a  spe- 
cialty crafts  retailer  and,  needing  fi- 
nancing quickly,  went  to  W.W. 
(Foots)  Clements,  then  chairman  of 
Dr  Pepper,  and  asked  him  to  invest 
$500,000  in  the  deal.  Recalls  Albers, 
"Foots  said,  'Sorry.  I've  gotten  di- 
vorced and  I  don't  have  the  money.' 
But  he  added  that  if  I  couldn't  raise 
the  money,  would  I  consider  return- 
ing and  running  Dr  Pepper's  sales 
operations." 

Failing  to  get  financing,  Albers  re- 
turned to  Dr  Pepper  in  May  1983.  In 
1984  Forstmann  Little  &  Co.  ac- 
quired Dr  Pepper  in  a  $615  million 
leveraged  buyout.  To  help  pay  for  it, 
the  buyout  firm  shed  assets — selling 
Canada  Dry  and  the  Dr  Pepper  bot- 
tlers. In  November  that  same  year 
Forstmann  Little's  Ted  Forstmann 


moved  Albers  into  the  top  job. 

Now  he  had  his  big  chance.  In  less 
than  two  years  he  cut  overhead  in  hall 
and  put  the  $13  million  annual  savj 
ings  into  marketing  Dr  Pepper. 

He  then  called  upon  Young  &i 
Rubicam  and  told  the  ad  people  he 
wanted  a  new  campaign,  something 
memorable.  Unable  to  match  his  bis 
competitors'  ad  budgets,  Alben 
wanted  to  make  a  few  big  splashes.  He 
decided  to  spend  heavily  on  nationa 
TV .  during  special  events  like  the 
Grammy  music  awards.  One  TV  ad 
had  a  cowboy  soaring  through  space 
in  a  Star  Wars  takeoff — saying  thai 
after  the  cola  wars  Dr  Pepper  would 
be  out  of  the  ordinary. 

Convinced  Albers  was  on  the  righi 
track  in  promoting  his  noncola  bever 
age,  in  August  1986  Dallas-based  in- 
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John  Albers, 
chairman  of 
Dr  Pepper/ 
Seven-Up 
Toughening  his 
executives 
to  successfully 
compete  in 
the  soda  wars. 


vestment  bank  Hieks  &  Haas  bought 
a  stripped  down  Dr  Pepper  from 
Forstmann  Little  for  $406  million  in  a 
second  leveraged  buyout. 

Shortly  thereafter,  Albers  learned 
that  Philip  Morris  wanted  to  sell  the 
rest  of  ailing  Seven-Up,  having  al- 
ready unloaded  Seven-Up's  interna- 
tional operations  to  PepsiCo.  Seven- 
Up  had  a  new  concentrate  plant  and 
Dr  Pepper  needed  more  manufactur- 
ing space.  Albers  persuaded  Hicks  & 
Haas'  Tom  Hicks  to  help  buy  Seven- 
Up  for  Dr  Pepper.  The  price  for  the 
lemon-lime  soft  drink  line:  $240  mil- 
lion. Says  Albers,  "One  of  the  other 
things  I  liked  was  that  Seven-Up  had 
about  $30  million  in  overhead.  I 
knew  we  could  cut  overhead  sharply. 
Today  we  run  both  companies  on  $30 
million." 


With  that  move  Albers  acquired  a 
concentrate  plant  operating  at  only 
30%  of  capacity  and  now  had  a  broad- 
er line  of  sodas  to  offer  bottlers. 
Meanwhile,  luck  was  going  Albers' 
way:  "In  1987  the  good  Lord  gave  us 
Cherry  7UP.  We  sold  40  million  to  50 
million  cases  the  first  year." 

Albers  also  had  the  good  fortune  to 
have  die  services  oflra  Rosenstein.  An 
executive  experienced  in  both  finance 
and  soft  drink  operations,  Rosenstein 
joined  a  Dr  Pepper  subsidiary  in 
southern  California  in  1980  and  in 
1984  was  made  chief  financial  officer 
of  Dr  Pepper  Co. 

Rosenstein  tackled  Dr  Pepper's 
huge,  complex  debt  structure,  the 
legacy  of  two  leveraged  buyouts  and 
the  Seven-Up  acquisition.  At  the  peak 
in  1992  the  company  was  carrying 
$1.3  billion  in  debt,  and  mainly  be- 
cause of  all  the  goodwill  on  the  books 
that  had  to  be  written  off,  the  equity 
was  a  negative  $730  million.  Rosen- 
stein consolidated  and  refinanced,  re- 
ducing average  interest  costs  from 
13.9%  to  7.2%. 

That  enabled  Dr  Pepper  to  go  pub- 
lic in  January  1993,  selling  20.5  mil- 
lion shares  at  $15  each,  raising  $307 
million  to  strengthen  the  balance 
sheet.  Recent  price  of  the  New  York 
Stock  Exchange-listed  shares:  23.  Al- 
bers now  owns  3.6  million  of  the  61 
million  outstanding  shares,  Rosen- 
stein 1.4  million.  Hicks  &  Haas  and 
its  investors  sold  out  to  Prudential 
Insurance,  which  has  since  disposed 
of  its  shares.  But  Tom  Hicks  personal- 
ly owns  883,000  Dr  Pepper  shares. 

Yet  John  Albers  cannot  relax. 
Coca-Cola's  Sprite  has  surpassed 
7UP  with  a  market  share  of  4.9%  to 
3.8%;  some  7UP  bottlers  just  don't 


have  the  money  and  muscle  that 
Coke's  do.  And  a  threat  looms  over 
the  conventional  soft  drink  market: 
the  growing  popularity  of  flavored 
teas,  sports  drinks  and  juice  waters. 
Coke,  Pepsi  and  others  are  spending 
close  to  $200  million  promoting 
these  beverages,  but  Dr  Pepper  has 
only  a  small  line  of  Welch's  fruit- 
flavored  drinks  to  offer. 

Albers  must  also  gear  up  to  go 
overseas.  He  says  he  expects  to  an- 
nounce a  deal  in  September — possi- 
bly in  China — but  elsewhere  the  com- 
pany will  find  itself  a  latecomer  in 
already  crowded  markets. 

Despite  these  problems,  Britain's 
Cadbury  Schweppes  (Canada  Dry, 
Schweppes  and  A&w  Root  Beer)  is 
clearly  interested  in  Dr  Pepper.  Cad- 
bury Schweppes  bought  an  additional 
20%  (it  already  owned  nearly  6%)  of 
Dr  Pepper  shares  last  summer  after 
Prudential  Insurance  sold  in  a  second- 
ary offering  shares  that  it  had  acquired 
in  1988,  when  it  bought  49%  of  the 
company. 

Cadbury  isn't  likely  to  acquire 
more  shares  on  the  open  market  be- 
cause a  poison  pill  would  make  it 
prohibitive.  But  Cadbury  wants  to  be 
a  global  soft  drink  player,  so  it  has  to 
expand  its  5%  market  share  in  the 
huge  U.S.  market. 

What  if  Cadbury  were  to  make  an 
attractive  offer  for  the  rest  of  the 
company?  Albers  thinks  for  a  mo- 
ment, then  punches  the  air:  ""If  it  were 
a  bona  fide  offer,  I  have  a  fiduciary 
responsibility  to  our  shareholders. 
I'm  not  like  some  of  those  CEOs  who 
fight  to  hold  their  jobs.  I'm  gone 
tomorrrow.  I've  done  my  job  build- 
ing the  brands  to  where  they  are 
worth  a  lot  more  money."  H 
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TAXING  MATTERS 

EDITED  BY  LAUM  SMIHPEBS 


With  high-bracket  taxes  at  50%,  are  there  sensible  ways 
a  successful  executive  or  professional  can  shelter 
his  income?  A  few,  but  they  all  have  drawbacks. 

Flimsy  shelter 


If  you  ark  a  high-paid  executive  or 
professional,  your  income  tax  rate  has 
gone  way  up  since  George  Bush  as- 
sumed the  presidency.  At  that  time 
the  top  federal  rate  was  28%.  Now, 
with  the  various  phase-outs  and  sur- 
charges, it  can  easily  top  44%,  says 
Dallas  CPA  Sam  L.  Catter.  Throw  in 
state  taxes  and  you  may  be  keeping 
only  50  cents  on  the  dollar  when  you 
get  a  raise.  In  addition  to  raising  rates, 
Congress  cut  back  allowable  contri- 
butions to  tax-favored  retirement 
plans.  "'They've  eliminated  many  of 
the  planning  techniques  we  used  to 
rely  on,"  says  Paula  Todd,  a  principal 
at  Towers  Perrin. 

Is  there  any  way  to  undo  the  dam- 
age? Yes.  With  deferred  pay.  Or  with 
stock  options.  Or  with  insurance.  But 
there  are  drawbacks  to  all  three. 

Why  not  just  ask  for  a  raise?  To 
restore  your  former  level  of  aftertax 
income,  your  employer  would  have  to 
give  you  $2  for  every  dollar  extra  you 
lost  to  the  taxman.  Lousy  deal.  After 
deducting  a  35%  federal  corporate  tax 
rate,  it  would  cost  your  boss  $1 .30  to 
put  $1  back  in  your  pocket. 

You  could  try  asking  for  deferred 
compensation.  Deferred  compensa- 
tion is  pay  you  earn  now  but  receive, 
with  interest,  at  a  future  date.  Gener- 
ally speaking,  pay  is  taxable  to  you 
when  you  receive  it,  not  when  you 
earn  it.  (This  is  what  it  means  to  be  a 
"cash  basis"  taxpayer,  which  most 
people  are.)  But  by  the  same  token 
your  employer  gets  a  tax  deduction 
for  your  pay  when  you  receive  it,  not 
sooner.  So  deferral  postpones  your 
tax  bill  but  accelerates  your  em- 
ployer's tax  bill. 

With  deferred  pay,  in  theory,  you 
could  benefit  more  than  your  boss 
loses — if  your  tax  rate  is  destined  to  go 
down  while  you're  waiting  for  the 
paycheck.  But  be  careful  in  this  as- 
sumption: The  trend  in  tax  rates  is  up, 
up.  Also  consider  your  employer's 


ability  or  willingness  to  deliver  de- 
ferred pay. 

How  about  stock  options?  Unfor- 
tunately, they  don't  create  any  easy 
way  to  turn  a  large  part  of  your  salary 
into  favorably  taxed  capital  gains.  But 
options  sometimes  still  have  appeal  to 
compensation  planners.  One  attrac- 
tion is  that  they  enable  a  company  to 
reward  executives  without  laying  out 
immediate  cash.  Another  is  that  op- 
tions enable  boards  of  directors  to 
follow  the  current  fashion  of  tying 
compensation  to  performance.  So 
you  may  find  it  easier  to  talk  your 
employer  into  handing  you  an  option 
than  to  wheedle  a  pay  raise  of  compa- 
rable value. 

For  the  very  well  paid,  there  is  a  tax 
benefit:  "Linking  options  to  perfor- 
mance is  one  way  for  a  company  to  get 
around  the  SI  million  limit  on  com- 
pensation deductions,"  says  Dean 
Jorgensen,  CPA  with  Grant  Thornton. 

From  the  employee's  standpoint, 
the  best  variety  of  option  is  the  one 
that  goes  by  the  fatuous  name  "incen- 
tive stock  option."  Fatuous,  because 
all  options  are  intended  as  incentives. 
This  kind  should  be  called  "capital 
gain  option."  Provided  certain  rules 
are  followed,  all  of  your  gain  from 
exercising  the  option  and  then  selling 
the  stock  is  taxed  as  a  capital  gain. 

Here's  an  example  of  how  this 
works.  Suppose  that  when  IBM  is  trad- 
ing at  60,  the  company  hands  you  an 
option  to  purchase  a  share  of  IBM  at 
any  time  in  the  next  ten  years  at  a  price 
of  60.  This  piece  of  paper  might  be 
worth  $10  to  an  option  trader,  but 
you  don't  have  to  declare  the  $10  as 
salary  income.  You  owe  tax  only  if  and 
when  you  exercise  the  option  and 
then  sell  the  stock  at  a  gain. 

Capital  gains  are  taxed  at  a  top 
federal  rate  of  28%,  are  exempt  from 
Medicare  tax  and  are  exempt  from  the 
28%  tax,  too,  if  they  remain  unreal- 
ized at  your  death.  For  this  reason, 


company  stock  bought  under  an  op- 
tion plan  is  a  good  estate  builder. 

Among  the  rules  for  this  type  of 
option:  (1)  It  must  have  a  strike  price 
no  lower  than  where  the  stock  is 
trading  on  the  day  the  option  is  grant- 
ed, as  in  the  example.  (2)  You  can't 
sell  the  stock  sooner  than  two  years 
after  you  got  the  option  or  one  year 
after  you  exercised  it.  ( 3 )  You  have  to 
exercise  the  option  within  three 
months  of  leaving  the  company.  (4) 
Options  on  no  more  than  $100,000 
worth  of  stock  can  first  become  exer- 
cisable by  you  in  any  year. 

There  are  two  disadvantages  to 
these  options.  One  is  that  their  tax 
benefits  begin  to  vanish  if  you  are 
subject  to  the  alternative  minimum 
tax.  The  other  is  that  the  company 
gets  no  tax  deduction  for  the  option. 

What  if  your  options  do  not  qualify 
for  capital  gain  treatment?  Your  tax 
advantages  shrink,  but  your  em- 
ployer's increase.  Specifically:  On  the 
day  you  exercise  the  option,  the 
spread  between  the  exercise  price  and 
the  market  price  becomes  ordinary 
income  to  you  and  a  tax  deduction  to 
your  employer.  So  if  you  get  this  kind 
of  option,  get  a  lot  of  them.  Walt 
Disney  Chief  Executive  Michael 
Eisner  did.  He  made  $202  million  in 
Disney's  last  fiscal  year  from  ordinary- 
income  options.  He  paid  a  high  tax 
rate  on  that  $200  million,  but  Disney 
got  a  handsome  tax  deduction. 

A  variation  on  the  theme:  options 
that  are  in  the  money  on  the  day  they 
are  handed  out.  Popular  name:  dis- 
counted options. 

Suppose,  for  example,  that  when 
IBM  is  at  60,  you  get  an  option  to  buy 
any  time  in  the  next  ten  years  at  30. 
Usually  you  don't  have  to  recognize 
the  discount  as  taxable  income  until 
you  exercise  the  options,  at  which 
time  the  firm  gets  its  tax  deduction.  A 
deep  in-the-money  option  thus  be- 
comes, in  effect,  a  deferred  pay  plan. 
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Suppose  your  employer  doesn't 
want  to  dilute  the  equity  with  a  lot  of 
stock  options.  In  this  case  there  are 
"stock  appreciation  rights'"  and 
"phantom  stock" — terms  often  used 
interchangeably.  Here  you  get  cash 
from  the  company  equal  to  the  appre- 
ciation on  the  stock.  What's  nice  for 
you  is  that  you  don't  have  to  put  up 
any  of  your  own  money  to  exercise 
these  rights.  There  are  no  tax  subtle- 
ties here;  the  bonus  is  taxable  to  the 
employee  and  deductible  by  the  em- 
ployer when  it  turns  into  cash.  How- 
ever, the  company  must  take  a  charge 
,  against  earnings. 

Public  companies,  whose  share- 
holders don't  like  writeoffs,  are  less 
likely  to  issue  these  options.  But  pri- 
vate companies  often  use  them  to 
reward  employees  without  diluting 
ownership. 

Another  variation  is  "restricted 
stock."  Your  employer  awards  you 
t  the  right  to  get  stock  (usually  free  or 
at  a  discount)  with  the  condition  that 
the  right  is  forfeit  if  you  leave  the  firm 
before  a  certain  date  or  don't  meet 
other  goals.  Benefit:  You  can  defer 
taxes  until  the  restriction  lapses.  But 
in  many  cases  you  will  be  better  off 
making  a  so-called  83(b)  election 
within  30  days  of  receiving  the  award, 
and  paying  tax  immediately  on  your 
paper  gain.  That  way,  further  profit 
will  be  treated  as  a  capital  gain. 

Two  sweeteners  sometimes  come 
with  option  plans.  With  one,  the  firm 
allows  the  employee  exercising  an  op- 
tion to  pay  the  exercise  price  by  trad- 
ing in  company  stock  that  he  or  she 
already  owns.  This  saves  the  executive 
from  having  to  raise  the  entire  exer- 
cise price  called  for  in  the  option.  But 
he  will  still  owe  taxes  due  on  the 
exchange. 

The  other  sweetener  involves  giv- 
ing the  employee  who  trades  in  stock 
to  exercise  an  option  a  free,  new 
option  for  the  number  of  shares  he  has 


just  handed  in.  This  windfall  is  justi- 
fied on  the  ground  that  you  wouldn't 
want  to  diminish  the  executive's  stake 
in  the  company  by  dint  of  the  trade- 
in.  Popular  name:  reload  option. 

If  neither  deferred  compensation 
nor  stock  options  work  for  you,  check 
out  life  insurance  as  a  way  for  your 
company  to  get  tax  advantages  for 
you.  One  favorite  is  leveraged  life 
insurance,  an  old  standby  that  Con- 
gress didn't  quite  kill  in  1986. 

The  theory  is  simple:  A  company 
borrows  money — say,  at  8% — to  pay 
the  premium  on  a  large  policy  on  the 
executive's  life,  then  deducts  the  in- 
terest from  its  taxable  income  for  an 
aftertax  cost  of  5%.  Meanwhile,  the 
insurer  credits  the  buyer  with  a  tax- 
free  investment  return  of  7%.  The  firm 
gives  the  policy  to  the  executive  at 
retirement. 

The  executive  has  two  options:  He 
can  cash  the  policy  in,  pocketing  the 
retained  earnings;  or  he  can  die  with  it 


in  force,  and  his  heirs  may  be  able  to 
escape  income  and  estate  taxes,  notes 
David  Bohl,  a  partner  with  Arthur 
Andersen's  financial  planning  group. 

The  other  important  scheme  is 
called  split-dollar  life  insurance.  A 
true  tax  shelter,  it  is  also  very  complex. 
In  essence,  it  is  a  tax-free  loan  from 
your  company  to  you,  using  life  insur- 
ance as  the  conduit  (Forbes,  Oct.  25, 
1 993).  The  driving  force,  again,  is  that 
assets  inside  an  insurance  policy  build 
up  largely  free  of  income  tax. 

The  fact  is  that  none  of  these  things 
can  keep  the  redistributionist  folks  in 
Congress  from  taking  chunks  of  your 
income  to  finance  what  they  think  is 
politically  popular  spending.  So  the 
real  bottom  line  is  this:  The  surest  way 
an  American  can  legally  accumulate 
substantial  capital  these  days  is  by 
building  a  successful  business;  it's 
hard  to  get  there  working  for  some- 
body else  or  by  the  sweat  of  your 
professional  brow.  -L.S.  Hi 
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Michelin  assumed  it  could  always  build 
a  better  mousetrap.  So  why  are  customers 
no  longer  beating  a  path  to  its  door? 

Le  tire,  c'est  moi 


By  Roula  Khalaf 

Earlier  this  year  the  world's  largest 
tiremaker  made  waves  in  Europe  with 
the  launch  of  a  new  tire  called  the 
Michelin  Classic.  The  Classic  was  no 
different  from  its  standard  tire  but  was 
15%  cheaper.  Michelin  discounting? 
Times  sure  have  changed. 

Retailers  and  distributors,  accus- 
tomed to  selling  Michelins  at  premi- 
um prices,  didn't  know  what  to  make 
of  a  move  that  is  already  cannibalizing 
sales  of  higher-priced  Michelin  lines. 
"We  just  don't  understand  what's 
going  on  at  Michelin,"  laments  An- 
dre Bourrec,  head  of  Arc  en  Ciel,  one 
of  France's  largest  tire  distributors. 

The  company  that  revolutionized 
the  tire  industry  with  the  radial  tire 
and  has  long  been  a  technological 
leader  now  seems  to  be  just  another 
tiremaker.  That,  in  part,  is  the  price  it 
paid  for  becoming  the  world's  largest. 

Chuck  Curcio  is  presi- 
dent of  West  Palm  Beach, 
Fla.- based  Tire  Kingdom, 
one  of  the  country's  largest 
retailers.  He  knows  the 
business  inside  out.  "To- 
day," he  says,  "consumers 
don't  find  a  qualitative  dif- 
ference between  tires.  All 
tires  are  good." 

Michelin,  based  in  Cler- 
mont-Ferrand, France,  sur- 
passed Japan's  Bridgestone 
and  the  U.S.'  Goodyear 
when  it  paid  $1.5  billion  in 
1990  for  struggling  Uni- 
royal- Goodrich,  one  of  the 
U.S.'  largest  tiremakers. 
The  timing  was  terrible. 
With  demand  flat,  the  in- 
dustry has  been  suffering 
from  worldwide  overcapac- 
ity and  resulting  price  wars. 
And  with  die  acquisition 
Michelin  got  a  troubled 
company    with  obsolete 


plant  and  equipment. 

Although  it  still  leads  the  world  tire 
industry,  with  revenues  of  around 
$1 1 .5  billion,  Michelin  has  been  slip 
ping.  Last  year  its  revenues  fell  5%  and 
its  operating  margins  dropped  from 
6.4%  to  3.2%.  Return  on  equity?  Neg- 
ative for  three  out  of  the  last  four 
years.  Goodyear's  operating  margins, 
by  contrast,  rose  in  1993  to  10%  from 
9.4%  in  1992.  Bridgestone's  margins 
were  essentially  fiat  at  8%. 

The  company  has  been  run  since 
1955  by  Francois  Michelin,  grandson 
of  one  of  the  company's  founders, 
Edouard  Michelin.  Almost  paranoid, 
Francois  Michelin  bars  outsiders  from 
his  factories  and  is  said  to  routinely 
fire  people  he  suspects  of  spilling 
company  secrets. 

While  it  is  a  public  company  that 
trades  on  the  Paris  Bourse,  and  the 


Francois  Michelin 
He  gives  ground  slowly. 


family  is  believed  to  own  between  5% 
and  10%  of  the  stock,  Michelin  is  still 
run  like  a  French  family  business.  A 
peculiar  corporate  structure  (see  box) 
grants  the  chief  executive  dictatorial 
powers  and  immunity  from  board  and 
shareholder  pressure. 

Last  year  the  company  modified  its 
long-standing  statement  of  goals. 
Added  for  the  first  time  was  the  goal 
of  improving  profitability. 

Michelin's  paternalism  is  legend- 
ary. Not  long  ago  Michelin  employ- 
ees in  Clermont-Ferrand,  an  industri- 
al town  in  central  France  that's  been 
the  company  headquarters  for  a  cen- 
tury, spent  their  whole  lives  at  Miche- 
lin and  were  showered  with  cradle-to- 
grave  benefits.  They  woke  up  in  Mi- 
chelin-built  houses,  sent  their  kids  to 
Michelin  schools,  received  medical 
attention  at  Michelin  hospitals  and 
shopped  in  Michelin-subsidized 
stores. 

When  Michelin  started  building  its 
first  plants  in  the  U.S.  in  the  1970s, 
the  company  wouldn't  hire  anyone 
who'd  ever  worked  for  a  tire  company 
before — lest  they'd  have  to  unlearn 
bad  habits.  Many  recruits  were 
shipped  to  Clermont-Ferrand  for  a 
12 -month  stint. 

If  all  this  care  and  coddling  yielded 
results,  who  could  argue  with  it?  But 
it  doesn't.  Michelin  is  the  least  effi- 
cient producer  in  the  indus- 
try. Its  wage  costs  account- 
ed for  41%  of  sales  in  1992, 
the  most  recent  year  for 
which  data  are  available, 
compared  with  25.4%  at 
Goodyear  and  24%  at 
Bridgestone.  Michelin  reg- 
istered only  $97,000  in 
sales  per  employee,  which 
compares  poorly  with 
Goodyear's  $120,500  sales 
per  employee  and  Bridge- 
stone's  $160,000.  Not  sur- 
prisingly, Michelin  tires  are 
often  the  most  expensive 
brand  on  the  market. 

And  not  surprisingly, 
Michelin  must  resort  to  dis- 
counting, as  consumers  are 
unwilling  to  pay  premium 
prices  for  what  they  increas- 
ingly regard  as  a  commod- 
ity product. 

That  Michelin  has  been 
able  to  survive  as  long  as  it 
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has  is  a  testimony  to  the  peculiar  form 
of  capitalism  practiced  in  France.  Mi- 
chelin  nearly  went  bankrupt  in  1984, 
after  racking  up  over  $1  billion  in 
losses  in  just  four  years,  but  the 
French  government  reportedly  bailed 
out  the  company. 

This  time  around,  it  appears  that 
pressure  from  bankers  is  forcing  Fran- 
cois Michelin  to  make  layoffs.  By  the 
end  of  this  year  the  work  force,  which 
numbered  141,000  in  1990,  will  be 
reduced  by  15%,  to  under  120,000. 
The  schools  in  Clermont-Ferrand 
have  been  turned  over  to  the  French 
government,  the  houses  and  stores 
have  been  sold. 

But     Francois     Michelin  gives 
ground  slowly.  This  is  a  company  that 
dubs  most  of  its  tires  with  numbers 
and  letters,  instead  of  easy-to-remem- 
I  ber  names.  "Michelin  has  the  XH,  the 
IXA4,  the  XH4,  the  MX4.  This  is 
I  crazy;  I'm  confused  myself,"  com- 
plains Tire  Kingdom's  Curcio. 

Emphasize  marketing?  "We  are  sci- 
r.  ence  and  technology  driven,  not  mar- 
[  keting  driven,'1  proudly  declares  Cal- 
I  der  Ehrmann,  a  company  spokesman. 

Until  the  Uniroyal  acquisition,  Mi- 
ll chelin  sold  essentially  only  one  brand: 
I  the  Michelin.  Uniroyal  has  given  Mi- 
chelin a  lesson  in  brand  marketing. 
|  Michelin's  sales  force  in  the  U.S.  now 
I  offers  consumers  tires  at  different 
price  points:  the  premium  Michelin, 
B.F.  Goodrich  for  high-performance 
cars,  Uniroyal  for  the  family  sedan, 
■  and,  finally,  private  brands.  The  intro- 
duction of  the  Classic  is  Michelin's 
timid  attempt  to  offer  variety  in  Eu- 
rope as  well. 

Arc  en  Ciel's  Bourrec  thinks  it 


Michelin  plant  in  Clermont-Ferrand,  France 
No  visitors  allowed. 


would  have  been  smarter  for  Michelin 
to  bring  out  a  whole  new  brand  of 
tires,  not  call  it  a  Michelin,  and  posi- 
tion it  at  a  lower  price  than  a  Michelin. 
Had  it  done  that,  says  Bourrec,  it 
might  have  avoided  the  resulting 
price  war  in  Europe,  home  to  55%  of 
Michelin's  revenues. 

Bourrec  speaks  more  in  sadness 
than  in  anger;  he  is  an  old  Michelin 
customer:  "Francois  Michelin  is  the 
product  of  a  different  generation. 


He's  stuck  in  a  company  and  a  style 
that  he  has  trouble  managing  in  a 
modern  context." 

Francois  Michelin  refused  to  be 
interviewed  for  this  story.  An  under- 
ling's haughty  response  to  our  re- 
quest: "Will  it  make  a  better  tire  if  he 
spoke  to  Forbks?"  Probably  not,  but 
at  least  it  would  be  a  sign  that  Miche- 
lin at  long  last  recognized  that  it  is 
answerable  to  its  shareholders  and  the 
broader  public.  M 


Sleeping 
partners 


Michelin  is  a  public 
company  with  a  twist,  an 
old  oddity  in  French  law 
called  a  societe  en  comman- 
dite par  actions.  It's  a 
kind  of  partnership  be- 
tween management  and 


shareholders,  in  which  the 
shareholders  are  expected 
to  be  sleeping  partners  and 
in  which  the  managers 
have  all  the  say. 

The  outside  partners 
are  expected  to  be  in  deep 
sleep.  Unless  they  are 
unanimous,  they  cannot 
get  rid  of  the  gb'ant,  or 
managing  partner.  There's 
a  board  of  directors,  but  it 
acts  only  as  a  "sounding 
board,"  according  to  Mi- 
chelin. Board  members  can 


vote  only  on  proposals 
put  forth  by  a  managing 
partner. 

Michelin  has  three  ger- 
ants:  Francois  Michelin; 
E,douard  Michelin,  Fran- 
cois' youngest  son;  and 
Rene  Zingraff,  a  long- 
time Michelin  employee. 
The  gerants  receive  no 
salary  or  benefits  but  they 
do  get  12%  of  the  net 
profits,  before  the  payment 
of  dividends. 

Edouard  Michelin, 


great-grandson  of  the  co- 
founder,  and  a  gerant 
since  1991,  is  31.  Barring 
disaster,  he  could  be  run- 
ning Michelin  well  into  the 
21st  century. 

Edouard  may  be  more 
modern  than  his  dad;  he  has 
worked  in  the  U.S.  He 
may  prove  to  be  a  great 
manager,  but  even  if  he 
ends  up  being  a  disaster, 
shareholders  will  have 
little  influence. 
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From  a  bloody  bathtub  to  a  Texas  courtroom: 
the  bizarre  feud  between  Billy  Stanley  and 
his  bankrupt-to-billionaire  father. 

Family  feud 


By  James  R.  Norman 

The  veins  he  had  cut  in  his  feet  had 
stopped  bleeding.  It  was  late  1992 
and  Billy  Stanley  says  he  woke  up 
sitting  in  a  bathtub,  in  a  puddle  of  his 
own  blood,  his  suicide  attempt  a  fail- 
ure. He  says  he  sewed  the  wounds 
himself,  bandaging  them  with  gauze 
and  duct  tape.  Instead  of  dying,  he 
would  get  revenge.  His  tormentor 
was  his  own  father,  John  R. 
Stanley,  the  wily,  litigious 
founder  of  TransAmerican 
Natural  Gas  Corp.,  a  man  who 
became  a  billionaire  from  a 
start  selling  gasoline  in  Spring- 
field, Mass.  back  in  the  1950s 
(Forbes,  May  23). 

Only  a  few  months  before, 
Jack  Stanley  had  banished  Bil- 
ly from  TransAmerican  and 
disowned  him.  Jack  accused 
Billy  of  profiteering  from 
TransAmerican  on  oilfield 
supplies  sold  it  by  a  Laredo 
company  called  World  Energy 
Corp.  that  Billy  had  set  up 
and  am. 

This  June  Billy  struck  back, 
filing  a  suit  in  Houston  laying 
claim  to  25%  of  Jack's  gas-rich 
drilling,  pipe  and  refining  em- 
pire. Tliis  is  one  nice  piece  of 
property.  TransAmerican  may 
be  worth  $2  billion  when  its 
long-mothballed  Louisiana  refinery 
gets  back  in  operation  later  this  year. 
Jack  Stanley  went  through  Chapter 
11  twice — staying  in  bankruptcy  for 
15  of  the  last  20  years — holding  off 
creditors  while  developing  the  re- 
serves. He  was  finally  freed  from 
bankruptcy  last  year.  With  the  credi- 
tors satisfied,  Jack  still  owned  1 00%  of 
the  equity. 

But  Billy's  suit  alleges  that  his 
father  promised  him  25%  of  the  en- 
tire company  in  mid- 1990  as  part  of 
an  arrangement  for  siphoning  off 


money  via  the  equipment  purchases. 
The  suit  says  that  Jack  himself  took 
75%  of  the  profits  from  World  Ener- 
gy's deals  with  TransAmerican, 
sneaking  at  least  $5  million  from 
under  the  noses  of  TransAmerican's 
directors,  auditors,  judges,  banks 
and  creditors. 

Why  would  Jack  turn  on  his  own 


Family  outcast  Billy  Stanley,  dockside  in  south  Florida 
Suing  his  dad  for  what  could  be  half  a  billion  dollars 


son?  Billy's  response  is  that  Jack  de- 
cided 25%  was  too  much  to  give  away 
even  to  a  son.  Pending  was  last  year's 
public  sale  of  $500  million  of  deben- 
tures and  this  year's  $70  million  of- 
fering of  common  stock  in  Trans- 
American's  TransTexas  Gas  Corp. 
subsidiary. 

Jack  Stanley  says  the  suit  is  "totally 
without  merit,"  and  refuses  to  com- 
ment further,  saying  it's  a  family 
matter. 

Billy,  who  now  tends  a  small  boat 
business  in  south  Florida,  admitted  to 


Forbes  that  he's  had  his  ups  and 
downs,  in  both  his  business  and  his 
marriage.  He  is  a  sullen  man  bent  on 
revenge,  but  people  who  have  worked 
with  him  say  he's  not  incompetent, 
that  he  is  in  fact  shrewd,  hardworking 
and  was  being  groomed  as  Jack's 
successor. 

Nor  is  this  the  first  time  questions 
were  raised  about  self-dealing  by  Jack 
Stanley.  "The  board  was  very  con- 
cerned about  these  intrafamily  deals," 
says  TransAmerican  director  George 
Carameros,  "and  so  were  the  banks. 
We  told  Jack  we  felt  it  was  unfortu- 
nate that  he'd  put  Billy  down  there  in 
Laredo.  But  as  long  as  the  bids  [from 
World  Energy]  were  competitive,  we 
had  no  problem.  Still,  if  profits  were 
diverted  back  to  Jack,  we  had  no  way 
of  knowing." 

So  how  could  the  directors  be 
fooled?  Billy's  response  is  that 
the  bids  were  rigged.  "I  al- 
ways got  the  last  look"  on 
bids  to  TransAmerican,  says 
Billy.  So  he  could  always  win. 
Rivals  quickly  figured  out  the 
deck  was  stacked — and  played 
along.  Explains  one  former 
TransAmerican  boss  who 
watched  these  shenanigans 
firsthand:  "When  everybody 
knows  they'll  be  underbid 
anyway,  they'll  put  in  a  high 
bid  and  hope  to  get  hired  as  a 
subcontractor." 

In  a  signed  statement, 
Billy  tells  Forbes  his  father 
used  World  Energy  as  a  sort  of 
slush  fund.  Some  of  the  $5 
million  siphoned  off,  he  says, 
was  paid  to  elected  officials, 
including  Louisiana  Governor 
Edwin  Edwards.  Following 
orders  from  his  father,  usually 
discussed  in  a  bubbling  whirl- 
pool bath  to  avoid  being  overheard, 
Billy  says  that  he  paid  $50,000— 
mostly  in  cash — that  ended  up  with 
Edwards. 

The  alleged  payments  were  ap- 
parently to  keep  state  environmen- 
tal officials  from  clamping  down  on 
TransAmerican's  pollution-prone 
oil  refinery  in  Norco.  Edwards  vehe- 
mently denies  any  payoff:  "Any  alle- 
gation of  cash  payments  to  me  is 
totally  inaccurate." 

Sometimes  greed  is  thicker  than 
blood.  H 
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GLOBAL   

^Prospering  in  a  Changing  World  Economy 


BY  APRIL  W.  KLIMLEY 


Early  in  1994,  a  group  of 
opinion  leaders  from  busi- 
ness and  government  met  in 
Washington  to  discuss  global 
investment  trends  at  a  pri- 
vate symposium  sponsored 
by  Merrill  Lynch,  and  Forbes. 
This  report  is  based  on  the 
symposium  discussion. 

[HE  STAKES  ARE  CHANGING 
OR  THE  GLOBAL  INVESTOR 

[For  many  American  investors,  1993  was 
k  turning  point.  It  was  the  first  time 
many  had  invested  overseas  on  their 
pwn  behalf,  and  returns  of  50%  or  more 
jn  the  Pacific  Rim  and  Latin  America 
eft  them  wanting  more. 

"Resistance  broke  down  in  1993," 
|;ays  Arthur  Zeikel,  president  of  Merrill 
uynch  Asset  Management.  "The  inter- 
lational  mutual  fund  flows  became  a 
ieluge."  The  reason,  according  to 
Zeikel,  was  "a  recognition  of  the  invest- 
nent  opportunities  created  by  the  glob- 
il  trend  toward  democracy."  In  addi- 
lion,  says  Zeikel,  "People  realized  these 
markets  offer  greater  opportunity  along 
vith  the  greater  risk." 

This  increased  sophistication  pre- 
sented panic  among  investors  when 
overheated  emerging  markets  faltered 
ind  the  dollar  fluctuated  in  the  first  half 
j)f  1994.  Asset  flows  into  international 
unds  slowed  but  didn't  stop  dead. 
;  nvestors  seemed  to  be  focusing  instead 
>n  their  long-range  objective:  to 
ncrease  their  international  holdings 
gradually  over  time.  That  objective 
inakes  sense,  considering  the  minimal 
;lobal  holdings  of  most  American 
nvestors. 


A  From  left  to  right:  Launny  Steffens, 
Executive  V.P.,  Private  Client  Group,  Merrill 
Lynch;  Robert  Rubin,  Assistant  to  the  President 
for  Economic  Policy;  Bert  C.  Roberts  Jr., 
Chairman  and  CEO,  MCI  Communications  Corp.; 
The  Right  Honorable  Baroness  Thatcher,  O.M., 
F.R.S.;  Paul  Craig  Roberts,  Distinguished  Fellow 
at  the  Cato  Institute;  Jim  Rogers,  Host  of  CNBC's 
"Your  Portfolio";  Arthur  Zeikel,  President, 
Merrill  Lynch  Asset  Management  Inc.;  Malcolm 
S.  Forbes  Jr.,  President  and  Editor-in-Chief, 
Forbes. 

AMERICANS  ARE 
UNDERINVESTED  ABROAD 

"The  typical  U.S.  investor  is  missing  out 
on  the  enormous  opportunity  to  invest 
in  international  stock,"  observes  Launny 
Steffens,  executive  vice  president, 
Private  Client  Group,  Merrill  Lynch. 
Given  the  changes  in  world  capital  mar- 
kets over  the  last  20  years,  this  limited 
exposure  probably  does  not  make  sense. 

Since  1970,  the  U.S.  portion  of  total 
world  capital  markets  has  dropped  from 
66%  to  37%  in  1993.  During  that  same 
period,  nondollar  stock  markets  have 
frequently  outperformed  their  U.S. 
counterparts.  Yet  until  last  year,  most 
Americans  were  not  participating  in 
that  worldwide  growth  through  their 
investment  portfolios.  Instead,  many 
people  balked  at  global  investing. 


The  average  American 
investor  has  only  around  4%  of 
his  or  her  portfolio  invested  in 
international  securities,  accord- 
ing to  data  from  the  Securities 
Industry  Association.  Many 
people  have  even  less. 

Steffens  thinks  investors 
would  be  better  off  patterning 
their  asset  allocations  much 
closer  to  total  world  capitaliza- 
tions. "If  you  looked  at  world 
markets  and  you  wanted  to  index  your 
holdings,  you'd  have  about  40%  in  the 
U.S.  markets  and  put  around  60% 
everywhere  else,"  he  explains. 

Merrill  Lynch's  own  clients  have 
substantially  larger  global  holdings  than 
the  average  U.S.  investor.  But  even  this 
isn't  really  enough,  according  to 
Steffens.  "I  would  be  very  happy  to  get 
our  clients  up  to  around  25%,"  he  says. 
"But  of  course,  it's  going  to  vary.  Some 
years,  maybe  it  should  be  40%,  and 
some  years,  15%.  I  think  the  whole 
process  of  global  asset  allocation  is 
going  to  be  one  of  the  most  critical 
things  that  people  should  be  concerned 
about  in  the  next  two  decades." 

PARTICIPATING  IN  WORLD  GROWTH 

Given  the  roller-coaster  nature  of  the 
early  part  of  the  year,  1994  seems  to  be  a 
good  time  to  reassess  global  asset  alloca- 
tion and  develop  a  more  selective 
investment  approach,  concentrating  on 
long-term  growth  rather  than  market- 
timing  opportunities. 

"There  has  been  an  explosion  of 
wealth  creation  in  many  parts  of  the 
world,"  observes  Zeikel.  "The  underlying 
conditions  are  the  reason  it  makes  sense 
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to  participate  in  what  is  going 
on.  From  China  to  India,  coun- 
tries are  moving  toward  free 
enterprise." 

Of  course,  opportunity 
varies  region  by  region,  coun- 
try by  country.  And  some 
regions  and  countries 
come  with  greater  risk 
—  liquidity,  political  or 
currency    risk.  Some 
markets   that  promise 
high  growth  rates  are 
very  risky  because  of  their  small  size  and 
the  dominance  of  a  limited  number  of 
primaiy  stock  issues. 

Argentina  is  a  good  example  of 
this.  The  top  ten  stocks  accounted  for 
65.7%  of  the  market's  capitalization  at 
the  end  of  1993.  A  major  move  by  only 
one  or  two  issues  can  affect  the  entire 
market.  And  the  total  size  of  the  market 
itself  is  modest  —  only  $44  billion, 
compared  to  the  $89  billion  capitaliza- 
tion of  a  single  American  company  like 
General  Electric. 

Currency  risks  are  another  factor  to 
consider.  When  a  local  currency  declines 
against  the  dollar,  it  can  wipe  out  all 
securities  gains.  However,  if  the  currency 
strengthens,  an  investor  may 
benefit  from  securities  denom- 
inated in  that  currency,  even 
without  a  price  gain  in  the 
securities  themselves. 

Most  fund  managers 
carefully  analyze  the  currency 
outlook  when  making  deci- 
sions about  where  to  invest. 
Historically,  currency  shifts 
tend  to  balance  out  over  time. 
Often,  proper  asset  allocation 
calls  are  more  important  than 
currency  factors. 

Despite  these  risks,  it  is 
clear  that  global  diversifica- 
tion has  multiple  advantages 
for  many  investors.  It  allows 
investors  to  participate  in 
many  rapidly  growing  non- 
U.S.  economies.  This  year, 
given  the  actions  of  the 
Federal  Reserve,  it  looks  as  if 


A  Arthur  Zeikel,  President, 
Merrill  Lynch  Asset  Management 

"There  has  been  an  explosion  of 
wealth  creation  in  many  parts 
of  the  world." 

only  been  among  the  top  four 
best  performing  developed 
markets  five  times. 


U.S.  economic  growth  will 
be  approximately  3.5%, 
while  the  emerging  markets 
of  Asia  and  Latin  America 
are  expected  to  have  growth 
of  5%  or  better. 

Stronger  economic 
growth  has  often  led  to 
strong    stock  market 
performance. 
Since  1970, 
the  U.S.  equi- 
ty market  has 


MAKING  THE  MOST 

OF  THE  GLOBAL  ADVANTAGE 


The  most  compelling 
reason  to  go  global  is 
also  one  of  the  oldest 
principles  of  invest- 
ing: diversification. 
There  has  been  a 
"global  advantage," 
risk/return  tradeoff,  when  you  diversify 
into  nondollar  equities. 

Adding  these  investments  to  a 


A  Launny  Steffens, 
Executive  Vice  President, 
Private  Client  Group,  Merrill  Lynch 

"The  typical  U.S.  investor  is  missing 
out  on  the  enormous  opportunity  to 
invest  in  international  stock." 


or     positive  \ 


Risk-Return  Performance  Comparisons 

10  Year  Annualized  Rate  of  Return 


18.1 
17.S 


10  Years  Ending  4th  Quarter  1993 


Non-US  Equities 


us  Equities      U.S.   vs.  N  on- U.S. 
1993  Equities  (in  U.S.$) 
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Source:  Russell  Consulting 


10  Year  Annualized  Standard  Deviation 


This  chart  shows  how  adding  non-U. S.  equities  to  a  portfolio  can  increase  your 
rate  of  return.  For  example,  70/30  represents  a  70%  weight  in  U.S.  equities 
and  a  30%  weight  in  non-U. S. equities. 


domestic  portfolio  can  increase  returns 
over  time  and  may  actually  lower  risk- 
One  reason  for  this  is  the  independent 
movements  of  various  equity  markets. 
For  example,  when  the  U.S.  market 
soars,  the  Japanese  market  may  dip  and 
vice  versa. 

Institutional  investors  picked  up 
on  these  principles  years  ago.  That's 
what  prompted  them  to  begin  investing 
globally.  Most  keep  around 
10%  of  their  funds  in  foreign 
securities,  and  some  far  more. 

During  the  past  decade,  it 
has  become  much  easier  to 
invest  abroad  both  for  individ- 
ual and  institutional  investors. 
This  is  because  of  the  explosive 
growth  of  international  mutu 
al  funds,  which  were 
the  fastest-growing 
segment  of  the  mutu 
al  fund  industry  lasl 
year.  The  number  o 
non-U. S.  companies 
listed  on  Americar 
exchanges  through  Americar 
Depositary  Receipts  (ADRs)  also  haj 
increased  substantially. 

Given  the  complexity  of  interna 
tional  investing,  mos 
investors  —  institutional  anc 
individual  alike  —  seek  pro 
fessional  advice.  This  usual! 
means  finding  a  professiona 
adviser  who  selects  individual 
investment  options  or  choos 
es  a  family  of  mutual  fund 
that  provides  these  options 
The  adviser  also  plays  the  rol 
of  a  counterbalance  durinj 
rapid  market  shifts,  keepin; 
the  focus  on  long-term  goals. 

"There  are  a  number  o 
money  management  compa 
nies  that  have  good  solid 
long-term  track  record 
offering  managed  portfolio 
in  a  variety  of  these  areas  o 
the  world,"  Steffens  point 
out.  "These  companies  hav 
created  families  of  funds,  s< 
that  you  can  easily  achiev 
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global  diversification.  Your  fund  raan- 
iger  can  put  money  in  different 
regions,  say,  a  European  fund  or  one 
vvith  Asian  or  Latin  American  issues, 
ind  then  be  able  to  diversify  fund 
assets  at  relatively  low  cost." 

When  it  comes  to  asset  allocation, 
:he  general  rule  for  global  investing  is 
basically  the  same  as  it  is  for  domestic 
loldings:  diversification.  Investing  in  a 
"egional  basket  of  securities  is  less  risky 
:han  investing  in  individual  nondollar 
stocks.  And  the  average  investor  may 
:>e  surprised  to  learn  that  institutional 
nvestors  prefer  nondollar  equities 
:rom  highly  industrialized  countries; 
hey  only  keep  around  7%  of  their 
global  holdings  in  the  emerging  mar- 
cets  that  everyone  likes  to  talk  about. 

The  reason  for  this  is  simple. 


Smaller  markets  can  be  highly  volatile, 
fizzling  as  fast  as  they  mushroomed. 
That's  what  happened  early  this  year  to 
the  Pacific  Rim  funds  —  the  darlings  of 
many  1993  investors.  These  funds 
accounted  for  20  out  of  the  25  worst- 
performing  funds  in  the  first  quarter 
of  1994. 

HAVE  A  LONG-RANGE  OBJECTIVE 

The  lesson  here  is  that  if  you  decide  to 
invest  internationally,  you  should  think 
long-term.  Too  much  concentration  in 
one  country  or  region  means  you'll  run 
the  risks  inherent  in  "market-timing," 
the  same  risks  you  would  encounter  if 
you  bought  too  much  of  one  compa- 
ny's stock  for  your  domestic  portfolio. 

Your  objective  should  be  to  partic- 
ipate judiciously  in  worldwide  growth. 


Fundamental  economic  forces  are  fuel- 
ing positive  conditions  for  growth  in 
most  parts  of  the  globe.  Eight-hundred- 
seventy  million  people  in  India  or  1.2 
billion  in  China  create  a  strong  founda- 
tion supporting  the  development  of  the 
stock  markets  in  those  countries. 

These  are  countries  moving  toward 
more  liberalized  economies.  And  they 
are  accompanied  by  many  other  coun- 
tries in  Eastern  Europe,  Latin  America 
and  elsewhere  around  the  globe. 

"If  these  conditions  continue 
over  the  foreseeable  time  horizon,  as 
I  think  they  will,"  says  Zeikel,  "then 
I  think  individuals  should  have  a 
certain  portion  of  their  assets  devoted 
to  participating  in  this  real  economic 
growth." 


FOCUS  01  EUROPE: 

A  Weak  Recovery  Creates  Selective  Opportunities 


f"W  f  >'ou  missed  the  boat  last 
;  "  M  year  in  the  European  stock 
m  markets,  don't  despair.  Just 
JL.  invest  more  selectively. 
That's  the  consensus  among  the  experts 
hese  days  who  see  a  turnaround  devel- 
oping on  the  Continent,  despite  recent 
'itters. 

"In  Europe,  you  have  the  begin- 
ning of  a  business  recovery,"  observes 
vlerrill  Lynch's  Arthur  Zeikel.  "This  is 
opening  up  selective  investment  oppor- 
tunities, despite  longer-term  structural 
broblems." 

Those  fundamental,  long-term 
Problems  remain  very  visible.  They 
nclude  high  unemployment  and  an 
Lging  infrastructure.  But  signs  of  a 
recovery  seem  to  be  overshadowing 
hem.  Many  European  corporations 
vith  strong  exports  or  foreign  earnings 
eported  surprisingly  good  results  for 
fate  1993. 

That  demand  for  European  exports 
|ind  services  has  been  led  by  the  U.S.  In 
|i  certain  sense,  the  U.S.  economic 


recovery  has  acted  like  an  engine, 
pulling  Europe  along  behind  it. 

Of  course,  Great  Britain  started 
emerging  from  its  slump  last  year. 
Germany  and  France  appear  to  be 
recovering  from  what  is  their  worst 
recession  since  World  War  II. 

An  increase  in  consumer  spending 
is  also  helping  this  recovery  along.  Car 
sales  of  European  auto  makers  are 
increasing,  aided  by  certain  govern- 
ment buying  incentives  and  the  rise  of 
the  yen  that  makes  Japanese  cars  more 
expensive. 

In  the  past  year,  the  Bundesbank 
has  been  lowering  German  interest 
rates.  If  this  keeps  up,  it  will  attract 
greater  capital  investment,  since  lower 
interest  rates  make  equities  more  attrac- 
tive, relative  to  bonds.  European  com- 
panies also  are  happy  with  the  lower 
energy  costs  that  resulted  from  the  1993 
decline  in  oil  prices  and  the  fact  that 
inflation  is  remaining  at  bay. 

Behind  these  signs  of  recovery  lie 
several  other  much  more  far-reaching 


A  The  Right  Honorable 
Baroness  Thatcher,  O.M.,  F.R.S. 

"A  nationalized  industry  is  not  efficient. 
Why  should  it  be?  It's  got  a  treasury 
checkbook  behind  it. " 


changes.  These  have  to  do  with  the 
restructuring  of  European  corpora- 
tions. Executives  have  finally  recog- 
nized they  were  pricing  themselves  out 
of  the  market.  This  was  the  result  of  the 
high  cost  of  labor  and  expansive  social 
programs  that  came  from  the  protec- 
tionist and  socialistic  policies  that  pre- 
vailed in  Europe  after  World  War  II.  To 
counter  this,  many  companies  have 
adopted  widespread  corporate  restruc- 
turing and  cost-cutting  programs  along 
the  lines  of  those  undertaken  a  few 
years  ago  in  the  U.S. 

A  great  deal  also  depends  on  gov- 
ernment policies  within  a  country. 
Paul  Craig  Roberts,  distinguished  fel- 
low at  the  Cato  Institute,  takes  the  posi- 
tion that  most  governments  have  weak 
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Market  Capitalization 


economic  policies  at  best. 
For  example,  he  says,  "Italy 
and  France  both  have  very 
large  nationalized  sectors. 
They  know  they  don't  want 
them  anymore.  They  can't 
afford  them,  and  not  just 
because  they  drain  from 
the  budget,  but  also 
because  of  all  the  political 
corruption  associated  with 
them.  So  they're  willing  to 
privatize."  He  adds  that  there  are  poli- 
cy opportunities  in  France,  like  bring- 
ing down  the  cost  of  labor,  "that  would 
create  amazing  expansions  and  capital 
flows  into  these  countries.  It 
would  revitalize  Europe." 
Government  policies  do 
seem  to  be  changing,  though 
not  as  drastically  as  Roberts 
would  like. 

When  France  decided  to 
sign  the  Uruguay  round  of 
GATT,  despite  opposition 
from  its  farmers,  it 
was  a  sign  that  Europe 
was    moving  away 
from    the  "Fortress 
Europe"  mentality. 
GATT  will  force  every 
European  company  to  com- 
pete on  a  more  level  playing 
field  worldwide. 

The   privatization  of 
state  companies  is  another 
significant  trend  that  began 
in   Great   Britain   in  the 
1980s      under  former 
Prime  Minister  Margaret 
Thatcher's  Conser- 
vative government 
and  quickly  spread  to 
the  Continent. 

"There  is  a  lot  of 
privatization  going  on 
in  Europe,"  says  Lady  Thatcher.  "We 
led  the  way.  in  Great  Britain,  and  now 
France  is  doing  it,  because  a  national- 
ized industry  is  not  efficient.  Why 
should  it  be?  It's  got  a  treasury  check- 
book behind  it. 


Europe 
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A  Paul  Craig  Roberts, 
Distinguished  Fellow,  The  Cato  Institute 

"Italy  and  France  both  have  very 
large  nationalized  sectors. 
They  can't  afford  them. " 


Among  the  European  markets,  the  United 
Kingdom  is  the  largest,  in  terms  of  market  cap- 
italization, while  France  and  Germany  are  in 
second  place  at  3.5%. 


some  of  these  privatizations,  in 
my  view,  it  would  be  a  reason- 
able investment  risk  for  a  cer- 
tain amount  of  money.  But 
you  have  to  look  pretty  care- 
fully at  the  valuation  of  their 
shares."  She  adds,  "Some  of 
these  countries  are  learning 
from  us  in  Great  Britain.  And  I 
think,  in  the  end,  that  in 
some  European  nations, 
national  pride  will  get 
stronger." 

What  does  all  this 
mean  for  U.S.  in- 
vestors, especially  those  who 
did  not  participate  in  the 
impressive  market  rise  of  the 
major  European  markets  in 
1993? 

Launny  Steffens  of 
Merrill  Lynch  suggests  that 
Europe  is  looking  and  acting 
like  a  "cyclical  stock."  Thus, 
he  has  several  sugges- 
tions for  selective 
The  first 


"If  you  get  in  at  the  beginning  on 


▲  Bert  Roberts,  Chairman  and 
CEO,  MCI  Communications  Corp. 

"The  European  Community  has  taken  investment 

a  very  proactive  approach  to         of  these  is  lo  invest  in 
opening  up  telecommunications."      cyclical  stocks  them- 
selves: those  that  bene- 
fit from  a  rise  in  consumer  spending  as 
the  recession  trails  off. 

A  second  possibility  would  be 
to  purchase  shares  in  companies 
that  improve  productivity.  Many  of 
these  are  high-tech  companies  like 
software  producers  and  telecom- 


munications giants. 

"The  European  Com 
munity  has  taken  a  very 
proactive  approach  to  open 
ing    up  telecommunica- 
tions," says  Bert  Roberts, 
chairman  and  CEO  of  MCI 
Telecommunications  Corp. 
"Maybe  it's  not  as  fast  as 
some  would  like,  but  greater 
competition  is  coming,  and 
history  suggests  that  there's 
a  very  good  correlation  between  growth 
in    Gross    Domestic    Product  and| 
telecommunications." 

A  third  opportunity  lies  in  the 
engineering  sector,  where  many  firms 
are  helping  emerging  nations  build  a 
new  infrastructure  or  industrializec 
nations  modernize.  Fourth  is,  of  course 
the  privatization  of  state  companies. 

Even  if  all  this  sounds  on  target 
investors  may  still  be  worried  about  the 
potential  impact  of  higher  U.S.  interes 
rates  on  European  and  other  markets 
In  particular,  they  suspect  such  rise 
could  put  a  damper  on  the  fragile 
European  recovery.  Such  move 
already  have  caused  German  long-tern 
interest  rates  to  rise.  There  seems  to  b 
some  correlation  in  the  movement  o 
interest  rates  in  the  U.S.,  Japan  anc 
Europe  today. 

However,  historically,  the  U.S.  ane 
European  markets  have  not  necessaril 
moved  in  tandem.  Indeed,  there  is  com 
paratively  limited  evidence  of  a  spillove 
effect,  except  in  periods  of  unusua 
market  activity  such  as  the  1973  oi 
shock  or  the  1987  market  crash. 

"Right  now  we're  looking  at  Europe 
as  a  short-term  investment  opportunir 
on  a  selective  basis,"  says  Zeikel.  "This  i 
the  result  of  the  present  business  cycl 
recovery.  Investors  should  concentrat 
on  this,  selectively.  This  is  not  necessari 
ly  a  long-term  call." 

Look  for  the  next  symposium  repot 
in  the  September  26  issue  of  Forbes. 


Author  April  IV.  Klimley  is  a  Mew  York-based  financit 
journalist  who  specializes  in  writing  about  global  inves 
ing  401  (k)s  and  retirement  and  tax  planning. 

Design:  Pagnano  &  Pagnano  Inc.,  New  York  City. 
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Sorting  out  children's  problems  is  a  heavy 
responsibility.  Bureaucrats,  who  often  have 
their  own  agenda,  are  not  the  best  sorters. 


Autistic .  • . 
01*  just  shy? 


BY  THOMAS  SOWELL 


Dr.  Thomas  Sowell  is  an  economist 

and  a  senior  fellow  at  the  Hoover  Institution 

in  Stanford,  Calif. 


[As  A  result  of  writing  about  my  son, 
I  who  did  not  talk  until  he  was  almost 
|  four  years  old,  I  have  received  letters 

from  dozens  of  other  parents  of  simi- 
:  lar  children.  In  addition  to  all  the 
[anxieties  and  pressures  that  go  with 

having  a  child  whose  future  is  under  a 
!  dark  cloud,  some  of  these  parents 
phave  had  to  contend  with  a  problem 

that  I  did  not  have  to  deal  with — 
i  government  evaluation  and  labeling 
I  of  their  children. 

Back  when  my  son  was  not  talk- 
I  ing — he  is  now  grown  and  a  computer 

specialist — I  took  him  to  private  phy- 
:  sicians  in  hopes  of  getting  answers 
fthat  never  came.  Some  of  today's 

parents  of  late-talking  children  are 
jialso  having  that  experience.  But  some 
J,are  having  a  worse  experience  and  so 
:  are  their  children. 

Those  who  take  their  children  to 
1  the  local  school  district  to  be  evaluat- 
ied  for  readiness  to  enter  kindergarten 
flor  the  first  grade  face  government 
|  bureaucratic  medicine.  First  of  all,  the 
j  evaluations  scheduled  for  these  small 

children  can  go  on  for  hours.  The 

child's  fears,  anger,  frustration,  tears 
lor  even  desperate  attempts  to  escape 

out  the  door  make  no  difference  to 
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the  bureaucratic  machine  that  keeps 
moving  at  its  own  pace. 

Worst  of  all,  the  fact  that  some 
three-year-old  can't  take  this  long, 
drawn-out  and  unfamiliar  routine 
with  strangers  increases  the  chances  of 
getting  a  label — perhaps  even  "au- 
tism." Such  a  label  can  change  the 
course  of  the  child's  education  and  his 
life.  And  it  is  devastating  to  the  par- 
ents. But  still  the  bureaucratic  machine 
keeps  turning  at  its  own  inexorable 
pace  for  its  own  inscrutable  purposes. 

Some  parents  report  very  different 
diagnoses  from  private  practitioners 
from  what  they  received  from  various 
teams  of  evaluators  appointed  by  the 
local  school  district.  Dire  diagnoses 
from  the  school  district  team  have  in 
more  than  one  case  been  contradicted 
by  private  physicians,  psychiatrists  or 
neurologists.  One  such  practitioner  said 
that  she  often  gets  children  falsely  la- 
beled "autistic"  because  such  labels 
may  be  applied  "for  funding  purposes." 

Since  schools  get  more  money  for 
children  labeled  abnormal  in  some 
way,  the  incentives  for  pigeon-holing 
are  very  great.  This  does  not  mean 
that  those  on  the  school-appointed 
team  are  simply  lying  through  their 
teeth  for  money.  Autism  has  symp- 
toms found  in  many  people  who  are 
not  autistic.  It  is  not  a  precision 
term  but  covers  a  spectrum,  much 
like  the  word  "explosives,"  which 
can  cover  anything  from  firecrackers 
to  nuclear  missiles. 

Not  only  does  the  term  autism  cover 
a  spectrum,  whether  a  given  child  be- 
longs anywhere  on  that  spectrum  at  all 
can  be  a  judgment  call — and  if  "fund- 
ing purposes"  influence  that  judgment, 
that  can  mean  needless  anguish  for 
parents  and  a  needless  sidetracking  of 
children  into  a  blind  alley. 


Another  extraneous  influence 
sometimes  comes  in.  One  little  boy 
was  described,  in  his  mother's  pres- 
ence, as  a  "gold  mine"  for  research 
purposes.  In  other  words,  the  team 
was  interested  in  what  the  child  could 
do  for  them,  rather  than  what  they 
could  do  for  him. 

Again,  this  is  where  the  incentives 
lead.  There  are  government  programs 
out  there  that  need  warm  bodies.  Just 
as  Hispanic  schoolchildren — and 
sometimes  even  native  black  chil- 
dren— are  dragooned  into  "bilin- 
gual" programs,  so  the  classes  for 
students  with  various  "handicaps" 
need  to  be  filled  to  justify  people's 
programs,  budgets  and  careers. 

Fortunately,  the  little  boy  who  was 
supposed  to  be  a  "gold  mine"  instead 
went  on  to  talk  and  to  attend  regular 
classes  as  a  happy  and  well-behaved 
little  boy.  At  the  first  evaluation,  how- 
ever, he  was  frantic  and  wild,  throw- 
ing things  at  the  evaluators — who  sol- 
emnly informed  his  mother  that  he 
was  autistic. 

Anyone  who  has  ever  been  a  parent 
of  a  three-  or  four-year-old — no  mat- 
ter how  "normal" — could  tell  the 
experts  that  hours  of  examinations  by 
strangers  in  a  strange  setting  can  get 
any  of  them  unstrung  on  a  given  day. 
Yet  decisions  with  lifelong  implica- 
tions are  made  on  the  basis  of  such 
procedures. 

Money  and  research  are  not  the 
only  reasons.  Common  sense  might 
dictate  a  deviation  from  such  proce- 
dures and  rigid  routines.  But  com- 
mon sense  cannot  claim  to  be 
"science"  and  common  sense  may 
not  protect  the  expert's  career — or 
even  protect  him  from  lawsuits  if  he 
does  one  thing  in  one  situation  and 
another  thing  when  circumstances 
are  different.  In  short,  bureaucratic 
rigidity  is  the  path  of  least  resistance. 

None  of  this  means  that  all  late- 
talking  children  have  no  problem. 
Many  have  a  variety  of  very  serious 
problems.  But  there  are  others  who 
grow  up  to  lead  normal  lives  and 
display  above-normal  intelligence. 
Sorting  them  out  is  a  heavy  responsi- 
bility, and  bureaucratic  medicine 
may  not  be  up  to  that  responsibil- 
ity— or  to  many  other  heavy  respon- 
sibilities that  it  seems  about  to  be 
taking  on  under  the  guise  of  "univer- 
sal health  care."  m 
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Cutting  and  "restructuring"  are  in  fashion— 

t  Emerson  Electric  started  early  and  got  there  first. 
Now  the  big  St.  Louis  manufacturer  is  shifting  gears. 
What  does  this  mean  for  the  rest  of  us? 

It  ain't  broke, 
but  fix  it  anyway 


By  Seth  Lubove 

YOU  DON'T  REALLY  know  what  the 
term  "competitive1'  means  until  you 
spend  some  time  with  Charles 
(Chuck)  Knight,  longtime  chairman 
and  chief  executive  of  Emerson  Elec- 
tric Co.  Here's  a  58-year-old  so  com- 
petitive that  he  made  a  $100  bet  last 
year  with  General  Electric 's  Jack 
Welch — no  slouch  himself  in  the 
adrenaline  department.  The  bet  was 
about  which  company  can  produce 
the  greater  number  of  inventory  turns 
over  two  years.  At  the  halfway  point, 
Emerson  is  ahead:  6.3  to  6. 

Almost  by  rote,  most  chief  execu- 
tives will  aver  they  are  focused  on  the 
bottom  line.  Rarely  do  they  have  the 
numbers  to  prove  it.  Knight  does. 

Consider  this:  Adjusted  for  infla- 
tion, Emerson  Electric's  revenues 
have  barely  increased  in  the  past  half- 
dozen  years.  Yet  in  that  period  its 
earnings,  cash  flow  and  dividends  per 
share  have  all  increased  by  about  50%. 

Knight  has  maintained  Emerson's 
unbroken  string  of  36  years  of  in- 
creased earnings — 146  quarters  so 
far.  Major  U.S.  corporations  that  can 
match  that  are  rare  indeed.  From 
1957  right  through  today,  Emerson's 
earnings  curve  slopes  steadily  up. 

Hot  technology  products?  Not  at 
all.  The  104-year-old  Emerson  makes 
such  prosaic  things  as  refrigerator 
compressors,  pressure  gauges  and  In- 
Sink-Erator  garbage  disposals.  Basic 
products,  essential  to  industry.  But 
few  command  price  premiums  based 
on  proprietary  technologies.  Emer- 
son's markets  are  so  competitive  that 
it  has  operated  without  significant 
price  increases  since  the  mid-1980s. 
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At  Emerson's  bucolic  St.  Louis, 
Mo.  headquarters,  the  rarely  inter- 
viewed Knight  drapes  a  loafered  foot 
over  the  corner  of  a  conference  table, 
munches  on  a  raisin  bagel,  sips  black 
coffee  and  ruminates:  "Fundamental- 
ly, we've  had  a  tough  ten  years." 

Who  hasn't?  Here's  the  difference: 
Early  in  the  1980s  Emerson  recog- 
nized a  tectonic  shift  in  the  business 
environment.  More  important,  it  act- 
ed promptly  and  decisively  to  meet  it. 

Knight  remembers  that  back  in 
1984  Whirlpool  told  Emerson  good 
compressors  were  available  for  $30  in 
Brazil  at  a  time  when  U.S.  compres- 
sors using  Emerson  motors  cost  $40. 
Knight  sent  now  Senior  Vice  Chair- 
man Albert  Suter  to  Brazil  to  check  on 
this  new  competition.  Suter  found  the 
Brazilian  motor  plant  was  no  primi- 
tive operation  but  a  new,  automated 
plant  that  was  buying  raw  steel  for 
25%  less  than  Emerson  paid  in  the 
U.S.  No  wonder  imports'  share  of  the 
U.S.  motor  market  jumped  to  almost 
20%,  from  5%  to  10%. 

Before  most  U.S.  businesses,  Em- 
erson woke  up  to  the  truth  about 
foreign  competition:  It  was  based  on 
more  than  cheap  labor,  and  it  was  here 
to  stay.  After  Brazil,  Suter  paid  a  visit 
to  a  Pohang  steel  mill  in  Korea.  Same 
thing.  Lower  costs,  yes,  but  state-of- 
the-art  equipment,  too.  Suter:  "I 
said,  'We  are  now  competing  in  a 
global  economy,  and  we  have  to  be 
competitive  cost-wise.'  "  (Today 
Suter  sees  another  efficient,  low-cost 
source  of  industrial  equipment  grow- 
ing in  Central  and  Eastern  Europe.) 

Knight  didn't  waste  time  grousing 


about  unfair  foreign  competition.  He 
launched  Emerson's  "best-cost  pro- 
ducer" strategy — achieving  the  low- 
est cost  consistent  with  quality.  The 
aim  was  to  reduce  expenses  to  a  point 
where  the  company  could  compete 
effectively  with  imports. 

Impossible?  Given  lower  foreign 
labor  rates,  a  lot  of  people  would  say 
so,  but  that  would  be  an  excuse,  not  a 
recipe  for  survival.  Within  a  few  years 
Emerson  shut  down  more  than  30 
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high-cost  plants,  shifting  production 
to  low-cost  regions  in  the  U.S.  or  out 
!of  the  country.  It  shed  businesses 
generating  $1.4  billion  in  revenues 
w  here  it  could  see  little  hope  of  com- 
peting profitably.  Out  went  the  de- 
fense and  construction  businesses,  as 
well  as  Weed  Eater  gardening  tools. 

It  worked.  A  decade  ago,  for  exam- 
ple, a  Japanese  plant  in  Malaysia  could 
offer  temperature  sensors  for  washing 
machines  for  20%  below  Emerson's 


prices.  Today  Emerson's  costs  are  be- 
low the  Japanese,  and  it  has  regained 
market  share. 

Because  of  intense  domestic  and 
foreign  competition,  Emerson  last 
year  was  unable  to  get  even  enough  in 
price  increases  to  match  inflation.  Yet 
its  net  profit  margin  after  taxes  was  a 
little  shy  of  9  cents  on  the  sales  dollar. 
That's  far  higher  than  the  industry 
average  and  a  full  point  better  than  in 
1987,  when  revenue  growth  stalled. 


Emerson  Electric's  Charles  (Chuck)  Knight 
"Fundamentally,  we've  had 
a  tough  ten  years." 


So  Chuck  Knight  is  happy  now? 

No,  Chuck  Knight  is  very  dissatis- 
fied. Almost  as  dissatisfied  as  ten  years 
ago  when  the  Brazilians  and  Koreans 
were  about  to  eat  his  lunch.  Now  he 
worries  that  his  concentration  on 
profit  margins  has  caused  his  manag- 
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New  motor  testing  at  Emerson's  Motor  Tech- 
nology Center  and  chipmaking  at  Rosemount 
Advanced  Development  Center  (far  right) 
Just  meeting  the  profit  plan  is  no  longer 
good  enough;  to  increase  revenues, 
new  products  are  also  a  must. 

ers  to  neglect  the  other  side  of  suc- 
cessful management:  growth.  Listen 
to  him:  "The  pressure  of  the  last  ten 
years  has  been  so  great  that  I  became 
tunnel-visioned  on  [profit  margins]." 

So,  though  Emerson  Electric  isn't 
broken,  Knight  has  set  about  fixing  it. 

At  the  beginning  of  1993  he  clois- 
tered a  1 5 -member  group  of  Emerson 
executives  in  a  conference  room  and 
asked  them  to  tell  him  what  he  was 
doing  wrong.  They  told  him  that  he 
needed  to  create  an  environment  that 
would  encourage  revenue  growth  as 
well  as  profit  margins. 

Knight  got  the  message.  "We  are 
shifting  gears  to  growth,"  he  says. 

He  immediately  made  changes  in 
Emerson's  planning  process.  Emer- 
son's exceptionally  detailed  planning 
is  a  classic  of  its  kind,  subject  of 
countless  admiring  business  school 
case  studies.  It  seeks  to  identify  prob- 
lems before  they  emerge  and  start 
doing  something  about  them  at 
once — to  head  them  off  at  the  pass. 

Forecasts  emerging  from  the  plan- 
ning process  alerted  Knight  a  decade 
ago  that  his  competition  was  no  long- 
er domestic  but  international.  That 
now  seems  an  obvious  conclusion.  It 
wasn't  as  obvious  then.  Nor  did  many 
companies  have  the  discipline  to  ac- 
cept the  painful  conclusion  and  reori- 
ent their  entire  operations. 

Rigorous  planning  is  the  heart  of 
Chuck  Knight's  Emerson,  and  it  in- 
volves every  aspect  of  the  business. 
For  example,  every  two  years,  every 
one  of  its  more  than  70,000  salaried 
and  hourly  employees  is  asked  to  till 
out  lengthy  opinion  surveys,  which 
ask  questions  such  as:  "Is  the  plant 
manager  competent  and  doing  a 
good  job?"  and  "If  you  were  starting 
over,  would  you  go  to  work  for  this 
plant  againr"  The  surveys  are  more 
than  employee  relations  ploys.  If 
more  than  a  third  of  the  responses  to 
the  above  questions  are  negative,  the 
division  manager  must  come  up  with 
a  proposal  for  correcting  the  defects. 

Knight's  concern  for  worker  mo- 


rale is,  in  part,  calculated.  You  cannot 
become  as  efficient  as  Emerson  has 
become  if  you  must  deal  with  restric- 
tive work  rules  and  disgruntled  work- 
ers. No  surprise  that  Emerson  is  al- 
most entirely  nonunion — and  no  sur- 
prise either  that  Knight  wants  to  keep 
it  that  way.  So  he  uses  these  surveys  as 
a  way  of  keeping  in  touch  with  the 
people  who  man  the  assembly  lines. 

Knight  knows  something  of  what 
life  is  like  down  there  on  the  assembly 
line.  When  he  was  16,  his  father, 
Lester,  a  well-known  Chicago  busi- 
ness consultant,  sent  Chuck  off  to  a 
Canadian  foundry  to  literally  sweat  it 
out  with  the  workers.  After  that,  play- 
ing end  on  Cornell's  1956  varsity 
football  team  was  a  breeze. 

Chuck  Knight  put  his  kids  through 
a  similar  mill.  In  1973,  the  summer 
that  his  eldest  son,  Lester,  turned  16, 
Chuck  packed  him  off  not  to  camp 
but  to  Chicago.  There  the  young 
Knight  crawled  into  dirty  foundry 
kilns,  humbly  taking  orders  from 
hardened  supervisors.  Lester,  36, 
who  now  runs  Baxter  International's 


$5.6  billion  U.S.  health  care  business, 
recalls:  "He  wanted  me  to  learn  that 
most  people  in  Anerica  work  in  very 
tough  jobs,  on  factory  lines,  and  all 
those  jobs  are  an  important  part  of 
what  makes  industry  go.  I  learned 
from  the  ground  up." 

If  the  thoughts  and  feelings  of  the 
workers  count  heavily  in  Emerson's 
planning  process,  so  do  those  of  the 
executives.  Knight  goes  to  great 
lengths  to  get  to  know  them  and  to 
plan  their  futures.  He  ushers  a  visitor 
into  a  locked,  unmarked  room  down 
the  hall  from  his  office.  Covering  the 
walls  are  passport- size  photographs  of 
Emerson's  650  top  managers,  each 
bearing  a  short  resume  of  their  cur- 
rent and  past  postings.  Color-coded 
stickers  indicate  the  managers'  level  of 
experience — and  whether  they  are 
ready  for  promotion. 

The  visitor  tests  Knight's  knowl- 
edge at  random,  asking  about  a  young 
plant  manager  in  Michigan.  Without 
hesitation,  Knight  reels  off  the  man- 
ager's employment  history  (formerly 
in  Ithaca,  N.Y.),  where  he  went  to 
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school  (like  Knight  himself,  a  gradu- 
ate of  Cornell's  business  school),  and 
professes  concern  about  the  man's 
family  problem  (he  has  to  fly  home 
even'  weekend  to  be  with  his  wife,  still 
living  in  Ithaca). 

But  the  most  important  part  of  the 
planning  process  is  the  forecasts — and 
it  is  these  forecasts  that  led  Emerson 
to  decide  to  switch  from  an  efficiency- 
is- all  mode  to  a  growth  mode.  The 
forecasts  were  beginning  to  show  that 
further  gains  from  cost-cutting  would 
be  marginal.  To  keep  that  profit  line 
climbing,  Emerson  would  have  to 
maintain  operating  margins  but  gen- 
erate larger  sales  volumes. 

Knight  actually  spends  60%  of  his 
time  attending  these  and  other  plan 
ning  sessions,  many  held  at  Emer- 
son's rural  Winfield  conference  center 
outside  St.  Louis,  a  rambling,  ranch- 
style  building  on  a  former  private 
estate.  Scores  of  managers  from 
Emerson's  50  divisions  shed  their 
suits  and  ties  and  arrive  here  lugging 
thick  binders  of  charts  and  graphs. 
Standing  before  Knight,  who  is  often 


accompanied  by  his  right-hand  man, 
the  barrel-chested,  cigar-chomping 
senior  vice  chairman,  Al  Suter,  the 
managers  present  multiyear  business 
analyses,  budgets  and  forecasts. 

The  sessions  are  neither  polite  gab 
fests  nor  opportunities  for  grand- 
standing. Those  attending  know  one 
thing:  No  matter  how  strong  their 
arguments,  Knight  and  Suter  are  go- 
ing to  try  to  tear  them  apart. 

"The  concept  is  to  disagree  with 
the  thesis  being  presented,  irrespec- 
tive of  the  thesis,"  explains  Robert 
Staley,  vice  chairman  and  chief  ad- 
ministrative officer.  It  is,  as  one  busi- 
ness unit  manager  describes  it,  "an 
intense  lV2-day  session  in  which.  .  .  ." 
He  hesitates.  "In  which  even  your 
heredity  gets  questioned." 

Yes,  Chuck  Knight  salts  his  talk 
with  "bastards"  and  "sons  of  bitch- 
es," but  this  is  part  of  the  questioning 
and  testing  of  every  proposal,  every 
hypothesis.  Says  Knight:  "People 
who  do  the  planning  present  it  to  the 
people  who  do  the  approvals.  There 
are  no  levels  of  bureaucracy." 


In  these  planning  sessions,  there 
sits  Knight,  in  the  middle  of  the  room 
in  an  environment  reminiscent  of  the 
bridge  of  the  starship  Enterprise,  fac- 
ing three  huge  screens  for  displays  of 
charts  and  graphs.  He  peppers  execu- 
tives with  questions.  He  is  intimidat- 
ing, but  managers  learn  that  he  re- 
spects those  w  ho  counter  his  intimi- 
dation with  facts  and  figures. 

If  the  manager  making  the  forecasts 
can  stand  up  to  the  withering  analysis 
from  Knight  and  Suter,  the  plan  be- 
comes the  business'  operating  blue- 
print. Rut  woe  betide  the  hapless 
manager  who  is  unable  to  answer 
questions  satisfactorily.  Knight  has 
been  known  to  stalk  out  of  such  meet- 
ings trailing  a  stream  of  obscenities. 

With  growth  high  on  the  agenda, 
propositions  that  might  have  sent 
Knight  storming  from  the  room  a 
couple  of  years  ago  get  a  full  hearing. 
Recently,  Joe  Adorjan,  head  of  the 
process  controls  group,  got  approval 
from  Knight  for  a  potentially  big  new 
product  that  will  cost  a  lot  more  in  the 
first  few  years  than  it  will  earn  back  in 
that  time.  "Three  years  ago  Knight 
would  have  been  more  interested  in 
how  fast  we  could  get  there  and  he 
would  have  been  more  protective  of 
margin,"  says  Adorjan. 

Until  last  summer,  at  least  half  of 
the  time  spent  in  planning  sessions 
focused  on  costs,  margins  and  profits. 
Businesses  that  met  margin  goals 
were  left  alone  while  top  management 
swarmed  all  over  the  laggards.  Not 
surprisingly,  managers  had  little  in- 
centive to  go  for  revenue  growth  or 
for  risky  new  products  that  might 
penalize  profits  in  the  short  am. 

But  now  risk-taking  is  encouraged 
and  making  mistakes  is  more  accept- 
ed. Once,  Knight  was  very  unforgiv- 
ing of  mistakes;  they  threatened  his 
beloved  margins.  No  more.  Now  he 
realizes  that  taking  risks  and,  yes,  even 
blowing  it  occasionally  are  essential 
components  of  revenue  growth. 

To  make  sure  the  message  gets 
through  that  Knight  has  refocused 
toward  growth,  he  has  established  a 
new  rule:  Planning  sessions  now  focus 
exclusively  on  sales,  new  product  de- 
velopment, overseas  expansion  and  so 
on.  Discussions  about  profits  are  held 
separately  with  lames  Berges,  an  exec- 
utive vice  president  known  informally 
as   Emerson's  "profitability  czar." 
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Bei  ges  is  keeping  an  eye  out  for  bloat, 
but  a  manager  can  no  longer  expect 
smiles  if  he  presents  forecasts  without 
a  good  element  of  growth  in  them. 

Emerson's  management  compen- 
sation formula  was  changed  to  award 
more  for  meeting  growth  objectives, 
coming  up  with  new  products,  acqui- 
sitions and  international  expansion. 
"If  people  hear  Chuck  emphasize 
growth,  that's  a  strong  message,"  says 
Charles  Peters,  a  vice  president  of 
development  and  technology. 

Take  Emerson's  Ridge  tools  divi- 
sion, known  among  professional  con- 
tractors as  much  for  its  famous  calen- 
dars featuring  busty  women  in  bikinis 
as  for  its  durable  tools.  Among  Emer- 
son's most  profitable  lines,  Ridge  was 
one  of  those  businesses  that  could  be 
counted  on  for  consistent  earnings 
and  to  breeze  through  planning. 

No  longer.  Now  Ridge,  like  many 
of  the  parent  company's  other  busi- 
nesses, is  under  pressure  to  ramp  up 
new  product  development  and  move 
into  new  distribution  channels  such  as 
Home  Depot.  If  the  cost  is  a  tempo- 
rary drop  in  profit  margins,  so  be  it. 
Times  change.  What  works  in  one 
decade  may  not  work  in  another. 

Let's  drop  in  on  the  end  of  an 
Emerson  planning  session.  This  one, 
held  on  a  fine  April  day  this  year  at  the 
Winfield  center,  concerned  Emer- 
son's specialty  motors  division,  which 
makes  motors  for  power  tools  and 
water  pumps,  among  other  products, 
and  is  part  of  a  larger  business  that 
makes  the  motors  for  things  such  as 
washing  machines,  fans,  hospital  beds 
and  large  pumps.  The  motors  group's 
total  sales  were  down  in  1993,  to 
about  $2.1  billion,  while  operating 
earnings  were  flat  at  $282  million, 
according  to  Lehman  Brothers  ana- 
lyst Robert  Cornell.  Now,  14%  on 
sales  in  a  business  like  that  isn't  to  be 
sneezed  at,  but  clearly  there  are  few 
additional  costs  to  be  squeezed  out 
and  the  division  is  going  nowhere 
without  new  products.  Knight  want- 
ed to  know  how  many  new  engineers 
the  division  would  need  to  develop  its 
proposed  products.  On  being  told 
that  eight  new  engineers  were  need- 
ed, Knight  nodded  approval. 

What  kinds  of  projects  are  getting 
the  nod  from  Knight  these  days?  A 
proposed  major  new  product  should 
have  sales  potential  of  $8  million 


within  five  years.  There  will  be  90 
such  new  products  this  year,  up  from 
48  as  recently  as  1990. 

Getting  Emerson's  managers  into  a 
growth  mode  has  required  a  rethink- 
ing of  some  of  the  company's  most 
cherished  concepts.  Decentraliza- 
tion, for  example.  A  major  problem 
for  the  motors  group,  as  with  many  of 
Emerson's  businesses,  is  that  it  is 
more  a  collection  of  autonomous 
units  than  an  integrated  whole,  each 
going  to  market  with  separate  names 
through  different  distribution  chan- 
nels. Knight's  theory  is  that  autono- 
my creates  a  sense  of  ownership.  And 
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it  does.  But  having  a  lot  of  small  units 
with  little  interaction  among  them 
creates  overlapping  overhead  and  di- 
lutes marketing  power. 

Knight  acknowledges  the  problem 
and  contends  there's  been  significant 
consolidation  in  areas  such  as  pur- 
chasing. "It's  an  issue  that  we  are 
aware  of  and  will  deal  with,"  he  says. 

He  could  have  pointed  to  Emer- 
son's Fisher- Rosemount  division  as 
an  example  of  what  must  be  done. 
Rosemount  makes  the  instruments 
that  measure  the  flow  of  industrial 
fluids  such  as  petroleum  and  chemi- 
cals. The  acquisition  of  the  Fisher 
Controls  division  from  Monsanto  in 
1992  gave  Emerson  the  capability  of 
controlling  the  flow  of  fluids  as  well. 

Putting  together  these  closely  re- 
lated products,  Rosemount  is  enhanc 


ing  revenues  by  learning  to  sell  sys- 
tems rather  than  components. 

The  Rosemount  instruments  mea- 
sure the  fluid  flow;  the  Fisher  valves 
control  the  flow  on  instructions  from 
an  operator.  The  now- integrated 
Fisher-Rosemount  division  is  the 
world  leader  in  process  controls  sys- 
tems, a  $14  billion  market  worldwide; 
Emerson  already  has  a  15%  share. 
Producing  the  instruments  as  well  as 
the  controls,  Emerson  is  in  a  position 
to  grab  even  more  market  share  by 
developing  state-of-the-art,  micro- 
processor-based field  systems,  elimi- 
nating the  human  component. 

Where  else — beyond  new  products 
and  better  integration — will  Emerson 
go  for  growth?  To  the  developing 
countries.  Many  of  the  products  it 
makes  go  into  the  kinds  of  consumer 
products  that  thrive  in  the  early  stages 
of  a  consumer  economy — refrigera- 
tors, air  conditioners,  washing  ma- 
chines. Emerson's  international  sales 
are  about  $3.2  billion,  around  40%  of 
sales,  but  many  major  U.S.  compan- 
ies' are  much  higher.  The  contribu- 
tion from  international  sales  should 
increase  at  a  rapid  rate  as  American- 
style  living  standards  spread.  Emerson 
is  building  plants  in  India,  China, 
Singapore  and  Eastern  Europe. 

Where  it  doesn't  think  it  can  grow 
as  strongly  on  its  own,  Emerson  is 
acquiring  companies  or  forming  joint 
ventures.  Example:  a  50/50  partner- 
ship formed  in  1992  between  Emer- 
son's Skil  power  tool  division  with 
Robert  Bosch  GmbH,  Europe's  lead- 
ing maker  of  professional  power  tools. 
The  partnership  instantly  became  the 
world's  largest  maker  of  tools.  All 
told,  Emerson  gets  over  $2  billion  in 
sales  from  such  joint  ventures,  almost 
four  times  the  amount  in  1988. 

Chuck  Knight  has  set  a  tough  tar- 
get for  his  executives.  He  wants  them 
to  push  revenue  growth  to  as  high  as 
10%  per  year,  from  under  5%  in  recent 
years,  while  keeping  profit  margins 
and  return  on  equity  steady.  Can  it  be 
done?  Bet  on  it.  Chuck  Knight's  son 
Lester  isn't  an  objective  witness,  but 
his  judgment  on  his  dad  rings  true. 
"Dad  sets  tremendously  aggressive 
expectations,"  he  says.  "It's  the  same 
way  for  the  people  who  work  for  him 
as  for  his  kids.  He  creates  such  a  belief 
that  we  can  do  just  about  anything  we 
set  our  minds  to."  ■■ 
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In^bur  Mark. Get  Set. Go. 


Lincoln  MarkVHI 

When  you're  in  your  Mark,  you  know  you're  in  for  more  than  just  your 
standard  driving  experience. 

Inside  Mark  VIII's  economically  designed  cockpit,  you'll  notice 

something  not 
available  on  any 
other  luxury  sport 
coupe:  Autoglide 
front  seats  that 
move  forward  to 
make  room  for 
easy  entry  and  exit 
when  the  seatbacks 
are  tipped  fully 
ahead.  When 
returned  to  their 
normal  upright 
position,  the  seats 
automatically  glide 
back  to  their 
original  location. 
Now  fasten  your  seat  belt. 

The  280-hp  32-valve  engine  will  rocket  you  to  wherever  you  need  to  go. 
There's  also  standard  dual  air  bags*  and  ABS  brakes,  and  an 
exclusive  computer-managed  suspension  that  automatically 
lowers  the  car  at  55  mph  for  better  handling  and  less  wind 
resistance.  And  all  Lincolns  are  backed  by  the  Lincoln 
Commitment,  a  comprehensive  ownership  benefits  pro- 
gram that  includes  24-hour  Roadside  Service  Assistance. 

So  get  in  your  Mark.  And  get  set  for  a  truly 

unique  driving  experience.  Attractive  lease  rates  now  make 

it  even  easier  to  get  into  Mark  VIII.  For  more  information 

Exclusive  dual 

, ,     _  Autoglide  seating 

Call  I  800  255-5433.  systeST 


LINCOLN 


What   A    Luxury    Car    Should  h< 


L'NCOLN-MERCURY  DIVISION  C^^)   Buckle  up-together  we  can  save  live*.  'Driver  and  front  passenger  Supplemental  Restraint  System  Always  wear  your  safety  belt. 


AI&T  is  your  best 
choice  of  a 
global  business  partner 

Thanks  to  some 
global  business  partners 

of  our  own. 


AT&T  has  joined  forces  with  some  of  the  world's  telecommunications  leaders.  The 
latest  addition  is  Unisource,  with  capabilities  that  will  span  sixteen  European  countries. 
This  global  co-operation  will  allow  AT&T  to  offer  end-to-end  Virtual  Network  Service, 
Private  Line  Service  and  Frame  Relay  Service.  Virtually  anywhere  you  are  likely  to 
be  doing  business.  These,  and  future  product  innovations,  will  all  be  offered  under  the 
name  WorldSourceSM  Services.  WorldSource  Services  are  designed  for  companies  who 
think  globally.  But  they're  designed  to  let  them  do  a  lot  more  than  just  think.  They 

overcome  many  of  the  problems  of  communicating 
on  a  global  scale.  AT&T  is  your  single  point  of  contact 
for  quality  and  consistency  of  service,  worldwide. 
In  fact,  by  offering  seamless  global  capabilities,  AT&T  and  WorldSourceSM  Services  are 
destined  to  make  your  business  world  a  single  world.  And  a  single  call  is  all  it  takes 
to  find  out  more:  1  800  872-2424,  Ext  103. 


WorldSource 

Making  Your  Business  World  n  Single  World 


The  WorldSourcesu  Services  is  a  service  mark  licensed  exclusively  by  World  Parlners  Company. 


AT&T 


Denver  billionaire  Phil  Anschutz  can't  seem  to  get  it 
through  his  head  that  the  Southern  Pacific  railroad 
is  now  a  public  company,  not  his  personal  possession. 

The  man  who 
won't  let  go 


By  Dyan  Machan 

Like  A  pair  of  racing  locomotives,  two 
giant  egos  are  headed  for  a  spectacular 
collision  on  the  Southern  Pacific  rail- 
road. Unless  someone  throws  the 
switch  fast,  Ed  Movers  may  quit,  SP 
shares  could  slump  and  Philip  An- 
schutz could  see  his  fortune  hugely 
diminished. 

Edward  Moyers,  65,  is  the  crusty, 
cost-cutting  railroad  veteran  whom 
Anschutz  hired  last  summer  in  a  des- 
perate effort  to  turn  around  his  ailing 
Southern  Pacific  Rail  Corp.  Philip 
Anschutz,  54,  is  an  equally  crusty 
Denver  oil  billionaire  who  bought  SP 
nearly  six  years  ago. 

In  the  hands  of  this  odd  couple  is 
the  nation's  sixth-largest  railroad  (in 
revenues),  which  spans  15,000  miles 
of  track  from  New  Orleans  to  San 
Erancisco  and  back  to  Chicago.  Once 
known  as  the  Octopus  for  its  mighty 
reach,  SP  had  more  recently  been 
mocked  as  "the  Struggling  Pacific,"  a 
bloated,  moneylosing  railroad  with 
terrible  service. 

Moyers  had  executed  a  stunning 
turnaround  at  Illinois  Central  when 
Anschutz  started  calling  him  early  in 
1993.  In  less  than  four  years  at  Illinois 
Central,  Moyers  slashed  its  operating 
ratio — operating  expenses  as  a  per- 
centage of  revenues — from  98%  to  an 
industry-best  (for  large  railroads) 
71%,  while  its  stock  more  than  tripled. 
Southern  Pacific,  which  lost  $149 
million  on  $2.9  billion  in  revenues  in 
1993,  needed  Moyers'  kind  of  magic. 
That  year  Moyers,  then  retired,  ac- 
cepted Anschutz's  offer  to  become 
SP's  chief  executive. 

Largely  on  the  strength  of  hiring 
Moyers,  Anschutz  sold  almost  24%  of 
sp  to  the  public  in  August  1993, 


netting  SP  $390  million. 

Moyers  has  railroading  in  his 
blood.  His  father  worked  the  rails 
before  him,  and  Moyers'  career  began 
at  age  14  sweeping  out  buildings  at 
Illinois  Central.  Later  he  ran  Peoria  & 
Pekin  and  helped  to  turn  around  Mid- 
South  Corp.  (now  a  part  of  Kansas 
City  Southern)  before  rejoining  Illi- 
nois Central  in  1989. 

Southern  Pacific  was  sitting  on 
valuable  real  estate  that  Anschutz  fig- 
ured could  fetch  more  than  $1.6  bil- 
lion. In  1988  he  bought  SP  from  Santa 
Ee  Industries  for  $1  billion  in  mostly 
borrowed  cash,  assumed  another 
$780  million  in  debt,  and  combined  it 
with  Rio  Grande  Industries,  a  small 


New  locomotive 
coming  off  GM 
production  line 
Moyers  is  buying 
150  new 
locomotives  for 
$200  million. 


Southern  Pacific's 
Edward  Moyers 
"Get  us 
competitive 
or  I'll  make  your 
life  miserable." 


railroad  he  bought  in  1984. 

Anschutz  managed  to  sell  off  some 
of  Southern  Pacific's  real  estate,  but 
failed  to  get  the  railroad's  operations 
back  on  track.  In  the  early  1990s  SP 
was  generating  only  about  $200  mil- 
lion in  cash  flow  annually,  while  re- 
quiring $300  million  for  capital  ex- 
penditures and  $  1 00  million  for  inter- 
est. Strong  competitors  like  Union 
Pacific  and  Santa  Fe  started  raiding  its 
customers. 

Disgusted  with  SP's  service,  Geor- 
gia-Pacific was  on  the  verge  of  switch- 
ing its  more  than  $50  million  in  annu- 
al billings  to  higher-cost  trucks  when 
Moyers  came  on  the  scene.  "Service 
was  so  unreliable  we  were  going  to 
lose  two  of  our  customers,"  says  Nor- 
man Langberg,  Georgia- Pacific's  di- 
rector of  logistics.  In  three  months 
after  Moyers  took  charge,  Georgia- 
Pacific's  deliveries  w  ent  from  0%  on 
time  to  80%,  and  Langberg  changed 
his  mind  about  switching. 

Moyers  had  put  the  heat  on  his  staff 
to  deliver  or  look  for  another  job. 
Every  Monday  he  spotlights  unac- 
ceptable performance  in  a  conference 
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call.  "Get  us  competitive  is  all  I'm 
asking,"  he  exhorts.  "And  if  you 
don't,  I'll  make  your  life  miserable." 

He  means  it.  When  a  customer 
complained  to  Moyers  about  an  over- 
due shipment,  Moyers  phoned  the 
transportation  officer,  asking  him 
where  the  load  was.  He  didn't  know. 
"Well,  you'd  better  know  tomorrow 
or  you  won't  have  a  job,"  Moyers  told 
him  tersely.  The  message  got  across. 

In  one  of  Moyers'  first  meetings  he 
summoned  his  27  vice  presidents.  In 
two  months,  he  said,  "many  of  you 
won't  be  here."  That  was  it,  end  of 
meeting.  When  SP  vice  presidents 
meet  these  days,  there  are  just  16 
people  in  the  room.  Moyers  canned 
SP's  president  and  chief  operating  offi- 
cer, taking  that  job  himself.  So  far  he 
has  cut  3,200  jobs  from  a  base  of 
22,100,  and  plans  to  cut  900  more. 

When  Moyers  took  over,  17%  of 
SP's  locomotives  were  out  of  service; 
now  it's  around  10%.  Average  train 
speeds  are  up,  and  systemwide  on- 
time  performance  has  improved  by 
more  than  50%.  The  company  identi- 
fied 2,300  miles  of  track  to  retire  or 


sell  to  short-line  operations.  That  will 
save  millions  in  maintenance  costs. 

It  shows.  In  1993  Southern  Pacif- 
ic's operating  ratio  was  a  turgid 
96.5%.  But  in  this  year's  first  quarter  it 
dropped  to  91 .7%.  For  the  quarter  SP 
had  earnings  of  11  cents  per  share, 
compared  with  a  loss  of  9  cents  in 
1993's  first  quarter.  This  year  analysts 
estimate  it  could  make  $1  per  share. 

Sighs  Drew  Lewis,  chairman  of  ri- 
val Union  Pacific  Corp.:  "All  of  us 
had  a  free  lunch  for  three  or  four 
years,  but  obviously  it's  become  con- 
siderably more  competitive  now." 

Since  Moyers  joined  the  company 
the  rich  Anschutz  has  become  much 
richer.  At  the  stock's  recent  price  of 
19,  Anschutz's  current  41%  holding  is 
worth  $350  million  more  than  when 
Southern  Pacific  went  public  a  year 
ago.  Moreover,  he's  reaped  over 
$100  million  from  the  sale  of  stock. 

His  remaining  holding  is  now  worth 
$1 .2  billion — almost  clear  profit  since 
he  likely  recouped  his  original  invest- 
ment from  his  stock  sales. 

Is  Anschutz  happy?  Not  if  it  means 
admitting  Moyers  saved  the  day.  In- 


terviewed by  Forbes,  he  bristles  at 
giving  Moyers  much  credit.  "You 
don't  turn  a  railroad  around  on  a 
dime,"  he  says,  implying  that  Moyers 
reaped  a  harvest  from  steps  taken 
before  he  arrived. 

For  all  their  shared  interest,  an 
insider  says  the  two  men  now  barely 
speak,  and  Moyers  has  come  close  to 
quitting.  At  one  meeting  of  senior 
staff  in  December,  Anschutz  inter- 
rupted Moyers'  presentation,  tugging 
at  his  jacket  as  a  signal  to  sit  down  and 
let  him,  Anschutz,  take  over.  An- 
schutz then  delivered  a  monologue 
on  his  railroad.  During  another  meet- 
ing Anschutz  reversed  one  of  Moyers' 
operational  decisions  in  front  of  se- 
nior management.  Anschutz  has  on 
several  occasions  resisted  approving 
compensation  packages  for  managers 
Moyers  wanted  to  hire. 

Moyers  apparently  blew  his  stack  in 
late  lanuary  when  he  went  to  An- 
schutz about  a  bonus  Moyers 
thought  they  agreed  upon  when  he 
came  aboard  last  summer.  Anschutz 
refused  to  give  Moyers  the  bonus. 

Anschutz  denies  there's  any  fric- 
tion between  them.  Moyers  is  circum- 
spect but  doesn't  deny  the  two  have 
had  their  differences.  He  says:  "Be- 
fore I  came,  I  was  concerned  about  his 
[Anschutz's]  commitment  that  I 
would  run  the  railroad  [alone].  We 
talked  about  it,  and  he  has  made  a 
tremendous  effort  not  to  involve  him- 
self in  day-to-day  operations." 

Left  open,  of  course,  is  whether 
Anschutz  has  succeeded  in  control- 
ling his  autocratic  impulses. 

Moyers  has  reason  to  be  circum- 
spect. His  relatively  modest  cash  com- 
pensation— $600,000 — is  one  of  the 
lowest  for  chief  executives  of  major 
railroads.  But  his  contract  states  that  if 
he  can  cut  the  operating  ratio  to 
89.5%  for  1994,  88%  for  1995  and 
85%  for  1996,  he'll  earn  200,000, 
300,000  and  350,000  shares,  respec- 
tively. At  today's  price  that  would  be 
worth  more  than  $16  million.  If  he 
quits  before  the  end  of  a  particular 
year,  however,  that  year's  bonus — 
and  future  bonuses — are  forfeit. 

In  a  purely  rational  script,  the  two 
men  would  somehow  manage  to  co- 
exist. Moyers  wants  his  bonuses,  An- 
schutz doesn't  want  his  railroad  to 
sink  back  into  inefficiency.  But  people 
aren't  always  rational.  MB 
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Government  has  discovered  a  new  way  to  avoid 
the  budgetary  ax:  compete  with  private  companies. 

Government  Inc. 


By  Marcia  Berss 

Fire  departments  don't  have  the 
work  they  once  did.  Thanks  to  tough 
er  building  codes,  flame  retardant  ma 
terials  and  smoke  alarms,  the  number 
of  fires  reported  in  the  U.S.  fell  15% 
between  ll-»<s<s  and  L992,  the  latest 
year  for  which  figures  arc  available. 

But  no  one  w  ants  to  lose  a  job,  and 
while  private  company  employees 
must  bow  to  economic  necessity, 
public  employees  don't  necessarily. 
To  avoid  laying  off  firemen,  fire  dc 
partments  from  California  to  Florida 
are  trying  to  move  into  ambulance 
transport,  a  service  frequently  provid 
ed  by  private  sector  linns,  and  paid  for 
not  by  tax  revenues  but  by  health 
insurers. 

There  are  plenty  of  private  sector 
ambulance  operators  able  to  do  the 
work  at  lower  cost  and  pay  taxes  in  the 
bargain  (  Forbes,  Sept.  13, 

1993).   But   in  December 
the  city  of  San  Bernardino, 
('alii,   voted   to   sever  its 
longtime  contract  with  Ste 
ven  Rice  and  his  Courtesy 
Ambulance  and  use  its  lire 
fighters  to  get  into  the  am 
bulance  business.  "We  can 
earn  revenues  for  the  city," 
beams  Margaret  Ducey,  as 
sistant  to  the  San  Bernardi 
no  city  administrator. 

Ted  Gaebler,  a  former 
city  manager  of  Visalia, 
Calif.,  is  an  enthusiastic  Ian 
ol  government  units  com 
peting  lor  revenues  with 
private  businesses.  A  lew 
years  ago  Ciaebler  coau 
i Ik iicd  a  heavily  hyped 
book,  Reinventing  Govern- 
ment, that  was  much 
praised  by  bill  (  linton  and 
Al  Gore. 

Vet  Gaebler's  principles 
have  backfired  in  his  own 
town.  Alter  Visalia's  hotel 
burned    down,    the  city 


bought  land  for  .$2  million  and  con 
tracted  with  a  developer  to  build  and 
run  a  Radisson  franchise;  Visalia  re- 
tained the  land  lease  income.  But 
shortly  after  the  hotel  opened  in  No- 
vember 1990,  the  developer  walked. 
Visalia  had  to  take  over  the  property, 
eliminating  a  big  taxpayer  from  the 
tax  rolls.  The  city  has  $24  million  in 
the  hotel;  it's  appraised  at  $10  mil 
lion.  Gaebler's  fans  of  entrepreneurial 
government  have  been  booted  oil  the 
city  council. 

Ciaebler  says  the  fiasco  "has  noth 
ing  to  do  with  entrepreneurship," 
and  will  not  be  sw  ayed  from  his  opin 
ion  that  bureaucrats  can  run  business 
es  as  well  as  private  business  people 
can.  Says  he:  "It  makes  no  sense 
anymore  to  distinguish  between  pub 
lie  and  priv  ate  sectors.  That  old  axiom 


Visalia's  Radisson 
(right)  and  Courtesy 
Ambulance's 
Steven  Rice 
How  to  protect 
public  jobs. 


'The  best  government  is  that  which 
gov  erns  least1  is  nonsensical  now.1'' 

Ciaebler  probably  feels  that  govern- 
ment governs  best  that  provides  the 
most  taxpayer  supported  jobs.  Never 
mind  cost .  When  competing  w  ith  prij 
v  ate  business,  the  bureaucracies  don'jj 
have  to  pay  taxes  or  insurance  premi- 
ums, they  get  subsidized  postage  and 
frequently  don't  comply  with  regula- 
tions required  of  the  priv  ate  sector. 

It's  not  just  firelighters  who  arc- 
getting  in  on  the  act.  In  northern 
C  lalifornia  the  newly  opened  freshwa- 
ter Lagoon  campsite  in  Redwoods 
National  Park  has  led  to  a  30%  drop  in 
business  at  privately  owned  area 
campgrounds  like  Marvin  Cooper'^ 
Camper  Corral.  Private  operators 
note  the  National  Park  Service  has 
tolerated  open  dumping  of  raw  sew 
age  at  the  site;  private  operators 
would  lace  stiff  penalties  for  such  a 
violation. 

Energy  Secretary  Hazel  O'Learj 
has  gotten  on  this  same  bandwagon. 
I  [er  department  operates  New  Mexi- 
co's Sandia  National  Laboratories, 
which  employs  8,000  scientists  and 
other  specialists.  The  Sandia  labora 
lories  helped  develop  nuclear  and 
nonnuclear  weapons,  but  demand 
for  its  services  has  dwin- 
dled along  with  the  mili- 
tary budget. 

But  rather  than  cut  these 
government  employees 
from  the  federal  payroll,  in 
February  the  doe  unit 
signed  a  contract  with  a 
consortium  of  about  25 
U.S. -owned  plants  along 
the  Mexican  border  to  con- 
sult on  pollution  control. 
Sandia  currently  docs  SI 00 
million  annually  in  private 
sector  contracts;  its  goal  is 
$280  million.  Says  Kevin 
Probst,  president  of  c  ORE 
Group,  a  competing  con- 
sulting firm  in  Albuquer- 
que: "They're  taking  busi- 
ness that  |  private  |  industry 
could  easily  do." 

Ever  wonder  why,  for  all 
the  talk  of  government  cut 
backs,  taxes  keep  going  up 
and  government's  share  ot 
the  gross  national  product 
is  creeping  upward  again 
i  Forb)  s,  Mar.  28))  ■ 
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SPECIAL    ADVERTISING  SUPPLEMENT 


THE  COLORADO  ROCKIES  SERVE  AS  A  MAGNIFICENT 

£OR  THE  HYATT,  REGENCY  BEAVER  CREEK  RESORT,  SITE  OF  THE  1 
TEL  U.S^tfmPORATE  GOLF  CHAMPIONSHIP  NATIONAL  FINAL 


Sherwood  Country  Club,  Thousand  Oaks,  California.  April  25.  1994 


THE  CfflEST  REGIONAL  CHAMPIONSHIP 


by  David  Gould 

In  the  name  of  competition,  camaraderie  and 
charitable  giving,  the  Sky  Tel  U.S.  Corporate 
Golf  Championship  enters  its  second  year  of  play. 
Sponsored  by  SkyTel,  the  leader  in  wireless 
messaging,  this  tournament  brings  together  high- 
ranking  members  of  Forbes  500s  companies  on 
the  country's  finest  golf  courses  for  five  regional 
qualifying  events  culminating  in  the  national 
final — to  be  held  this  fall  in  Avon,  Colo.  In  this, 
the  premier  business-golf  event  in  the  U.S.,  the 
goal  is  to  give  business  leaders  the  chance  to  share 
a  spirit  of  competition  and fun.  The  bottom  line 
is  a  gift  to  charity  whose  total  exceeds  $100,000. 
To  the  participants,  SkyTel,  Forbes,  Golden  Bear 
International  and  the  sup- 
porting sponsors  say  thanks. 


® 


OUNTRYWIDERS, 
ON  THE  STORM 

When  you're  the  nation's  largest  originator 
and  servicer  of  mortgage  loans,  you're  accus- 
tomed to  being  owed.  But  the  four  gung-ho 
golfers  representing  Countrywide  Funding  are 
owed  absolutely  nothing  by  Sherwood 
Country  Club's  sleek  and  formidable  golf 
course.  It's  not  that  Messrs.  Gates,  Sieracki, 
Banks  and  Deleo  sank  no-brainer  putts  and 
bounced  drives  off  tree  trunks  onto  fairways, 
not  at  all.  They  just  met  the  course  head-on 
and  took  what  was  available. 

Led  by  an  individual  net  69  turned  in  by 
Marshall  "Big  Dog"  Gates,  Countrywide 
emerged  from  Sherwood's  unthinkably  chilly, 
windy  caverns  with  a  five-over  net  293  to 
secure  a  trip  to  the  SkyTel  finals  in  Colorado 


this  September.  The  San  Gabriel  Valley 
Council  of  the  Boy  Scouts  of  America  was  the 
beneficiary  of  Countrywide's  $3,000  first- 
place  prize,  with  the  check  to  be  presented  by 


Playing  amid  Sherwood's 
handsome  hazards,  Pacificare's 
Lloyd  Ross  made  sure  nor  to  look  up. 

Tom  Banks,  a  polished-looking  former  Scout 
who  made  natural  pars  on  three  of  his  last 
four  holes  to  shoot  90  gross,  net  72. 


Engineers. 


at  a  moment  's  notice! 


Who  doesn't? 


Try  SkyTel9  free  for  30  Jays.  Call  1-800-279-8380  .  SkyTel  delivers  trie  latest  news  from  your  office  or 

home.  Instantly.  Perhaps  that's  why  four  times  more  husiness  travelers  go  wi  th  SkyTel  th  an    i»|  __  TT«  I 

any  other  system  «>l  Its  kind.  SJcylel.  More  than  paging.  It's  information  in  an  instant.         %JlXw   I wl  ^ll^^. 

M  A  Subsidiary  of  Mtel 

lei  features  pagers  from  Motorola.  'Available  only  for  new  subscribers  of  SkyTel  who  satisfy  applicable  qualifications  Some  restrictions  apply.  ©  1994  SkyTel 


THE  ©BHST  REGIONAL  CHAMPIONSHIP 


The  cool  heads  that  prevailed:  Tom  Banks,  Marshall  Gates, 
Eric  Sieracki  and  Richard  Deleo  of  first-place  Countrywide 
Funding  stand  with  SkyTel's  Dave  Garrison. 

Rich  Deleo  was  the  only  Countrywider  who 
should  have  been  frisked  for  a  rabbit's  foot. 
Deleo  not  only  chipped  in  on  No.  13  for  par 
but  later  won  the  raffle  drawing  for  a  spiffy 
Cross  Creek  golf  ensemble.  Not  eluding  adver- 
sity altogether,  he  endured  triple-bogeys  on 
both  the  long  par-threes  of  Sherwood's  back 
nine,  but  he  was  still  steady  enough  to  card  a 
net  74.  Eric  Sieracki,  playing  out  of  San 
Gabriel  C.C.,  enjoyed  a  streak  of  six  holes  in 
which  he  was  a  mere  two  over.  Then  he  looked 
at  his  handicap  (28),  looked  at  Sherwood's 
slope  rating  (136  from  the  whites,  thank  you 
Jack  Nicklaus)  and  proceeded  to  card  a  few 
eights,  or  "snowmen,"  as  they're  called. 

And  why  not?  It  was  nearly  cold  enough  to 
build  a  snowman  there  in  the  stark,  splendid 
folds  of  the  Santa  Monica  Mountains.  For  the 
first  SkyTel  qualifier  ever  played  in  California, 
the  site  was  the  ritziest  club  in  L.A.,  and  just  for 
the  occasion  they  trucked  in  some  classic  San 
Francisco  weather.  Morning  rain  and  high 
wind  allowed  the  field  to  dally  amid  the  African 
mahogany  walls  of  the  Sherwood  locker  room 
and  lounge,  where  the  players  reverted  to  form 
and  talked  business.  (Note:  nameplates  on  the 
lockers  included  Nicholson,  Selleck,  Wagner 
and  Cook  —  that's  Lod  Cook,  chairman  of 
Arco,  whose  team  wore  the  Arco  red  and  gray 
once  again,  but  once  again  missed  the  cut.) 
Neither  rain  nor  wind,  however,  could 
keep  SkyTel's  passel  of 
text-messaging  receivers 


from  their  appointed 
rounds.  When  the 
field  finally  made  it 
onto  the  fairways, 
the  players  found 
these  SkyWord8 
receivers  to  be  essen- 
tial tools  for  keeping 
track  of  their  com- 
petitors' progress 
in  the  wet. 

In  second  place  at 
311  was  Taylor  Made 
Golf,  paced  by  CEO 
Chuck  Yash  and  his 
admirable  82,  net  72. 
Yash  watched  all  day 
in  amusement  as  his  playing  partner,  Mark 
King,  broke  faith  with  his  zero  handicap  and 
posted  a  sloppy  84.  King,  coming  off  a  vacation 
week  in  which  he  had  competed  in  a  grueling 
two-man  amateur  invitational,  was  minus  a  few 
golf  brain  cells  before  he  started.  George 
Montgomery,  a  14-handicapper  who  net- 
birdied  five  of  seven  holes  in  one  stretch  to 
bring  home  an  individual  net  of  two-over  74, 
picked  up  much  of  King's  slack.  Eric  Laborde, 
ever  the  laconic  Frenchman,  shrugged  off  a  nine 
on  the  beautiful  waters  of  the  par-five  1 1th  and 
turned  in  a  net  8 1 .  Well,  after  all,  it  is  a  golf 
company  and  they  do  get  all  that  free  equip- 
ment, so  they  should  make  the  finals,  right? 
Taylor  Made's  $2,000  check  went  to  the  United 
Way  of  San  Diego. 

Fluor  Corp.,  captained  by  the  tanned,  trim 
Bob  Fluor,  posted  a  net  317  that  earned  the 
team  that  third  set  of  tickets  to  the  finals  and 
a  needed  $  1 ,000  for  the  United  Way  of  San 
Diego.  A  net  77  from  Tom  Merrick  helped 
make  Fluor  the  field's  show  horse,  and  cer- 
tainly Merrick's  Playeresque  all-black  outfit 
helped  warm  him  to  the  task.  On  the  ninth 
hole,  Merrick  double-bogeyed,  but  the  lesson 
in  downhill  "deadstick"  chipping  he  received 
from  Sellinger  will  make  him  all  the  more 
dangerous  in  Colorado.  Trevor  Stafford,  he  of 
the  soothing  Aussie  accent,  had  only  one  score 
over  six  amid  the  gales,  and  contributed  a 
sturdy  net  74.  That  was  only  one  better  than 
Fluor's  Joe  Brennan,  whose  gross  was  a  highly 


respectable  47-47-94. 

This,  on  a  day  when  absolute  low  gross  was! 
81,  courtesy  of  Dole's  Pat  Neilsen.  Neilsen 
need  only  tell  America  West  Airlines  where  he 
and  a  guest  want  to  go,  and  prize  plane  tickets 
will  be  whisked  his  way.  Closest-to-the-pin 
hole  was  No.  6,  a  downhill,  water-guarded 
canyon  wonder  that  Lloyd  Ross  of  Pacificare 
Health  Systems  negotiated  within  50  inches 
using  his  six-iron.  "It  felt  good  right  off  the 
club,"  explained  Ross,  whose  wrist  felt  just  fine 
once  adorned  with  an  Omega  Seamaster  watch 
For  the  record,  he  missed  that  putt. 

But  Eric  Hilton  didn't  miss  anything  after 
he  unloaded  a  260-yard  upwind  tee  shot  on  th 
MCI  Long  Distance  (long-drive)  hole.  Hilton 
deposited  the  Taylor  Made  Tour  Burner  clubs 
that  he  won  in  the  trunk  of  his  car  —  a  white 
stretch  limo  longer  than  the  average  Russian 
novel.  The  personable  hotelier,  who  had 
braved  the  whistling  breeze  in  a  stylish,  short- 
sleeve  print  shirt,  seemed  like  the  type  of  guy 
who  goes  for  everything  in  twos.  • 

Risky  situation,  wristy  shot: 
Henry  Cassity  of  Dole  Food  chips  to  safety 


mm 
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When  we  say 

Burner 
Midsize 
CAVITY 
BACK 
IRONS 

 ^!5^  

more 
accurate, 

there  ' s  real 

w e igh t 
behind 

our 
claim. 


There's  also  weight  back  to 
front,  top  to  bottom  and  side  to 
side.  Thanks  to  a  very  unique 
design  that  makes  Burner  *  Midsize  " 
cavity  back  irons  the  ultimate  in 
perimeter-weighted  clubs. 

Of  course,  we  weighted  them 
360°  around  the  cavity  for  a  larger 


.  Exclusi  ve  back  .plate 
moves  weight  back 
from  the  club  face, 
resulting  in  greater 
stability  for  longer, 

I  more  solid  shots. 


Midsize  clubhead 
provides  a  15%  larger 
hitting  surface  than 
Ping"  Zing. 


Large  cavity 
perfectly  distributes 
weight  around 
perimeter  of  club. 


sweet  spot  and  improved  accuracy. 

But,  unlike  other  iron  brands, 
we  didn't  stop  there.  We  also 
added  an  additional  360°  of  weight- 
ing in  another  plane.  This  time 
front  to  back. 

We  accomplished  this  by  casting 
a  special  back  plate  to  the  club  that 
moves  the  center  of  gravity  further 
back.  Resulting  in  longer,  more 
accurate  shots  than  conventional 
cavity  back  irons. 

Finally,  for  perfect  balance 
and  feel,  we  foam -filled  the  cavity. 

Now  all  that  may  not  be  rocket 
science,  but  it's  pretty  darned  close. 
And  you  certainly  can't  argue  with 
the  results.  Maybe  that's  why 


Taylor  Made®  irons  are  number 
three  on  the  PGA  Tour  and  tak- 
ing off  like,  well,  a  rocket. 

For  the  latest  breakthrough  in 
cavity- back 
irons,  see  your 
golf  profes- 
sional. Or  call 
Taylor  Made  at 
1-800-WELL- 
Ext.  383. 
And  ask 
about  the 
cavity- back  irons  with  the  weight 
in  back.  To  put  you  further  ahead. 

©Taylor  Made8 

"1  Metalwood  on  the  PGA  Tour. 


In  both  robot  and 
human  tests,  Burner 
Midsize  irons  were  con- 
sistently more  accurate, 
even  on  off-center  bits. 


©1994  Taylor  Made  Golf  Co.  All  rights  reserved.  Burner  and  Taylor  Made  arc  registered  trademarks  and  Midsize  is  a  trademark  of  the  Taylor  Made  Golf  Company.  Ping  Zing  is  a  registered  trademark 

of  Karsten  Manufacturing  Corp.  Tommy  Armour  is  a  registered  trademark  of  Tommy  Armour  Golf. 
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NOW  THE   NORTH  STA  R 
GUIDES  AN 
ENTIRELY  NEW 
CLASS  OE 

AUTOMOTIVE  TRAVEL. 


100,000  miles-four  trips 
around  the  world-before 
your  first  scheduled  tune-up. 


The  all-new  DeVille  Concours  Its  interior  accommodates  six  wood.  And  the  Airbank 

by  Cadillac  has  a  V8  Northstar  passengers  in  an  oasis  of  System,  providing 

System  that  allows  you  to  comfort  and  serenity.  With  supplemental 

travel  100,000  miles  before  perforated  leather  seating  protection  for  all  three  front 

your  first  scheduled  tune-up.  areas.  Hand-polished  Zebrano  seat  passengers. 

Cadi llac 
DeVille  Concours 

Creating  A  Higher  Standard 


Always  wear  safety  belts,  even  with  air  bags.  ©  1993  GM  Corp.  All  rights  reserved.  CADILLAC®  NORTHSTAR^ 


the  Southeast  regional  championship 


inge,  he  of  the  splendid  finish, 
starts  the  day  with  his  clinic. 

on  days  when  your  swing  deserts  you,  the  best 
recourse  is  to  take  an  extra  club  and  swing  at 
80%  of  usual  force:  "Basically,  just  bunt  the  ball 
around  the  course,"  he  says.  Useful  counsel  for 
a  few  players  in  just  about  any  tournament  field. 

Finishing  second  was  MBNA,  the  credit-card- 
issuing  titans  from  Wilmington,  Del.,  who  made 
a  last-minute  decision  to  wing  down  to  Atlanta 


Harris  Corp.  (Phil  Farmer,  Herb  McCauley,  John  Hartley  and 
Bob  Fay)  accepts  a  check  from  SkyTel's  Dave  Garrison  on 
behalf  of  the  American  Cancer  Society. 


for  another  crack  at  the  SkyTel  Championships. 
Their  squad  was  anchored  by  Charlie  Boarman,  a 
droll,  mustachioed,  defensive-tackle-sized  golfer, 
and  Charlie  Moloney,  his  equally  unrestrained 
sidekick.  Moloney,  a  14-handicapperoutof 
Wilmington's  Hercules  C.C.,  made  a  couple  of 
the  par-threes  at  C.C.  of  the  South  and  took  his 
licks  elsewhere,  flailing  home  with  a  net  9 1 . 

Boarman's  round  of  8 1 
(net  68)  was  punctuated  by 


GOLF 


his  earning  biggest-poke  honors  on  the  MCI 
Long  Distance  hole  ("I  hit  a  long  hook,"  he 
said  later).  Boarman  shook  his  head  as  he 
counted  the  day's  positives.  Adding  MBNA's 
charitable  matching  funds,  Boarman  could 
point  to  a  tidy  $4,000  accrued  to  the  Boys  & 
Girls  Clubs  of  Delaware.  That  sum  was  not 
much  more  than  the  retail  price  tag  on  his 
long-drive  winnings,  a  spanking  new  set  of 
Taylor  Made  woods  and  irons.  MBNA's  final 
net  score  was  12-over-par  300. 

In  a  dead  heat  for  rookie-of-the-year  hon- 
ors at  the  Southeast  Regional  were  the  two 
other  MBNA  golfers,  John  Richmond  and 
Scott  Young.  Richmond  started  his  round 
with  a  birdie  on  the  par-three  17th,  followed 
by  a  boomerang  410-yard  drive  on  No.  18  — 
260  yards  to  the  top  of  the  hill,  then  150 
yards  slowly  down  the  asphalt  cart  path  back 
toward  the  tee.  He  paused  briefly  to  curse 
cart  paths,  then  strode  manfully  toward  his 
79  gross,  70  net  performance.  That  was 
indeed  good  enough  for  the  America  West- 
sponsored  low  gross  prize,  two  round-trip 
tickets  anywhere  in 
the  U.S.  the  Phoenix- 
based  carrier  flies. 

Young's  baptism 
was  symbolized  by  a 
15-foot  putt  he  was 
clearly  aching  to  make 
on  the  par-three 
eighth,  and  which 
horseshoed  around 
the  rim  back  toward 
him  for  bogey.  One 
lip-out  didn't  foil  the 
intense  Mr.  Young, 
however,  as  his  81 
gross,  71  net  score 
attested.  Young  even  placed  his  business 
card  in  the  raffle  bowl  intently;  when  it  was 
pulled  from  the  shuffled  pile,  he  had  won  a 
Cross  Creek  coordinated  golf  outfit.  Cross 
Creek's  Dick  Younger,  meanwhile,  stuck  his 
tee  shot  closest  to  the  pin  on  No.  5  to  bring 
home  an  Omega  Seamaster  wristwatch  valued 
at  $1,500. 

In  further  testimony  to  the  value  of  experience 
in  America's  premier  corporate  golf  tournament, 


the  Trust  Company  Bank  foursome  of  Denny 
Wigbels,  Charlie  Thwaite,  Sid  Lane  and  Mac 
Rawls  slid  safely  into  third  place  with  a  team  net 
of  1 5-over-par  303.  Lane  and  Wigbels  carried 
the  portfolio  for  Trust  Co.,  notching  net  68  and 
net  71  respectively.  Thwaite  hit  his  first  drive  of 
the  day  out  of  bounds  by  five  feet  and  returned 
hours  later  to  the  same  neck  of  the  golf  course  to 
wallow  in  a  natural  10  on  his  nemesis  hole  from 
last  year,  the  par-five  16th.  Lane  had  five  pars 
and  a  mere  bogey  on  the  course's  toughest  hole, 
which  gave  Trust  Co.  its  slight  edge  over  Royal 
Insurance,  a  team  to  watch  for  next  year. 

There  was  no  official  prize  for  almost-shot- 
of-the-day,  but  if  there  had  been  it  would  have 
gone  to  Federal  Express  contestant  Mike 
Glenn,  who  made  a  marvelous  attempt  to 
escape  from  the  mucky  edge  of  the  stream 
fronting  the  second  green.  Glenn's  shot  came 
scooping  out  of  the  ooze  from  six  feet  below  a 
stone  retaining  wall,  hit  the  top  rock  of  the 
wall  and  bounced  back  the  wrong  way.  Glenn 
hitched  his  spattered  slacks,  popped  one  to 
about  25  feet  and  sank  the  putt.  Forget  it,  let's 
call  that  25-footer  the  real  Shot  of  the  Day. 
Now,  does  anybody  want  to  sponsor  it?  • 

John  Hartley  of  Harris  Corp.  recovers  on 
No.  1 7  with  this  crisp  wedge  shot. 


They  May  Be  At  The  Top  Of  Their  Game,  But  They  Keep  Going  Back  To  The  Basics. 


A  good  basic  shirt  is  the  staple  of  every  golfer's  wardrobe.  And  Cross  Creek  makes  them 
full-cut  for  comfort  in  brilliant  colors  and  durable  cotton  fabric.  Look  for  our  shirts  in  finer  pro  shops. 

And  see  what  the  basics  can  do  for  your  game. 


CrossCreek* 

Pro  Collection 


1 994O0SS  Creek  Apparel  Inc.,  A  Subsidiary  Of  Russell  Corporation 


Made  in  the  USA 


Gleneagles  Country  Club,  Piano,  Texas,  May  23,  1994 


THE  ^OUTHWEST  REGIONAL  CHAMPIONSE 


IINETIG 
CONCEPTS  FIGUPvES 
A  WAY  TO  WIN 

For  Kinetic  Concepts,  this  marked  a  return 
to  battle.  Suiting  up  three  of  the  four  warriors 
who  had  borne  the  squad  to  a  Southwest 
regional  qualifying  berth  last  year — then  ad- 
vanced to  Hawaii  to  score  a  fifth-place  finish 
in  the  inaugural  SkyTel  finals — KCI  returned 
to  Dallas  with  a  fresh  challenge.  They  had  to 
initiate  their  new  fourth  man,  the  amiable, 
Huck  Finn-look-alike  Dennis  Noll,  into  their 
cult  of  four-man  net  guerrilla  golf. 

Noll's  indoctrination  was  guaranteed,  it 
turned  out,  by  his  pairing  with  "Tenacious" 
Ted  Buchter,  who  shepherded  the  18-handicap 
rookie  to  a  net  four-over  76  that  allowed  the 
team  to  cruise  to  victory  at 
five-over  293.  "I  only 


St 


made  the  max  [twice  par, 
gross]  on  one  hole,"  said  Noll 
as  he  stretched  out  in  his  seat 
at  the  19th  hole. 

Buchter  himself  strategized 
his  way  to  a  sparkling  77,  net 
66,  which  paced  the  four- 
some. To  notch  numbers  like 
that,  you  have  to  play  a  lot  of 
regulation,  tap-in-for-par 
golf.  But  Buchter,  who  made 
natural  birdies  on  two  back- 
nine  par-fives,  seemed  most 
proud  of  his  play  on  No.  10: 
"Hooked  my  drive,  seven-iron 
punch  from  the  trees,  seven- 
iron  on  the  green,  drained  the 
30-footer  for  par,"  he  said.   

Loran  Van  Noy  and  Ken  Moore,  both  20- 
handicappers,  made  it  around  the  difficult, 
interesting  Gleneagles  Kings  course  with  net 
scores  of  two-over  and  five-over  par,  respec- 


tively. Van  Noy  and  Moor 
each  built  solid  scores 
around  their  skillful  play 
on  Gleneagles'  demanding 
par-threes.  "I  didn't  have ; 
birdie  all  day,"  said  Moore 
who  plays  his  golf  at  Ceda 
Creek  Country  Club  in 
San  Antonio,  "but  if  you 
handle  the  par-threes  out 
here  you're  all  set."  Van 
Noy,  looking  as  slim,  silvei 
haired  and  composed  as  h 
did  last  year,  spoke  fondly 
of  a  seven-iron  tee  shot  to 
four  feet  on  the  142-yard 
fourth.  By  sinking  that 
-  putt,  he  set  himself  up  for 
an  under-par  day  on  the  quintet  of  three-pars. 

As  soon  as  KCI's  first-place  finish  was 
announced,  Dennis  Noll  was  hailed  as  the 
SkyTel  rookie  of  the  moment.  But  Kevin 


ClubCorp's  John  Gray 
watches  his  chip  shot 
roll  on  home. 


By  expecting  the  unexpected 
we  are  financially  stronger  than  ever. 


Events  of  the  last  several  years  have 
been  tough  on  some  reinsurers. 
Since  1982,  more  have  left  the  business 
than  remain.  Now  clients  are  seeking 
those  reinsurers  with  the  financial 
strength  to  offer  stable  capacity 
regardless  of  market  conditions. 

American  Re  has  a  balance  sheet 
that  is  stronger  than  ever.  This  is  a 
result  of  expert  underwriting  and  a 
sound,  consistent  business  strategy 
that  does  not  depend  on  underwriting 
cycles  or  a  flashy  investment  portfolio. 
In  fact,  we  are  one  of  only  three  U.S. 
reinsurers  that  shows  a  statutory 
surplus  of  more  than  $1  billion.  And 
our  A.M.  Best  rating  is  A+  (Superior). 


American  Re  is  a  direct  writer,  with 
77  years  of  professional  reinsurance 
experience.  We  bring  specialists  with 
a  broad  range  of  expertise  directly  to 
our  clients.  By  performing  detailed, 
multi-disciplined,  front-end  screening 
of  business  opportunities,  we  assure 
that  our  program  meets  the  client's 
needs  and  that  our  price  accurately 
reflects  the  client's  exposure,  pricing 
and  loss  experience  —  not  the 
market's.  Because  of  our  expertise, 
both  insurers  and  non-insurers 
routinely  hire  us  to  consult  and  perform 
due  diligence  on  their  operations. 
And  with  27  offices  worldwide, 
our  business  opportunities  are 


geographically  diverse,  enabling  us 
to  maximize  our  potential  for 
profitable  growth  in  selected  markets. 

At  American  Re,  we  make  it  our  busi- 
ness to  be  prepared  for  whatever  may 
happen.  That  means  better  results  for  us 
and  for  our  clients.  For  more  information 
about  how  American  Re  is  redefining 
reinsurance,  call  us  at  (609)  243-4684. 
American  Re-Insurance  Company  is 
the  principal  operating  subsidiary  of 
American  Re  Corporation,  which  is 
listed  as  ARN  on  the  NYSE. 


AMERICAN 

RE  INSURANCE  COMPANY 


555  College  Road  East,  Princeton,  NJ  08543-5241 


Atlanta,  Bermuda,  Bogota,  Boston,  Brussels,  Cairo,  Chicago,  Columbus,  Dallas,  Hartford,  Kansas  City,  London,  Los  Angeles,  Melbourne,  Mexico  City 
Minneapolis,  Montreal,  New  York,  Philadelphia,  Princeton,  San  Francisco,  Santiago,  Singapore,  Sydney,  Tokyo,  Toronto,  Vienna 


THE  ^OUTHWEST  REGIONAL  CHAMPIONSHIP 


Robison,  the  ENSERCH  marketing  vice  pres- 
ident who  carried  his  team  to  a  net  309  (good 
for  second  place),  had  a  day  befitting  the  title 
of  SkyTel  Rookie  of  the  Year.  Robison  won 
the  MCI  Long  Distance  Award  by  firing  the 
day's  long  drive  on  the  432-yard  second  hole 
and  shot  the  day's  low  gross  score,  a  dazzling 
37-38-75.  Befitting  the  fact  that  his  long 
drive  was  struck  with  a  Taylor  Made  seven- 
degree  Tour  Burner,  Robison  lugged  home  a 
new  set  of  Taylor  Made  Burner  woods  and 
irons  in  the  MCI-logo  premium  golf  bag.  For 
scoring  low  gross,  he  won  two  tickets  on  an 
America  West  flight  of  his  choice. 

Will  Mr.  Robison,  a  former  University  of 
Idaho  varsity  linebacker,  give  the  other  plane 
ticket  to  his  playing  partner,  Rick  Lentz? 
With  a  score  of  87,  net  83,  Lentz  was 
probably  accurate  in  saying  that  "the  highlight 
of  [his]  day  was  an  egg  sandwich  for  lunch." 
The  four-handicapper  from  Las  Colinas 
Sports  Club  in  suburban  Dallas  suffered 
through  a  snakebit  round  in  which  he  chose 
the  wrong  clubs,  played  the  wrong  breaks  and 
hit  the  wrong  shots  until  sundown. 

Marc  Lyons,  another  ENSERCH  four- 
handicapper,  brought  home  a  far  more  useful 
80,  net  76.  Lyons,  whose  foursome  shotgun- 


Three  of  Kinetic  Concepts'  four 
(Loran  Von  Noy,  Ken  Moore  and 
Ted  Buchter)  receive  plaques  from  SkyTel's 
Gary  Park.  Not  pictured:  Dennis  Noll. 

started  on  the  eighth,  somehow  stumbled  to  a 
quadruple-bogey  eight  on  No.  13,  a  short  but 
water-guarded  par-four  at  the  extreme  end  of 
the  property.  Gripping 
his  steel-shafted,  wooden- 


headed  driver  a  bit  more  lightly,  he  played  the 
remaining  12  holes  in  only  three-over  gross; 
at  one  point  he  notched  five  natural  pars  in  a 


Long-drive  champ  Art  Sellinger,  a  ham  with  a  hammer,  treated  the  field 
to  a  polished  pre-round  clinic  and  trick-shot  show,  sponsored  by  Taylor  Made. 


row.  Bill  Satterwhite,  Lyon's  playing  partner, 
did  his  best  on  an  off-day  to  score  a  95,  net 
82.  Early  on,  Satterwhite  seemed  to  shrug 
off  Lyon's  praise  after  Satterwhite  managed  a 
long,  uphill  two-putt  bogey  on  the  treacher- 
ous 10th.  By  the  time  the  13-handicapper 
Satterwhite  had  suffered  a  "quad"  of  his  own, 
on  the  354-yard,  par-four  sixth,  bogeys  were 
indeed  sounding  acceptable. 

The  day's  finest  turnaround  appeared  early 
on,  when  16-handicapper  Leo  Gispanski  of 
third-place  JC  Penney  reversed  some  first-hole 
bungling  by  ripping  off  three  straight  natural 
birdies  in  his  second,  third  and  fourth  frames. 
Imagine  how  Leo  felt  watching  his  playing 
partner  Dave  Evans  hammer  home  an  uphill 
50-foot  putt  on  the  par-four  sixth  to  save  par. 
He  could  have  said,  "Gee  Dave,  with  your 
four  and  my  eight,  we're  off  to  a  nifty  start. . ." 
But  by  the  time  they  turned  at  No.  9,  Evans 
could  happily  tell  the  tall,  athletic  Gispanski 
that  all  was  forgiven.  Soon,  the  SkyTel  pagers 
carried  by  tournament  participants  began 
vibrating  with  the  news  of  a  birdie-birdie- 
birdie  run  by  Gispanski  —  an  unofficial  first 


net  78,  while  Chris  Sears  ("That's  right,  a 
Sears  working  for  JC  Penney,"  he  offered 
good-naturedly)  sagged  to  a  net  88  and 
Marshall  Beere  crafted  an  admirable  86,  net 
77.  Beere's  seven  on  the  long,  straight  second 
hole  could  have  been  worse,  but  he  found  his 
duck-hooked  drive  in  the  bushes  and  managec 
to  advance  it  down  the  fairway. 

Kinetic  Concepts'  $3,000  first  prize  was 
awarded  in  the  company's  name  to  Project 
Mend.  ENSERCH  donated  the  $2,000 
second  prize  to  the  Salvation  Army,  and  JC 
Penney  presented  its  $1,000  purse  for  third 
place  to  Communities  in  Schools. 

The  Cross  Creek  apparel  prize  was  won  in 
a  lottery  by  Lomas  Financial's  Bob  Roofner. 
Roofner's  teammate  and  playing  partner, 
David  Stewart,  rescued  an  otherwise  horren- 
dous round  by  coaxing  his  wedge  shot  to  rest 
just  a  few  paces  from  the  cup  on  No.  15.  He 
sank  his  putt  for  a  birdie  two  and,  since  this 
was  the  coveted  Omega  Closest-to-the-Pin 
hole,  Stewart  secured  himself  a  staggering 
consolation  prize:  an  Omega  Seamaster 
chronometer  valued  at  more  than  $1,800.  • 
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•ATTLL  WICHITA 


If  golf  is  your  game,  trie  Grand  Canyon  State  can  accommodate  you  in  grand  style.  With  over  100  championship 
f  courses  including  designs  by  champions  such  as  Jack  Nichlaus  and  Tom  Weiskopf.  Plus,  more  than  300  days  of  glorious 
Lshine  a  year. 

America  West  can  accommodate  you  in  grand  style,  too.  Wfe're  the  airline  famous  for  low  fares  and  respect, 
pecting  your  need  to  fly  in  comfort,  for  instance,  we  offer  assigned  seating  on  one  of  the  most  modern  fleets  in  the  shy. 
ipecting  your  need  to  arrive  on  time,  we've  established  one  of  the  best  on-time  records  going. .  .going  on 
an  years.  Plus,  we  can  jet  you  nonstop  to  Arizona  from  every  city  listed  above.  No  other  airline 
nes  close. 
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LOW  FARES.  AND  THE  RESPECT  YOU  DESERVE.' 


AMERICA  WEST  IS  PROUD  TO  BE  THE  OFFICIAL  AIRLINE  OF  THE  1994  SKYTEL  U.S.  CORPORATE  GOLF  CHAMPIONSHIP. 


Wynstone  Golf  Club,  North  Barrington,  Illinois,  June  13,  1994 


the  (Midwest  regional  championshii 


OUSEHOLD 
BRINGS  HOME 
THE  PRIZE 

Business  executives  like  Richard  Hull  retire 
to  Florida  to  play  golf  every  day.  So  consider 
the  irony  of  Hull,  longtime  corporate  counsel 
for  Chicago-based  Household  International 
and  a  man  due  to  retire  three  weeks  after  repre- 
senting his  company  in  the  SkyTel  Midwest 
regional:  Hull  captained  Household  to  a  first- 
place  finish  in  the  qualifier,  only  to  have  team- 
mate Kirk  Henry  say,  "Dick,  you  can't  retire 
now,  you've  got  to  work  three  more  months 
until  we  go  to  Colorado  for  the  finals!" 

Household,  paced  by  Dave  Schoenholz's  net 
72  and  Colin  Kelly's  net  75,  cruised  around 
Wynstone  Golf  Club  with 
a  team  net  of  309,  21 


,;.0'i 


ft 


Comdisco' s  Tom  Huber  played  over, 
around  and  through  the  hazards 
to  shoot  net  73. 


strokes  over  par.  Hull,  a  four-handicapper 
who  turned  in  a  net  77,  hit  the  best  closest-n 
the-pin  shot  in  SkyTel  history  when  he 
acupunctured  Wynstone's  1 4th  green  with 
a  seven-iron  shot  that  stopped  eight  inches 
from  the  cup.  For  those  yet  to  reach  No.  14 
the  headline  that  flashed  across  their  SkyTel 
receivers  alerted  them  to  the  frustrating  fact 
that  Hull's  feat  was  indeed  a  tough  one  to 
match.  Knowing  the  prize  for  coming  closes 
on  No.  14  was  an  Omega  Seamaster  Diver's 
Watch,  Hull  apparently  hit  the  shot  to  spare 
his  employer  the  cost  of  a  retirement  gift, 
made  the  tap-in  putt,  of  course,  for  his  only 
birdie  of  the  day. 

Schoenholz,  a  member  of  nearby  Biltmore: 
Country  Club,  echoed  the  sentiments  of 
many  in  the  field  when  he  said,  "I  only  want 
four  holes  back."  On  the  water-hazard  par- 
fives,  Schoenholz  could  not  do  better  than 
triple-bogey  gross,  but  his  card  was  otherwise 
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IF  YOUR 
LONG  DISTANCE 
COMPANY  ISN'T 
GIVING  YOU  THIS 
WHAT  ARE  THEY 
GIVING  YOU? 


As  we  see  it,  a  company  has  two  choices.  Let  the  customer 
beware.  Or,  help  the  customer  be  aware.  Awareness  is  our  way.  And 
has  been  through  ail  the  revolutionary  changes  MCI 
has  brought  to  long  distance. 

Proof  Positive™  from  MCI  is  the  latest,  and  in 


"Every  90  days,  we 
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-Nancie  C/egg 
MCI  Sales  Representative 


many  ways  the  most  revolutionary  of  ail*  Proof     "Each  month  we  ana- 
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...  ..  .  »»       As  your  company's  long 

Positive  is  not  a  product.  It  is  not  a  promotion.  It  is  not  an  offer  distance  needs  change,  we 
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that  expires.  It  is  the  MCI  way  of  doing  business:  Work  hand  in  y0Ur  particular  needs - 

-Harmon  Outlaw 
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THE  ©ID WEST  REGIONAL  CHAMPIONSHIP 


filled  with  mostly  pars  and 
bogeys.  Kelly  lamented  dur- 
ing post-round  interviews 
that  his  "wheels  came  off 
early,"  and  a  glance  at  the 
scoreboard  indeed  revealed 
plenty  of  eights  and  sevens. 
But  when  the  handicap 
system  insulates  you  with  35 
strokes,  you  can — as  Kelly 
did— turn  55-55-1  10  into  a 
tidy  net  score  of  three-over. 
That  arithmetic  looked  fine 
to  the  Gateway  Foundation, 
which  received  a  $3,000 
contribution  as  Household's 
designated  charity. 

Returning  to  the  SkyTel 
finals  for  a  second  run  at  the 
title  is  the  computer-leasing 
firm  Comdisco.  In  last  year's 
wild,  flag-flapping  wind, 
Comdisco's  quartet  of  power 
golfers  played  without  fear 
and  had  their  efforts  reward- 
ed with  a  winning  score  of 
321  net.  But  Comdisco's 
Marty  Walsh,  coming  off 
a  triple-bogey  on  the 
par-five  12th,  said,  "All 
the  good  breaks  we  got 

last  year  are  going  the   

other  way  today." 

When  Walsh  hit  his  tee  shot  on  No.  13  into 
the  water,  that  analysis  seemed  accurate,  but 
he  then  scrambled  for  a  mere  bogey  on  the 
13th  and  followed  it  with  a  birdie  on  No.  14, 
which  helped  him  rescue  a  net  81.  One  of 
Comdisco's  rough  breaks  was  this  twosome's 
draw  of  the  No.  1  handicap  hole,  the  par-five 
third,  as  their  starting  point.  Steve  Hamilton, 
playing  with  Walsh,  took  the  mega-maximum 
score  of  10  on  No.  3,  but  shook  it  off  and 
played  even-par,  net,  through  the  next  six. 
Hamilton's  net  eagle  on  the  short  par-four 
eighth  was  his  magic  bullet  on  the  front  side. 

Tom  Huber,  another  low-handicap 

Wynstone  member  playing  for  Comdisco, 
—  — -   fc]t      (jite  0f  tne  sna|{e 

r'2l£S&j  at  No.  6,  where  he 


Wynstone's  weather  was  much  improved 
over  last  year,  but  scores  were  still  high.  Comdisco's 
Marty  Walsh  (above)  struggled  to  a  net  81. 


Surprised  by  their  regional  win,  Household 
International  players  (I  to  n  Kirk  Henry, 
Richard  Hull,  David  Schoenholz  and  Colin 
Kelly)  head  to  Colorado  with  confidence. 


launched  two  shots  out  of  bounds  and 
accepted  the  twice-par  maximum  of  eight. 
Huber  had  played  his  previous  ten  holes  at 
one-under,  however,  and  his  81,  net  73  was 
Comdisco's  leading  score.  Huber's  playing 
partner,  Graham  Morris,  double-bogeyed 
three  of  Wynstone's  par-three  holes  on  his 
way  to  a  disappointing  net  78.  But  the 
team's  charity,  the  Church  of  the  Sacred 
Heart,  was  anything  but  disappointed  to 
receive  a  $2,000  SkyTel  check  as  a  result  of 
Comdisco's  second-place  finish. 

The  third-place  finisher  in  the  Midwest  was 
St.  Louis-based  Emerson  Electric,  led  by  the 
day's  low-gross  shooter,  Gerry  Monken. 
Monken,  whose  efforts  garnered  him  a  pair  of 
airline  tickets  courtesy  of  America  West,  began 
his  round  on  the  12th  hole  with  a  bogey.  But 
he  soon  settled  into  an  impressive  streak  that 
saw  him  make  par  on  nine  out  of  ten  holes 
between  the  1 4th  and  the  eighth.  His  playing 
partner,  Jim  Berges,  is  an  Old  Warson  C.C. 
member  whose  seven-handicap  didn't  travel 
quite  so  well  as  Monken's.  Berges,  in  fact, 
bogeyed  all  ten  par-four  holes  at  Wynstone  to 
card  an  87,  net  80. 

The  most  intriguing  swing  technique  in 
the  Midwest  field  was  exhibited  by  Emerson's 
George  Tamke,  who,  in  addressing  the  ball, 
created  an  astoundingly  hooded,  "shut"  face 
angle  for  his  clubface.  Tamke,  normally  a 
good  putter,  was  thrown  a  bit  by  Wynstone's 
greens  and  shot  16  strokes  over  his  handicap. 
His  playing  partner  was  Ike  Evans,  a  tall,  con- 
fident golfer  who  had  natural  birdies  on  No. 
8  and  No.  18  in  compiling  his  impressive 

score  of  87  gross,  73  net. 

Thanks  in  good  part 
to  Evans,  the  American 
Diabetes  Association 
benefitted  from  a  $1,000 
payout  from  the  tourna- 
ment purse. 

The  prize  lor  longest 
drive,  sponsored  by  MCI 
and  Taylor  Made,  went 
to  Novell's  Jan  Newman, 
who  hit  a  strong,  straight 
one  about  240  yards  on 
No.  18.  • 
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Deepdale  Golf  Club,  Manhasset,  New  York,  June  20,  1994 


THE  ■HORTHEAST  REGIONAL  CHAMPIONSH 


^Jnisys 

marches  to  a 
repeat  finish 

Returning  to  New  York  in  dashing  black, 
white  and  red  uniforms,  the  Unisys  team  defend- 
ing its  SkyTel  Northeast  regional  title  seemed  to 
resemble  (from  across  the  fairway,  that  is)  a  leg- 
endary Big  Ten  football  backfield.  At  Deepdale 
Golf  Club's  demanding  1 8,  Harold  Barron, 
Robert  Tway,  Ed  Blechschmidt  and  George 
Robson  again  played  their  own  fiery  brand  of 
corporate  golf  So  its  surprising  to  learn  that,  for 
Tway,  the  impetus  to  play  hard  is  not  glory  and 
honor  but  his  customary  side  bet  with  Barron. 

"Oh,  yes,"  said  Barron  with  a  grin,  removing 
a  sawbuck  from  his  wallet  at  the  awards  ban- 
quet, "all  it  costs  me  is  $10  to  motivate  this 
man."  Tway,  in  truth,  is  that  rare  golfer  who 
can  walk  up  to  a  fried-egg 
bunker  lie  and  see  only  the 


sunny  side.  For  example,  he  made  a  "maxie" 
six  on  the  par-three  17th  and  got  so  upset  he 
parred  the  next  four  holes  to  finish  with  an  86, 
net  74.  Barron,  by  contrast,  closed  out  his  day 
on  the  third  hole  by  visiting  two  different 
bunkers  and  hanging  on  for  a  double  bogey. 

Meanwhile,  Robson  and  Blechschmidt  frit- 
tered away  three  entire  holes  before 
either  made  a  natural  birdie.  They  got 
in  sync  on  the  par-three  fourth  by  pro- 
ducing a  matching  pair  of  pars.  Then 
Robson  hit  his  five-iron  to  within  30 
feet  on  No.  5  and  poured  in  the  uphill 
putt  for  a  snappy  little  three. 

He  and  Blechschmidt  proceeded  to 
the  sixth  —  where  Stan  Sauerhaft  of 
Burson-Marsteller  eventually  won  an 
Omega  Seamaster  timepiece  by  stiffing 
his  tee  shot  to  within  four  feet  —  and 
planted  their  drives  a  few  yards  on 
either  side  of  the  cup.  Robson  rolled 
his  in  for  a  two,  with  Blechschmidt 
following  suit.  The  brace  of  birdies 


gave  the  Unisys  duo  the  upper  hand  over 
Deepdale's  elegant,  rippling  fairways  and  its  big, 
scary  greens.  They  finished  a  combined  two- 
over  net  to  pace  the  team  to  a  combined  15-ovei) 
295,  which  earned  their  beneficiary  institution, 
the  United  States  Golf  Association,  $3,000. 
The  formula  that  produced  a  second-place 


Tom  O'Brien,  a  1  2-handicapper  playing  for  Foster 
Wheeler,  shows  fine  form  from  the  bunker. 


What  you  should  know  about 
the  new  Omega  Seamaster  Professional  Chronograph 


Symbolizing  tradition,  know  how,  research  and  the  spirit  of 
innovation,  the  Omega  Seamaster  combines  state-of-the-art  tech- 
nology and  handsome  styling. 

Since  William  Beebe  wore  one  of  the  first  Seamasters  in  1934 
during  a  diving-bell  expedition,  scientists,  adventurers  and 
sportsmen  alike  have  placed  their  confidence  in  this  watch. 

With  a  Seamaster  on  their  wrist,  pioneers  like  Jaques  Yves 
Cousteau  and  Jaques  Mayol  pushed  the  limits  of  underwater  per- 
formance, writing  new  chapters  in  the  history  of  the  oceans. 


AVAILABLE  AT  SELECTED  RETAILERS 


The  new  Omega  Seamaster  Chronograph  is  an  exclusive  world 
first,  designed  to  meet  the  demands  of  professional  divers.  It  is 
the  only  chronograph  in  the  world  which  can  function  underwa- 
ter to  a  depth  of  300  meters/1000  feet  with  a  push  of  a  button. 
The  materials,  titanium  and  tantalum,  utilized  in  the  Omega 
Seamaster  Chronograph  are  state-of-the-art. 

The  Seamaster  Chronograph  is  also  available  in  all  stainless  steel. 

The  Omega  Seamaster  Chronograph  will  be  the  new  bench- 
mark to  which  all  other  dive  watches  are  judged. 
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Introducing 

Hyatt Businessman 


In-room  fax     No  phone  access  charges  Printers 

For  business  travelers,  there's  no  better 
place  than  Hyatt  to  get  down  to  business. 
Because  Hyatt's  new  Business  Plan  equips  you  with  all 
the  business  tools  you  need  to  be  more  productive  on  the 
road.  Located  in  a  special  area  of  the  hotel,  Hyatt  Business 
Plan  has  everything  you  need  right  in  your  room:  A  per- 
sonal work  station  with  a  desk  phone  and 
no  access  charges*  a  dataport,  in-room 
fax,  and  other  key  business  essentials. 
Plus,  24-hour  access  to  photocopiers  and 
printers.  And,  if  that's  not  enough, 

*  No  phone  access  charges  for  800  fs,  local  calls, 
ana  credit  card  calls. 


H  YATT 


and  copiers     Express  breakfast     Work  Station 

express  continental  breakfast  and  morning 
newspaper  are  also  included.  Hyatt  Business  Plan 
is  available  at  only  $15  over  any  regular  room  rate.  So 
come  to  Hyatt  and  discover  that  our  idea  of  business  as 
usual  is  really  unusual.  Plus,  if  you  enroll  in  Hyatt  Gold 
Passport,  every  night  you  spend  at  Hyatt  between  now 
and  August  31  will  quickly  add  up  to 
free  nights  or  airline  bonus  miles.  For 
reservations,  and  to  enroll  for  your 
awards,  call  vour  travel  planner  or  Hyatt 
at  1-800-233-1234. 


HOTELS  &  RESORTS 


WE'VE  THOUGHT  OF  EVERYTHING.5" 

Hyatt  introduces  improved  productivity  in  the  following  locations: 


ARIZONA 

Hvatt  Regencv  Phoenix 

CALIFORNIA 

Hyatt  Regency  Alicante 

(Anaheim) 
Hyatt  Regency  Irvine 
Hyatt  Islandia  (San  Diego) 


Hyatt  Regency  Lajolla 

(San  Diego) 
Hyatt  Regency  Long  Beach 
Hyatt  Regency  Los  Angeles 
Hyatt  at  Los  Angeles  Airport 
Hyatt  on  Sunset 

(Los  Angeles) 


Hyatt  Newporter 

(Newport  Beach) 
Hyatt  Rickeys  (Palo  Alto) 
Hyatt  Regency  Sacramento 
Hyatt  Regency  San  Diego 
Hyatt  Regency 

San  Francisco  Airport 


Hyatt  Regencv  San  Francisco 
Grand  Hyatt  San  Francisco 
Hyatt  at  Fisherman's  Wharf 

(San  Francisco) 
Hvatt  Westlake  Plaza 
COLORADO 
Hyatt  Regency  Denver 


Hyatt  Regency  Tech  Center 

(Denver) 
NEW  MEXICO 
Hvatt  Regencv  Albuquerque 
TEXAS 

Hyatt  Regency  Austin 
Hyatt  Regency  Dallas 


Hyatt  Regency  DFW 
Hvatt  Regency  Houston 
Hvatt  Regencv  San  Antonio 
VANCOUVER,  CANADA 
Hvatt  Regencv  Vancouver 

Washington 

Hyatt  Regency  Bellevue 
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THE  0ORTHEAST  REGIONAL  CHAMPIONSHIP 


nish  for  Air  Products  &  Chemicals:  Pair  your 
•ustiest  player  (Bill  Kendrick)  with  the  player 
'hose  swing  is  a  little  out  of  its  groove  (Art 
iatsaros),  then  fill  out  your  other  twosome 
'ith  a  pair  of  middle-handicappers  (Leo  Daley 
nd  Art  Fowler)  who  have  played  a  lot  of  golf 
jgether.  Air  Products  put  together  an 
dmirable  net  297  that  earned  $2,000  for  the 
Inited  Way  of  Lehigh  County. 

Daley  and  Fowler  were  humming  along  at  a 
Dmbined  plus-three  net  when  they  came  to  the 
ar-five  12th.  Both  hit  strong,  straight  drives, 
ut  Daley  pulled  his  second  shot,  which  kicked 
ehind  a  spruce  tree.  Daley's  sand  wedge 
ipped  a  twig  or  two  and  landed  in  good  posi- 
on  on  the  green.  He  made  his  par  but  watched 
;  Fowler  suffered  a  four-putt  on  the  slick,  slop- 
lg  surface.  But  Fowler  moved  on  to  No.  13 


iight-handicapper  Erich  Augustin  of  Chase  Manhattan 
hits  a  long  Deepdale  drive. 


and  made  a  net  par  fol- 
lowed by  a  net  birdie  at 
the  14th.  Thanks  to  the 
luck  of  the  business-card 
draw,  Daley  will  be  com- 
municating strategy  for 
the  finals  via  his  new 
Konica  fax  machine. 

Kendrick,  meanwhile, 
had  Deepdale  figured 
out.  He  faltered  at  his 
first  par-five  to  make 
bogey,  but  came  back  on 
Deepdale's  only  other 
par-five  to  notch  a  birdie. 
"And  I  sank  two  bona 

fide  no-brainers,"  he  admitted.  It  added  up  to  a 
76,  net  68,  which  earned  Kendrick  the  day's 
prize  for  low  gross:  a  pair  of 
America  West  round-trip  tickets. 
Katsaros,  who  shot  a  net  82,  can 
take  solace  in  the  long  list  of 
over-par  net  scores  endured  on 
this  difficult  par-70  course. 
Even  Tom  Sayles  of  Summit 
Bancorporation,  winner  of  the 
MCI  Long  Distance  award  for 
hitting  the  farthest  on  No.  11, 
called  his  shot  the  "only  fairway  I 
hit  ail  day." 

The  third  SkyTel  finalist  is  a 
team  of  quasi-repeaters,  Am-Re 
Managers  Inc.  Last  year,  the  team 
entered  the  Midwest  regional  and 
placed  second.  Building  a  four- 
some around  SkyTel  veteran  Fred 
Rinaldi,  the  company  will  return 
to  the  finals  thanks  to  a  30-over 
net  310,  good  for  third  place. 
Rinaldi  made  par  or  bogey  on  all 
but  three  holes,  en  route  to  an  89, 
net  75.  With  his  experience  from 
the  previous  year,  Rinaldi  coached 
playing  partner  John  Alfieri  to 
what  Alfieri  later  described  as  his 
"worst  round  of  golf  in  three 
years,"  a  1 1 1 ,  net  87.  Am-Re 
dropped  into  a  dead  heat  with 
CUC  International,  which  was 
decided  by  a  matching  of  cards  on 


So  loose  they  seemed  to  be  playing  for  laughs, 
the  Unisys  guys  (pictured:  Ed  Blechschmidt, 
Bob  Tway,  SkyTel's  Dave  Garrison,  George  Robson, 
Hal  Barron)  actually  played  for  keeps. 

the  back  nine,  narrowly  won  by  Am-Re.  Also  a 
winner  was  the  Special  Olympics  of  Illinois, 
which  received  a  $1,000  donation. 

The  Am-Re  pairing  of  Paul  Inderbitzin  and 
Ken  LeStrange  was  inspiring  to  watch  as  the 
two  kept  firing  away  at  Deepdale's  terraced 
greens,  often  from  long  range.  On  No.  1 ,  a 
long  dogleg  where  the  pin  was  cut  behind  a 
deep  left  bunker,  LeStrange  pounded  a  utility 
wood  from  the  right  rough,  and  Inderbitzin 
jumped  on  a  middle  iron  from  180  yards  out. 
Both  shots  settled  on  the  green,  and  both 
golfers  made  par,  as  LeStrange  lagged  a  sidehill 
50-footer  to  two  feet  to  guarantee  a  two-putt. 

Inderbitzin,  who  finished  with  93,  net  71, 
kept  his  double-bogeys  at  four  and  his  triple- 
bogeys  at  two.  In  one  instance,  Inderbitzin 
took  a  triple  at  No.  11,  then  reeled  off  a  streak 
of  par-par-bogey-bogey.  LeStrange,  with  his 
final  score  of  101,  net  77,  was  not  quite  ready 
to  be  confused  with  SkyTel  clinic  maestro 
Curtis  Strange — although  both  are  known  to  be 
excellent  at  what  they  do  for  a  living.  • 

Golden  Bear  International,  Jack  Nicklaus' 
business  entity,  is  responsible  for  planning 
and  conducting  the  skytel  corporate 
Golf  Championship  events. 

David  Gould  is  a  freelance  writer  based 
in  Sandy  Hook,  Conn. 

Cover  Photo  ©  Jack  Affleck  Photography 

All  Other  Photos  Paul  Lester  Photography 
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UP  &  COMERS 

EDITED  BY  FLEMING  MEEKS 

George  Stephen  invented  the  ubiquitous  Weber  gril 
But  what  will  his  heirs  do  for  their  heirs? 

A  second 
generation 
on  the  hot  spot 


By  Amy  Feldman 


George  Stephen  was  a  college  drop- 
out and  a  metal -bender  who  had  one 
good  idea:  how  to  make  a  better 
charcoal  grill.  From  that  idea  a  con- 
siderable fortune  grew. 

As  a  maker  of  marine  buoys  at 
Chicago's  Weber  Brothers  Metal 
Works  factory  in  the  1950s,  Stephen 
c<  >mbined  two  of  the  buoys'  rounded 
metal  parts  to  create  a  charcoal  grill. 
Using  one  hemisphere  for  the  grill's 
base,  the  other  for  its  lid,  Stephen 
eliminated  the  traditional  backyard 
barbecuing  problems  of  flying  ashes 
and  occasional  flareups.  With  its  lid 
on,  Stephen's  contraption  also 
cooked  food  faster. 

He  bought  the  grill  design  from 


Weber  Brothers  in  1958  and  set  up 
Weber-Stephen  Products  Co.,  now  of 
Palatine,  111.,  to  produce  his  grill. 
Today  some  16  million  U.S.  house- 
holds own  a  Weber  charcoal  grill,  and 
Weber-Stephen  currently  produces 
some  3.5  million  new  ones  a  year. 
Various  Weber  models  are  sold  every- 
where: small,  black  Smokey  Joes  at 
mom-and-pop  hardware  stores,  red 
porcelain  Weber  kettles  at  Home  De- 
pot, custom-designed  green  charcoal 
grills  at  Williams-Sonoma.  Forbes 
figures  the  privately  owned  compa- 
ny's sales  are  close  to  $280  million 
and  aftertax  profits  are  around  $12 
million. 

When  George  Stephen  died  last 


year,  at  7 1 ,  Weber-Stephen  was  worth 
at  least  $150  million.  He  left  the 
company  to  his  widow,  Margaret.  But 
the  Stephens'  progeny — 11  of  their 
12  children  work  for  the  company — 
will  have  more  trouble  holding  on  to 
that  wealth  than  their  lather  did 
building  it  up. 

Without  question  Weber  grills  are 
hardy  appliances.  "There's  no  built 
in  obsolescence  at  all,"  says  Michael 
Kempster,  Weber-Stephen's  market- 
ing director,  who's  been  with  the! 
company  25  years.  "In  fact,  we  make 
them  better  than  we  did  25  years) 
ago."  But  that's  a  two-edged  sword. 
Tough  as  they  are,  Webers  take  many 
years  to  wear  out,  hampering  replace- 
ment sales. 

When  a  Weber  charcoal  grill  does) 
wear  out,  it's  likely  to  be  replaced  by  a| 
gas  grill,  a  market  segment  where 
Weber-Stephen  is  weak.  With  gas 
grills  there's  no  need  to  wait  for  the 
coals  to  heat  up,  the  temperature  is 
much  more  even,  and  gas  burns  much 
more  cleanly  than  charcoal — a  major 
selling  point  for  eco-conscious  grill 
ers.  According  to  the  Barbecue  In 
dustry  Association,  since  1989  unit) 
sales  of  charcoal  grills  have  fallen  27%,| 
to  5.9  million  last  year  from  8.1  mil- 
lion, while  unit  sales  of  gas  grills  have 
risen  32%,  to  5.1  million  from  3.8 
million.  Last  year  charcoal  grills  ac- 
counted for  less  than  one-third  of  the 
estimated  $1  billion  (wholesale)  grill 
market. 

George  Stephen  saw  the  dawn  or 
gas  grills  early  and  made  a  stab  at) 
extending  his  charcoal  line  to  gas  in 
1972.  But  it  was  a  half-hearted  stab. 
Stephen  stayed  with  his  kettle-shaped 
grill  design,  which  consumers  associ- 
ated with  charcoal  grills. 

It  wasn't  until  1985  that  Stephen 
produced  a  rectangular-shaped  gas 
grill,  and  by  then  opportunity  had! 
slipped  from  his  grasp:  The  gas  grill 
market  had  already  reached  3.2  mil- 
lion units  a  year,  and  competitors  like 
Sunbeam,  Char-Broil  and  Thermos 
were  well  entrenched.  The  majority  of 
gas  grills  are  sold  by  such  discounters 
as  Wal-Mart,  Kmart  and  Target,  at  an 
average  retail  price  of  $1 55.  But  Web-| 
er  has  mostly  avoided  those  discount- 
ers, and  its  expensive  ($399  and  up  ad 
retail)  gas  grills  have  only  5%  or  so  of 
the  gas  grill  market. 

The  close-knit  Stephen  clan  ex 
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plored  other  avenues  of  diversifica- 
tion in  the  1970s  and  1980s.  Web- 
er-Stephen tried  its  hand  at  bird 
feeders,  mailboxes,  tablecloths,  sail 
covers  and  electronic  bug  zappers — 
disasters  all. 

"After  all  those  dismal  failures,  we 
decided  we'd  just  get  better  at  making 
grills,'"  says  Kempster.  Weber-Ste- 
phen has  managed  to  keep  its  sales 
base  growing  slowly  by  taking  market 
share  in  the  consolidating  charcoal 
grill  industry  from  smaller  competi- 
tors and  by  steadily  raising  its  prices. 
But  with  an  estimated  65%  share  (in 
dollars)  of  the  charcoal  grill  business, 
and  an  aversion  to  producing  inex- 
pensive grills,  Weber-Stephen's 
growth  in  the  U.S.  market  appears 
destined  to  peter  out. 

The  Stephens  hope  to  continue  to 
expand  overseas,  where  incomes  and 
leisure  time  are  growing  and  many 
millions  of  new  middle-class  house- 
holds are  taking  up  barbecuing  with  a 
vengeance.  Weber-Stephen  now  sells 
almost  one-fourth  of  its  charcoal  grill 
output — nearly  1  million  units  a 
year — abroad,  from  New  Zealand  to 
Hungary. 

But  while  Weber  has  fought  off 
cheap  foreign  competition  in  the  U.S. 
with  trademark-infringement  suits, 
jts  trademarks  offer  little  protection 
abroad,  where  cheap  Chinese  and 
Taiwanese  look-alikes  are  rampant. 
The  costs  of  transporting  heavy  Web- 
er grills  from  Illinois  to  distant  mar- 
kets give  the  local  knock-off  artists  a 
further  price  advantage. 

During  his  lifetime  George  Ste- 
phen avoided  the  press,  and  James 
Stephen,  at  45  the  third-oldest  Ste- 
phen offspring  and  now  the  compa- 
ny's president,  also  declined  to  speak 
with  Forbes. 

He  appears  to  be  addressing  Web- 
er-Stephen's changing  market  by  per- 
fecting its  manufacturing  process  and 
rurning  out  the  best  grills  he  can  for  a 
Little  less  money  each  time.  That's  an 
Itdmirable  strategy  but  not  one  that  is 
Likely  to  produce  a  strong  and  grow- 
ing company  for  the  third  generation 
bf  Stephens. 

!  A  competitor  expresses  more  than 
wishful  thinking  when  he  says:  "Web- 
er is  probably  the  most  profitable 
Company  in  the  industry',  but  the 
Iveakest  positioned  for  the  long 
run."  BH 
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Send  in 
the  clowns 


Big  Toe  contests,  circus  clowns 
and  carnival  barkers.  When  it  comes 
to  selling  shoes,  no  one  does  it  with 
the  imagination  of  David  H.  Russell, 
founder  and  chief  executive  of 
Shoe  Carnival  (Forbes,  June  7, 
1993).  From  a  single  shop  in  Ev- 
ansville,  Ind.  16  years  ago,  Russell 
built  Shoe  Carnival  into  a  39-store 
chain.  Riding  the  crest,  McDonald  & 
Co.  and  Robinson-Humphrey  Co. 
sold  33%  of  Shoe  Carnival  to  the 
public  for  S28  million  in  March  of 
last  year. 

But  those  investors  who  thought 
they  were  buying  into  a  good  thing 
have  since  received  a  bit  of  a  let- 
down. Shoe  Carnival's  profit  mar- 
gins have  dropped,  and  though 
revenues  are  expected  to  rise  in  1994 
by  nearly  half,  to  $222  million,  on  a 
wave  of  21  store  openings  in  the  past 
12  months,  per-share  earnings  are 
expected  to  rise  just  11%,  to  60  cents 
a  share.  At  a  recent  10,  Shoe  Carni- 
val's shares  are  off  nearly  50%  from 


their  high  and  trade  just  above 
their  split-adjusted  $8.67  ipo  price. 

While  Russell  has  been  busy  ex- 
panding into  cities  like  Detroit,  Cin- 
cinnati and  Atlanta,  Shoe  Carnival's 
old  stores  have  lost  some  of  their  zing. 
Same-store  sales  were  flat  for  June 
and  decreased  2.3%  in  the  first  half. 
Shoe  Carnival  had  tried  to  switch 
emphasis  from  name  brands  to  pri- 
vate-label women's  shoes.  Not  only 
were  the  private-label  goods  a 
bomb — even  Big  Toe  contests 
couldn't  sell  the  stuff — they  took  up 
valuable  shelf  space  where  branded 
shoes  used  to  sit.  "We  got  a  little  bit 
out  of  our  element,"  Russeli  says  of 
the  push  into  private-label  shoes. 

David  Magee,  a  retailing  analyst 
with  Robinson-Humphrey  Co.,  says 
the  basic  business  remains  sound. 
Does  he  recommend  the  stock  right 
now?  Well,  er,  no.  He's  waiting  for 
Russell  to  pump  up  the  growth  in 
same-store  sales  and  market  share 


again. 


V 


-Damon  Darlin 

Shoe  Carnival's 
David  Russell 
The  unique 
concept  is 
strong,  but  he 
needs  to  watch 
the  basics. 
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TARTING  YOUR  OWN  BUSINESS 


Dennis  Gingoid  and  Richard  Fasold  have  rented  their 
skills  to  other  entrepreneurs  by  the  hour.  No  more. 

A  piece 

of  the  action 


By  Janet  Novack 


Richard  Fasold  (left)  and  Dennis  Gingoid 

After  creating  the  Retirement  CD  for  a  client, 

they  bought  back  the  idea  and  went  into  business  for  themselves. 


Often  working  jean-clad  from  his 
cluttered  office  in  Washington,  D.C., 
Dennis  Gingoid  is  an  experienced 
banking  lawyer  whose  clients  pay  him 
$285  an  hour.  Richard  Fasold  is  a 
more  conventional,  organized  Den- 
ver-based banking  and  insurance  con- 
sultant who  was  paid  monthly  and 
hourly  fees  to  help  Victor  Palmieri 
make  small  fortunes  on  the  workouts 
of  Baldwin- United  and  Mutual  Bene- 
fit Life  Insurance  Co. 

Now  Gingoid,  45,  and  Fasold,  48, 
have  tired  of  hiring  themselves  out  by 
the  hour.  They're  starting  their  own 
business.  With  luck  they'll  get  rich. 
Without  luck  they'll  at  least  have 
pulled  the  levers  themselves  rather 
than  advising  someone  else  on  how  to 
pull  them.  "I  wanted  to  try  making  all 
the  decisions,"  says  Fasold.  "It's  fun 
not  to  be  second-guessed." 

Their  concept:  something  called 
the  Retirement  CD.  This  is  a  certificate 
of  deposit  that  shelters  interest  in- 


come from  the  ravages  of  current 
taxation.  As  with  insurance  company 
annuities,  the  Retirement  CD's  inter- 
est isn't  taxed  until  it's  withdrawn. 
But  unlike  insurance  company  annu- 
ities, the  Retirement  CD  is  insured  by 
the  Federal  Deposit  Insurance  Corp. 
on  amounts  up  to  $100,000  per  ac- 
count owner  per  bank. 

The  idea  behind  the  Retirement  CD 
dates  back  to  1987,  when  Babcock  & 
Brown  Inc.,  a  San  Francisco-based 
investment  banking  firm,  hired  Fasold 
and  Gingoid  to  create  a  new  consumer 
banking  product.  Two  years  and  hun- 
dreds of  thousands  in  fees  later,  Fasold 
applied  for  a  patent  (on  behalf  of 
Babcock  &  Brown)  on  the  Retirement 
CD  and  the  computer  software  used  to 
administer  it  (the  application  is  still 
pending).  The  patent  would  enable  its 
holder  to  demand  licensing  fees  from 
institutions  that  market  the  Retire- 
ment CD,  much  as  Merrill  Lynch  col- 
lects licensing  fees  from  many  other 


brokerage  houses  that  offer  accounts 
based  on  Merrill's  patented  Cash 
Management  Account. 

Babcock  &  Brown,  however,  did 
not  move  ahead  with  the  CD  product. 
So  last  year  Fasold  bought  back  the 
idea,  for  an  undisclosed  sum,  plus  a 
percentage  of  future  profits,  if  any, 
and  invited  Gingoid  to  take  a  minority 
stake.  Fasold  is  chief  executive  of  their 
company,  American  Deposit  Corp., 
and  calls  the  business  shots. 

The  country's  banks  would  clearly 
like  to  add  something  akin  to  the 
Retirement  CD  to  their  line  of  retail 
products.  Last  year  banks  sold  $13.5 
billion  worth  of  insurance  companies' 
annuities.  But  while  banks  earn  fees 
selling  insurance  annuities,  the  annu- 
ity products  cannibalize  the  banks' 
own  deposit  bases.  The  Retirement 
CD  could  be  a  powerful  source  of 
cheap  deposits. 

Worried  that  they  may  lose  banks  as 
retailers  of  their  annuities  and  face  a 
stiff"  challenge  to  their  own  annuities 
sales,  insurance  companies  are  lobby- 
ing Congress  to  reverse  the  decision 
by  the  FDIC  to  extend  insurance  cover- 
age to  the  Retirement  CD.  Gingoid 
and  Fasold  claim  they  have  enough 
backing  to  fight  the  insurance  indus- 
try challenge.  But  the  pair  faces  other 
hurdles.  One  very  tall  one:  They  have 
not  secured  Internal  Revenue  Service 
approval  of  the  Retirement  CD's  tax- 
deferral  feature,  relying  instead  on  the 
opinions  of  private  tax  lawyers. 

Should  the  IRS  nix  the  tax-deferral 
feature,  the  Fasold/Gingold  product 
would  immediately  die. 

Despite  the  lack  of  IRS  approval, 
150  banks,  including  a  half-dozen 
very  large  ones,  have  signed  confiden- 
tiality agreements  with  Fasold  and 
Gingoid  allowing  the  banks  to  see  the 
details  of  the  product.  In  June  the 
Blackfeet  National  Bank,  an  Indian- 
owned  bank  in  Browning,  Mont., 
began  small-scale  test-marketing  of 
the  Retirement  CD. 

If  the  Retirement  CD  doesn't  fly, 
don't  expect  the  partners  to  revert  to 
simply  hiring  themselves  out  by  the 
hour.  They  say  they  have  other  finan- 
cial products  in  the  works  and  are 
determined  to  keep  a  piece  of  the 
action.  "We've  done  these  things  for 
clients  and  made  them  rich,"  says 
Gingoid.  "Now  we're  going  to  do  it 
for  ourselves."  ■ 
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UN  THE  DOCKET 


What  can  an  American  outfit  do  if  it  thinks 
it  was  swindled  by  Russians? 

So  sue  me 


By  Paul  Klebnikov  and  Dana  Wechsler  Linden 


A  strange  legal  battle  is  playing  out 
in  the  federal  courthouse  in  Houston, 
where  a  locally  based  oil  services  com- 
pany is  suing  Russia's  largest  oil  com- 
pany on  grounds  of  conspiracy,  racke- 
teering and  corruption. 

The  plaintiffs  are  Houston- based 
Frankenburg  Inc.  and  its  parent, 
Frankenburg  Est,  a  secretive  company 
headquartered  in  Liechtenstein. 
Frankenburg  Inc.  was  the  first  West- 
ern company  to  do  workovers  on 
Russia's  old  oil  wells.  Now  it  is  accus- 
ing giant  Lukoil  of  conspiring  to  drive 
Frankenburg  out  of  the  western  Sibe- 
rian market  and  diverting  business  to 
;a  foreign  company  secretly  controlled 
[by  top  Lukoil  executives.  The  defen- 
dants include  David  Fishel,  a  U.S. 
titizen  and  former  Frankenburg  em- 
ployee. Frankenburg  is  asking  for 
$660  million  in  damages. 

Western  companies  have  long  com- 
plained of  the  corruption  of  the  Rus- 
sian market.  The  suit  could  bring  the 
flight  of  day  to  many  of  these  com- 
blained:of  practices. 

Frankenburg  has  gone  after  deep 
oockets.  After  Royal  Dutch/ 
[Shell  Group,  Lukoil  is  the  world's 
j  argest  publicly  owned  oil  company  in 
|:erms  of  reserves.  Part  of  it  was  recently 
privatized,  with  New  York-based  cs 
■First  Boston  buying  a  2.9%  stake. 

Who  or  what  is  Frankenburg?  It's 
»2-year-old  Heldur  Tonisson,  who 
began  his  life  in  Estonia,  where  his 
rather  was  an  architect  of  the  Baltic 
country's  independence  in  1918.  Af- 
:er  his  father  was  murdered  by  the 
Soviet  secret  police  in  1940,  Tonisson 
Bed  to  Sweden,  where  he  traded 
rlothes,  cutlery  and  metals.  A  loner, 
jronisson  boasts  he  has  few  partners 
ind  has  never  sought  bank  loans;  he 
reveals  little  about  his  business. 

When  the  Soviet  Union  began  to 
all  apart,  Tonisson  jumped  at  the 
opportunity  to  invest  in  his  former 
Homeland.  He  started  a  scrap  metal 


operation  and  computer  software 
venture  in  Estonia  and  bought  Esto- 
nia's leading  newspaper.  His  manager 
there  was  a  young  Estonian  software 
engineer,  liiri  Oiemets. 

Oiemets  is  typical  of  a  whole  new 
post-Soviet  generation  of  wheeler- 
dealers:  young,  aggressive  and,  ac- 
cording to  the  complaint,  not  too 
scrupulous.  Tonisson  rewarded  his 
dynamic  manager  on  a  scale  lavish  by 
local  standards:  $120,000,  plus  bo- 


nuses, plus  a  pair  of  luxury  cars.  Oie- 
mets took  Frankenburg  beyond  the 
two-bit  Estonian  deals  and  into  the 
big  time — the  Siberian  oil  market. 

In  late  1991  Frankenburg  signed  a 
300-well  vvorkover  contract  with  a 
Lukoil  affiliate.  But  in  November 
1992  Lukoil  Vice  President  Vitali 
Schmidt  informed  Frankenburg  that 
he  did  not  know  when  or  if  he  would 
be  able  to  pay  the  balance  due  on  it. 
Frankenburg  stopped  work,  laid  off 
its  employees  and  later  sold  its  equip- 
ment to  Lukoil  at  cut-rate  prices. 


According  to  Tonisson,  the  cause 
of  his  troubles  was  that  his  protege, 
Jiiri  Oiemets,  had  double-crossed 
him.  The  Frankenburg  suit  alleges 
that  as  early  as  luly  1992  Oiemets 
secretly  teamed  with  Lukoil  President 
Vagit  Alekperov  and  other  Lukoil  ex- 
ecutives to  form  a  pair  of  companies 
to  transport  oil  equipment.  Then 
Oiemets  recruited  former  Franken- 
burg personnel  into  a  new  oil  services 
company  that  was  registered  in  the 
British  Virgin  Islands  in  January  1993 
as  L.O.  Scandinavia  Ltd. 

After  Frankenburg  pulled  out, 
L.O.  Scandinavia  was  quicldy  given 
financing  by  Lukoil  and  awarded  lu- 
crative contracts.  Frankenburg 
charges  L.O.  Scandinavia  is  con- 
trolled by  Lukoil  executives.  At  least 
one  of  the  defendants  will  not  re- 
spond: Jiiri  Oiemets  was  killed  in  a  car 
crash  in  Estonia  last  November.  Fran- 


kenburg has  retained  Houston  trial 
lawyer  Scott  Carpenter.  If  he  prevails, 
Frankenburg  will  undoubtedly  move 
against  Lukoil  assets  outside  Russia. 

Lukoil  has  signed  up  the  Houston 
office  of  law  firm  Akin,  Gump, 
Strauss,  Hauer  &  Feld  for  its  defense. 

Lukoil's  attorneys  argue  that  even 
if  one  of  the  "conspirators"  (David 
Fishel)  is  a  U.S.  citizen,  U.S.  courts 
do  not  have  jurisdiction  in  what  is 
essentially  a  dispute  between  two  for- 
eign entities.  Whoever  prevails,  this 
promises  to  be  a  fascinating  case.  WM 
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MARKETING 

EDITED  BY  JOSHUA  LEUINE 

High  labor  costs  are  the  bane  of  most  businesses. 
Tim  and  Nina  Zagat  figured  out  how  to  get 
most  of  their  labor  for  free. 

Line  extension 


By  Justin  Doebele 


P   m  File 

Edit   Hotel   Restaurant   Bookmark  Preferences 

laHl'"  -  San  Francisco 

B  1 

Mil  1  H-i  ran 

Ifillsi 

Zagat  Survey's 
Nina  and  Tim  Zagat 
and  one  of  their 
new  CD-ROM 
restaurant  locator 
maps 

Today,  restau- 
rant and  hotel 
ratings. 

Tomorrow,  who 
knows? 


H0.50  rpl 


There  are  currently  Zagat  restau 
rant  guides  covering  over  30  major 
U.S.  cities.  Unlike  guides  compiled 
by  food  and  wine  experts,  the  Zagat 
surveys  use  a  kind  of  polling  method, 
relying  on  the  responses  of  patrons. 

A  nice  little  business.  Zagat  Survey 
will  gross  $7  million  this  year  and  net 
maybe  $1.5  million  for  the  owners, 
the  husband  and  wife  team  of  Tim  and 
Nina  Zagat.  But  how  do  you  expand? 

Well,  the  Zagats  did  a  little  think 
ing.  They  weren't  really  in  the  restau-' 
rant  reviewing  business;  they  were  in 
the  business  of  polling  popular  tastes. 
So  they  have  brought  out  guides  rat- 
ing hotels,  spas,  airlines  and  car  rental 
agencies.  Coming  is  a  survey  that 
includes  wine  stores  and  caterers  in 
Los  Angeles.  Restaurant  guides  toj 
London  and  Mexico  City  are  in  the 
works;  Moscow  is  a  possibility. 

Last  year  they  made  a  deal  withl 
Rupert  Murdoch's  News  Electronic 
Data,  Inc.  to  produce  a  Zagat  CD-ROM 
with  a  special  mapping  feature.  Look- 
ing for  Italian  restaurants  open  after 
1 1  p.m.  within  a  mile  of  the  Hunting- 
ton Hotel-Nob  Hill  in  San  Francisco? 
The  CD-ROM  will  spit  out  the  listings, 
along  with  the  Zagat  ratings  and  a 
road  map  showing  how  to  get  there. 
The  interactive  version  is  now  avail- 
able for  16  U.S.  cities. 

When  the  Zagats  started  out,  in 
1979,  both  were  corporate  lawyers  in 
New  York.  They  loved  to  eat  out. 
Their  friends  did,  too.  So  as  a  sideline 
they  started  collecting,  hand  copying 
and  distributing  a  guide  based  on  the 
collective  dining  reviews  of  a  group  of 
about  150  friends  and  acquaintances. 

Since  all  the  folks  who  did  the 
ratings  did  it  for  nothing,  except  for  a 
free  copy  of  the  guide,  it  was  a  low- 
overhead  operation.  It  has  remained 
that  way  ever  since,  which  is  why  it  is 
so  profitable.  The  company  has  only 
25  full-time  employees  but  75,000 
unpaid,  mostly  amateur  critics.  Each 
survey  participant  fills  out  a  special 
questionnaire  that  asks  for  meal  costs, 
numerical  rankings  on  food  quality, 
decor  and  service,  plus  descriptive 
comments.  Not  only  are  the  "re- 
viewers" unpaid,  they  even  pick  up 
their  own  dinner  tabs.  On  top  of  that 
the  reviewers  are  among  the  biggest 
buyers  of  Zagat  guides — to  impress 
their  friends.  Pretty  neat  way  of  keep- 
ing down  labor  costs!  ■ 
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MONEY  &  INVESTMENTS 


f  rising  interest  rates  and  a  falling  dollar  aren't 
enough  to  keep  you  awake  at  night,  here's  something 
else  to  worry  about:  The  Chrome  Dome  Count. 

A  hairy  situation 


john  Rutledge  is  an  economist 
ynd  chairman  of  Rutledge  &  Co.,  a 
merchant  bank  in  Greenwich,  Conn. 


worry  A  GOOD  deal  about  the 
ibnormally  low  head-to-hair  ratio 
hhr)  evident  on  Wall  Street  these 
[lays.  At  a  recent  black-tie  event  in 
Greenwich,  Conn.,  I  noticed  that  out 
of  a  total  of  650  Wall  Street  honchos 
present,  582  still  had  all  their  hair,  for 
in  hhr  of  less  than  1.12. 
j  The  HHR — sometimes  expressed  in 
ts  inverse,  the  Chrome  Dome  Count 
CDC) — is  a  pretty  sound  indicator  of 
financial  market  stability,  measuring 
Is  it  does  the  collective  wisdom,  expe- 
frence  and  judgment  available  to  the 
inancial  markets  in  case  something 
mexpected  takes  place.  An  hhr  of 
ess  than  2.0  is  unstable,  while  1.0  is 
In  invitation  to  financial  panic.  At 
1.12,  we  are  clearly  close  to  the  panic 
,»ossibility. 

Today's  young  traders  and  invest- 
ment managers  have  lived  through 
l&ly  half  a  cycle.  In  their  experience, 
tock  and  bond  prices  are  things  that 
;o  up,  and  a  bear  market  is  three 
onsecutive  days  of  falling  prices.  By 
rry  estimate,  around  one-half  of  the 
iraders  on  Wall  Street  have  been  hired 
;nd  trained  during  the  incredible  bull 
parket  of  the  past  13  years.  Their 
ntire  experience  has  been  of  a  period 
i»f  falling  interest  rates  that  began  in 
[uigust  1981.  This  lack  of  institution - 
Jl  memory  makes  today's  markets 


more  risky  and  less  liquid  than  we 
would  like  them  to  be. 

Events  of  recent  weeks  in  the  cur- 
rency markets,  with  the  yen  breaking 
through  the  100  barrier  for  the  first 
time  since  World  War  II,  make  this 
lack  of  experience  especially  uncom- 
fortable. Anyone  old  enough  to  have 
been  in  business  in  October  1979 
will  notice  the  parallels.  Back  then, 
the  dollar  was  in  unarrested  fall 
against  the  German  mark  and  the 
Japanese  yen.  The  dollar's  fall  was 
helped  along  by  government  officials 
who  openly  expressed  their  desire  for 
a  lower  dollar  to  stimulate  the  econo- 
my. Concerted  efforts  by  the  central 
banks  to  shore  up  the  dollar  had 
tailed.  We  were  halfway  through  an 
Administration  whose  commitment 
to  a  liberal  social  policy  agenda  was 
stronger  than  its  commitment  to  low 
inflation.  People  were  openly  ques- 
tioning the  political  independence  of 
the  Federal  Reserve. 

Sound  familiar?  It  sure  does  to  me. 
In  1979  the  Federal  Reserve  was 
forced  to  apply  shock  therapy  to  get 
the  situation  under  control.  At  a 
weekend  meeting  dubbed  the  Satur- 
day Night  Massacre,  newly  appointed 
Fed  Chairman  Paul  Volcker  and  his 
colleagues  decided  to  jerk  mercilessly 
on  the  credit  reins.  Short-term  inter- 
est rates  accelerated  sharply,  pushing 
the  prime  rate  above  20%  by  early 
1981 .  Before  the  interest  rate  squeeze 
was  over,  the  long- bond  yield  had 
risen  above  15%  and  the  stock  market 
had  slipped  below  800. 

What  I  remember  most  about  the 
Saturday  Night  Massacre  was  how 
surprised  people  were  when  it  hap- 
pened. Their  experiences,  even  after 
the  1973  oil  embargo,  just  had  not 
prepared  them  for  such  an  event. 
Then,  as  now,  the  head-to-hair  ratio 
was  quite  low. 

There  are  differences,  of  course. 


Inflation  in  1979  was  running  over 
13%,  compared  with  less  than  3% 
today.  OPEC  had  tight  control  of  oil 
prices  and  had  just  engineered  anoth- 
er sharp  price  increase.  And  the  Fed's 
credibility  around  the  world  is  vastly 
stronger  today  than  it  was  in  1979. 

But  we  also  have  the  hedge  funds, 
high-tech  derivatives  and  the  anomaly 
of  illiquid  markets  where  huge  intra- 
day  trading  volumes  mask  the  fact 
that  marketmakers  are  no  longer  will- 
ing to  hold  a  position  overnight. 

The  other  new  factor  is  the  politi- 
cal crisis  in  Japan,  which  has  just 
elected  its  fourth  prime  minister  this 
year,  its  first  socialist  since  the  war. 
Although  the  Japanese  economy  has 
finally  started  to  recover — GDP  grew 
3.9%  in  the  first  calendar  quarter, 
compared  with  3.4%  in  the  U.S. — 
there  are  still  serious  problems  ahead. 
The  relentless  real  estate  deflation 
since  1989  has  undermined  the  capi- 
tal position  of  Japanese  banks.  This 
has  forced  Japanese  investors  to  sell 
and  repatriate  billions  of  dollars  of 
foreign  investments — by  some  esti- 
mates, as  much  as  $85  billion  per 
quarter — to  shore  up  their  capital 
positions.  As  a  result,  the  yen  has 
moved  12%  higher  since  December. 

Without  a  healthy  banking  system 
Japan's  economy  cannot  grow;  and 
without  growth  the  Japanese  cannot 
buy  Auerican  exports,  and  the  whop- 
ping $8.4  billion  U.S.  trade  deficit 
recorded  in  April  will  only  get  worse. 
Meanwhile,  the  vortex  of  Japanese 
capital  flows  pushes  the  yen  higher 
and  raises  the  pressure  on  the  Fed  to 
"do  something." 

While  the  current  situation  is  not  as 
dangerous  as  1979,  it  is  one  investors 
should  keep  an  eye  on  between  now 
and,  say,  October.  The  ultimate  di- 
rection of  inflation  is  not  yet  clear,  and 
until  it  is  I  would  keep  a  good  degree 
of  liquidity;  maintain  a  higher  cash 
position  than  normal;  stay  in  relatively 
short  maturities — two-year  govern- 
ments— in  bond  portfolios.  In  case 
inflation  and  interest  rates  were  to 
move  sharply  higher  later  this  year, 
investors  with  cash  and  short-term 
bond  positions  would  have  the  avail- 
able cash  to  buy  more  of  the  stocks  of 
the  great  franchise  companies  I  have 
been  writing  about  in  recent  columns. 

By  then  the  hhr  should  have  im- 
proved quite  a  bit.  KM 
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COMPUUKS/UUMMUMUAIIUNS 

Answering  technical  questions  from  customers,  an 
expensive  pain  in  the  neck,  is  very  necessary.  Putting 
a  smart  database  on  the  case  makes  the  job  easier. 

Help  is  at  hand 


By  David  C.  Churbuck 

When  Viewlogic  Systems  first 
opened  its  technical  support  hot  line 
in  1985,  engineers  answered  the 
phones,  wrote  the  questions  and  their 
solutions  down  on  pieces  of  paper  and 
filed  them  away  forever. 

It  was  not  an  efficient  way  to  run 
one  of  the  most  important  depart- 
ments in  a  software  company.  View- 
logic  makes  software  used  by  engi- 
neers to  design  things  like  circuit 
boards.  When  a  customer  calls  the 
help  line,  it  isn't  to  whine  about  a 
toaster  that  burns  the  bread.  It  is 
almost  always  with  a  complex  engi- 
neering question.  If  a  question  is  an- 
swered once,  it  will  probably  need  to 
be  answered  again.  What  Viewlogic 
needed  was  a  cleverly  organized  li- 
brary of  past  questions  and  answers. 

Viewlogic  sketched  out  how  that 
Q&A  file  ought  to  work,  then  scoured 
the  country  for  someone  who  could 
build  it. 

"■There  was  nothing  out  there," 
says  Michael  Ehasz,  director  of  tech- 
nical services  at  the  Marlbor- 
ough, Mass.  software  compa- 
ny. "We  resigned  ourselves  to 
having  to  build  it  when  Scopus 
Technology  called  with  the 
solution.  It  was  a  marriage 
made  in  heaven.11 

Viewlogic  liked  the  Scopus 
system,  called  ProTeam,  so 
much  that  it  chipped  in  equity 
capital  to  help  the  Emeryville, 
Calif,  startup  refine  the  prod- 
uct. Ehasz  installed  a  ProTeam 
database  in  1992,  now  used  to 
field  some  200  calls  a  day  at 
Viewlogic. 

Today  the  ProTeam  system, 
which  costs  up  to  $3,500  per 
user,  is  used  by  150  companies 
to  capture  customer  contacts, 
look  up  answers  to  their  prob- 
lems, deliver  bug  reports  to 


engineers  and  provide  leads  to 
salesmen. 

Scopus  is  a  family  software  firm. 
Chairman  Ori  Sasson,  32,  has  three 
older  brothers  working  for  him.  Al- 
though they  have  given  up  some  stock 
to  venture  capital  suppliers  and  em- 
ployees, the  foursome  retain  a  major- 
ity of  their  three-year-old  company, 
which  topped  over  $7  million  in  sales 
last  year. 

Scopus  has  some  competitors  in 
this  hot  market.  One  is  Answer  Sys- 
tems, which  was  recently  awarded  a 
patent  for  a  database  indexing  scheme 
useful  at  help  lines.  Two  others  are 
Inference  Corp.,  which  uses  case- 
based  reasoning  (Forbes,  June  8, 
1992),  and  Software  Artistry,  which 
uses  that  technique  as  well  as  neural 
networks.  The  Gartner  Group  pro- 
jects that  software  to  run  customer 
support  lines,  now  a  $160  million 
annual  market,  will  top  $500  million 
by  1998. 

It's  not  hard  to  see  where  the 


Ori  Sasson  of  Scopus  Technology 
Ask  a  question,  any  question. 


growth  will  come  from.  Everything  is 
getting  more  complicated — vcrs,  Cm 
ROMs,  insurance  forms,  taxes.  J.C 
Penney  uses  a  system  from  Answer  to 
field  250,000  calls  a  year  from  store} 
managers  about  software  problems. 

Like  several  of  its  competitors,  Sco-j 
pus  starts  with  a  relational  database! 
from  either  Oracle  or  Sybase.  A  rela 
tional  database  is  one  that  coordinates 
disparate  sets  of  information — say 
database  of  customer  names  and  ad 
dresses,  another  reporting  software) 
bugs,  and  a  third  containing  solutions 
for  those  bugs.  Such  coordination  is) 
essential  because  it  is  easier  to  main 
tain  specialized  databases  than  one) 
big  catchall. 

But  the  system  is  more  than  a  data 
base;  it  also  contains  an  intelligent) 
searching  mechanism.  The  ProTeam 
software,  says  Ori  Sasson,  makes 
heavy  use  of  a  trick  called  relevance 
ranking.  This  scoring  system  figures 
out  how  close  a  new  question  ("Wh)| 
won't  my  Version  2  load  on  a  Sur 
Sparcstation?")  is  to  a  question  storec 
in  the  library  ("Is  there  a  patch  for  a 
Version  2  bug  on  Sparcstation?"). 

For  the  buyer  of  an  answer- line) 
system,  the  payoff  goes  beyond  the! 
answers  it  spits  out.  If  the  customet 
complains  that  the  product  he  bought 
has  a  design  flaw,  a  report  goes  to  the) 
engineering  department.  So  does  a| 
request  for  a  new  feature.  Salesmer) 
receive  reports  of  customer  activity,  to 
get  a  sense  of  which  customer  acj 
counts  are  more  trouble  than  they  arc 
worth  and  which  ones  would 
benefit  from  a  sales  pitch  fo^ 
another  product. 

A  common  problem  in 
computer  and  software  sales 
An  unhappy  customer  is  inj 
formed  by  the  hardware  sellei 
that  a  crash  is  the  fault  of  the 
software,  and  by  the  softward 
seller  that  it's  the  fault  of  the 
computer.  Scopus  attacks  thi 
problem  by  setting  up  hel 
databases  into  which  more 
than  one  vendor  can  be  tied. 

The  most  expensive  compo- 
nent of  any  help  desk  is  the 
human  component.  To  cm 
manpower  costs,  Scopus  novi 
offers  a  new  piece  of  software 
that  allows  customers  to  dial  i 
via  computer  and  search  foi 
their  own  solutions. 
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You've  made  an  acquisition 

-now  bring  hundreds 
of  employees  into  the  loop. 

Personally 

Introducing 
AEKT  Event  Teleconference  Service 

The  way  to  announce,  explain,  question  and  discuss  big  news  with  everyone. 

All  at  once. 


Call  our  toll-free  number  and  speak 
with  hundreds,  or  even  thousands,  of  your 
employees  worldwide.  And  still  feel  as  though 
you're  talking  to  each  of  them  one-to-one. 
AT&T  Event  Teleconference  Service  is  the 
reliable  way  to  deliver  important  news 
fast  and  first-hand  —  over  the  telephone. 

The  AT&T  Event  Teleconference  team 
makes  it  easy.  Our  highly  trained  specialists 
can  help  you  before,  during  and  after  the  call. 

Whether  you  want  to  conduct  voting  or 
Q&A  sessions,  our  professional  moderators 
can  handle  all  the  details.  Plus,  we  can  provide 


real-time  reports,  on-line  translations  and 
even  schedule  a  replay  of  your  meeting 
at  a  later  date.  With  so  many  options,  we 
can  tailor  your  Event  Teleconference  to 
your  exact  requirements.  AF&J 

So  let  AT&T  work  for  QEDSEI^ 
you  every  time  you  need  ADXANTACjE 
to  announce  a  new  strategic  direction,  a 
major  reorganization  or  fast-breaking  news. 
Because  you  know  an  informed  employee 
is  a  valuable  asset.  And  with  AT&T,  you'll 
get  the  service  and  reliability  you  deserve. 
That's  your  AT&T  Business  Advantage.5" 


1  800  ASK  4 ATT 

Call  today  to  schedule  your  next  big  event  or  to  get  more  information. 


AT&T 
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Multimedia  lives 
up  to  its  promise 


COMMENTARY  BY  JOSEPH  R.  GARBER 


Joseph  R.  Garber  is  a  strategist  with 
Americom  Corp.  in  San  Francisco. 


A  FEW  WEEKS  ago  I  (and  40  other 
people)  spent  a  long  weekend  as  a 
judge  for  NcwMedia  magazine's  Invi- 
sion  awards.  Our  mission:  to  pick  the 
best  multimedia  software  products  of 
the  year. 

The  theory  behind  multimedia  is 
this:  Digitizing  traditional  media — 
words,  pictures,  sounds,  motion — 
and  mixing  them  together  with  ele- 
ments of  a  computer  database  pro- 
gram creates  a  richer,  easier-to-use 
and  more  entertaining  form  of  com- 
munication than  words  alone  or  pic- 
tures alone  or  sounds  alone. 

The  theory  works.  Multimedia  en- 
trepreneurs are  turning  out  dazzling 
things.  Choosing  the  Invision  com- 
petition's winners  wasn't  easy. 

Here  are  a  few  of  my  personal 
favorites: 

Media  Designs,  a  Morgan  Hill, 
Calif,  entrepreneurial  company,  has 
created  a  quarterly  multimedia  golf 
magazine.  The  first  issue  features  in- 
geniously interactive  tours  of  Mon- 
terey's 1 5  courses,  complete  with  sug- 
gestions on  how  to  master  the  tough- 
est holes. 

Side  features  include  animated 
computer  graphics  instructions  on 
improving  your  swing,  a  digital  inter- 
view w  ith  top  course  designer  Robert 
Trent  Jones  Jr.  and  recommendations 
as  to  where  to  send  the  spouse  and 
kids  while  you  are  out  on  the  links  at 
Pebble  Beach. 


Another  company,  TTMC  (Oakland, 
( lalif. ),  has  come  up  with  an  interactive 
airport  information  kiosk.  Bv  touching 
the  screen,  a  weary  traveler  can  locate 
the  best  available  lodging,  call  a  limo, 
get  a  map  showing  how  to  get  to  his  or 
her  destination,  reserve  a  new  flight  or 
simply  find  the  nearest  bathroom, 
n  MC  has  installed  75  of  its  multimedia 
boxes  in  a  half-dozen  West  Coast  air- 
ports. The  devices  should  show  up  east 
of  the  Rocky  Mountains  by  the  end  of 
the  year. 

For  history  buffs  interested  in  the 
Nixon  years,  Sony's  multimedia  ver- 
sion of  H.R.  Haldeman's  personal 
diaries  is  a  real  boon.  Stuffed  with 
appointment  calendars,  photos,  Hal- 
deman's amateur  movies  and  the  dia- 
ries themselves,  The  Haldeman  Dia- 
ries'^ a  superb  example  of  what  can  be 
done  with  an  interactive  book.  The 
CD-ROM  contains  much  more  infor- 
mation than  does  the  printed  version. 
You  can  find  any  event  at  the  click  of  a 
mouse,  and,  with  another  click, 
search  forward  and  backward  in  time 
to  study  its  evolution  and  results  with- 
out having  to  wade  through  all  of  the 
intei  vening  history. 

Microsoft  fielded  a  first-rate  inter- 
active book.  Chock-full  of  photo- 
graphs, films  and  statistics,  Microsoft 
Complete  Baseball  shows  you  more 
than  you  ever  wanted  to  know  about 
the  sport.  If  you  are  a  fanatic,  Bill 
Gates  will  even  sell  you  daily  on-line 
updates  of  the  database. 

Anderson  Consulting  showed  the 
judges  a  different,  and  exceptionally 
impressive,  multimedia  application. 
Designed  to  teach  McDonald's  em- 
ployees how  to  deliver  quality  service, 
the  software's  best  segment  confronts 
trainees  with  a  bunch  of  bad-attimde 
burger-buyers.  McDonald's  clerks  In- 
teract with  the  electronic  ugly  custom- 
ers; t  he  only  way  to  pass  tire  course  is  to 
convert  them  to  happy  patrons. 

Snazzy  marketing,  information  and 
naming  applications  were  shown  by 


outfits  as  diverse  as  Union  Pacific 
Railroad,  Playboy,  Sandoz,  ui'S,  the 
Wall  Street  Journal  Co.,  Paramount, 
Pacific  Bell,  CSX,  Capitol  Records,  the 
Mayo  Clinic  and  Anheuser-Busch 
(with  an  interactive  CD-ROM  package 
called  Beer  Selling  Basics). 

As  for  games:  Graphics,  interactive 
movies  and  compact-disk-quality 
sound  lend  themselves  to  all  manner  of 
engrossing  time-wasters.  Top  award 
winners  Myst,  The  7th  Guest  and  Who 
Killed  Elspcth  Askard?  offer  weeks  of 
puzzling,  interactive  fun.  Sad  to  say, 
some  of  the  Invision  awards  judges 
were  from  the  political  correctness  ge- 
stapo,  so  most  shoot- 'em-up  games 
received  sneers  of  disdain. 

Not  all  of  the  multimedia  programs 
we  judged  were  impressive.  I  put  the 
much-ballyhooed  Grolier,  Compton 
and  Microsoft  Encarta  interactive  en- 
cyclopedias to  the  test  by  scanning  for 
information  about  20th-century 
physicists.  The  results  were  a  mile 
wide  and  an  inch  deep — plenty  of 
pictures,  some  movies  and  sound 
bites  and  a  handful  of  wafer-thin  bi- 
ographies. Sorry,  no  sale.  If  your  kids 
need  to  do  some  research,  they  are 
better  off  going  to  the  library. 

Another  disappointment — multi- 
media magazines  fielded  by  Novsn^eek 
and  others.  Their  CD-ROMs  were  full 
of  information,  but  the  presentation 
of  the  data  was  mostiy  scrolling  com- 
puter text  and  digitized  talking 
heads — pretty  boring  when  com- 
pared with  other  offerings. 

But  for  even'  lackluster  program  in 
the  Invision  contest,  there  were  a 
dozen  good  (and  sometimes  great) 
ones.  Multimedia  has  sparked  an  ex- 
plosion of  new  software  products  the 
likes  of  which  haven't  been  seen  since 
the  early  days  of  the  personal  comput- 
er revolution.  Entrepreneurial  inge- 
nuity and  creativity  are  once  again 
spawning  an  entirely  new  industry. 
Get  ready  for  it.  The  multimedia  revo- 
lution has  begun.  ■ 
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SCIENCE  &  TECHNOLOGY 


Blood 

tests 


COMMENTARY  BY  PETER  HUBER 


eter  Huber,  a  senior  fellow  of  the  Manhattan 
istitute,  is  the  author  of  Orwell's  Revenge 
cree  Press,  forthcoming,  fall  1994). 


iO  dramatize  the  homosexual  art- 
bt's  problems,  Ron  Athey  sliced  into 
mother  man's  back  during  a  theater 
performance  and  splattered  blood  ev- 
erywhere. Whether  or  not  federal  tax- 
payers should  fund  such  shows,  a 
•erformer  almost  certainly  does  have 
First  Amendment  right  to  draw  a  bit 
>f  blood  in  the  name  of  his  art. 

It's  equally  clear  why  O.J.  Simpson 
pd  to  hand  over  to  the  police  blood 
ind  hair  samples  that  could  incrimi- 
pte  him.  Courts  resolved  long  ago 
pat  compelling  tests  like  these  does 
lot  violate  the  Fifth  Amendment 
|ight  against  self-incrimination. 

Why  then  are  we  forbidden  to  test 
j>ur  own  body  fluids,  at  our  own 
j  xpense,  for  no  one's  entertainment 
|r  edification  but  our  own?  You 
lidn't  know  you  couldn't?  Well, 
Sou  can't.  I  refer  to  the  do-it-your- 
elf  blood  test  for  antibodies  to  the 
UDS  virus.  This  test  has  been  effec- 
ively  barred  from  the  market  by  the 
;:ood  &  Drug  Administration  for 
>ver  five  years. 

The  stock  objections  are  familiar 
(nd  wholly  unconvincing.  Learning 
>y  phone  (after  you  send  your 
dome-test  sample  to  a  lab)  that  you 
lave  been  infected  by  the  human 
pmunodeficiency  virus  may  indeed 
»e  more  of  a  shock  than  learning 
ace-to-face.  But  discovering  a  sig- 
lature  aids  lesion  on  your  arm,  or 


testing  positive  in  a  hospital  after 
you  come  down  with  strength-sap- 
ping pneumonia,  or  after  you've 
infected  your  best  friend,  is  surely 
worse.  Face-to-face  counseling  may 
indeed  help  when  you're  getting 
horrible  news.  But  HIV  infection  is 
in  some  measure  treatable,  and  the 
spread  of  the  virus  is  certainly 
preventable,  so  developing  infor- 
mation as  quickly  and  cheaply  as 
possible  must  surely  be  the  para- 
mount objective. 

The  very  thought  that  we  should 
limit  when  and  how  people  learn  vital- 
ly important  tilings  about  their  own 
health,  just  because  they  might  other- 
wise rush  to  the  arms  of  Dr.  Kevor- 
kian, seems  murderously  paternalistic. 
Sure,  knowledge  has  its  perils.  But  not 
knowing  is  more  ciangerous.  If  free- 
speech  rights  protect  Ron  Athey's  ex- 
pressive blood,  they  ought  certainly 
protect  occasions  where  free  speech 
could  save  lives  immediately. 

Quite  apart  from  the  pragmatic  cal- 
culus of  saving  lives,  there's  a  much 
larger  principle  at  stake.  Home  medi- 
cal test  kits  provide  information,  no 
more.  They  trigger  a  dialogue  be- 
tween the  willing  testee  and  a  willing 
lab  technician  at  the  other  end  of  a 
phone  line.  If  we  didn't  live  in  such 
statist  times,  and  weren't  so  preoccu- 
pied by  virtuosi  like  Athey,  state  at- 
tempts to  bar  such  dialogue  would 
shock  anyone  even  vaguely  interested 
in  civil  liberty. 

But  principle  doesn't  seem  to  mat- 
ter much  when  political  constituen- 
cies are  weak,  and  they  are  here.  The 
communities  most  vulnerable  to  HIV 
infection  have  long  been  ambivalent 
about  testing.  They  fear  (correctly,  no 
doubt )  that  information  in  the  wrong 
hands  promotes  paranoid  discrimina- 
tion. Meanwhile,  David  Kessler's  FDA 
is  popular  in  liberal  circles,  and  many 
"liberals"  suddenly  turn  big-brother- 
ish  when  the  cause  of  individual  free- 
dom is  served  by  big  business  operat- 


ing at  a  profit.  So  the  HIV  home-test 
kit  stays  off  the  market. 

If  the  FDA  tried  to  outlaw,  or  even 
drag  its  bureaucratic  feet  on,  a  home 
fertility  or  pregnancy  test,  women's 
rights  groups  would  see  to  it  that 
Kessler  was  fired.  Pregnancy  can  be 
tremendously  upsetting;  when  the 
blue  stick  turns  pink,  some  women's 
thoughts  might  turn  to  Kevorkian. 
Too  bad;  a  woman's  right  to  find  out 
conveniently,  and  privately,  far  out- 
weighs her  right  to  be  protected  from 
the  hazards  of  knowing.  Government 
officials  can  undoubtedly  see  to  it  that 
tests  perform  as  promised,  just  as 
doctors  and  hospitals  are  licensed  to 
deliver  effective  therapy,  not  snake 
oil.  But  barring  reliable  diagnostic 
information  because  it  might  badly 
frighten  someone  is  unconscionable 
in  a  free  society.  One  might  equally 
well  ban  confessionals,  because  dis- 
cussions of  the  hereafter  are  some- 
times pretty  grim. 

As  HIV  home-test  kits  sink  unno- 
ticed into  viscous  Washington  bu- 
reaucracies, where  are  the  people  who 
so  vigorously  defend  the  teenager's 
constitutional  right  not  only  to  dis- 
cuss abortion  with  her  doctor  but  to 
act  on  the  discussion?  A  "right  to 
privacy"  that  covers  a  curette  in  the 
uterus  but  not  a  needle  in  the  thumb 
is  no  right  at  all. 

The  only  way  to  find  out  which 
kind  of  principle  we're  dealing 
with — a  constitutional  one  or  a  raw 
political  one — is  to  go  to  the  Su- 
preme Court  and  ask.  No  big  drug 
company  is  going  to  risk  the  FDA's 
enduring  wrath  by  carrying  home- 
testing  to  the  Supreme  Court.  But 
others  can  and  should.  An  individual 
hemophiliac,  for  example,  would 
surely  have  legal  standing  to  do  so.  At 
stake  here  is  your  right  to  attend  to 
your  own  health,  on  your  own  dime, 
in  the  privacy  of  your  own  home, 
when  David  Kessler  can't  make  a 
house  call  to  look  after  you.  Hi 
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Impotence  can  be  treated.  It  can  also  be  prevented, 
The  latter  is  by  far  the  pleasanter  course. 

You  can't  just 
take  a  pill 


By  Christopher  Palmeri 

Masters  and  Johnson  said  that  only 
10%  of  sexual  impotency  was  due  to 
physical  causes;  the  rest  was  psycho- 
logical. Medical  thinking  has  come 
full  circle  on  that.  Science  now  real- 
izes that  the  causes  are  mainly  in  die 
body,  not  in  the  mind.  "It's  only  been 
in  the  last  decade  that  impotent  men 
have  been  subject  to  rigorous  medical 
evaluation,"  says  Dr.  Irwin  Gold- 
stein, a  urologist  at  Boston  Universi- 
ty's medical  school.  "Now  we  know 
it's  mostly  hydraulics." 

What  are  the  physical  causes  of 
impotence?  There  are  many.  Among 
them:  hardening  of  the  arteries,  dia- 
betes, high  blood  pressure  and  pills  to 
control  high  blood  pressure  or  anxi- 
ety or  depression.  Nerve  disorders, 
spinal  cord  injuries,  penile  injuries, 
multiple  sclerosis  and  prostate  surgery 
are  common  causes.  So  are  drug  abuse 
and  endocrine  disorders  that  result  in 
altered  levels  of  testosterone  or  thy- 
roid hormone. 

Vascular  disease  is  the  most  com- 
mon. In  many  cases,  an  onset  of  impo- 
tence can  be  a  warning  sign  that  a 
heart  attack  or  stroke  is  imminent.  If 
you  are  a  sexually  active  man  and 
suddenly  find  yourself  unable  to  sus- 
tain an  erection,  don't  be  shy;  consult 
a  physician. 

For  persistent  cases,  doctors  now 
suggest  two  treatments:  a  vacuum 
pump  or  injections  of  drugs.  A  third 
approach  is  penile  implants,  these 
ranging  from  semirigid  wires  covered 
with  silicone  to  complex  inflatable 
devices.  The  prosthetic  approach  was 
already  losing  ground  when  three  un- 
happy patients  sued  the  principal  im- 
plant maker,  Pfizer,  in  May,  claiming 
they  got  disappointing  results  and/or 
needed  corrective  surgery. 


The  pump  consists  of  a  long  plastic 
tube  that  is  used  to  form  a  vacuum 
around  the  flaccid  penis.  As  air  is 
sucked  out  of  the  tube,  blood  flows 
into  the  penis,  causing  it  to  expand.  A 
tight  rubber  ring  is  then  slipped  off 
the  tube  and  around  the  penis  to  keep 
the  blood  from  slipping  back  out. 
After  30  minutes  the  ring  must  be 
removed.  Drawbacks:  Initial  users  ex- 
perience soreness  around  the  ring  and 
numbness  in  the  penis.  A  popular 
model  from  the  device's  creator,  Os- 
bon  Medical  Systems  of  Augusta,  Ga. 
costs  $400. 

The  injection  method  comes  close 
to  mimicking  a  natural  erection.  The 
natural  phenomenon  is  triggered  by 
nerves  releasing  nitric  oxide  into  the 
penile  tissue,  which  in  turn  relaxes  the 
smooth  muscle  around  blood  vessels, 

Why  impotence  happens  ; 

Altered  levels  of  testosterone 
or  thyroid  hormone 


Substance 
abuse 


Prescription  drugs 
(Tagamet  for  ulcers 
Cardizem  for  heart 
disease,  Valium) 


Prostate,  bladder 
or  colon  surgeries 


Neurological 
disorders 

(multiple  sclerosis, 
spinal  cord  injuries) 


causing  them  to  engorge  with  blood 
Three  drugs  are  now  commonly  pre 
scribed  to  help  the  blood  vessels  dc 
their  job.  The  patient  has  to  stick  ; 
diabetic-type  needle  into  his  peni 
minutes  before  intercourse.  No 
pleasant.  Internal  bleeding  and  scar 
ring  are  side  effects.  Also,  until  thi 
proper  dose  is  worked  out  for  thj 
patient,  he  may  experience  prolonged 
and  painful  erections.  No  wonder  tha 
while  hundreds  of  thousands  of  met 
try  injections,  half  give  up. 

Vivus,  a  Menlo  Park,  Calif.-basec 
startup,  is  testing  a  way  of  administer 
ing  one  of  the  injectable  drugs  b; 
inserting  a  disposable  plastic  applica 
tor  an  inch  into  the  urethra.  Alsc 
unpleasant,  but  not  as  bad  as  th< 
needle. 

"If  they  could  find  a  pill  that  yoij 
take  minutes  before  intercourse,  i 
would  be  more  popular  than  water,' 
says  Dr.  Goldstein.  Unfortunately 
the  only  pill  available — yohimbine 
extracted  from  the  bark  of  an  Africar 
tree — was  recently  discredited  at  j 
conference  of  the  American  Urologi 
cal  Association  as  having  no  mori 
than  a  placebo  effect. 

Zonagen,  a  small  publicly  tradec 
biotech  outfit  in  Houston  whose  in 
vestors  include  Ross  Perot  and  Lloyc 
Bentsen  III,  recently  acquired  thj 
rights  to  a  drug  that  relaxes  th< 
smooth  muscle  around  blood  vessels 
Like  nitroglycerin  for  angina  attacks 
this  drug  is  held  under  the  tongui 
until  absorbed  into  the  bloodstream 
It  is  supposed  to  be  effective  wheij 
taken  15  minutes  before  intercourse 
Zonagen  hopes  to  get  federal  approv 
al  in  time  to  get  the  drug  on  thj 
market  in  1997. 

Syntex,  the  big  drug  manufacture 
soon  to  be  swallowed  by  Roche  Hold 
ing  A.G.,  is  conducting  clinical  trial 
on  an  oral  anti-impotence  drug.  Thi 
drug  works  by  chemically  enhancing 
nerve  signals  from  the  brain  that  trig 
ger  the  erection.  Syntex 's  pill  couk 
also  get  federal  approval  by  1997. 

And  here's  a  warning  for  men  whc 
aren't  impotent  but  worry  about  it 
Exercise  regularly,  watch  your  choles 
terol  and  quit  smoking.  Keeping  you 
pipes  clean  is  the  best  defense. 

For  more  information,  call  the  Im 
potence  Institute  of  America  at  800 
669-1603.  Half  of  the  callers  ar« 
women.  ■ 
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the  future 
of  corporate  America 

depends  upon  the 
education  available  to 
ourchildre 


"Corporate  Initiatives  in  Education"  will  salute  the  innovative  programs  of  the 
John  F.  Kennedy  Center  for  the  Performing  Arts. 

The  Kennedy  Center  is  a  leader  in  national  arts  education  working  in  cooperation  with 
business  to  bring  the  performing  arts  into  the  classroom. 
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Smoking  of  premium  cigars  is  on  the  rise.  It's  one  way 
of  thumbing  your  nose  at  the  thought  police. 

Cigar  power 

By  William  G.  Flanagan  and  Toddi  Gutner 


Cigars  make  strange  bedfellows.  At  a 
recent  Big  Smoke  event  at  the  Grand 
Ballroom  of  the  New  York  Marriott 
Marquis,  there  stood  tall,  well-tai- 
lored Sirio  Maccioni,  owner  of  New 
York's  fashionable  Le  Cirque  restau- 
rant. Inches  away,  under  the  same 
cloud  of  blue  cigar  smoke,  was  porn 
prince  Al  Goldstein,  rumpled,  portly 
publisher  of  Screw  magazine. 

There  is  something  both  regal  and 
naughty  about  high-priced  cigars.  A 
growing  number  of  men  (and  some 
women)  are  enjoying  the  mixture  of 
the  two.  Sales  of  premium  cigars 
(priced  from  $1  to  $5  each  and  up)  are 


not  up  to  Rush  Limbaugh's  ratings 
(he's  an  avid  smoker,  too),  but  they 
are  growing  nicely.  From  1989 
through  1993  annual  sales  rose  24%, 
from  88  million  cigars  to  109  million. 
It's  estimated  there  are  now  up  to  8 
million  cigar  smokers  in  America.  Ci- 
garmakers  in  the  Dominican  Repub- 
lic, Honduras,  Mexico  and  Jamaica — 
where  most  of  the  premium  cigars 
that  are  legal  in  the  U.S.  come  from — 
are  rolling  as  fast  as  they  can.  Aid  back 
orders  are  at  record  levels. 

Nowadays,  lighting  up  a  lonsdale  is 
rebelling  against  political  correctness. 
It's  a  way  of  telling  the  antismoking 


crusaders  and  other  busybodies  to 
to  hell.  And  cigar  smokers  are  joini 
together  in  defiance  to  enjoy  th 
forbidden  fruit.  Cigar  clubs  are  pa 
ping  up  from  Cincinnati  to  Norfol 
from  Milwaukee  to  Tokyo. 

Of  course,  there's  really  nothi 
new  about  cigar  fanciers  closi 
ranks.  In  the  early  19th  century,  Br 
ish  officers  returning  from  the  Peni 
sular  War  in  Spain  (1808-14)  broug 
cigars  home  with  them — and  w<j 
quickly  ostracized  whenever  they 
up  in  public. 

So  they  formed  clubs,  which  th 
called  divans,  where  they  gathered 
smoke  and  chat  in  peace.  Divans  e 
panded  the  popularity  of  cigar  smc 
ing,  and  died  out  only  after  cigars  h 
won  total  social  acceptance  after  t 
turn  of  the  century. 

Besides  clubs,  there  are  now  spec 
cigar  events,  such  as  the  Big  Smo 
affairs  organized  by  Marvin  R.  Sha 
ken,  editor  and  publisher  of  Cij$ 
Aficionado.  Since  their  inception 
1993,  these  cigar  jamborees  ha( 
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irawn  overflow  crowds  in  New  York, 
pjami  and  Chicago;  Los  Angeles  will 
lost  in  October.  Devotees  pay  $125 
>r  so  a  head  to  sip,  sup  and  smoke 
heir  Partagases,  Davidoffs  and  Ma- 
:anudos  with  kindred  spirits,  and 
valk  away  with  bags  full  of  cigar 
amples. 

Cigar  dinners  are  becoming  com- 
nonplace  at  hotels  now,  too.  The 
litz-Carlton  Hotel  in  lily-liberal  Bos- 
on dared  put  on  one  of  the  first  such 
mokers  in  1986;  this  year  there  will 
>e  more  than  1,000  similar  cigar  din- 
ners held  around  the  country,  many  of 
hem  black-tie  events  at  luxury  hotels. 

Restaurants  are  getting  into  the  act, 
onscious  of  the  fact  that  younger, 
yell-educated  males  are  becoming  ci- 
;ar-puffers.  A  number  of  tony  restau- 
ants  have  declared  themselves  cigar 
riendly,  offering  cigars  for  sale  and 
etting  aside  sections  for  cigar  smok- 
rs.  And  not  just  steakhouses.  In  New 
rork  City,  for  example,  the  list  in- 
ludes  Le  Madri,  Remi,  "21"  and  the 
Vater  Club. 


Big  Smoke  at  the 
Marriott  Marquis 
Where 
cigar  lovers 
carry  on  like  kids 
in  a  candy  store. 


George  Sand  Smokers'  Society  dines  at  Santa  Monica's  Remi  restaurant 
"Cigar  smoking  is  a  smart  way  to  meet  men." 


Want  to  join  a  smokers'  club?  They 
run  the  gamut  from  simple  rooms  set 
up  by  tobacconists — like  Bloom's  Ci- 
gar Camp  in  Pittsburgh — to  posh, 
exclusive  clubs  with  stiff  annual  mem- 
bership fees — like  the  Caribou  Club 
in  Aspen,  Colo. 

The  Caribou,  secluded  and  with  no 
name  on  its  door,  is  the  only  watering 
hole  in  Aspen  where  cigars  can  legally 
be  smoked. 

Women  are  welcome  at  most  such 
clubs — as  long  as  they  are  serious 
about  cigars.  Indeed,  Cigar  Connois- 
seurs of  Chicago  is  headed  by  a  wom- 
an, Diana  Gits,  who  has  owned  and 
operated  the  Up  Down  Tobacco 
Shop  in  the  city  for  32  years.  Gits  even 
markets  her  own  brand  of  cigar,  the 
Diana  Silvius. 

There  are  cigar  clubs  for  women. 
Julie  Ross,  37,  launched  the  George 
Sand  Smokers'  Society  in  Santa  Moni- 
ca, Calif,  in  February  1993.  Named 
after  the  cigar-smoking,  pants-wear- 
ing 19th-century  French  woman 
writer,  the  club  honors  other  female 
cigar  lovers,  like  Virginia  Woolf  and 
Greta  Garbo.  "I  was  ready  to  come 
out  of  the  closet  and  I  wanted  to  find 
people  to  smoke  with,"  says  Ross. 
The  club,  which  also  invites  men  to 
attend  its  affairs,  meets  twice  monthly 
at  Santa  Monica's  Remi  restaurant — 
also  home  to  Les  Amis  du  Cigare,  a 
male  club. 

Ross  is  now  working  on  launching 


George  Sand  societies  in  Chicago, 
Boston  and  New  York.  "Cigar  smok- 
ing is  a  smart  way  to  meet  men,"  says 
Ross,  who  is  single,  but  she  insists 
that's  not  why  she  does  it.  "It's  very 
relaxing.  It's  like  wine;  there  are  dis- 
tinctive flavors.  There  is  a  euphoric 
feeling  to  having  a  nice  cigar.  There  is 
also  the  camaraderie." 

Does  cigar  smoking  help  fill  the 
coffers  of  that  tyrant  Fidel  Castro?  To 
a  degree,  yes.  It  is  estimated  that  up  to 
5  million  Cuban  cigars — priced  at  up 
to  $30  apiece — are  smuggled  into  the 
U.S.  each  year.  Millions  more  are 
smoked  by  Americans  when  traveling 
overseas. 

And  therein  lies  one  of  the  dilem- 
mas for  all  American  cigar  lovers — to 
smoke  Havanas  or  not.  Some  serious 
smokers  still  insist  that  Cuban  cigars 
are  in  a  class  by  themselves,  but  the 
milder  cigars  made  in  the  Dominican 
Republic,  Mexico,  Jamaica  and  Hon- 
duras are  probably  better  suited  to 
most  Americans'  tastes. 

For  today's  smokers,  however,  the 
fight  with  smoke  haters  is  much  more 
important  than  the  feud  with  Castro. 
For  example,  one  bill  at  the  federal 
level,  sponsored  by  Representative 
Henry  Waxman  (D-Califi),  would  ef- 
fectively ban  all  smoking  in  every  pub- 
lic building  in  the  land.  The  bill  would 
even  ban  lighting  up  in  the  immediate 
entrances  of  buildings.  Cigar  smokers 
of  the  world,  unite.  H 
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Want  to  surround  yourself  with  works  of  art 
without  sinking  a  fortune  into  the  stuff? 
Try  renting  from  a  dealer  or  a  museum. 

Leasing 
Lichtensteins 


By  Christie  Brown 

New  York  money  manager  Bradley 
Reitler  is  an  old  hand  at  collecting 
contemporary  art.  But  sometimes  he 
gets  bored  with  a  piece  and  wishes  he 
hadn't  sunk  money  into  it. 

So  Brad  Reitler  started  renting  art 
from  Art  Dimensions,  a  gallery  in 
Santa  Monica,  Calif,  that  specializes 
in  renting  high-end,  contemporary 
art.  The  gallery  shipped  Reitler  a  Lich- 
tenstein  sculpture  that  cost  him 
$1,500  a  month,  with  no  obligation 
to  buy.  Reifler  did  buy  it,  however, 
and  the  gallery  deducted  60%  of  his 
monthly  rental  fee  from  the  purchase 
price  of  $100,000. 

"Most  galleries  say,  'Take  it  home 
and  live  with  it  for  a  while.'  But  after 
three  days  the  phone  calls  start,  pres- 
suring you  to  buy,'"  Reifler  says. 

For  an  art  gallery,  Art 
Dimensions  is  unusual  in 
leasing  works  from  its  in- 
ventory. "We've  leased  art 
for  movie  shots,  commer- 
cials, parties,"  says  owner 
Patsy  Sultan. 

What  Sultan  is  doing, 
many  museums  have  been 
doing  for  years.  Leasing 
with  an  option  can  be  an 
intriguing  way  of  putting 
together  a  collection  or 
keeping  it  fresh.  You  have 
plenty  of  opportunity  to 
mix  and  match  to  find  out 
just  which  works  you  like 
best — and  to  avoid  buyer's 
remorse. 

Larry  Layne  is  a  real  es- 
tate developer  in  Mission 
Hills,  Calif.  When  he  start- 
ed getting  into  collecting  in 
1986  he  became  a  member 


of  the  Los  Angeles  County  Museum 
of  Art  (annual  membership,  $55). 
That  entitled  him  to  rent  works  from 
its  contemporary  art  gallery,  which 
handles  local  and  emerging  artists. 

First  time  out,  Layne  rented  five 
pieces  of  art  worth  $5,500.  His  cost, 
$230  for  a  two-month  period.  Seven- 
ty-five percent  of  the  monthly  fee  is 
automatically  applied  to  the  purchase 
price  if  one  later  decides  to  buy. 
The  museum's  gallery  rents  in  two- 
month  cycles  for  individuals,  six- 
month  cycles  for  corporations. 

After  a  few  months  Layne  returned 
a  few  works  and  rented  6  more,  which 
he  spread  throughout  his  home  and 
office.  Over  the  past  eight  years  Layne 
has  rented  about  150  pieces.  Some  go 
back  fairly  quickly;  others  he  simply 


Roger  Sant  with  works  by  Grandma  Moses  and  Gaston  Lacha 
Renting  $1  million  worth  of  art  for  $22,000  a  year 


keeps  on  renting  until  he  becomes 
their  owner.  He  has  purchased  22, 
pieces  in  this  way. 

Every  two  months  Layne  gets  a| 
rental  bill  that  also  shows  the  balance- 
on  each  piece.  "It  takes  about  four 
years  of  renting  to  own  most  pieces.  I 
just  get  a  postcard  saying,  'Congratu- 
lations, it's  yours,'  "  says  Layne. 

Cost-efficient?  No — and  yes.  Obvi- 
ously, Layne  is  spending  25%  more 
than  he  would  have  by  simply  buying 
the  pieces  outright.  But  he  doesn't 
own  anything  on  his  walls  that  he 
hates,  and  that  he  might  have  to 
dump  at  a  loss.  More  important  to 
him,  he  has  a  constantly  changing 
supply  of  art  in  his  home  and  office. 

Just  to  spice  things  up,  Layne  often 
rents  things  that  he  knows  will  shock 
his  friends  and  family.  He  once  rented 
a  sculpture  made  out  of  a  wrecked 
door  of  a  van,  impressed  with  the 
image  of  a  woman  and  titled  "There's, 
a  goddess  in  my  car."  He  kept  it  for  a 
few  months  in  the  office.  "It  was 
worth  it,  just  from  the  amusement  my 
clients  got  out  of  it,"  says  Layne. 
Among  some  of  the  other  pieces  he  is| 
now  renting  are  a  life-size  fiberglassi 
sculpture  of  a  merman  (man's  torso, 
fish  tail)  and  a  large  diptych  painting; 
that  depicts  a  lush  green  forest  on  one 
panel  and  a  burning  inferno  on  the 
other.  "Renting  has  been  a  great  way 
to  learn  what  I  like,"  says  Layne. 
Some  companies  lease  contempo- 
rary art,  with  an  option  to 
buy,  and  then  let  their  em- 
ployees decide  what  to 
keep.  When  the  San  Fran- 
cisco law  firm  of  Coblentz, 
Cahen,  McCabe  &  Breyer 
expanded  from  three  floors! 
to  four  earlier  this  year, 
three  associates  went  shop- 
ping at  the  San  Francisco 
Museum  of  Modern  Art's 
gallery.  They  brought  back 
30  contemporary  paintings) 
priced  at  $90,000,  costing) 
the  firm  $5,000  to  rent  for 
three  months.  After  two 
months  ballots  were  sent  toj 
every  employee  to  vote  onj 
the  art.  The  polling  went 
heavily  toward  five  pieces,! 
which  the  firm  bought.  Thei 
most  expensive:  $8,000  for1 
a  big  painting  titled  "Boat- 
ing on  the  Hudson,"  in 
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'hich  the  boat  is  a  teapot.  But  a 
iolent  red  painting  in  the  conference 
bom  was  vetoed.  The  lawyers  com- 
plained it  made  taking  depositions 
[aore  difficult. 

1  Another  painting,  vaguely  phallic, 
inspired  scores  of  cracks — and  also 
|ot  the  gate.  Other  paintings  turned 
jut  to  be  just  too  big  for  the  hallways, 
fhey,  too,  went  back.  Now  the  firm  is 
jaying  $2,600  for  a  three-month 
Kntal  of  15  more  pieces,  worth 
(33,000.  Insurance?  The  extra  cover- 
fee  is  written  into  the  office's  casualty 
iplicy.  The  law  firm  writes  down  the 
It  rentals  as  an  office  expense. 
!  Some  museums  allow  corporate 
aembers  to  borrow  (but  not  buy) 
lom  their  permanent  collections. 
I  Roger  Sant,  chairman  of  AES  Corp., 
I  Arlington,  Va.,  has  had  museum- 
jaality  works  on  loan  in  his  offices  for 


the  last  four  years.  They  are  borrowed 
from  the  Phillips  Collection  in  Wash- 
ington, D.C.,  which  allows  corporate 
members  (starting  at  $2,500)  to  bor- 
row paintings  from  its  permanent  col- 
lection. These  works  are  usually  not 
exhibited,  but  that  doesn't  mean 
they're  dogs.  For  one  reason  or  an- 
other, they  fail  to  win  permanent 
display  space.  But  they  usually  cannot 
be  sold  because  it's  against  museum 
policy.  So  rather  than  gather  dust  in 
storage,  they  are  put  out  on  revenue - 
producing  loan. 

In  Sant's  office  are  a  colorful  still 
life  by  the  French  impressionist  Pierre 
Bonnard,  worth  $200,000,  and  a 
classical  bronze  of  a  sea  lion  by  Gaston 
Lachaise,  worth  $25,000.  Hanging  in 
his  secretary's  office  is  a  painting  by 
Grandma  Moses  worth  $100,000.  In 
all,  AES  pays  the  Phillips  just  $22,000 


annually  to  borrow  20  paintings 
worth  a  total  of  $1  million.  The  cost  is 
deducted  as  a  decorating  expense, 
and  insuring  the  paintings  adds  a 
mere  $500  to  the  corporate  bill. 

Among  museums  whose  galleries 
rent  art  with  an  option  to  buy  are  the 
Los  Angeles  County  Museum  of  Art, 
the  San  Francisco  Museum  of  Modern 
Art,  the  Philadelphia  Museum  of  Art, 
the  Seattle  Art  Museum,  the  Delaware 
Art  Museum  (Wilmington),  the  Al- 
bright-Knox  Art  Gallery  (Buffalo). 

If  you're  looking  to  rent  the  more 
valuable  stuff,  a  number  of  muse- 
ums— intruding  the  Whitney  Muse- 
um of  American  Art  and  the  Museum 
of  Modern  Art,  both  in  New  York, 
and  the  Phillips  in  Washington — will 
accommodate  corporate  members. 
But  they  don't  advertise.  Discreet  in- 
quiries are  suggested.  Hi 
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This  is  the  story  of  how  an  entrepreneur's  widow 
learned  to  trust  her  instincts. 

The  education 
of  Sally  Boyd 


By  Matt  Walsh 

Imagine  yourself  a  45 -year-old 
housewife,  mother  of  four,  married  to 
a  successful  entrepreneur.  One  night 
your  husband  drops  dead  of  a  heart 
attack  and  you  are  left  not  only  to  hold 
the  family  together  but  to  run  the 
business  he  built,  one  to  which  you 
have  previously  paid  little  attention. 

It  happened  in  June  1992  to  Sally 
Boyd.  "Thad  truly  believed  a  wo- 
man's place  is  in  the  home,"  Sally 
Boyd  remembers  of  her  husband. 

Thagard  (Thad)  Boyd  Jr.  had 
founded  and  built  Ocala,  Fla.- based 
Mark  III  Industries,  the  nation's  larg- 
est factor  in  the  business  of  putting 
custom  interiors  in  vans,  pickups  and 
sport  utility  vehicles.  He  owned  the 
company  100%. 

When  Thad  Jr.  started  Mark  III  in 
1978,  it  was  a  sideline  to  his  retail 
mobile  home  business.  A  tinkerer,  he 
liked  to  dress  up  the  interiors  of  vans 
with  plush  seating,  recessed  lighting, 
built-in  TVs  and  finished  wood  trim. 
When  gasoline  prices  fell  in  the  early 
1980s,  people  were  no  longer  afraid 
to  drive  gas-guzzlers,  and  Mark  Ill's 
sales  took  off. 

After  his  untimely  death,  things  at 
first  seemed  under  control.  The  eldest 
son,  26-year  old  Thad  Boyd  III,  was 
steeped  in  the  business,  and  so  he  was 
put  in  charge.  "I  just  assumed  that 
everything  would  be  okay,"  Sally 
Boyd  says.  True,  Thad  III  had  not 
always  stuck  to  the  straight  and  nar- 
row. He  was  not  as  disciplined  a  work- 
er as  his  father  and  had  twice  under- 
gone treatment  for  cocaine  and  alco- 
hol addiction.  Nonetheless,  for  Mark 
III,  1992  was  a  record  year. 

After  Thad  III  took  over  in  1992, 
Mark  III  sold  48,000  units— retailing 
for  $18,000  to  $25,000— bringing  in 


Mark  Ill's  Sally  Boyd  and  Clark  Vitulli 
"You've  got  to  trust  your  gut." 


$700  million  in  revenues,  and  record 
profits.  It  held  a  leading  25%  of  the 
van  conversion  market. 

Perhaps  expecting  the  gains  to  go 
on  indefinitely,  Thad  III  announced 
plans  to  double  sales  in  1993  and 
commissioned  architectural  work  for 
a  $15  million  expansion  of  Mark  Ill's 
plant  in  Ocala.  The  work  force  mush- 
roomed from  1,400  to  2,000. 

But  Sally  Boyd  was  soon  to  regret 
not  knowing  more  about  the  busi- 
ness. Early  in  1993  Thad  III  relapsed 
into  drugs  and  alcohol.  His  mother 
persuaded  him  to  enter  a  treatment 
program,  but  as  part  of  the  process  she 
had  to  fire  him  from  Mark  III.  "That 
was  the  one  thing  he  had,"  she  says, 
"his  whole  identity." 

To  run  the  company  she  turned  to 
Charles  Dorrity,  a  longtime  friend  of 
her  husband's  and  Mark  Ill's  presi- 
dent. But  suspicions  arose  in  her 
mind.  In  the  spring  of  1993  a  review 
of  Mark  Ill's  financial  condition  re- 
vealed expenses  were  out  of  control. 
One  month  a  projected  profit  of  $1 .5 


million  ended  up  as  a  $500,000  loss. 
Even  worse  losses  loomed. 

Dorrity  had  permitted  inventory  to 
grow  to  three  times  what  it  should 
have  been,  and  salesmen  were  giving 
dealers  deep  discounts.  In  July  1993 
Dorrity  abruptly  resigned. 

Now  began  in  earnest  Sally  Boyd's 
education.  The  day  after  Dorrity  left, 
she  found  herself  facing  financial  ex- 
ecutives from  General  Motors,  Ford 
and  Chrysler.  They  wanted  to  know 
what  she  was  going  to  do.  "I  told 
them  I  didn't  know,  but  that  Mark  III 
was  my  husband's  dream  and  I  wasn't 
going  to  let  it  die,"  she  says. 

An  easy  solution  would  have  been 
to  sell  the  company.  Suitors  were 
hounding  Mark  Ill's  trustees  with 
offers.  Two  of  the  three  trustees  want- 
ed to  sell,  but  Sally  Boyd  said  no. 

At  this  point  a  headhunter  she  had 
hired  introduced  her  to  Clark  Vitulli, 
48.  A  20-year  veteran  of  Chrysler 
Corp.,  he  had  gone  on  to  become 
chief  operating  officer  of  Mazda  Mo- 
tor of  America,  Inc.  Vitulli  had  been 
fired  from  Mazda  as  part  of  a  corpo- 
rate downsizing,  but  Boyd  didn't 
mind.  Her  instinct  told  her  he  was  the 
right  person  for  the  job.  She  invited 
him  to  a  family  dinner  attended  by  her 
children,  her  parents  and  her  brother 
and  sister-in-law.  Vitulli  passed  mus- 
ter and  she  hired  him. 

Vitulli  appointed  four  Detroit  vet- 
erans to  head  sales,  finance,  manufac- 
turing and  product  development/ 
customer  relations.  The  new  team  has 
reduced  Mark  Ill's  work  force  from 
1,945  to  1,200,  converted  to  just-in- 
time  deliver}'  from  suppliers  and  cut 
the  production  cycle  per  vehicle  from 
30  to  20  minutes.  With  productivity 
rising,  Vitulli  had  Mark  III  in  the 
black  again  by  March — it  had  lost 
over  $1  million  in  1993. 

What  did  Sally  Boyd  learn  from  the 
wrenching  experiences?  To  trust  her 
instinct.  She  remembers  having  nag- 
ging doubts  about  her  son's  stability 
and  about  Dorrity's  performance  but 
didn't  act  on  them.  "Don't  take  it  for 
granted  that  everything  is  okay,"  she 
counsels.  "You've  got  to  find  oulj 
what  is  going  on.  And  you've  got  to 
trust  your  gut." 

She  also  offers  this  advice  to  entre- 
preneurs: "Life  is  too  short.  Learn  to 
relax  and  enjoy  life  and  be  a  father  and 
a  husband."  US 
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WHERE  ARE  THEY  NOW? 

idited  by 

Dana  Wechsler  Linden 


\ohn  L.  Weinberg 

ilNCE  "retiring"  from 
aiming  Goldman,  Sachs  & 
"o.  in  1990,  John  Wein- 
berg has  been  a  very  busy 
nan.  "I've  been  bringing 
n  more  business  than  when 
was  there,"  he  laughs. 
!  Goldman's  senior 
hairman  played  a  key  role 
n  hammering  out  the 
991  merger  of  Chemical 
>ank  and  Manufacturers 
Hanover.  He  was  instru- 
mental in  convincing  for- 
ler  Motorola  chairman 
ieorge  Fisher  to  take  on 
he  greater  challenge  of 
traightening  out  Kodak, 
'ubsequendy,  Fisher  spun 

lobert  Stempel 

psr  Detroit's  executive 
uites  there  have  been  few 
|elievers  in  electric  cars, 
pne  important  exception  is 
Lobert  Stempel,  an  engi- 
neer by  profession  and  a 
prmer  chairman  of  Gen- 
ral  Motors. 

It  was  the  successful 
in  of  gm's  experimental 
un  Racer  in  1987  across 
ustralia  on  a  solar  - 
iowered  battery  that  first 
Dnvinced  him.  A  few  years 

ter  Stempel  became  a 

harged  up  for 
lectric  cars. 


off  several  businesses,  in- 
cluding Eastman  Chemical, 
and  engaged  Weinberg 
and  Goldman,  Sachs  as 
advisers. 

force  behind  an  electric  car 
called  the  Impact.  GM 
management  killed  the 
production  plan,  but 
Stempel  is  still  a  believer. 

Today  Stempel  is  a 
consultant  to  GM  and  in- 
ventor Stanford  Ovshin- 
sky's  Energy  Conversion 
Devices  and  its  subsid- 
iary, Ovonic  Batter\r,  on 
their  joint  venture  to 
commercially  manufacture 
a  nickel  metal  hydride 
battery  that  would  have  far 
more  power  than  today's 
lead  acid  battery. 

What  about  the  Cali- 
fornia mandate  ordering 
Detroit  to  sell  electric  cars 
by  1998?  "None  of  us 
agree  with  it,"  Stempel 
says.  "The  way  is  to  create 
a  vehicle  that's  fun  to 
drive." 

That  will  come  when 
it's  ready,  not  by  any  dead- 
line, he  adds.  What  has  he 
learned  about  boardroom 
politics  after  being 
pushed  out  as  GM  chief  ex- 
ecutive after  less  than 
three  years  on  the  job?  "I 
wouldn't  touch  that  one 
with  a  10-foot  pole,"  he 
says.  -Jerry  Flint 


Three  big  deals  cooking. 


Last  year  Weinberg 
was  called  in  by  private  hos- 
pital chain  Galen  Corp.  to 

Gerald  Tsai 

Legendary  dealster  Ger- 
ald Tsai  hasn't  made  it  into 
the  business  headlines 
much  since  1988,  when  he 
sold  Primerica  Corp.  to 
Sanford  Weill  for  $1.5  bil- 
lion. Tsai  walked  away 
with  a  golden  parachute 
worth  an  estimated  $40 
million. 

But  Tsai,  65,  has  not 
been  resting.  In  1993  he 
took  control  of  Delta  Life 
&  Annuity,  a  Memphis- 
based  insurance  company 
specializing  in  fixed  annu- 
ities (it  now  has  $1.1  bil- 
lion in  assets).  "It's  the 
right  product  at  the  right 
time,  because  the  baby 
boomers  need  tax-de- 
ferred income  for  retire- 
ment and  college  bills," 
he  says.  "When  a  CD  is  pay- 
ing you  around  3.4%  and 
I'm  paying  you  6.55%,  you 
don't  have  to  be  a  genius 
to  do  well." 

Tsai  holds  about  half 
the  equity  and  runs  the 
show.  His  investment 
partners  include  Federal 
Express  Chairman  Fred 


help  with  its  $2.3  billion 
friendly  merger  with  Co- 
lumbia Healthcare.  Soon 
more  business  followed 
when  the  new  firm  merged 
with  Hospital  Corp.  of 
America. 

At  69,  Weinberg  says 
he  has  three  more  big  deals 
cooking,  some  of  which 
are  close  to  being 
announced. 

Weinberg  also  remains 
one  of  the  only  investment 
bankers  who  is  a  member 
of  the  Business  Council, 
the  blue-chip  group  his 
father — onetime  Goldman, 
Sachs  managing  partner 
Sidney  Weinberg — helped 
found  to  create  a  stronger 
alliance  between  business 
and  government. 

-Robert  Lenzner 


Smith,  Norton  Simon's  re- 
tired chairman  Dave  Ma- 
honey,  Chris-Craft  Chair- 
man Herb  Siegel  and 
Bear  Stearns  Cos.  invest- 
ment banker  John  Ro- 
senwald.  "All  my  buddies," 
Tsai  calls  them. 

So  far  Tsai's  timing 
looks  as  good  as  ever.  Over 
the  past  five  years  Delta's 
premiums  have  grown  at 
approximately  20%  a 
year,  and  book  value  has  in- 
creased several  times. 
"My  only  mistake  was  not 
buying  the  whole  compa- 
ny myself,"  he  says.  -R.L. 


Doing  well  with  Delta. 


Se«  York.  Such  filing  doe  ! 

project  is  registered  with  the  New  .lei 


BY  ERIC  S.  HARDY  WM 


The  overall  market 


standard  &  Poor's  500  stock  index 
Is  off  4%  so  far  this  year.  But  the  bear 
market  is  far  more  visible  in  the 
Nasdaq  index  of  mostly  smaller  com- 
panies: off  9%  since  Jan.  1.  Here's 
Inother  important  statistic:  Of  the 
I  ,866  issues  on  the  New  York  Stock 
Exchange,  only  739  show  a  price 
rain  this  year.  The  culprit,  savs  Pru- 
dential Securities'  Larry  Wachtel,  is 
nterest  rates. 

Never  a  fan  of  growth  investing, 
Vachtel  is  recommending  companies 
n  basic  businesses  that  have  establ- 
ished earnings  and  dividend-paying 
ecords.  Among  them  are  oil  stocks 
ke  Kerr-McGee  and  Amoco,  both  of 
yhich  yield  more  than  the  market's 
1.5%.  Another  compelling  segment  is 
>ig  banks,  including  Citicorp.  Wach- 
el  points  out  that  Citicorp — which 
ast  brought  back  its  dividend — is  one 
;ood  way  to  invest  overseas  without 
he  currency  and  political  risks  associ- 
ted  with  most  overseas  markets. 


Special  focus 


When  the  markets  weaken,  as  they  began 
to  do  in  February,  mutual  funds  have  a 
hard  time  holding  on  to  customers. 
According  to  Lipper  Analytical  Services 
in  New  York,  these  equity  and  bond 
funds  have  suffered  big  reductions  in 
assets  since  Jan.  31,  largely  because  of 
redemptions  by  investors. 


Cashing  out 

Funds 

%  change 
in  assets 

AIM  Equity-Weingarten-Retail 

-15%  j 

Dreyfus 

-15 

Fidelity  Emerging  Markets 

-22 

Fidelity  Latin  America 

-36 

Dean  Witter  US  Govt  Sees 

-15 

Goldman  Sachs  Adj  Rate  Govt 

-43 

Kemper  US  Mortgage-B 

-27 

Spartan  Short  Term  Income 

-43 

Source.  Lipper  Analytical  Services,  Inc. 
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The  Barra  All-US  price  index  as  of  7/7/94 


Market  value:  $4,908.6  billion 
P/E:  21.6 

P/E  minus  negative  EPS:  16.0 
Price/book-  2.4 
Yield:  2.5% 


12-month  closeup 


Barra  index 

200-day  moving  average 


'85     '86  '87 

'88 

'89  '90 

'91     '92     '93  '94 

'93 

 '94  .  I 

|  Closeup  on  the  market 

Index  or  investment 

2-week  change 

%  change  from 
1  year  ago       5-year  high 

Barra  All-US  Index 

0.0  % 

-0.6%  -8.7% 

S&P/Barra  Growth  index1 

0.3 

1 

1.5 

-5.5 

S&P/Barra  Value  index2 

-0.5 

■ 

3.3 

-6.1 

Dow  Jones  industrials 

-0.3 

1 

5.0 

-7.3 

S&P  500 

-0.3 

1 

-0.1 

-7.0 

NYSE 

-0.3 

I 

-0.3 

-7.5 

Nasdaq 

0.8 

■ 

0.5 

-12.1 

Amex 

-1.5 

-1.8 

-13.0 

EAFE' 

0.4 

I 

16.3 

-0.9 

CRB  futures  index45 

-1.9 

4.6 

-10.9 

Gold  (Comex  spot) 

-1.3 

-2.6 

-8.9 

1 

Yen '(per  $US) 

-2.5  | 

-9.0 

-38.4 

Oil  (W  Texas  Intermediate) 

-1.0 

7.4 

-53.6  j 

The  best  and  worst  performing  stocks 

Best 

Price 

2-week 
change 

1994 

EPS1  Worst 

Price 

2-week  1994 
change  EPS5 

Metropolitan  Financial 

22V2 

40%    $2.06     Brock  Control  Sys 

7V2 

-61%  $0.75 

Argosy  Gaming 

18 

36 

0.49  KnowledgeWare 

3 

-59  0.56 

President  Riverboat  Casinos 

36 

0.54     Tricord  Systems 

4  Vb 

-59  1.08 

Borland  International 

11 

30 

1.04     Ribi  ImmunoChem  Res 

4 

-45  -0.14 

Ultratech  Stepper 

23 

28 

1.14  Interleaf 

-43  0.29 

The  best  and  worst  performing  industry  factors7 

Best 

2-week 
change 

Since 
12/31/93 

Worst 

2-week 
change 

Since 
12/31/93 

Tobacco 

4.1% 

-10.4% 

Trucking 

-7.2% 

-5.5% 

Leisure,  luxury 

3.7 

-0.2 

Precious  metals 

-5.5 

-13.0 

Real  estate 

3.4 

-19.4 

Water  transport 

-3.6 

-2.9 

Beverages 

2.6 

-13.9 

Tire  &  rubber 

-3.3 

-14.1 

Electric  utilities 

2.1 

-16.4 

Liquor 

-3.3 

90  § 

MUIM  iLmaonMtRMUHHWMW 

ite:  Data  for  period  ending  7/7/94.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  common  U.S.  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  trading  on  U.S. 
irkets.  ADRs,  REITs  and  closed-end  funds  are  excluded.  1  Total  return  of  a  portfolio  of  more  than  150  large-capitalization  stocks  that  has  high  historical  earnings  growth  and  has  predicted  above-average 
rnings  growth. 2  Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios. 3  A  dollar-denominated  capitalization-weighted 
jex  of  more  than  1,000  stocks  from  Europe,  Australia,  New  Zealand  and  the  Far  East.  Source:  Morgan  Stanley  Capital  International  Perspective.  4  Index  of  21  commodity  futures.  5  Source:  Kmght-Ridder 
lancial  Information.  ^Estimate.  Source:  IBES,  Inc. ;  Shows  return  to  the  industry  factor  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have 
aportional  contributions  in  two  or  more  groups.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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NEW  IdDUCd  REVIEW 

BY  SCOTT  DECARLO 

The  biggest  new  issues1 


Offer 

Offer 

6/30/94 

Offering 

Lead 

Performance  to  date 

Pninn^nij  '1  u  if  irlQC  i 

bOpifjany/uusiricbj 

date 

price 

price 

\  -PIMM; 

■  i  n  f  1 1 ■  i  '// 1  1 1  <•  t 

absolute 

rel  to  mkfj 

,  i.  l-,r  Iffititiitrut/i  il  H   ciQC  o  v  n  1  rM*  at  I  rw  i 

n 

CO 

/L?  ft 

t  /I  90 

fin  1  r\ m an  Q ar he 

5% 

106 

ra<»p/l^rm  Pfiinnmpnt 

UCI JC(  1        1  1    '  l  '  r     '  ^ ill 

p 

6/24/94 

19 

18% 

jjj 

Mnrpan  ^tanlpv 

1 VI  U  \ ;  / '  II     ->  I f '  i  1 1  -  y 

-1 

99 

Santa  Fe  P3cific  Gold/pold  mining 

n 

6/15/94 

14 

137/s 

252 

Goldm3n  Sachs 

-1 

103 

Jefferson  Smurfit/paper  &  packaging  prods 

o 

5/4/94 

13 

16'/s 

250 

i » i  <ji  c,cj  ii  \j  i  ci  1 1 1  ty 

24 

126 

Lear  Seating/auto  &  truck  seats 

n 

4/6/94 

15-1/2 

183/8 

145 

Lehm3n  Brothers 

19 

120 

Centex  Construction  Prods/building  materials 

n 

4/13/94 

14 

i  i  7/. 
1  1  /8 

143 

DU 

-15 

85 

Finl  Security  Assurance/finl  insurance  sves 

n 

5/6/94 

20 

22 

110 

Salomon  Brothers 

10 

111 

MK  Rail/locomotive  parts 

0 

4/26/94 

16 

19'/2 

96 

Morgan  Stanley 

22 

124 

American  Publishing/newspaper  publishing 

0 

5/4/94 

13 

133/4 

95 

Smith  Barney  Shearson 

6 

108 

Quorum  Health  Group/hospital  consulting  sves 

0 

5/25/94 

15 

17  Vl 

94 

Goldman  Sachs 

17 

120 

Performance  update 


The  market  for  initial  public  offerings  is 
in  semihibernation.  According  to 
Renaissance  Capital,  a  Greenwich, 
Conn,  research  firm  lor  institutional 
money  managers,  86  new  offerings  arc- 
in  registration,  hut  one  or  two  compa- 
nies a  week,  on  average,  will  postpone 
their  offerings  in  the  hope  thai  the  cli 
mate  lor  new  issues  improves.  In  con 
trast,  at  this  time  last  year  there  were 
almost  no  postponements. 

Another  sign  that  I  he  w  eak  and 
volatile  stock  market  is  staring  [PO 
investors  is  that  underwriters  are  scal- 
ing hack  cither  the  si/.e  of  their  offer 
ings  or  the  offering  price.  Securities 
Data  reports  that  in  the  second  quar 
ter  of  1994  only  <S  of  149  deals  were 
priced  above  their  expected  range, 
while  69  were  priced  below  their 
range.  For  example,  in  Case  Equip 
ment  Corp. 's  original  filing  with  the 
SE<  ,  the  manufacturer  of  agricultural 
equipment  planned  to  sell  24.5  mil- 
lion common  shares.  But  Case  was 
forced  to  amend  its  filing,  and  only 
17.5  million  shares,  worth  $?>?>?>  mil 
lion,  were  sold  in  its  June  24  [PO. 

Some  analysts  see  in  the  postpone 
merits  and  downsizingS  the  makings 
of  the  next  hull  market  in  [POS. 
"Prices  continue  to  he  marked 
down,"  says  Renaissance  Capital's 
Linda  Killian,  "and  that  may  signal 
the  start  of  a  buyer's  market." 


The  best  new  issues1 


Offer 

Offering 

Lead 

Performance  to  date 

Company/business 

price 

($mil) 

underwriter 

absolute 

rel  to  mkt 

FORE  Systems/networking  prods 

16 

$48 

Goldman  Sachs 

83% 

186 

Xechem  Intl/biopharmaceuticals 

5 

'••'5 

Kennington  Wells 

70 

173 

Alternative  Res/tech  employment  sves 

14 

16 

Montgomery  Sees 

59 

162 

Panda  Project/semiconductors 

5 

10 

Whale  Sees 

55 

155 

ValuJet  Airlines/airline 

12'/2 

35 

Bear  Stearns 

53 

154 

The  worst  new  issues1 

Offer 

Offering 

Lead 

Performance  to  date 

Company/business 

price 

($mil) 

underwriter 

absolute 

rel  to  mkt 

Educational  Insights/educational  software 

10 

$20 

William  Blair 

-18% 

83 

XcelleNet/computer  systems 

11 

22 

Alex  Brown 

-16 

84 

LXR  Biotechnology/biopharmaceuticals 

4'/2 

11 

D  Blech 

-15 

85 

Centex  Construction  Prods/building  materials 

14 

143 

DU 

-15 

85 

Financing  for  Sciences/rental  of  med  equip 

63/8 

16 

Sands  Brothers 

-12 

90 

The  most  active  investment  bankers 

industries  going  public 

Underwriter 

Total 
offerings 

Total  raised 
($mil) 

Industry 

Total 
offerings 

Total  raised 
($mil) 

Goldman  Sachs 

22 

$2,970 

Manufacturing 

259 

$9,317 

Morgan  Stanley 

23 

2,532 

Insurance 

26 

2,644 

Merrill  Lynch 

20 

2,204 

Communications 

28 

1,984 

DU 

23 

1,857 

Services 

89 

1,963 

Lehman  Brothers 

23 

1,740 

Natural  resources 

19 

1,463 

Note:  This  report  covers  initial  public  offerings  of  common  equities  with  offer  date  of  4/1/94  to  6/30/94,  offering  price  of  $2.50  or  more  and  offering  value  of  $5  million  or  ma 
Closed-end  funds,  limited  partnerships  and  ADRs  (American  Depositary  Receipts)  of  corporations  already  traded  in  foreign  countries  are  excluded,  as  are  REITs  and  spinoffs.  'Li 
quarter.  The  ending  value  of  $100  invested  in  the  stock,  divided  by  the  ending  value  of  $1  invested  in  the  market,  latest  12  months.  Source:  Securities  Data  Co. 
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It  Takes  Audacity  To 
Succeed  In  Business 

An  Astonishingly  Fresh  and  Imaginative  Approach  to  Understanding  Money, 
Power,  and  Business.  Written  Especially  for  Todays  Leadership  Generation. 


Here  are  just  some  of  the 
subjects  covered  in  our  pre- 
mier issue — all  typical  of 
the  stimulating  ideas  you'll 
jet  in  copy  after  copy: 

"Boris  Yeltsin, 
Meet  Alexander 
Hamilton" 

>y  Jude  Wanniski 

it's  a  huge  country  that  has 
tone  through  a  wrenching,  con- 
lulsive  period  that  left  it  an 
Iconomic  basket  case.  Russia 
992?  No.  America  1792.  The 
magi  native  steps  we  took  then, 
tome  two  hundred  years  ago, 
Would  save  Russia  today. 


rlow  General 
Motors  Beat  Ford 

y  J.  M.  Fenster 

i  the  1920s  GM  was  a  hungry 
umber  two  that  astutely  per- 
eived  a  changing  marketplace 
md  rudely  knocked  number- 
lie  auto  builder  Ford  from  its 


FORBES  and  AMERICAN  HERITAGE 
announce  a  just-off-the-press, 
brand-new  quarterly  business 
magazine:  AUDACITY.  A  bright, 
bold  read  that  presents  lessons  from  the 
historical  vantage  point  of  AMERICAN 
HERITAGE,  with  the  finger-on-the-pulse 
business  acumen  of  FORBES. 

It's  a  must-have  magazine  filled  with 
lively,  useful  information  about  American 
business  that  we  guarantee  will  put  a 
whole  new  perspective  on  how  you  look 
at  your  company  and  your  career. 

As  Ralph  Waldo  Emerson  put  it,  "The 
years  teach  much  which  the  days  never 


:now. 


perch.  It's  uncannily  similar  to 
the  way  the  Japanese  beat  the 
U.S.  auto  industry  in  the  '70s 
and  '80s. 


J 


CHEVROLET 

1  — 


Why  Business 
History? 

An  interview  with 
Alfred  Chandler 

We  used  to  start  our  managers 
on  the  shop  floor.  The  great 
successes  of  American  busi- 
ness have  been  innovators  in 
corporate  strategy  and  struc- 
ture. Today  we  start  managers 


off  in  business  school.  By  for- 
getting much  of  what  we  long 
knew  and  falling  into  the  dan- 
gerous practice  of  divorcing 
operating  and  top  management, 
we  have  put  ourselves  in  severe 
jeopardy. 

My  Turning 
Point 

A  regular  feature 

IBM's  Thomas  Watson  has 
heard  praise  for  his  accom- 
plishments all  his  life.  Hut  one 
compliment  he  got — a  WWII 
Air  Force  general's  scrawled 
"Splendid!"  on  a  report  Watson 
wrote  as  a  young  pilot — 
meant  more  than  the  rest  com- 
bined. It  galvanized  the  young 
pilot's  self-confidence  and 
has  meant  the  most  to  him  to 
this  day. 


Boot  Hill 

Another  regular  feature 

Where  did  the  great  companies 
that  failed  go  wrong?  Why?  In 
our  premier  issue:  the  rise  and 
fall  of  the  United  Fruit 
Company  (1899-1975), 
Aeromarine  West  Indies 
Airways — America's  first 
international  airline  (1920- 
1923).  and  RKO  Radio 
Pictures  (1928-1958). 
In  our  second  issue: 
I )u Mont  Television 
Network  (1946- 
1955),  Look 
Magazine  (1937- 
1971),  and  the 
USFL  (1982- 
1986). 


or  a  risk  free  copy,  call  1-800-825-0061.  Or  write:  Audacity,  P.O.  Box  6606,  Syracuse,  NY  13217 
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Survival  tips  from  fund  managers  with  positive 
returns  in  this  year's  negative  markets. 


"Party's  over" 


By  Mary  Beth  Grover 

Dividends  included,  Standard  & 
Poor's  500  stock  index  is  down  3% 
this  year — quite  enough  to  dampen 
the  enthusiasm  of  novice  investors  for 
stocks.  Bonds  have  lost  4%  this  year 
and  utility  stocks  10%,  most  foreign 
stock  markets  (except  Japan)  are  way 
down,  and  emerging  markets  have 
dropped  as  though  they'd  been  shot. 

No  hurricane,  but  dismal  weather 
and  a  handy  test  of  weather-worthi- 
ness. Many  of  the  tried-and-true 
funds  that  scored  B  or  better  for  their 
downmarket  performance  in  Forbes' 
annual  ratings  came  through  relative- 
ly unscathed.  And  you  can  get  one 
without  incurring  a  sales  load  or  a 
steep  expense  ratio  (see  table). 

Some  newer  funds  have  held  up  well 
this  year,  too.  One-year-old  Tweedy, 
Browne  Global  Value  Fund,  with 
$389  million  in  assets,  rang  up  a  6% 
return  in  the  first  half  of  1994,  nearly 
nine  points  ahead  of  its  peer  group. 
Avoiding  the  overheated  emerging 
markets  helped.  Jokes  comanager 
John  Spears:  "We  don't  want  to  invest 
in  places  we're  afraid  to  visit." 

Tweedy,  Browne  buys 
many  a  stock  below  book 
value — some  even  below 
net  current  assets  (current 
assets  minus  all  liabilities). 
That's  what  Benjamin  Gra- 
ham, the  firm's  idol,  used 
to  do  in  the  U.S.,  when 
stocks  were  cheaper  here. 
Today  the  average  U.S. 
stock  is  trading  at  an  out- 
landish 3  times  book,  and 
Tweedy 's  fund  has  but  14% 
of  its  assets  invested  here. 
But  Grahamesque  oppor- 
tunities abound  among 
smaller  companies  abroad. 

Example:  Spanish  air- 
conditioner  maker  In- 
terclisa  Carrier.  The 
Tweedy,     Browne  fund 


picked  it  up  for  just  8  times  earnings 
and  11  times  its  cash  dividend.  An- 
other holding,  Fiat  France,  a  financ- 
ing arm  of  the  Italian  automaker,  goes 
for  just  35%  of  book  value.  Stocks  like 
these  can  take  a  while  to  pay  off.  After 
all,  the  price  is  usually  low  for  a  reason, 
such  as  depressed  earnings.  But  a  high 
dividend  yield  rewards  the  patient 
investor. 

Another  approach,  but  practiced 
here  at  home  in  realty  stocks,  per- 
formed well  for  the  Cohen  &  Steers 
Realty  Shares  fund.  Comanager  Mar- 
tin Cohen  is  finding  lots  of  opportu- 
nities in  real  estate  investment  trusts. 
"Rising  interest  rates  and  inflation  are 
positive  for  real  estate,"  says  Cohen. 
That's  because  as  the  economy  grows, 
real  estate  owners  can  raise  rents  to 
keep  pace  with  inflation  while  paying 
their  mortgages  off"  with  inflated  dol- 
lars. The  $358  million  fund  is  up  8% 
so  far  this  year. 

Cohen  is  finding  bargains  in  office 
building  REITs  like  Washington, 
D.C.- based  Carr  Realty,  which  he 
considers  undervalued  at  10  times  its 


Bear  market  survivors 


Fund 

Performance 

Total  return 

Annual 

UP  DOWN 

1994* 

5-yeart 

expenses 

—markets— 

per  $100 

Dodge  &  Cox  Stock 

B  B 

0.0% 

11.2% 

$0.62 

Federated  Stock  Trust 

B  A 

-1.2 

9.3 

0.97 

Fidelity  Fund 

C  B 

-2.6 

10.2 

0.66 

Mutual  Series-Beacon 

C  B 

2.8 

11.6 

0.73 

N&B  Selected  Sectors 

C  B 

-1.5 

12.8 

0.92 

Scudder  Growth  &  Income 

C  B 

-0.3 

11.1 

0.86 

T  Rowe  Price  Equity  Income 

C  B 

-0.9 

9.1 

0.91 

Vanguard  US  Growth 

C  B 

-2.3 

12.1 

.0.49 

Standard  &  Poor's  500 

-3.4% 

10.3% 

'Through  June  30, 1994.  tAnnualized. 

These  no-load  funds  have  outperformed 
bear  markets  before,  and  this  year  is  no  exception. 
They  all  have  annual  expense  ratios  below  1%. 


funds  from  operations.  He  also  likes 
shopping  center  REITs.  Rising  prices 
translate  into  fatter  rents  for  landlords 
who  get  a  percentage  of  store  sales.  A 
favorite  is  Moreland  Hills,  Ohio- 
based  shopping  center  operator  De- 
velopers Diversified  Realty.  Cohen 
also  holds  Las  Vegas  apartment  own- 
ers Oasis  Residential  and  DeBartola 
Realty,  king  of  the  mall. 

Another  downtrend-bucker  is 
Paul  Stephens,  who  runs  the  Robert- 
son Stephens  Contrarian  Fund 
($660  million  assets).  "The  party's 
over,"  he  says,  but  not  for  him.  His 
fund  is  up  4%  this  year.  Foreseeing 
rising  interest  rates  and  panic  among 
the  novice  stock  fund  buyers,  Ste 
phens  predicts  that  this  year  and 
next  will  be  akin  to  the  painfu 
1973-74  bear  market,  which  Ste 
phens,  49,  remembers  well. 

This  year  Stephens  did  well  short- 
selling  two  highfliers:  Media  Vision 
Technology,  a  debt- ridden  maker  oi 
multimedia  computer  components, 
and  battery  developer  Valence  Tech 
nology  (Forbes,  Mar.  1, 1993),  a  firm 
that  is  big  on  concept  but  short  on 
products.  Stephens  also  profited  fromj 
puts  on  the  s&p  500  and  on  what  hd 
calls  his  "'cult"  basket  of  nine  high-l 
tech  networking  companies.  He 
won't  reveal  the  component  stocks. 

Short  sales  and  s&P  puts  make  up) 
27%  of  Robertson  Stephens  Con 
trarian's  assets.  The  fund's  March) 
annual  report  shows  that  two  of  it 
largest  shorts  were  New  York-based 
Bankers  Trust,  a  big  player  in  deriv 
atives,  and  Snapple  Beverj 
~ age,  the  maker  of  fancifieq 
iced  teas. 

With  an  annual  expens^ 
ratio  of  2.22%  of  assets 
Stephens'  Contrarian  fund 
isn't  cheap.  Neither  is 
Tweedy,  Browne's  at 
1.75%.  But  if  you  wan| 
demonstrated  trend-buck 
ing  ability,  the  fees  maj| 
be  worth  paying.  Cohen 
&  Steers  Realty's  expense) 
ratio  is  1.18%,  about  aver 
age.  It  requires  a  $10,00Q 
minimum  investment  but 
can  be  bought  through; 
discount  broker  Charles 
Schwab's  OneSource  serj 
vice  in  doses  as  small  aij 
$2,000.  I 
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;iosed-end  bond  funds  are  selling  at  big  discounts 
d  net  asset  value.  Does  that  make  them  bargains? 
i/e  don't  think  so. 

rhe  discount 
sirens 


y  William  Baldwin 

HE  BEAR  MARKET  in  bonds  has  sent 
vners  of  closed-end  bond  funds 
:eing  for  the  exits.  When  the  mob 
aes,  is  it  time  for  the  wise  to  buy? 
iany  of  these  funds'  shares,  which 
ade  on  stock  exchanges,  are  selling 
depressed  prices.  Investment  ex- 
prts,  quoted  in  such  august  publica- 
ons  as  the  Wall  Street  Journal  and 
e  New  York  Times,  talk  about  the 
jxgains  in  discounted  bond  funds. 
We're  not  so  sure.  The  bargains  are 
uch,  much  less  than  they  seem, 
igh  overhead  expenses  on  closed- 
id  hinds  have  a  way  of  erasing  the 
rgain  element  in  the  share  price. 
We  have  a  simple  formula  that  will 
1  you  whether  a  closed-end  is  trad- 
er at  enough  of  a  discount  to  make 
»  for  its  overhead  costs.  Here  it  is: 

The  D  is  the  discount  on  the  fund, 
i  is  the  yield  you  could  get  on  a 
mparable  low-cost,  no-load  fund, 
or  our  benchmark  no-loads,  we 
^k  to  Vanguard,  which  has  the  most 
expensively  run  hinds  around.)  Eis 
e  maximum  you  should  tolerate  in 
:ess  expenses — defined  as  the  dif- 
rence  between  the  closed-end's  an- 
(al  expense  ratio  and  the  expense 
fio  on  the  Vanguard  hind. 
High  annual  expenses  are  the  rule 
long  deep-discount  closed-ends, 
le  expenses  typically  fall  between  80 
its  and  $1.80  on  every  $100  in 
ets.  Low-cost  no-load  bond  hinds 
arge  only  20  cents  to  30  cents. 
Dozens  of  closed-end  bond  hinds 
s  trading  at  discounts  to  their  asset 
jue.  Precious  few  make  the  dye  cut. 
me  are  screaming  bargains. 
Simple  arithmetic  lies  behind  the 
rmula.  When  you  buy  a  discounted 


Moderate  buys 

Fund 

Discount 

Expenses 

Dean  Witter  Govt  Income 

12.6% 

0.70% 

Global  Govt  Plus 

17.1 

1.07 

Global  Yield 

15.3 

1.02 

MFS  Govt  Mkts  Income 

13.2 

0.93 

MFS  Intermed  Income 

12.2 

0.88 

Templeton  Global  Income 

12.0 

0.79 

Sources:  Upper  Analytical  Services;  funds. 

These  closed-ends  offer  a  rare 
combination  of  low  annual  expenses 
and  high  discounts. 


closed-end,  you  are  getting  a  little 
extra  portfolio  bang  for  your  invested 
buck.  For  example,  you  could  be  ef- 
fectively buying  $100,000  worth  of 
bonds  for  only  $95,000.  Suppose  you 
took  the  $5,000  you  have  just  saved 
and  invested  it  in  the  Vanguard  fund. 
The  fund  would  throw  off  an  annual 
income,  equal  to  the  product  of  the 
money  saved  and  the  Vanguard 
fund's  yield.  This  extra  income  in 
your  pocket  may  or  may  not  repay  you 
for  the  income  you  are  throwing 
down  the  expense  drain  at  the  closed- 
end.  If  the  extra  income  makes  up  for 
the  extra  overhead  costs,  the  closed- 
end  was  a  good  buy.  If  not,  not. 

Consider  the  Municipal  Income 
Opportunities  Trust  III,  recently 
trading  on  the  New  York  Stock  Ex- 
change at  a  seductive  10%  discount. 
Not  counting  brokerage  costs,  you 
could  use  this  vehicle  to  hold 
$  1 00,000  worth  of  tax-exempt  bonds 
for  only  $90,000.  Take  the  $10,000 
saved  and  put  it  in  Vanguard's  compa- 


rable fund,  yielding  5.7%.  That  puts 
an  extra  $570  a  year  in  your  pocket. 
But  the  closed-end  fund  is  expensive. 
Its  expense  ratio  is  1.12%,  versus  0.2% 
for  the  Vanguard  alternative.  The 
closed-end  is  soaking  up  an  extra 
$9 1 0  a  year  of  your  money  to  keep  its 
lights  on.  Bottom  line:  You'd  be  $350 
a  year  richer  if  you  forgot  the  closed- 
end  and  put  the  entire  $100,000  with 
Vanguard. 

Working  backwards  from  the  dye 
formula,  you  can  quickly  calculate 
that  Muni  Opportunities  III  isn't 
even  worth  looking  at  until  its  dis- 
count widens  to  16%.  That  is,  16% 
times  5.7%  equals  about  0.92%. 

Using  the  formula,  we  screened  the 
Lipper  database  of  closed-end  funds 
looking  for  buys.  We  found  a  handful 
of  taxable  bond  funds  worthy  of  a 
half-hearted  buy  signal  (see  table). 
Not  a  single  muni  hind  qualifies. 

A  few  cautions.  First,  don't  over- 
look brokerage  fees  and  bid-ask 
spreads.  If  you  can  get  in  and  out  of  a 
listed  stock  for  2%,  and  you  plan  to 
hold  for  ten  years,  then  trading  costs 
effectively  add  0.2%  a  year  to  the 
excess  overhead  on  the  closed-end. 
One  more  hurdle  to  cross  before  buy- 
ing an  exchange-traded  fund. 

Second,  don't  be  fooled  by  some 
analyst's  statement  that  a  10%  dis- 
count on  a  bond  fund  makes  it  a 
bargain  because  the  "normal"  dis- 
count for  the  fund  is  5%  or  0%.  There 
is  no  normal  discount.  An  explosion 
of  closed-end  bond  fund  offerings 
during  the  1990-93  bull  market  will 
make  them  a  drug  on  the  market  for  a 
long,  long  time.  To  be  sure,  if  the 
discount  narrows,  you'd  get  a  wind- 
fall. But  it's  just  as  likely  that  the 
discount  will  widen,  handing  you  an 
unexpected  loss. 

Third,  pay  no  attention  to  the  re- 
ported yield  on  any  closed-end  fund. 
A  municipal  bond  in  a  mutual  fund 
yields  the  same  as  the  bond  would  in  a 
closed-end  bond  fund.  If  the  closed- 
end  reports  a  fat  yield,  it  is  almost 
certainly  because  the  fund  is  taking 
extra  risks  with  your  money,  probably 
by  leveraging  the  portfolio.  If  you  are 
willing  to  take  those  risks,  put  your 
money  in  a  low-expense  bond  mutual 
hind  (see  Forbes'  Annual  Fund  Sur- 
vey) and  make  a  side  bet,  in  favor  of 
declining  interest  rates,  in  the  options 
or  futures  market.  m 
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MONEY  a  INVESTMENTS 


The  market  pays  up  for  a  quality  name. 
So  you  get  real  value  focusing 
on  names  that  mean  nothing. 

What's  in  a  name? 
Too  much. 


BY  KENNETH  L.  FISHER 


Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based 
money  manager.  His  third  book  is 
100  Minds  that  Made  the  Market. 


Many  years  ago  my  good  friend 
Monte  Stern  gave  me  a  plaque  with  a 
John  Shedd  quote.  I  keep  it  by  my 
desk  and  see  it  now,  as  I  write.  It  says: 
"Opportunities  are  seldom  labeled." 

So  I  learned  to  seek  out  unlabels: 
stocks  whose  names  are  simply  initials 
that  tell  you  nothing.  The  stock  mar- 
ket always  pays  up  for  visibleness.  Sort 
of  like  a  name -brand  drug  versus  the 
equal  but  cheaper  generic.  Why  pay 
the  premium?  "Initials'"  stocks  are  of- 
ten overlooked,  creating  great  value. 

Here  are  some  stocks  whose  names 
are  mere  initials,  meaningless  to  all 
but  those  who  already  know  about 
the  company.  All  are  great  buys.  Now. 

CPI  Corp.  (17)  does  not  produce 
inflation.  Instead,  think  color  photofin- 
ishing  and  color  portraits.  It  runs  al- 
most 1,000  Sears  portrait  studios  and 
700  processing  laboratories.  Its  P/E  is 
22  but  earnings  are  depressed.  Down 
from  34  in  1990  and  at  50%  of  annual 
sales,  40%  above  book  value  and  with  a 
3.3%  dividend  yield,  CPI  is  very  cheap. 
Earnings  plus  depreciation  total  an 
amazingly  high  20%  of  its  $250  million 
market  cap  (i.e.,  a  20%  cash  flow  yield). 
I  expect  CPI  stock  to  hit  30  by  1996. 


QMS,  Inc.  (7)  was  a  hot  growth 
stock  in  1987,  selling  at  twice  its  annu- 
al revenue.  Now  it's  at  28%  of  revenue. 
It  makes  products  to  enhance  comput- 
er printers.  Since  1987  its  revenues 
have  grown  about  15%  annually  and 
the  stock  has  fallen.  It  is  down  from  26 
in  1991.  At  book  value,  with  well- 
positioned  products,  great  cash  flow 
and  a  strong  balance  sheet,  this  dog 
will  have  its  day.  Expect  15. 

PHHCorp.  (37)  is  the  big  gorilla  in 
corporate  auto  fleet  leasing  and  relo- 
cation services.  Great  firm.  Known  it 
for  years.  Grows  moderately  but 
steadily.  Great  value,  too.  A  P/E  of  9, 
just  over  book  value,  27%  of  annual 
revenue.  PHH  has  lots  of  debt,  but  its 
nonearning  cash  flow — principally 
depreciation — will  carry  it.  It  sells  for 
less  than  one  times  cash  flow. 

In  my  Mar.  14  column  I  said  utility 
prices  would  rise.  Bad  timing.  But  I  still 
expect  good  things.  You  can  construct 
a  nice  utility  portfolio  that  is  cheap  and 
has  above-average  yield,  and  all  based 
on  nothing  but  initials.  Try  BCE  Inc. 
(33);  DPL  Inc.  (20);  DQE  (30);  FPL 
Group  ( 31 );  IES  Industries (26);  MCN 
Corp.  (40);  MDU Resources (26);  NUI 
Corp.  (22);  SCEcorp  (13);  TNP Enter- 
prises (15);  UGI  Corp.  (21);  WPL 
Holdings  (27);  and  the  CIPSCO  (27) 
and  NIPSCO( 29)  twins. 

On  the  bigger-cap  side  you  have 
stocks  like  MBIA  Inc.  (59),  which 
stands  for  Municipal  Bond  Investors 
Assurance  Corp.  Believe  it  or  not,  it 
actually  gets  paid  to  provide  insurance 
for  the  payments  on  muni  bonds,  the 
history  of  which  is  almost  flawless. 
Investors  have  made  good  money 
within  a  few  years  whenever  it  has  sold 
for  10  times  earnings  or  less,  like  now 
at  a  p/e  of  9  and  1 .5  times  book  value. 


Or  IBP,  Inc.  (28),  the  world's  larg 
est  beef  and  pork  processor.  Bloody  t 
business,  but  the  company  is  simpH 
the  biggest  and  best  at  it.  Growth  ij 
moderate  and  steady  and  valuation 
are  always  low:  a  P/E  of  15,  2  time 
book  value,  and  12%  of  annual  sales. 

Or  AFLAC  Inc.  (34),  the  larges 
insurance  underwriter  of  medica 
benefits  for  cancer— a  big  and  grow 
ing  market.  But  it  doesn't  sell  like  ; 
growth  stock;  it's  just  1.8  times  booj 
value  with  a  P/E  of  13. 

WPP  Group  (3)  is  an  English  over 
the-counter  adr.  It's  also  the  world' 
largest  marketing  services  firm,  wit] 
quality  gross  billings  of  almost  Sid 
billion.  The  initials  hide  class  name- 
like  I.  Walter  Thompson,  Ogilvy  & 
Mather,  Hill  &  Knowlton  and  mucl 
more  all  over  the  world.  As  oversea 
economies  continue  their  infant  re 
covery,  wpr's  profits  should,  too.  I 
now  sells  at  15  times  earnings,  45%  a 
annual  revenue  and  at  book  value. 

TJX  Cos.  (19)  is  retailer  Tj  Maxxj 
plus  a  bunch  of  specialty  retailing 
chains  that  collectively  used  to  b« 
Zayre.  The  balance  sheet  is  cleanj 
earnings  are  rising,  and  you  shoulc 
make  money  in  the  next  two  years.  I 
sells  at  12  times  this  year's  earnings 
38%  of  annual  sales  and  2.8  time] 
book  value.  You  get  2.8%  back  ii 
dividend  yield. 

PS  Group  (10)  isn't  for  faint  hearts 
High  risk,  maybe  high  reward.  I  all 
most  hesitate  to  mention  it.  But  it's  i 
fascinating  speculation — perhaps  th» 
most  leveraged  way  to  profit  if  th» 
airlines  ever  recover.  It's  a  leadinj 
airplane  leaser,  often  to  marginal  air 
lines.  Running  just  about  break  even 
now,  I  think  its  depreciation  is  suffii 
cient  to  carry  its  debts,  even  if  busines 
turns  down  again.  PS  is  off  from  72  in 
1991,  or  86%.  It  sells  at  a  tiny  marke 
capitalization  of  just  $60  million-^ 
also  45%  of  book  value  and  42%  oj 
annual  sales.  I  hope  for  some  recov) 
ery,  future  dividends  and  a  stock  prici 
over  30,  where  it  sold  steadily  front 
1982  to  1992.  It's  some  comfort  thai 
Warren  Buffett  now  owns  20% — id 
largest  shareholder. 

Apology:  For  the  first  time  in  14(1 
columns  I  somehow  missed  a  stocl 
split  in  my  July  4  pick  of  American 
President  Cos.  (22).  Sorry.  Don" 
know  how  I  missed  it,  but  ignore  m; 
error  and  buy  the  stock.  ■ 
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WALL  STREET  IRREGULAR 

HOMEY  a  IHWESTHEHTS 


i  choosing  an  investment  letter,  the  smart 
ivestor  won't  pick  on  hot  performance  alone.  You 
so  need  to  understand  the  letter's  investment  style. 

1  question 


rf  style 


f5Y  MARK  HULBERT 

J 

irk  Hulbert  is  editor  of  the  Alexandria,  Va.- 
;ed  Hulbert  Financial  Digest,  which  monitors 
t  performance  of  investment  advisory  letters, 
'i  newest  book  is  The  Hulbert  Guide  to  Financial 
iwsletters  (Dearborn  Financial  Publishing). 


E  AT  THE  Hulbert  Financial  Digest 
ive  just  completed  our  14th  year  of 
icking  investment  letters.  We  have 
^vays  been  able  to  identify  those  few 
iters  that  beat  the  market.  With  this 
any  years  of  data,  we  can  now  also 
st  for  subtle  subsurface  patterns  that 
11  us  how  likely  they  are  to  be  top 
:rformers  in  the  future. 
These  subsurface  patterns  have  to 
)  with  investment  style:  growth  ver- 
s  value  and  small  versus  large  cap. 
iese  styles  have  such  influence  that 
ey  explain  a  large  portion  of  an 
riser's  shorter-term  record.  A  lousy 
■  viser  can  look  good — for  a  time — if 
s  particular  approach  is  currently 
^ored  by  the  market.  Conversely,  an 
iviser  with  genuine  ability  can  look 
ediocre  for  a  while. 
A  classic  case  of  skill  yielding  medi- 
:rity  is  Bob  Nurock's  Advisory.  De- 
ite  lagging  the  market  over  the  last 
n  years,  Nurock  has  a  creditable 
cord.  Nurock  picks  stocks  with  be- 
w-average  market  caps,  and  favors 
ilue  approaches  more  than  growth, 
e  picks  well,  but  the  market  hasn't 


been  in  love  with  this  kind  of  stock 
over  the  last  decade. 

But  that  is  no  reason  to  dismiss  his 
letter.  The  market  periodically  cycles 
between  different  investment  styles. 
Nurock's  eventually  will  enjoy  its  day 
in  the  sun.  When  that  occurs,  Nurock 
is  a  good  bet  to  be  a  top  performer. 
We  know  this  because  his  record  is 
better  than  most  other  letters  of  simi- 
lar style.  This  has  already  started  to 
happen,  in  fact.  Smaller-cap  value 
stocks  recently  have  begun  to  emerge 
from  the  doghouse.  And,  sure 
enough,  Nurock's  rank  has  jumped  to 
near  the  top.  Over  the  last  three  years 
his  model  portfolio  doubled  the  s&P 
500's  total  return,  54.8%  to  27.8%. 

It's  important  to  analyze  all  letters 
in  this  way,  not  just  Nurock's.  The 
hfd  recently  completed  a  major  study 
in  which  each  letter  was  compared 
only  with  other  letters  of  similar  style. 
Four  categories  were  created:  Small- 
er-cap letters  were  first  separated  from 
larger-cap  services.  And  each  of  these 
two  groups  was  divided  again  accord- 
ing to  whether  their  editors'  stock- 
picking  is  more  oriented  to  growth  or 
value.  Here  are  the  top  performers 
within  the  resultant  four  investment 
styles.  Each  letter  has  outperformed 
the  average  stock  within  its  category: 
■  Small -cap  value:  In  addition  to  Bob 
Nurock's  Advisory,  another  top  per- 
former in  this  category  is  The  Turn- 
around Letter,  edited  by  George  Put- 
nam. Putnam  concentrates  on  stocks 
that  are  in,  or  are  emerging  from, 
financial  distress  or  bankruptcy. 
These  stocks  have  very  little  market 
capitalization.  And  growth-oriented 
advisers  won't  touch  them.  It's  a 
good  bet  Putnam  will  be  a  top  per- 
former  whenever   small-cap  value 


stocks  are  favored  by  the  market. 

■  Small-cap  growth:  Advisers  within 
this  category  favor  those  smaller-cap 
companies  that  are  growing  quickly. 
These  companies'  stocks  tend  to  have 
high  p/es,  but  these  advisers  are  will- 
ing to  buy  them  anyway.  Instead  of 
the  "buy  low,  sell  high"  approach  of 
value-oriented  advisers,  their  motto  is 
"buy  high,  sell  higher."  The  top  three 
performers  in  this  category  over  the 
last  five  years:  ore  Insight,  edited  by 
Jim  Collins;  mpt  Review,  edited  by 
Louis  Navellier;  and  the  Oberweis  Re- 
port, edited  by  Jim  Oberweis. 

■  Large -cap  value:  This  style  is  similar 
to  Nurock's  and  Putnam's,  with  one 
difference:  It  focuses  on  large  stocks. 
The  leading  letters  in  this  category  are 
recommending  stocks  that  are  five  to 
ten  times  larger  than  Putnam's  and 
Nurock's.  The  top  large-cap  value 
letters  over  the  last  five,  eight  and  ten 
years,  respectively:  the  pad  System  Re- 
port, edited  by  Dan  Seiver;  Investment 
Quality  Trends,  edited  by  Geraldine 
Weiss;  and  the  Zweijj  Forecast,  edited 
by  Martin  Zweig. 

■  Large -cap  growth:  This  is  the  sector 
that  the  market  has  most  favored  over 
the  last  10  to  15  years.  The  top  long- 
term  performers  in  this  category:  the 
Value  Line  Investment  Survey,  pub- 
lished by  Value  Line,  Inc.,  and  the 
Chartist,  edited  by  Dan  Sullivan.  Not 
surprisingly,  these  two  letters  also  are 
the  top  long-term  performers  among 
letters  of  all  types. 

Which  of  these  letters  is  the  best  bet 
for  the  next  few  years?  I'm  not  rash 
enough  to  predict.  I  can  only  pre- 
dict— adapting  J. P.  Morgan — that 
the  market's  favoring  of  investment 
styles  will  fluctuate.  In  other  words, 
each  investment  style  will  be  domi- 
nant at  some  point  during  the  next 
decade.  Thus,  each  of  these  letters  is 
an  equally  good  long-term  bet. 

How  should  you  choose  among 
these  market  letters?  You  could,  of 
course,  subscribe  to  the  best  letter  in 
every  category  and  follow  the  one 
whose  style  is  hot.  But,  if  you're  not 
that  rich  or  extravagant,  pick  the  in- 
vestment style  with  which  you  are 
most  comfortable  and  follow  a  top- 
performing  letter  within  that  style. 
While  you  won't  make  money  in  all 
seasons,  you  likely  will  do  well 
enough  at  other  times  to  be  one  of  the 
top  long-term  performers.  Hi 


>rbes  ■  August  1,  1994 


115 


jCK  TRENDS 

IEY  &  INVESTMENTS 


Contrary  to  a  lot  of  people's  expectations,  slower 
growth  is  healthy  for  cyclical  stocks. 

Buy  cyclicals  now 


BY  R.S.  SALOMON  JR. 


R.S.  Salomon  Jr.  is  chairman  and  chief  executive 
of  Salomon  Brothers  Asset 
Management  Inc.  and  portfolio  manager  of 
Salomon  Brothers  Capital  Fund  Inc. 
Research  assistant:  Caroline  Davenport. 


The  upswing  in  the  current  business 
cycle  is  not  over,  but  the  pace  of 
economic  growth  will  slow  to  a  more 
moderate  but  sustainable  pace  in  the 
second  half.  As  people  gain  confidence 
in  the  durability  of  the  economic  ex- 
pansion, cyclical  stocks  will  rebound. 
Take  advantage  of  the  weakness  in  this 
group  to  build  positions  now. 

Wait  a  minute.  Doesn't  common 
sense  say  that  slow  growth  in  the 
economy  is  not  good  for  cyclical  is- 
sues? The  answer  is  the  same  as  for 
many  questions  in  the  dismal  science: 
It  depends. 

At  present,  investors  are  extremely 
concerned  that  the  economy  is  grow- 
ing too  fast,  which  has  led  to  the 
sharp  rise  in  interest  rates,  rising  in- 
flationary expectations  and  the  high 
level  of  uncertainty  in  financial  mar- 
kets around  the  world. 

This  has  led  to  the  weak  perfor- 
mance of  cyclical  stocks  in  recent 
months.  In  the  face  of  strong  first- 
quarter  earnings  reports,  these  stocks 
have  traded  down.  If  the  cycle  is  over, 
then  current  profit  numbers  represent 
peak  earnings.  By  definition,  these 
earnings  will  not  be  sustained. 

In  my  view,  the  second  half  will 
produce  a  slowdown  rather  than  a 
downturn  in  the  economy.  Higher 
interest  rates  caused  by  the  Fed's 


tightenings  are  dampening  the  auto- 
mobile, retail  and  housing  sectors, 
and  overall  growth  will  stabilize  at  a 
moderate  but  sustainable  pace. 

What  defines  a  sustainable  rate  of 
growth?  In  a  general  sense,  growth  in 
demand  and  supply  should  be  rough- 
ly parallel.  If  one  outstrips  the  other, 
excesses  and  bottlenecks  begin  to  ap- 
pear, and  these  can  ultimately  derail 
the  pace  of  growth. 

In  my  view,  supply  and  demand  will 
be  in  rough  equilibrium  when  the 
U.S.  economy  is  growing  at  an  annual 
rate  of  2.5%  to  3%  in  real  terms.  This 
forecast  is  made  up  of  two  elements: 
growth  in  the  labor  force  and  produc- 
tivity improvement. 

Currently,  the  labor  force  is  grow- 
ing at  an  annual  pace  of  1 . 1%— slight- 
ly faster  than  the  1  %  rate  of  growth  for 
the  population  as  a  whole.  The  dispar- 
ity is  explained  by  expansion  in  the 
female  work  force,  which  is  more  than 
making  up  for  the  shrinking  male 
labor  force. 

Both  the  manufacturing  and  ser- 
vice sectors  are  emerging  from  a  pro- 
longed period  in  which  productivity 
has  been  improved  through  labor 
force  reductions  and  streamlining  of 
operations.  As  a  result,  productivity 
could  improve  by  1.5%  to  2%  per  year 
for  the  next  several  years. 

The  sum  of  the  growth  rates  in  the 
labor  force  and  productivity  is  2.5%  to 
3%.  I  expect  that  growth  will  slow  to 
this  more  moderate  pace  during  the 
second  half.  As  this  happens,  investors 
will  gain  confidence  that  the  economy 
will  continue  to  grow  on  a  prolonged 
basis,  perhaps  as  far  as  1997. 

With  several  years  of  economic 
expansion  still  ahead,  profits  of  cy- 
clical stocks  will  advance  consider- 
ably from  current  levels.  Seen  from 
this  perspective,  slow  growth  in  the 
economy  will  be  very  positive  for 
cyclical  companies.  The  outlook  for 
overseas  operations  should  bolster 
investor  confidence  that  the  peak  in 


profits  is  still  a  few  years  out. 

As  growth  moderates  in  th 
country,  it  will  be  partially  offset  by 
recovery  in  Europe.  The  compani 
recommended  in  this  article  partic 
pate  in  foreign  markets,  and  profi 
should  be  further  enhanced  as  tl 
upturn  abroad  takes  place.  Deere  » 
Co.  (72),  General  Motors  (52),  PR 
Industries  (38),  Joy  Technologies 
and  Albany  International  ( 19)  are  i 
attractive  at  current  levels. 

Deere  is  the  leading  manufactur 
of  farm  equipment  worldwide,  wi| 
over  a  50%  share  of  the  U.S.  marke 
The  stock  trades  at  9  times  estimate 
1995  earnings  of  $8  per  share  ar 
about  7  times  our  $10  estimate  * 
peak  earnings.  We  expect  the  multip 
to  rise  to  about  10  times  peak  profl 
as  investors  gain  confidence  in  tl 
length  of  the  farm  equipment  cycle 

General  Motors'  stock  is  trading 
6  times  estimated  1995  results  of  ^ 
per  share.  Assuming  5%  to  7%  grow 
in  auto  sales,  profits  could  approach 
peak  level  of  $12  in  1996. 

PPG  Industries  is  a  manufacturer 
coatings,  flat  glass  and  fabricated  gla 
products,  fiberglass  and  chemica 
Profit  growth  will  accelerate  as  a  rest 
of  stronger  demand  and  significa 
cost  reductions.  Earnings  are  foreca 
to  advance  to  $3.25  per  share 
1995,  with  $4  in  prospect  for  199 
principally  for  the  housing  and  aut 
motive  sectors. 

Joy  Technologies  controls  ov 
90%  of  the  global  market  for  cc 
mining  equipment.  Profits  are  for 
cast  to  grow  to  $1.10  per  share  ne 
year  and  could  top  $1.65  at  the  pe 
of  the  cycle.  The  stock  could  trade 
10  times  peak  results. 

Albany  International  is  the  leadii 
manufacturer  of  paper  machine  clot 
ing — a  consumable  belt  integral 
paper  making.  The  company  cou 
earn  $1.75  in  1995  and  $3  at  t 
cyclical  peak.  The  multiple  could  c 
pand  to  12  times  peak  earnings.  I 
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^aybe  I'm  an  old  fogy.  But  I'd  think  twice  and  then 
ake  a  cold  shower  before  investing  in  foreign  stocks. 

Yankee, 
stay  home! 


BY  LASZLO  BIRINYI  JR. 


aszlo  Birinyi  Jr.  is  president  of 

irinyi  Associates,  a  Greenwich,  C^nn. -based 

nancial  consulting  firm. 


bu  cant  pick  UP  a  financial  sheet 
lese  days  or  even  watch  the  tube 
ithout  being  urged  to  invest  inter- 
lationally.  My  advice  is:  Never  mind 
he  blandishments,  invest  overseas 
nly  warily  and  in  a  limited  way. 

If  you  feel  you  must  own  foreign 
tocks,  stick  to  broadly  diversified  mu- 
ual  funds  or  to  adrs  listed  on  a  major 
xchange.  (Over-the-counter  adrs  are 
tsually — or  potentially — illiquid,  which 
heans  you  may  have  to  pay  big  money 

get  in  or  out  or  both.) 

At  the  risk  of  sounding  old  fogyish 
r  chauvinistic,  let  me  point  out  that 

venturing  outside  the  U.S.  and  the 
EC  you  are  entering  unfamiliar  terri- 
ory.  I  recently  published  a  book 
ntitled  Global  Equity  Markets  that 
nalyzed  the  customs,  regulations, 
ractices  and  costs  associated  with 
he  major  markets  of  the  world  and 
Vas  surprised  to  learn  how  little 
nost  American  professional  manag- 
es, let  alone  individuals,  know 
bout  these  markets. 
'  We  all  know  that  different  countries 
lave  different  customs.  The  British 
rive  on  the  wrong  side  of  the  road;  the 
Workday  in  Sweden  is  different  from 
hat  in  Spain.  Why,  then,  suppose  that 
|tock  markets  are  all  the  same?  They 


aren't.  There  are  significant  structural 
differences  among  them. 

One  of  my  favorite  examples  of 
differences  is  the  index  of  Spanish 
stocks.  Until  1986,  it  reverted  back  to 
100  every  Jan.  1 .  So  no  matter  where 
the  index  closed  on  Dec .  3 1 ,  it  was  100 
on  die  first  day  of  January  the  next 
year.  A  major  investment  periodical 
failed  to  understand  this  and  reported 
a  huge  decline  in  1980  as  the  market 
went  from  221  to  58.  In  Portugal, 
there  had  been  a  rule  (which  may  still 
exist)  that  if  there  were  five  times  as 
much  stock  to  buy  as  to  sell,  the 
closing  price  would  be  the  sell  side, 
even  though  no  stock  had  traded.  So 
substantial  moves  could  be  affected 
without  any  transactions. 

Until  this  year,  short-selling  was 
illegal  in  Hong  Kong.  But  it  was,  I  am 
told,  a  major  factor  in  last  year's  spec- 
tacular 1 16%  stock  market  rise.  Sever- 
al major  investors  apparently  shorted 
stocks  anyhow  and  effectively  kept  the 
market  from  any  significant  correc- 
tions as  they  scurried  to  cover  their 
shorts  whenever  the  market  declined. 

Need  more  examples?  Markets  in 
Spain,  Finland,  Norway,  Austria  and 
Singapore  were  all  up  50%  or  more 
last  year.  However,  the  majority  of 
that  gain  was  attributed  to  only  three 
or  four  stocks.  So  if  you  are  a  stock 
picker,  or  your  fund  is  one  that  tries 
to  pick  stocks,  you  must  understand 
that  the  penalty  for  missing  just 
one  or  two  stocks  is  usually  woeful 
underperformance. 

Liquidity  and  trading  protection  in 
many  world  markets  is  a  potential 
problem.  London,  for  instance, 
claims  a  great  deal  of  liquidity  and  low 
trading  costs.  But  that  was  not  what 
my  data  showed.  I  found  numerous 
examples  of  European  stocks  trading 
in  London  above  the  high  in  the  local 


market.  I  can  understand  the  desire  of 
London-based  institutions  to  deal 
with  local  brokers,  but  the  contention 
by  the  London  Stock  Exchange  that 
they  are  also  getting  a  good  deal  is  not 
supported  by  my  study. 

If  you  think  liquidity  doesn't 
matter,  just  wait  until  we  get  a  real 
bear  market. 

Now  let's  talk  about  emerging 
markets,  the  El  Dorado  for  so  many  of 
today's  investors.  A  lot  of  people 
think  this  is  a  new  phenomenon. 
It  isn't.  Before  World  War  II  the 
sixth -largest  market  in  the  world  was 
Egypt.  The  fathers  and  grandfathers 
of  a  lot  of  today's  investors  were 
badly  burned  in  Latin  American 
investments  when  those  markets 
"emerged"  at  an  earlier  time. 

Oh  yes,  Japan.  Six  months  ago, 
when  that  market  began  to  move, 
traders  were  almost  universally  bear- 
ish. Today,  with  that  market  way 
up,  everyone  apparently  is  bullish. 
Enough  said. 

Okay,  so  you  still  want  to  venture 
abroad.  Here  are  some  tips: 

■  Deal  with  a  broker  who  has  a  for- 
eign presence.  If  the  fund  has  an  office 
in  Tokyo  or  Paris,  it  is  more  likely  to 
understand  the  local  market  than 
those  firms  that  don't. 

■  Try  to  find  managers  who  are  stock 
pickers,  not  asset  allocators,  sector 
players  or  economic  theme  evalua- 
tors.  Stock  picking  is  extremely  im- 
portant. Remember  what  I  reported 
above:  Most  of  the  gains  in  a  good 
number  of  foreign  markets  last  year 
came  from  just  a  handful  of  stocks. 

■  Avoid  country  funds.  When  you 
buy  a  country  fund  you  are  not  invest- 
ing in  a  stock,  you  are  investing  in  the 
hopes  that  lots  of  other  people  will 
like  the  country;  otherwise  the  fund 
can  easily  sink  to  a  sharp  discount 
from  net  asset  value  since  these  are 
mostly  closed-end  funds.  The  dis- 
crepancies that  exist  are  amazing.  The 
U.K.  Fund,  to  note  an  example  I  have 
used  before,  was  up  44%  last  year,  but 
the  stocks  held  by  the  fund  were  up 
only  25%. 

In  both  my  Jan.  31  and  Feb.  14 
columns,  I  cautioned  against  many 
foreign  markets  and  funds.  With  the 
Turkey  Fund  down  over  50%,  the 
Indonesia  Fund  down  over  40%  and 
the  Taiwan  Fund  off  31%,  would  I 
buy  them  now?  No.  BH 
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EDUCATIONAL  SERVICES 


Receive  Value  Line 
for  only  $55 

An  Introductory  subscription  to  The  Value  Line  Investment  Surrey 

brings  you  the  2000-page  Investors  Reference  Library — Value  Line's  most 
recent  Ratings  and  Reports  on  1700  stocks  and  the  practical  guide  How  to 
Invest  in  Common  Stocks.  You  will  also  receive  analyses  of  about  130  stocks 
each  week  for  10  weeks  for«*ST$55  Available  qnly  once  every  three  years  to 
any  household.  SPECIAL  BONUS:  With  your  subscription  you  also  will 
receive  a  copy  of  WALL  STREET  WORDS,  an  accessible  dictionary  of  over 
3.500  terms  (retail  price  $8.95).  in  addition  to  clear  definitions,  this 
convenient  guide  features  special  explanations,  helpful  hints,  and  case 
histories  on  87  topics  of  special  Interest,  contributed  by  32  Industry 
professionals — plus  48  case-example  paragraphs  by  the  author.  (Available 
while  supplies  last.)  Your  subscription  to  Value  Line  may  be  tax-deductible. 
Consult  your  tax  advisor.  Send  check  or  money  order  along  with  name, 
address  and  zip  code  together  with  this  ad  or: 

Call  Toll  Free  1-800-833-0046 

(Ext  2903-Dept.  416D01)American  Express,  MasterCard  or  Visa.  24  hours  a  day. 
7  days  a  week  30  day  Money-Back  Guarantee  Alow  4  weeks  lor  delivery 
NY  residents  add  sales  tax.  Foreign  rales  upon  request 

The  Value  Line  Investment  Survey* 

220  East  42nd  Street 
NY,  NY  10017-5891 
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CALL  OR  WRITE  FOR  FREE  PACKAGE! 

FX.C.  INVESTORS  CORR 

62-19  Cooper  Avenue 
Glendale,  Queens,  N  Y  11385 

(718)417-1330 

PORTFOLIO  MGMT 
SERVICES:  Equity-Fixed 
Inc-Balanced  F.X.C.  NEWS- 
LETTER: Semi-monthly 
($190.00  Annually) 
RANKED  #1  throughout  past 
1 0  years  by  Piper  TAA 
(Rogers  Casey  Associates) 
Universe  in  Pension  &  Invest- 
ments out  of  3,000  institutional 
products  from  over  1 ,000  reg- 
istered investment  advisors. 
RANKED  #1  in  ASSET  ALLO- 
CATION plus  timing  by  The 
Hulbert  Financial  Digest  over 
the  last  5  years. 
Credited  by  the  Wall  Street 
Journal  &  Washington  Post  for 
calling  the  1 ,000  point  1987 
Stock  Market  Crash. 


Fifty  People 
Buy  This 
Book  Every 
Week  — 
Most  are 
Millionaires 

WEALTH: 
An  Owner's  Manual 

By  Michael  Stolper 
Published  by  Harper  Business 
$1 1 .00  plus  $3.00  postage  &  handling 
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THE  AMERICAN  HEART 

ASSOCIATION 
MEMORIAL  PROGRAM  • 


Association 


This  space  provided  as  a 
pubi«  service 


INCORPORATE  IN  DELAWARE! 

Specialists  In  setting  up  Dataware 
Corporations.  General,  Aircraft, 
Boat  &  Shelf  Corporations. 

tMuuxin'   Call/Wr,1e  ,or  KIT: 
W&VIStrv  P-O.BOX484-FB 
\m i  7  WHmlngton,  DE  19899 

Wa  bkl  800-321 -COflP  -  302-652-6532 


$  OVER  ONE  BILLION  $ 


WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 
Major  Majulacturing  lo  Small  Retail  Shops 

No  Brokerage  Fees 
To  Buy  or  Sell 
1-800-999-SALE 
GREAT  WESTERN  business  services,  inc 


NATIONWIDE 


Announcing  the  First 

HEDGE 


International  Conference  on 
Hedge  Fund  Investments. 
Bermuda,  October  23-25,  1994. 
For  the  hedge  fund  manager 
and  investor. 

For  information. 
Managed  Account  Reports  Inc., 
220  Fifth  Ave.,  NY,  NY  10001 
or  call  Jeannie  Lee 
(212)213-6202 


University  Degrees 


Self  Paced      Home  Study 
Associate  Batchelor  Master  Docti 
Business  Admin,  Psychology.  Finance, 
Tech  Mgmt,  Law,  Paralegal, 
hit  I  Business,  Health  Care, 
Human  Resources  Admin.    J[;  • 

(800)477-2254  (24  hrs)  % 
Southern  California  University 
202  Fashion-F.  Tustin,  CA  92660 


BUSINESS  SERVICES 


COLLEGE  DEGREI 

BACHELOR'S  •  MASTER'S  •  DOCTORAi 

For  Work,  Lite  and  Academic  Experieni 

Earn  your  degree  throud 
convenient  home  stucfyi 
(800)  423  3244  ex.  18 
Fax:  (310)471-6456 

send  detailed  resume  for  mtttvuuti 

Pacific  Western  Universi^ 

600  N.  Sepulveda  Blvd..  Depl  1 85.  Los  Angeles.  CA  9004 


Now  it's  time  to  protect  yourself! 

We  REMA1L  everything  from  a  private  or 
business  address  in  the  Netherlands. 
All  clients  are  PASSWORD  PROTECTED. 
Many  arrangements  are  possible. 
WORLDWIDE  PRIVACY  INC. 
Fax+31  1142  723 

Minderbroedersstr.3-Bus  219, 4560AE, 
Hulst,  the  Netherlands. 


FREE  VIDEO  •  ! 


EXTERNAL  DEGREES 

BA/BS  MS/MBA  PhD/JD 
|  Credit  for  work  /life  exp.  •  Accredit 
(800)  955-8879  (24  hrs.) 

LaSalle  University 

I  Dept.  879  Mandevllle,  LA  70470 


guild  your  busines 

with  books  from  the  U.S.  Governmer 

Whether  you're  interested  in  exporting,  selling 
to  the  Government,  accounting  and  taxation, 
patents  and  trademarks,  or  general  business  .  .  . 
you'll  find  the  best  the  Government  has  to 
offer  in  this  FREE  catalog  of  business  books 
available  for  sale  from  the  Superintendent  of 
Documents. 

For  your  FREE  catalog,  write  to: 
Free  Business  Catalog 
U.S.  Government  Printing  Office 
Office  of  Marketing— Stop  SM 
Washington,  DC  20401 


- 


IISCELLANEOUS  FOR  SALE 


GREETING  CARDS 


BUSINESS  OPPORTUNITIES 


AUDIO  BOOKS 


iVESTMENT  GEMSTONES! 
JARANTEED  LIQUIDITY!!! 

We  buy  &  sell  Diamonds 
I  and  all  Precious  Gemstones. 
i  ree  wholesale  catalog  since  1967! 
f     Member:  Jewelers  Board  of 
l  Trade  &  Chamber  of  Commerce. 

HOUSE  OF  ONYX 
i  Main  St.,  Greenville,  KY  42345 
i  00-844-3100  or  FAX  502-338-9605 


FORBES  BINDERS 


CASE 


WE  YOUR  COPIES  OF  FORBES 

ese  custom-made  cases 
d  binders  protect  your 
uable  copies  Irom  dam- 
=  They  hold  about  half  a 
3r's  issues  Made  from  re 
Dreed  board  covered  with 
ther-like  material  in 

Title  is  hot-stamped 
jold  Binders  have 
:cial  spring  mechanism 
"lold  snap-in  rods  BINDER 
ses:1-$7  95   3-S21  95   6-$39  95 
tders:  1-$9  95   3-S27  95    6-S52  95 
OER  FROM  Jesse  Jones  Industries.  Dept  FB, 

East  Erie  Ave .  Phila  PA  19134  Enclose 
ie,  address  Ino  P  O  Boxj  &  payment  Add  $1  per 

lor  P&H  Outside  USA  $2  50  per  unit  (U  S  funds 

')  Pa  residents  add  6%  sales  tax  Credit  card 
ers  call  1-800-825-6690(min  $15)  Please  allow 

6  weeks  lor  delivery  Satisfaction  Guaranteed 


Let  The  Elephant  Secretary  deliver 
on-time  greeting  cards  to 
your  loved  ones  &  associates, 
while  you  take  all  the  credit. 
Save  tons  of  time,  money,  &  quilt! 
Box  755,  Valley  Forge,  PA  19482 

l-ffOO-7-ELEPHANT 


EXECUTIVE  GIFTS 


Permanently  end  back  pain 
by  training  your  back  to 
properly  support  itself. 

Endorsed  by  Health 
Care  Professionals 

PosturEvolutwn 

Posture 
Education 
Products 

43  Katonah  Avenue 
Katonah,  NY  10536 

800-392-0363 


FORBES  MARKET/CLASSIFIED 

To  spotlight  your  specialty  product  or 
service  to  an  affluent  proven  responsive 
executive  audience: 

WRITE,  CALL  OR  FAX:  LINDA  LOREN 
FORBES  MARKET/CLASSIFIED 

60  Fifth  Ave.,  N.Y  N.Y.  10011 

(212)  620-2440 
(212)  620-2472  (FAX) 


Steel  Framed  Homes 

for  LASTING  VALUE 


♦  Energy  Efficient  9"  (R-30)  Insulation 

♦  Unmatched  Protedion  from  Wind,  Eire, 
Termites,  Snow,  and  even  Earthquakes 

♦  American-Made  Steel  (66%  Recycled) 


DISTRIBUTORS  WANTED 


♦  Simple,  Bolt-Together  Construction 

♦  Refundable  Investment,  Full  Training 

♦  1 8-Year  Industry  Leader  with  Homes  in 
all  50  States  and  26  Countries 

Call  for  Ml  Info  Pack  or  $9"  VIDEO 


1-800-TRISTEEL 


1IW-I74-7I33 

(■17)497-7070    Fn:  ((17)497-7497 
Th-Steel    5400  S  Stemmons  Frwy  .  Oenton.  TX  76205 
Sbuduw.kic.  .^im 


RANCHES 


ONE  OF  A  KIND 

Colorado  Mtn.  Ranch 

Offered  at  $980/acre  for 
18,369  +/-  deeded  acres 
Plus  State,  E3LM,  Forest  leases 
Abundant  water  &  reservoir 

rights.  Tree  cover,  lakes, 
creeks,  views,  adjoins  forest, 
abundant  wildlife.  24  miles 
from  Mt.  Werner  Ski  area  at 
Steamboat  Springs.  Year 
around  Colo,  recreation. 
Call  Jack 
ORR  LAND  COMPANY 
5040  Acoma  St.,  Denver  CO  80216 
(303)295-1313  FAX  (303)  295-1256 


SELF-  IMPROVEMENT 


Learn  the  Secrets  of  Successful 

SPEAKERS 

FREE:  Former  President  Reagan's  Director  of  Speech- 
wnting  reveals  little-known  secrets  ol  how  'op  business 
&  political  leaders  spellbind  and  motivate  their  listeners — 
and  how  you  can  do  it  too!  For  your  FREE  COPY  ot 
"It  Inside  Secrets",  wnte  to:  Amencan  Speaker, 
1 101 30th  Street,  Art  GK,  NW,  Washington,  DC  20007 


BOOKS 
ON  TAPE 


Box  7900-FB  Newport  Beach.  CA  92658 

•Bestsellers  1 
on  Cassette  £ 

\  •Full-length 
\   Readings  £ 

A  •  Call  for  Free  | 
^  Brochure 

■ 

(800)  626-3333 

EXECUTIVE  GIFTS 


HAND  CARVED  MAHOGANY 
^  WARBIRDS 


•  16"  fo  22"  models  are  hand- 
crafted from  solid  mahogany  with 
handpainted  rrwriings  and  details 

•  Over  160  models  m  stock 

•  PncedfromJ9950 

•  Satisfaction  guaranteed 

Call  1-800  950-9944 


I  \i  II 14 


WOOD'S  IUM4G  NUBS 
MM 

U2&SNcr1tiMStnH 


FINANCIAL  SERVICES 


$TOCK  OPTIONS 

The  only  way  to  beat  the  market 
whether  it  goes  up  or  down. 

Exciting  and  profitable! 
Monthly  Newsletter  with  three 
best  option  picks. 
JOHN  BENGEL, 
Box  1373,  Tavernier,  Fl.  33070 


Forbes: 
Capitalist 

Tool® 


REACH  THE  PEOPLE  WHO  OWN 
AND  RUN  AMERICA'S  BUSINESS 


STREETWALKER 


EDITED  BY  THOMAS  JAFFE 


Spoils  for  the  patient 

St.  Joe  Papkr  Co.  has  long  been  a 
favorite  of  value  investors  who  hoped 
that  its  rich  asset  values  would  one  day 
be  unlocked.  Now  their  patience  may 
finally  be  rewarded. 

The  Alfred  I.  du  Pont  Testamenta- 
ry Trust,  which  owns  70%  of  St.  Joe, 
has  hired  CS  First  Boston.  Its  assign- 
ment: Figure  out  how  to  realize  the 
value  of  those  assets. 

Why  all  the  action?  The  trust  sup- 
ports a  foundation  that  operates  facili- 
ties for  crippled  children  and  old  folks 
in  Delaware  and  Florida.  The  divi- 
dends from  stodgy  St.  Joe — 20  cents  a 
share,  for  a  yield  of  less  than  one-half 
of  1% — don't  help  much.  The  trust 
doesn't  want  to  sell  St.  Joe  stock 
because  the  shares  sell  at  too  deep  a 
discount  from  their  probable  value. 

Two  public  companies  are  in- 
volved: St.  Joe  and  Florida  East  Coast 
Industries,  Inc.  St.  Joe  (recently  537/s) 
owns  an  integrated  forest  products 
business  with  lots  of  Florida  timber- 
land.  FEC  (recently  68V8),  in  which  St. 
Joe  has  a  54%  stake,  operates  the 
Florida  East  Coast  Railway  and  owns 
valuable  Miami  real  estate.  Some  esti- 
mate these  assets  are  worth  $3  billion, 
roughly  50%  more  than  the  combined 
market  value  of  St.  Joe/FEC. 

To  get  full  value,  it  may  be  neces- 
sary to  bust  up  the  St.  Joe/FEC  em- 
pire. This  could  be  done  by  selling  the 
railroad  line  and  St.  Joe's  paper  in 
trade  for,  say,  high-yielding  convert- 
ible preferred  stock.  Then  St.  Joe 
could  dividend  out  this  stock  to  its 
shareholders,  minimizing  the  tax  con- 
sequences. Plus  St.  Joe  has  Du  Pont, 
General  Motors  and  GM  Class  H  stock 
that  could  be  liquidated,  with  the 
proceeds  distributed  as  part  of  the 
package.  That  would  leave  St.  Joe/ 
FEC  as  Florida  real  estate  plays. 

St.  Joe  and  Florida  East  Coast,  both 
Big  Board  listings,  are  buys. 

-James  R.  Norman 

Finding  for  Forum 

Most  of  the  easy  money  has  already 
been  squeezed  out  of  the  game  of 
bankruptcy  restructuring,  but  here's 
one  still  worth  a  look:  Forum  Retire- 
ment Partners,  L.P.,  a  master  limited 
partnership  that  trades  on  the  Amex 
(recent  price,  2),  and  its  general  part- 
ner, Forum  Group,  Inc.,  which  man- 


ages the  partnership's  nine  retirement 
centers  and  nursing  homes  and  trades 
o-t-c  (6V2). 

Forum  Group  filed  for  bankruptcy 
in  early  1991,  and  emerged  in  late 
1992  with  Leon  Black's  Apollo  Advi- 
sors and  his  partners  owning  76%  of 
Forum  Group  and  42%  of  Forum 
Retirement.  Other  big  owners  of  Fo- 
rum Retirement's  15  million  units: 
the  Pritzker  family  and  Beverly  Hills 


top  broker  at  Chicago's  Rodman  & 
Renshaw,  thinks  Black  will  try  to  ap 
pease  dissidents  by  instituting  a  20 
cent  annual  dividend  later  this  year 
-Matthew  Schifrln 


Geography  lesson 

Hannaford  Bros.  Co.  runs  super 
markets  under  such  names  as  Shop'r 
Save,  Alexander's  and  Sun  Foods,  sit 


A  Hannaford  Bros,  supermarket 

From  New  England  to  the  Carolinas. 


based  Hatton  Hall  Associates,  a  for- 
mer Drexel  Burnham  partnership  in 
which  Michael  Milken  has  substantial 
holdings. 

Forum  Retirement's  operations  are 
now  running  at  94%  occupancy,  and 
last  year  generated  $44  million  in 
revenues  and  $4.3  million  in  cash 
flow.  So  far  this  year  cash  flow  is 
running  double  1993's  rate. 

Forum  Retirement's  long-suffer- 
ing unitholders  have  not  seen  any 
dividends  since  1991,  but  that  could 
soon  change.  Cedar  Rapids,  Iowa- 
based  investor  Russell  Knapp,  85,  re- 
cently filed  a  lawsuit  in  an  Iowa  federal 
district  court  against  Forum  Group 
alleging  that  the  general  partner's 
managment  fee,  at  8%  about  twice  the 
industry  norm,  is  costing  unitholders 
an  unnecessary  $1 .8  million  per  year. 

If  Knapp  prevails,  he  believes  Fo- 
rum Retirement's  annual  payout 
could  reach  40  cents — a  20%  cash 
return  on  the  current  price.  But  even 
if  Knapp  loses,  Lawrence  Caplan,  a 


uated  in  New  England  and  New  York 
Now  the  $2.1  billion  (1993  sales 
company  is  extending  its  marketing 
reach  by  paying  $120  million  to  ac 
quire  Wilmington,  N.C. -based  Wil 
son's  Supermarkets,  a  family-ownecj 
20-store  chain. 

Smart  move,  says  Morgan  Stanley 
analyst  Debra  Levin.  Wilson's  i] 
growing  fast,  with  five  new  store? 
under  development.  Hannaforc 
thinks  it  could  add  at  least  six  mow 
over  the  next  18  months  or  so.  Levin 
thinks  Hannaford  can  improve  profit 
ability  at  Wilson's  by  using  its  superioi 
accounting  and  shelf  managemen1 
systems,  plus  its  debit/credit  card  ca 
pability  and  improved  private-labe 
offering. 

The  Wilson's  deal  will  create  n<j 
near-term  dilution  for  Hannaford 
Three-quarters  of  the  purchase  pried 
will  come  from  cash;  the  remainder  i: 
to  be  financed  by  bank  debt. 

Levin  expects  New  York  Stock  Ex 
change-listed    Hannaford    to  earr 
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ARTHRITIS 
DOESN'T  WAIT  FOR 
YOU  TO  GET  OLD. 


You  don't  have  to  be  old  to  get  arthritis.  It 
can  happen  to  anyone  at  any  age.  If  you  notice  any 
of  the  following  warning  signs,  consult  your  doctor 
or  call  your  local  Arthritis  Foundation  chapter.  Early 
diagnosis  and  treatment  can  make  a  difference. 

Swelling  in  one  or  more  joints 

Early  morning  stiffness 

Weight  loss,  fever  or  weakness  combined 

with  joint  pain 

Recurring  pain  or  tenderness  in  a  joint 
Inability  to  move  a  joint  normally 
Redness  and/or  warmth  in  a  joint 
Symptoms  persisting  more  than  two 
weeks 

Get  the  facts  about  arthritis.  Contact  your 
local  chapter  for  a  free  brochure  or  call  1-800- 
283-7800. 


A 

ARTHRITIS 

FOUNDATION® 


Your  Source  for  Help  and  Hope  ® 


For  Your  Next  Meeting,  Aim  a  Little  Higher. 


Deep  in  the  Southern  Rockies  lie  two  hundred  and  fifty  spectacular  square  miles 
known  as  Forbes  Trinchera.  Its  tallest  peak  reaches  14,345  feet  into  the  Colorado  sky,  and  its 
mountains  sweep  down  into  valleys  as  green  and  fertile  as  a  Kentucky  meadow. 

This  historic  tract  of  land  was  bought  by  publisher  Malcolm  S.  Forbes  in  1969  as 
a  natural  escape  to  a  place  far  from  Wall  Street  and  corporate  stress.  It  is  this  aspect  of  this 
wonderful  land  that  the  Forbes  family  have  decided  to  share  with  like-minded  colleagues. 

The  buildings  of  Forbes  Trinchera  have  been  remodeled  to  provide  superb 
accommodation,  but  it  is  still,  essentially,  a  ranch. 

Whilst  there,  you  can  ride  the  land  on  horseback,  or  on  trail-bike.  You  can  fly-fish  on  its  miles 

of  streams,  or  hike  its  thousands  of  trails.  You  will  have  special  rights  at  a  nearby 
golf  and  swimming  club,  or  you  can  shoot  skeet  until  every  clay  looks  as  big  as  a  house. 
And,  when  there's  work  to  be  done,  our  main  conference  room  can  seat  up  to  sixty. 

However  you  choose  to  use  it,  Forbes  Trinchera  will  provide  a  lookout  point  from  which  to  view 
the  world.  Two  hundred  and  fifty  square  miles.  Fifty  staff.  Mountains  Valleys.  Lakes.  Streams. 

Call  1-800-FORBES-5,  and  allow  us  to  tell  you  more.- 

Forbes  Trinchera  Ranch 

A  Forbes  Executive  Retreat 


EDITED  BY  DERO  A.  SAUNDERS 


he  more  things  change 


0  years  ago  in  Forbes 

; ROM  the  issue  of  Auc;.  1,  1924) 


te  1924  GMC  truck  looks  old-fashioned 
>w,  but  not  the  mangled  language  on  it. 


What  would  the  peasants  of  other 
i)untries  think  and  say  if  they  were  to 
am  that  American  hobo  harvesters 
ho  used  to  tramp  and  steal  rides 
ider  railway  cars  now  have  automo- 
iles?  The  federal  government  agent 
ho  handles  harvest  labor  for  Nebras- 
i,  Minnesota  and  the  Dakotas  sends 
lat  novel  news." 

»0  years  ago 

pROM  THE  ISSUE  OF  AUG.  1,  1934) 

Summer  slump?  Well,  yes.  But  lis- 
tn  to  these  reports:  On  one  July  day 
,216  passengers  left  for  Europe  from 


minuting  from  Long  Island  to  Wall  St.  by 
•  ane  cost  $350  per  summer  in  1934. 


New  York,  giving  the  port  the  heavi- 
est sailings  in  three  years.  National 
parks  report  the  largest  attendance  in 
five  years,  with  Glacier  Park  business 
twice  that  of  last  year.  Summer  resorts 
are  doubling  last  year's  business,  and 
in  many  cases  equaling  their  pre-de- 
pression  crowds." 

"I  have  just  finished  reading  every 
word  of  the  42 -page  testimony  given 
before  the  National  Longshoremen's 
Board  on  July  1 1  by  the  president  of 
the  Waterfront  Employers  Union  of 
San  Francisco.  My  one  sensation  as  I 
finish  reading  ...  is  a  sense  of  the 
hopelessness  of  expecting  very  many 
employers  to  meet  their  labor  prob- 
lems with  the  same  intelligence  which 
the  best  of  them  utilize  in  other 
phases  of  their  business." 

-B.C.  Forbes 

50  years  ago 

(From the  issue  of  Aug.  1, 1944) 
"It  is  now  an  open  secret  that  the 
Berlin-Tokyo  Axis  is  shattered.  On 
either  end  are  beginnings  of  maneu- 
vers toward  positions  from  which  Ger- 
many and  Japan  can  sue  for  peace." 

"It  has  recently  been  proposed  in 
Congress  that,  instead  of  drawing  up 
a  whole  new  tax  bill,  which  would 
take  a  long  time,  the  present  rates  of 
taxes  be  reduced  50%  when  war  pro- 
duction ends.  Thus  the  taxes  would 
be  figured  the  same  as  now,  and  the 
payment  would  be  cut  in  half." 

25  years  ago 

(From  the  issue  of  Aug.  1,  1969) 
"According  to  projections  compiled 
by  the  Federal  Reserve  Bank  of  Chica- 
go, 1  million  U.S.  farms  will  disappear 
by  1980,  from  3  million  in  1968  to  2 
million.  On  the  other  hand,  the  aver- 
age farm  size  will  increase  40%,  from 
369  acres  in  1968  to  525  acres  in 
1980;  and  gross  sales  per  farm  will  rise 
from  $16,000  to  $28,000.  And  what 
about  the  number  of  farmers?  The 
biggest  farms,  says  the  bank,  will  be 
operated  by  only  3.5  men." 

"Many  U.S.  companies  are  finding  a 
new  way  to  insure  that  their  houses 
will  withstand  the  big,  bad  takeover 
artist.  The  insurance  is  an  amendment 
of  a  company's  charter  requiring  80% 
of  the  stockholders  to  approve  a 


merger  with  or  takeover  by  a  company 
or  individual  holding  more  than  1 0% 
of  its  stock." 


McDonnell  Douglas'  DC-10  sought  to  be 
all  Boeing's  giant  747  was,  and  less. 


10  years  ago 

(From  the  issue  of  July  30,  1984) 
"Commodities  traders  once  used 
'straddles'  to  create  losses,  but  in 
1982  the  Congress  killed  those  paper 
tax  losses.  Ever  since,  Chicago  trad- 
ers have  been  fighting  the  govern- 
ment over  as  much  as  $300  million  in 
back  taxes  for  pre- 1981  straddles. 
Two  of  the  biggest  commodities  ex- 
changes, the  Chicago  Board  of  Trade 
and  the  Mercantile  Exchange,  oper- 
ate in  [Representative  Daniel]  Ros- 
tenkowski's  home  city.  So?  The  day 
before  final  passage,  Rostenkowski 
added  a  retroactive  'presumption  of 
innocence'  clause.  The  Joint  Com- 
mittee on  Taxation  made  no  estimate 
of  how  much  revenue  was  lost  by 
back-scratching  like  this,  but  aides 
estimate  the  total  comes  to  at  least  $3 
billion  " 

"The  recovery  refuses  to  take  the 
hint  and  slow  down  a  little.  The  latest 
sign  of  its  rude  health  was  June's  sharp 
0.4%  drop  in  unemployment,  down 
to  7.1%  of  the  civilian  work  force.  The 
decline,  from  a  peak  of  10.7%  in 
November  1982,  is  the  steepest  in 
30  years."  IP? 
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inuutinio  un  inc  puoincoo  ur  Lire 


Talking  things  over  has 
its  place  in  an  organi- 
zation I  but]  so-called 
"conferences"  are  being 
grossly  overdone.  One 
executive  stops  at  the 
desk  of  another  to  tell 
him,  perhaps,  about  the 
wonderful  score  he  made 
at  golf  on  Saturday 
afternoon.  This  chin- 
chin  immediately  becomes 
a  a confer ence" and 
neither  the  office  boy 
nor  the  telephone  operator 
must  disturb  either 
gentleman.  More  idle 
gossip  is  indulged  in 
at  many  business  "■con- 
ferences" these  days 
than  an  old  wives' 
sewing  circle  would  be 
guilty  of. 

-B.C.  Forbes 


Dreadful  is  the  mysterious 
power  of  fate;  there  is  no 
deliverance  from  it  by  wealth 
or  by  war,  by  walled  city 
or  dark,  seabeaten  ships. 
-Sophocles 

Destiny:  A  tyrant's  authority 
for  crime  and  a  fool's  excuse 
for  failure. 

-Ambrose  Bierce 

Failure  or  success  seem  to 
have  been  allotted  to  men  by 
their  stars.  But  they  retain 
the  power  of  wriggling,  of 
fighting  with  their  star  or 
against  it,  and  in  the  whole 
universe  the  only  really 
interesting  movement  is 
this  wriggle. 
-E.M.  Forster 

It  is  the  fate  of  the  coconut 
husk  to  float,  of  the  stone 
to  sink. 

—Malay  proverb 


A  Text. . . 

But  without  faith 
it  is  impossible  to 
please  him:  for  he 
that  cometh  to  God 
must  believe  that 
he  is,  and  that  he  is 
a  rewarder  of  them 
that  diligently  seek 
him. 

-Hebrews  11:6 


Sent  in  by  Allen  T. 
Campbell,  Bronx,  N.Y. 
What's  your  favorite 
text?  The  Forbes 
Scrapbook  of  Thoughts 
on  the  Business  of  Life 
is  presented  to  senders 
of  texts  used. 


We  are  not  permitted  to 
choose  the  frame  of  our 
destiny.  But  what  we  put 
into  it  is  ours. 
-Dag  Hammarsktold 

Whatever  limits  us  we  call  Fate. 
-Ralph  Waldo  Emerson 

The  Moving  Finger  writes; 

and,  having  writ, 
Moves  on:  nor  all  your 

Piety  nor  Wit 
Shall  lure  it  back  to 

cancel  half  a  line, 
Nor  all  your  tears  wash 

out  a  Word  of  it. 
-Omar  Khayyam 

More  than  9,000  "Thoughts,"  indexed  by  author  and 
sub|ect,  are  available  in  a  three-volume  boxed  set  at 
$69.50  ($27.50  per  volume  if  purchased  separate- 
ly). Also  available,  a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $27.50.  Send  check  and  order  to 
Forbes  Books,  P.O.  Box  11234,  Des  Moines,  IA 
50340.  Add  sales  tax  on  orders  in  New  York  State 
and  other  states  where  applicable.  For  faster  service 
call  1-800-234-4553  and  charge  to  your  credit  card. 


How  easy  'tis,  when 
Destiny  proves  kind, 

With  full-spread  sails  to 
run  before  the  wind! 

-John  Dryden 

How  true  it  is  that  our 
destinies  are  decided  by 
nothings  and  that  a  small 
imprudence  helped  by  some 
insignificant  accident,  as 
an  acorn  is  fertilized  by  a 
drop  of  rain,  may  raise  the 
trees  on  which  perhaps  we 
and  others  shall  be  crucified. 
-Henri  Frederic  Amiel 

Granting  our  wish  is  one  of 
Fate's  saddest  jokes. 
-James  Russell  Lowell 

It's  odd  to  think  we 

might  have  been 
Sun,  moon  and  stars 

unto  each  other; 
Only  I  turned  down 

one  little  street 
As  you  went  up 

another. 
-Fanny  Heaslip  Lea 

Lots  of  folks  confuse  bad 
management  with  destiny. 

-Kin  Hubbard 

Thy  lot  or  portion  of  life 
is  seeking  after  thee; 
therefore  be  at  rest  from 
seeking  after  it. 
-Ali  Ibn-Ali-Talib 

If  fate  means  you  to  lose, 
give  him  a  good  fight  anyhow. 

-William  McFee 

Love  nothing  but  that  which 
comes  to  you  woven  in  the 
pattern  of  your  destiny. 

-Marcus  Aurelius 

It  is  a  mistake  to  look  too 
far  ahead.  Only  one  link  of 
the  chain  of  destiny  can 
be  handled  at  a  time. 

-Winston  Churchill 
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WE'VE  GOT  98  BILLION  BRANCHES 
AND  YOlPVE  NEVER  HEARD  OF  US? 


As  one  of  the  largest  producers  of  timber  in  the  United 
States,  Cavenham  Forest  Industries  is  well  known  in  the  world 
of  forest  products. 

Less  well  known  is  the  company  that  owns  it:  Hanson. 

Frankly,  as  a  diversified  industrial  management  company, 
we're  used  to  the  fact  that  many  of  our  businesses  are  better 
known  than  we  are.  Several  of  them,  in  fact,  are  quite  familiar, 
like  Jacuzzi®  Whirlpool  Baths,  Tommy  Armour®  golf  equip 
ment,  Farberware®  and  Peabody  Coal. 

But  we  prefer  to  impress  our  investors  with  something  far 
more  important  than  a  list  of  household  names— shareholder 
value.  Something  we've  sought  to  deliver  for  29  years. 

Since  being  listed  on  the  New  York  Stock  Exchange  in 


1986,  sales  have  soared  to  $15  billion,  while  total  market  capi-| 
talization  is  over  $20  billion.  At  the  end  of  1995,  our  gross  divl 
dend  yield  was  5.5%,  double  the  average  of  the  S&P  500. 

Obviously,  there's  a  reason  for  our  success:  A  management 
philosophy  steeped  in  common  sense.  Namely,  to  own  business-^ 
es  that  provide  basic  goods  and  essential  services  like  timber; 
coal  and  building  materials.  And  then  to  keep  a  firm  eye  on  the 
bottom  line. 

In  short,  we  are  a  company  run  first  and  foremost  for  ihe 
benefit  of  our  shareholders. 

It's  a  view,  we  believe,  that's  as  breathtaking  as  any  you  11 
see  in  one  of  our  forests. 

For  a  copy  of  Hanson's  Annual  Beport,  call  1-800 -8  H  ANSON. 
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r  Get 

Smart. 


Get  StreetSmart  Investment  Software  Free 
When  You  Trade  Up  To  Schwab. 


/-/  5mfnSnAR\ 


If  you've  had  it  with  your 
full-commission  broker's 
hefty  commissions, 
unwanted  sales  pressure 
and  biased  advice,  this 
is  a  very  smart  time 
to  trade  up  to  Schwab. 

Get  StreetSmart  Software  for 
Macintosh®  or  Windows '' — Free. 

For  a  limited  time,  Schwab  is  offering  you 
powerful  investment  tools,  free.  Just  move 
$15,000  or  more  into  a  Schwab  account  between 
May  2  and  August  31,  1994,  and  get  StreetSmart 
investment  software  or  three  Company  Research 
Reports — free  of  charge. 

With  Schwab's  widely  acclaimed  StreetSmart, 
you  can  research  investments,  place  orders  and 
monitor  your  account  right  from  your  personal 
computer — anytime  day  or  night.  Plus,  with 
StreetSmart,  you'll  save  an  additional  10%  on 
commissions* 


Or,  select  from  over 
5,000  Company  Research 

Reports,  prepared  by 
^    independent  Wall  Street 
analysts,  which  cover 
financial  histories,  earnings 
forecasts,  buy/sell  rankings  and  more. 

Make  More  of  Your  Money  Work  for  You. 

Every  dollar  you  pay  your  broker  comes 
right  out  of  your  investment.  To  make  more  of 
your  investment  dollar  work  for  you,  trade  up 
to  Schwab  where  you  can  save  up  to  76%**  on 
stock  commissions. 

Trade  Up  to  Schwab  Today. 

Remember,  this  offer  expires  on  August  31, 
1994,  so  get  smart  now.  To  open  up  or  transfer 
additional  funds  to  a  Schwab  account,  just  stop 
by  one  of  our  over  200  offices  or  call  us  today  at: 

1-800-4-SCHWAB  ext.  81A. 

Charles  Schwab 

Helping  Investors  Help  Themselves® 


Dffer  available  for  individual  investors  only.  Limit  one  per  customer.  *  StreetSmart 's  10%  discount  is  based  on  Schwab's  current  commission  schedule  and 
nay  be  used  with  other  offers  at  Schwab's  discretion.  "Based  on  a  6/94  survey  conducted  by  Schwab,  available  upon  request.  $39  minimum  commission 
ni'.l-commission  brokers  may  provide  different  services,  including  personalized  securities  recommendations.  Commission  rates  surveyed  are  for  stocks  and 
nay  vary  for  other  products.  ©  1994  Charles  Schwab  &  Co.,  Inc.  Member  SIPC/NYSE.  All  rights  reserved.  (7/94) 


Nissan  Molar  Corp.  U.S.A.  Smart  people  always  read  the  fine  print.  And  they  always  wear  their  seat  belts.  *Compared  to  1994  Maxima.  1995  E.P.A.  Fuel  Ecot 
Estimates  21  city/28  hiuy.  with  automatic;  22  city/27  hwy.  with  5-speed.  Use  these  E.P.A.  estimates  for  comparison  only.  Your  mileage  may  vary.  Comparison  vs. 
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There's  one  problem  with  most  luxury  performance 
sedans  that  have poiverful  rocket  ship-like  engines: 

They  get  rocket  ship-like  fuel  efficiency. 

Which  is  why  were  pleased  to  introduce  you 
to  the  new  1995  Nissan  Maxima  GXE  and  its 
absolutely  amazing  V6  engine. 

Amazing  because  it  offers  both  30  more  stan- 
dard horsepower  and  10%  better  fuel  efficiency 
than  our  previous  Maxima!  Amazing  because  it 
can  scamper  from  0-60  quicker  than  a  Lexus  ES 
300,  an  Acura  Legend  LS,  and  a  Mercedes  C280** 
Amazing  because  it  gets  up  to  21  mpg  in  the  city 
and  28  mpg  on  the  highway  —  the  same  miserly 
fuel  economy  as  a  far  less  powerful four-cylinder 
Toyota  Camry.  And  it's  amazing  because  the  new 
Maxima  has  a  starting  price  of  under  $20,000! 

Call  us  at  1-800-572-9444  and  well  gladly 
tell  you  more  amazing  news.  Or,  better  yet,  take  it 
for  a  test  drive  at  your  nearest  Nissan  Dealer. 

And  see  how  the  new  Maxima  eats  up  corners 
and  devours  straightaways  while  rarely  needing 
to  stop  for  a  drink. 

The  New  Nissan  Maxima 


NISSAN 


It's  time  to  expect  more  from  a  car! 


>ta  Camry  with  automatic  transmission.  **Based  on  independent  tests  conducted  by  AMCI  using  1995  Maxima  CLE  vs.  1994  competitive  sedans.  fMSRP for  1995 
xima  GXE  excluding  taxes,  title,  license,  destination  c/iarges,  options  and  locally  required  equipment.  GXE  model  shown  with  optional  sunroof  and  alloy  wheels. 
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80  Defense  Bluff 

Catting  the  defense 
budget  makes  sense  in  a 
post-Soviet  world,  but 
cutting  guns  to  buy  pork 
does  not  make  sense. 

44  Can  DEC  Make  It? 

Digital  Equipment's 
Robert  Palmer  is  making 
bold  moves  to  save  what 
was  once  the  world's 
second-largest 
computer  company. 
But  bold  enough? 

75  Arco's  New  Chief 

Skeptics  wondered  how  a 
man  from  the  personnel 
department  could  run  an 
oil  company,  but  Arco's 
Mike  Bowlin  is  off  to  a 
promising  start. 

106  Taxing  Matters: 
Estate  Planning 

The  recent  runup  in 
interest  rates  benefits 
some  estate  planning 
techniques  and  damages 
others.  Here's  the 
rundown. 

114,  116  New  Images 
For  Tired  Brands 

How  De Walt  tools  and 
Lacoste  shirts  came  back. 

141  Statistical 
Spotlight: 
Franchise  Stocks 

Tempted  to  invest  in  fran- 
chising outfits?  Don't  over 
look  a  couple  of  key  ratios. 


Dismantle  DEC?  Enough 
already,  says  Palmer, 
nm  44 


MANAGEMENT  /  CORPORATE 
STRATEGIES 


46  Outlet  Malls 

Wretched  excess  depart- 
ment: Now  that  developers 
of  factory  outlet  malls 
have  gone  public,  look 
for  overexpansion. 

62  Brinker 

International 

How  one  tough  character 
will  survive  the  shoot-out 
in  casual  dining. 

64  Air  &  Water 
Technologies 

How  could  a  business 
designed  to  profit  from 
environmental  red  tape  be 
drowning  in  debt? 


66  Mobile  Tele- 
communication 

Paging  is  a  commodity. 
Can  Mtel  differentiate 
itself? 

90  Land  O'Lakes 

The  Upper  Midwest's 
dairymen  are  falling  behind 
their  West  Coast 
counterparts. 

94  Up  &  Comers: 
U.S.  Robotics 

Because  Casey  Cowell's 
U.S.  Robotics  is  sprinting, 
a  lot  of  people  expected  it 
to  fall  on  its  face.  So  far, 
they  are  wrong. 


The  defense  budget  exhibits 
Parkinson's  Law  in  all 
its  glory.  It's  not 
guns  versus  butter. 
It's  guns  versus  pork. 
Pork  is  winning. 

mmam  80 


The  man 
from  personnel 
who  runs  Arco. 
WW  75 

95  Up  &  Comers: 
Canstar  Sports 

Roller  hockey?  A  clever 
Italian  tinkerer  and  his 
Canadian  company  are 
cashing  in. 

98  Starting  Your 
Own  Business: 
Natural  Cotton 
Colours 

A  Jack  and  the  Beanstalk 
fable. 

110  For  Sale: 
13-Below 

You  buy  clothing  by  the 
pound  and  sell  by  the  piece 


INTERNATIONAL 


42  Fickle  Yeltsin 

Why  U.S.  oil  companies 
are  less  enthusiastic  about 
putting  capital  in  Russia. 

58  Vendetta 

A  couple  of  Colombian 
billionaires  are  slugging 
it  out  over  the  local 
beverage  market.  The 
competition  is  personal 
as  well  as  commercial. 
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I  Derivatives 

erivatives  have  gotten  a 
id  rap  this  year,  even 
ough  the}'  are  safe  when 
;ed  only  as  directed. 

t  MB  I A 

lis  municipal  bond 
larantor  and  others 
te  it  are  dirt  cheap 
1  Wall  Street.  Why? 

■  Deleveraged 

?  many  companies  are 
nerging  from  bankruptcy 
iotection  these  days  that 
e  market  is  having  trouble 
gesting  them  all. 
takes  for  some  interest- 
g  bargains. 


What  did  the  runup 
in  interest  rates  do 
to  your  estate  plan? 

mmmm  106 

140  The  Funds: 
Questionable 
Characters 

Your  risk  of  losing  money 
in  mutual  fund  mischief  is 
very  low.  But  it  is  not  zero. 


38  The  Forbes  Index 

137  The  Forbes/Barra 
Wall  Street 
Review 

138  Dividends  Review 

150  Streetwalker 

Junk  bonds;  GM  Class  E; 
Rohm  &  Haas;  James 
River  Corp.  of  Virginia; 
Gannett;  update. 
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i death  and 
sirth  of  a 

smier  shirt  brand. 
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LAW  &  ISSUES 


50   Spoils  System 

Minority  set-asides?  Why 
not  call  them  what  they 
really  are:  old-fashioned 
political  patronage. 

72  Separatism 

Within  the  U.S.,  immi- 
grants and  native-born 
Americans  migrate  in 
distinct  patterns. 

88  Part-timers 

Help!  The  Labor  Depart- 
ment has  discovered  a  huge 
fresh  bunch  of  "victims." 

104  Garbage 

Governments  can't  force 
citizens  to  patronize 
municipal  trash  outfits, 
but  they  can  force  citizens 
to  pay  for  them. 


COMPUTERS/COMMUNICATIONS 
INTERACTIVE  MEDIA  . 


118  For  A  New  Job, 
Press  #1 

Robots  can  cash  checks 
and  route  phone  calls.  Now 
they  are  starting  to  replace 
expensive  staff  in  a  person- 
nel department. 


PERSONAL  AFFAIRS 


126  Staying  Healthy: 
Relief  For  Migraine 
Sufferers 

Millions  of  people  suffer 
from  migraine  headaches. 
There  are  drugs  that  can 
bring  instant  relief. 

128  Cancun  Revisited 

If  it  reminds  you  too 
much  of  Miami  Beach,  get 
in  a  car  and  drive  a  few 
miles  down  the  Caribbean 
coast.  It's  another  world 
there — Mayan,  uncrowded 
and  great  for  diving. 


Franchise 
stocks?  Beware 
|£  one-time  fees. 
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130  Collectors: 

A  Norman  Rockwell 
At  $407,000 

Critics  sneer,  but  collec- 
tors pay  dearly  for  paintings 
by  those  great  old 
magazine  illustrators. 
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What  rain? 


Michelin  MX4.  Most  tires  would  rather  Micheiin  MX4 
tay  in  the  garage  on  a  day  like  this. 

But  the  Michelin'  MX4'M  radial  can  han- 
le  a  downpour.  This  superb  wet-traction 
ire  has  an  advanced  tread  pattern  and  a 
pecially  formulated  rubber  compound  for 
xcellent  wet  grip. 

The  wet-road  superiority  of  the  MX4  was  verified  by  a 
ationally  recognized  independent  lab  that  tested  it  against  a 
ell-known  center-groove  tire. 

In  the  first  test,  the  MX4  soundly  beat  the  center-groove 
re  and  two  others  in  handling  and  control  on  wet  surfaces. 

In  the  second  test,  conducted  over  42,000  miles,  the  MX4 
eat  the  center-groove  tire  at  every  stage  of  head-to-head, 
et-traction  competition.  The  test  found  that  as  the 


MICHELIN'S  THREE  GROOVES  ARE 
BETTER  THAN  ONE. 


Center  groove  competitor's  V-shaped  center  groove  wears 
down,  its  ability  to  disperse  water  decreases 
significantly.  But  the  three  grooves  of  the 
MX4  are  square,  not  V-shaped,  so  their 
ability  to  remove  water  doesn't  diminish  as 
rapidly  with  wear. 
The  tests  also  showed  that  the  MX4  is  more  apt  to  outlast 
the  center-groove  tire,  in  addition  to  providing  better  wet 
t  raction  over  its  lifetime.  Another  example  of  why  Michelin  is 
the  brand  of  tire  that  people  want  most. 

So  let  it  rain  cats  and  dogs.  Let  it  come  down  in  buckets. 
You're  driving  on 
Michelin's  superb  wet- 

traction  MX4  tires.  (  Ef  f  , 

What  rain?  JQ    RIDING  ON  YOUR  TIRES.' 
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T  O  C  O  M  M  UNICATE 

BEGAN  WITH  THE  SOUND 


could  hear  a  pin  drop  when  Sprint 
launched  the  first  nationwide  100%  digital, 
fiber  optic  network  back  in  1986.  And  almost 
a  decade  later,  it's  still  the  only  one.  Today, 
Sprint  s  network  spans  the  globe,  bringing 
you  advanced  technology  like  the  world's 


MfcrWCupUSA94™ 

•Y»SE5 


Be  there  now. 


largest  videoconferencing  network.  The  first 
application  of  ATM  data  transmissions  and 
the  first  and  only  voice  activated  calling  card. 
At  Sprint,  that's  not  just  a  promise  for  someday 
in  the  future.  That  's  the  power  to  be  there  now. 
That's  the  power  of  a  pin.  1-800-PIN-DROP 


Sprint. 


irint  Communcations  Company  L  P. 
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Hammurabi's  Code: 
futures  of  the  past 


Did  the  Babylonians  have  an  SEC? 

People  who  write  headlines  for  newspapers  love  the  term  "risky 
applied  to  anything  they  don't  understand.  They  have  been  having 
party  lately  about  derivatives  being  "risky"  and  suggesting  some 
body  should  pass  a  law.  In  the  real  world,  however,  derivatives  at 
used  to  reduee  risk  as  well  as  to  enhance  it.  As  for  derivatives  being 
recent  product  of  feverish  speculation,  our  fi- 
nancial historian  Jason  Zweig  reminds  me:  "De- 
rivatives predate  stocks  and  bonds  by  a  couple  of 
thousand  years.  Futures  contracts  were  regulat- 
ed in  the  Code  of  Hammurabi!"  A  grain  mer- 
chant was  permitted  to  borrow  a  fixed  amount 
of  gold  to  pay  for  a  barley  crop  before  the  next 
harvest.  If  barley  fell  in  price,  the  merchant  came 
out  ahead  when  he  repaid  the  loan — and  the 
Code  stipulated  that  if  this  futures  contract  was 
duly  signed  and  witnessed,  neither  party  could 
renege.  For  a  balanced  view  on  the  modern 
proliferation  of  derivatives,  see  Rita  Koselka's 
"Safe  when  used  properly,"  page  47.  WmmWM 

Your  friendly  robots 

In  the  early  days  of  robots,  people  imagined  how  machines  woul 
be  driving  cars,  acting  as  butlers  or  flipping  hamburgers.  But  fc 
most  people  the  most  important  use  of  robots  outside  of  factors 
turned  out  to  be  in  banks,  where  automatic  teller  machines  displace 
human  tellers.  No  more  exasperating  waiting  in  lines  to  cash 
paycheck.  No  more  going  cashless  because  you  arrived,  breathless, 
a  bank  at  just  3:01  p.m. 

Is  there  more  such  convenience  in  store  for  us?  Yes,  Carolyn  Ge« 
reports  in  this  issue.  Merck  &  Co.  has  put  the  machines  to  use  f(| 
personnel  purposes,  saving  employees  time  and  the  company  mone 
Geer  hopes  governments  will  follow  suit.  Toll  booths,  liceni 
renewals,  passports.  The  possibilities  are  endless.  But  who's  kiddirj 
whom?  When  were  governments  as  interested  in  saving  people  tin 
and  money?  Geer's  account  of  how  Merck  uses  a  kind  of  cleric 
vending  machine  is  on  page  118. 

The  French  disease 

I  wish  Secretary  of  Labor  Robert  Reich  would  read  the  column 
this  issue  by  Steve  Hanke  and  Sir  Alan  Walters.  Reich  is  considerir 
imposing  federal  regulation  on  so-called  contingent  workers- 
people  who  work  part  time  at  their  and  their  employer's  conv 
nience.  Such  regulation  would  make  the  U.S.  labor  market  a  lj 
more  rigid  than  it  is  now,  more  like  France's.  Reporting  on  France 
rigid,  overregulated  work  force,  Hanke  and  Walters  writ 
"...  France's  unemployment  record  has  been  the  worst  of  an 
industrial  country.  That's  no  surprise  since  France  has  adopted  mo 
job-destroying  laws  than  any  other  European  country."  Jan 
Novack's  report  on  Reich's  potential  move  begins  on  page  88,  tl 
Hanke/Walters  column  on  page  146. 


Editor 
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We've  been  known  to  send  some  people's  garbage 
right  back  to  their  house. 


It  may  come  back  to  light  a  room,  cook  your  food,  or  even  heat  your  home.  Because  all 
that  garbage  you  threw  out  actually  had  a  lot  of  energy  in  it. 

Energy  that,  once  the  garbage  is  in  a  landfill,  is  released  as  methane.  Methane  is  just  like 
natural  gas.  It's  a  clean-burning  fuel.  Good  enough  to  fuel  turbines  that  run  power  generators. 
Like  the  4,000-kilowatt  generators  that  supply  13,000  people  in  Geneva,  Illinois  with  electric- 
ity. All  from  the  local  landfill.  Or  the  generators  at  the  29  other  sites  around  the  country  where 
we  capture  methane  to  generate  power. 

Last  year  alone,  we  produced  enough  energy  from  methane  to  save  1.9  million  barrels  of 
oil.  Not  only  as  electricity,  but  also  as  an  alternative  fuel  to  actually  replace  gas,  oil,  or  coal  for 
industry.  In  1993,  we  sold  it  to  customers  like  a  carmaker  and  a  chemical  company.  All  of 
which  makes  good  use  of  landfill  gas. 

It  comes  from  garbage,  but  it's  nice  to  know  it's  not  going  to  waste. 

What  business  do  we  have  saying  we  help  the  environment?  That  is  our  business. 


Waste  Management 

A  WMX  Technologies  Company 


EVA  Air,  the  pride  of  the  Evergreen  Grout 
goes  above  and  beyond  your  standards  a 
surpasses  your  expectations. 


In  less  than  three  years,  EVA  Airways  has  built  an  enviable  reputation  for  reliable 
service  and  exciting  innovation  that  matches  our  all-new,  state-of-the-art  fleet  of 
aircraft  and  rapidly  growing  list  of  destinations.  Like  our  home  base,  Taiwan,  and 
the  entire  Pacific  Rim  region,  we're  soaring  into  a  bolder  future. 
The  Wings  of  Taiwan 


NT  ROUTES      l3s  PLANNED  ROUTES 


EVA  AIR 


FLY  EVA  AIR  AND  FEEL  THE  DIFFERENCE 


EVERRREEN 
URDUP 


For  reservations  please  call  1-800-695-1188  or  contact  your  local  travel  agent. 
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EDITED  DY  NEIL  WEINBERG 


Good  riddance 

F.N.  Wolf  &  Co.  and  Hib- 
bard  Brown  &  Co.  recently 
got  what  FORBES  has  long 
said  thev  deserve  (Apr.  13, 
1992;  Mar.  1,  1993):  swift 
kieks  out  of  the  securities  in-  , 
dustry  for  ripping  off  inves- 
tors through  excessive  stock 
price  markups. 

F.N.  Wolfs  de  facto  ex- 
pulsion last  month  by  the  Na- 
tional Association  of  Securi- 
ties Dealers  (the  firm  closed 
down  June  30)  involves  a 
ban  on  trading  penny  stocks,  a 
$500,000  fine  and  $2.2  million  in 
customer  repayments  for  trading  in 
Treats  International  Enterprises, 
one  of  stock  promoter  Robert  Bren- 
nan's  favorites  (Oct.  26,  1992). 
Brennan,  currently  on  trial  for  other 
stock  scams,  had  sold  the  shares  to 
Wolf  and  Hibbard  Brown  at  a  $12 
million  profit.  With  the  help  of  bo- 
gus net  worth  and  profit  numbers,  the 
brokerages  then  pocketed  $9  mil- 
lion by  flogging  the  stock  to  the  un- 
suspecting public  for  $3.37  to 
$4.25  a  share.  Recent  price,  56  cents. 

Hibbard  Brown's  expulsion 
(pending  Securities  &  Exchange 
Commission  appeal)  involved  ex- 
cessive markups  of  Site-Based  Media 
shares.  The  NASD  ordered  the  firm 
to  repay  $8.7  million,  fined  it  and 
owner  Richard  Brown  $150,000 
each  and  barred  Brown  from  the  secu- 
rities industry' . 

Gassing  up 

"Mind-boggling1'  is  how  Chief 
Executive  Brooke  Wade  describes 
Methanex  Corp.'s  cash  flow  projec- 
tions for  the  next  few  years.  "Our 
$409  million  in  debt  in  1993  should 
be  gone  by  the  end  of  1995,  and  we 
could  have  $700  million  to  $1  bil- 
lion in  cash  by  late  1997,"  he  says. 

That's  a  far  cry  from  Forbes'  view 
of  the  firm  last  autumn  (Oct.  11, 


1993).  Our  gripe?  Methanex  was 
going  deep  into  hock  to  become  the 
world's  top  methanol  producer, 
seemingly  gambling  on  government 
mandates  to  sell  methanol  fuel. 

It  turns  out  that  auto  fuel  sales  are 
boosting  Methanex's  earnings — but 
the  fuel  is  reformulated  gasoline,  a 
more  economically  sensible  clean  fuel 
than  pure  methanol.  Fortunately 
for  Methanex,  up  to  around  15% 
of  reformulated  gas  is  a  methanol 
derivative. 

The  new  demand  has  doubled 
methanol  prices  to  90  cents  per  gallon 
in  the  last  year,  says  Duff  &  Phelps 
analyst  Hal  Granger.  Since  Novem- 
ber, Granger  has  almost  quadrupled 
his  fiscal  1994  cash  flow  estimate  for 
Methanex  to  $398  million. 

-Phyllis  Berman 

Ever  higher 

pes  Health  Systems  seemed  like  a 
pretty  heady  stock  last  time  we  lookec 
(Nov.  2,  1987).  Our  concern:  At 
$35  per  share  the  top  operator  of  drug 
reimbursement  programs  was  trad- 
ing at  60  times  earnings  and  10  time: 
revenues.  Given  Eli  Lilly's  July 
agreement  to  buy  PCS  for  $4  billion, 
those  seven-year-old  multiples  now 
look  positively  scrawny:  The  price  tag 
works  out  to  1 3 1  times  earnings  and 
23  times  revenues.  Lilly's  thinking? 
"You  must  shift  from  the  notion 
of  TE  multiples 
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to  the  number 
of  people's 
transactions 
processed,"  ex- 
plains Chief 
Financial  Officei 
James  Corne- 
lius. PCS  already 
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This  Is  What  Happens 
When  Engineering  Has  Lunch 
With  Accounting. 


Lease  The  Lincoln  Mark  VIII, 
America's  Best-Selling  Luxury  Coupe: 


*429 

Per  Month,  24-Month  Lease 


STANDARD  FEATURES 

•  4.6-liter  32-valve 
Four-Cam  V-8  engine 

•  Sequential  multi-port 
electronic  fuel  injection 

•  Dual  air  bags" 

•  Four-wheel  disc  anti-lock 
brakes 

•  Anti-theft  alarm 

•  Dual  Autoglide  front  seats 

•  Six-way  power  driver  and  passenger  seats  with  power  recliner  and 
lumbar  support 

•  Electronic  four-speed  automatic  overdrive  transmission 

•  CFC-free  electronic  automatic  climate  control 
For  more  information,  call  1  800  255-5433. 


Monthly  Payment  

 $429' 

Down  Payment  (net  of  RCL  cash"7)  

$2,575 

Refundable  Security  Deposit  

 $450 

Cash  Due  At  Signing  

$3,454" 

LINCOLN 

W  hat    A    Luxury   Car    Should  Be 


^  'Based  on  total  sales  MYTD  through  5/31/94.  "Driver  and  right-front  passenger  Supplemental  Restraint  System.  Always  wear  your  safety  belt.  'Lease 
payment  based  on  '94  Mark  VIII  MSRP  of  $38,675  excluding  tax  and  title  with  an  average  capitalized  cost  of  90.22%  of  MSRP  for  24-month  closed- 
end  Ford  Credit  Red  Carpet  Leases  purchased  in  the  U.S.  through  6/30/94.  Some  payments  higher,  some  lower.  See  dealer  for  payment  and  terms. 
Payments  may  be  higher  in  AK,  CT,  KY,  MA,  MO,  NC,  RI,  TX  &  WV.  For  special  lease  terms,  take  new  retail  delivery  from  dealer  stock  by  9/28/94. 
Lessee  may  have  option  to  buy  vehicle  at  lease  end  at  a  price  negotiated  with  the  dealer  at  signing.  Lessee  is  responsible  for  excess  wear/tear  and  $.1 1 
per  mile  over  30,000  miles.  Credit  approval/insurability  determined  by  Ford  Credit.  Total  of  monthly  payments  is  $10,296.  Excludes  tax,  title  and 
other  fees.  Optional  wheels  shown  not  included  in  price.  "  For  $1,000  RCL  cash,  take  new  retail  delivery  from  dealer  stock  by  9/28/94. 


I've  built  about  65  golf  courses  since  what  kind  of  lie  you  have  down  there.  People 

I  started  back  in  1960.  As  I  build  a  course,  say  there's  a  lot  of  water  on  the  Tournament 

I  really  don't  have  a  whole  vision  of  what's  Players  Clubf  and  that's  true,  but  then  there 

going  to  happen  when  I  start.  I  walk  the  land  are  a  lot  of  good  golfers  out  there  too. 
to  get  a  feel  for  it,  because  I  make  all  my        The  American  Express*  Card  is  welcomed 


just  love  punishment. 
(And  that's  where  I  come  in.) 


designs  in  the  dirt.  I  don't  know  how  to    at  all  these  TPCsgolf  clubs,  and  it  does  just 


punch  a  computer  and  I'm  too  old  to  learn. 

Golf  is  a  mental  game,  and  golfers  are 
always  nervous.  So  I  constantly  try  to  work  on 
their  idea  of  how  a  hole  ought  to  be  played. 


as  much  for  the  bad  golfer  as  it  does  for 
the  good  golfer. 

American  Express  reminds  you  the  Card 
is  welcomed  at  all  kinds  of  golf  courses. 


Nowadays  the  only  ally  I  have  is  water;  that's  (And  Pete  would  like  to  remind  you  to  keep 
the  only  hazard  they  can't  recover  from.  Sand     your  head  down.) 


is  easy,  but  if  you  go  into  water  you  know 


Pete  Dye 
Golf  Course  Designer  &  Builder 


p 


The  Water  Tower  at  your  feet. 


Midwestern  warmth.  Big  city  style. 


With  a  focus  on  business. 


Call  1-800-233-1234  or  your  travel  planner. 


Step  in 

from  the  heart  of  the  city. 

Arise  restored. 

Revival  on 
your  terms. 


PARK 


CHICAGO 


Small.  Select.  Inspired. 


HvJtl  Holds  and  Resorts  are  man.iKfd  or  operated  by  Iwo  separate  xroups  ol  companies-Hyatt  Corp.  and  Hyall  International  Corp.  ©  1993  Hyalt  Corp. 


The 

Gabelli 

Asset 

Fund 


The  Gabelli  Asset  Fund  is  a  no-load  mutual  fund  seeking  long- 
term  growth  of  capital.  It  employs  an  asset  value  approach -a  fundamental 
investment  philosophy- investing  in  companies  selling  below  their  private 
market  value. 


! 


$1,000  Minimum  Initial  Investment 

-Ask  about  our  monthly  automatic  investment  plan- 
For  a  prospectus,  please  call 

1-800-GABELLI  AEfi8e 


1-800-422-3554 

Gabelli  &  Company,  Inc.  The  Gabelli  Asset  Fund 

One  Corporate  Center  •  Rye,  New  York  10580-1435 

The  prospectus  contains  more  complete  information,  including  fees  and  expenses. 
Read  it  carefully  before  you  invest  or  send  money. 


handles  prescriptions  for  50  mil- 
lion people — double  its  total  a  yean 
earlier — and  is  adding  1  million 
monthly.  "Pharmacy  benefit  manaa 
ers  [like  PCS]  improve  care  and  re-1 
duce  costs,  and  by  the  year  2000 
they'll  be  indispensable,"  he  adds. 
"It  was  a  case  of  make  or  buy,  and 
we  got  the  largest  and  fastest- 
growing  pbm  in  America  for  what  w 
think  was  a  bargain." 

Deconstruction 

"A  turnaround  story  that .  .  . 
ranks  up  there  in  terms  of  turnaroun) 
stories"  is  how  William  Agee  de- 
scribed his  tenure  as  chairman  of 
Morrison  Knudsen  when  Forbes 
last  looked  in  on  him  two  years  ago 
(June  8,  1992). 

Forbes  took  that  one  with  a  shak 
er  full  of  salt.  We  knew  the  high-livin 
Agee's  reputation  for  hypberbole 
and  for  boosting  earnings  by  capital 
izing  costs  that  a  more  conservative 
manager  would  write  off. 

Our  skepticism  was  justified  on 
July  20,  when  MK  stock  fell  18%  on 
third -straight  disappointing  quar- 
ter. Writeoffs  included:  $59  million) 
on  transit  car  contracts,  $14  million 
to  scrap  a  high-speed  Texas  railway 
after  financing  collapsed  and 


William  Agee 
and  wife,  Mary 
High-handed 
management  is 
costing  Morrison 
Knudsen  dearly. 


$5  million  for  previously  capitalizec 
costs  at  an  Arkansas  environmental 
cleanup  facility.  Only  a  $24  million 
pretax  gain  on  MK  Rail  share  sales  ke 
losses  to  $40.5  million,  or  $1.24 
a  share. 

"It's  unfathomable  that  they 
could  miscalculate  by  almost  $60  m 
lion  on  projects  worth  a  few  hun- 
dred million,"  says  Smith  Barney  an 
lyst  Tobias  Levkovich  of  the  transit 
car  writeoffs.  "Such  a  huge  numbe 
raises  big  questions  about  manage- 
ment credibility  and  the  cost  contrc 
the  company  has  in  place."  But  the 
Forbes  never  did  have  much  regan 
for  Agee's  credibility.  I 


Forbes  ■  August  15,  191 


It  is  easier  to  make 
money  than  to  keep 
money..." 


David  Dreman 

Investment  Columnist,  Forbes 
Chairman,  Dreman  Value  Management,  L.P. 
Author  of  The  New  Contrarian  Investment  Strategy 


Experts  agree.  "...  purchase  joint  survivorship 
insurance  for  you  and  your  spouse  and  place  it  in 
an  irrevocable  trust  for  your  heirs.  By  setting  up 
this  type  of  trust  and  then  assigning  the  insurance 
to  it,  it's  tax  free  to  the  trust  upon  the  death  of  the 
last  spouse,  allowing  the  beneficiaries  to  pay  off  a 
big  chunk  or  all  of  the  tax" 

David  Dreman  recommended  in  Forbes  magazine, 
October  18,  1993,  what  Wealth  Creation  Centers 
have  been  practicing  successfully  for  30  years. 

You  will  lose  55%  of  your  wealth  to  estate  taxes 
when  you  die  —  guaranteed  —  unless  you  protect 
your  estate  with  the  common  sense  strategies 
developed  by  Wealth  Creation  Centers.  Barry 
Kaye,  best  selling  author  of  Save  A  Fortune  On  Your 
Estate  Taxes  and  Die  Rich  and  Tax  Free,  and  his 
Wealth  Creation  Centers  have  saved  over 
$3  billion  in  estate  taxes  for  their  clients. 


"My  object  in  buying  life  insurance  was  to 
protect  my  estate  from  taxes,  which  could 
have  eliminated  as  much  as  55%  of  my 
assets...  I  appreciated  the  assistance  Barry 
Kaye  Associates  gave  me  with  the  plan." 

Dick  Clark,  Chairman 
dick  dark  productions,  inc. 

"The  Barry  Kaye  method  of  wealth  creation 
and  preservation  is  an  absolute  must  for 
everyone  who  wants  to  protect  their  estate 
from  the  extreme  losses  of  estate  taxation." 

Rose  &  Ruben  Mattus,  Cofounders 
Haagen-Dazs  Ice  Cream 

"Barry  Kaye  is  an  estate  planning  wizard. 
His  clearly  described  strategy  to  protect  the 
rewards  of  a  lifetime  of  work  from  the  tax 
collector  makes  compelling  reading  for 
everyone". 

Senator  John  V.  Tunney 
Former  United  States  Senator 


Call  Toll  Free:  800-343-7424 


Barry  Kaye,  America's 
#/  expert  on  estate  tax 
cost  discounts  &  best 
selling  author. 


Receive  your  free  report: 
12  Wealth  Preservation 
Strategies  which  reveals 
easy  steps  you  can  take  - 
right  now  -  to  preserve  and 
even  increase  your  estate  for 
the  benefit  of  your  family 
and  future  generations. 


"Barry  Kaye  once  again  convincingly  conveys  the 
concept  that  insurance  can  not  only  preserve  worth . 
but  increase  it  -  in  part  by  keeping  the  tax  collector's 
cut  at  a  minimum.  He  describes  over  50  concepts 
and  ideas  that  show  the  tremendous  power  of 
utilizing  insurance  in  ways  never  expressed  before. 
Rich  read  for  those  who  are  or  are  on  their  way  to 

e'n^'  Malcolm  S.  Forbes,  Jr. 

President  &  Editor-in-Chief.  Forbes  Magazine 


Wealth  Creation  Centers5*1 

America 's  Foremost  Estate  Tax  Cost  Discount  Specialists 

Barry  Kaye  Associates 

1901  Avenue  of  the  Stars,  Suite  500 
Los  Angeles,  California  90067 

(800)  343-7424  •  (310)  277-9400  •  FAX  (310)  282-0775 

©1994  Wealth  Creation  Centers'"  •  Barry  Kaye  Associates 
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Vaulting  ambition 

Sir  Andrew  Lloyd  Webber,  the 

iboyant  impresario  who  made  a 
fortune  out  of  musical  shows  like 
Cats  and  Evita,  is  as  much  a  showman 
in  private  life  as  in  public.  To  house 
part  of  his  huge  collection  of  Victori- 
ampaintings,  Lloyd  Webber  is  plan- 
ning to  spend  $50  million  to  erect  a 
20-story  Gothic  tower  made  of 
glass  and  ironwork  that  will  loom  over 
the  Hampshire  countryside  near  his 
home,  a  two-hour  drive  from  Lon- 
don. Plans  call  for  it  to  be  open  to 
the  public  three  months  a  year. 

-Christie  Brown 


Andrew  Lloyd  Webber 
Victoriana  goes  Gothic. 


Grand  Junction, 
hot  spot? 

When  they  move  to  small  cities — 
which  Americans  frequendy  do — 
where  are  they  most  likely  to  go? 
The  winner  among  cities  under 
100,000:  Grand  Junction,  Colo.  So 
says  Ryder  System  in  its  1994  report 
on  relocation. 

Situated  in  western  Colorado  and 
named  for  where  the  Gunnison  and 
Colorado  rivers  meet,  the  Grand 
Junction  area  has  swelled  from 
80,000  to  93,000  since  1990. 
What's  its  appeal?  Certainly  not  jobs. 
The  town  has  no  major  industry. 
But  it  has  a  moderate  climate,  scenic 
surroundings  and  proximity  to  ski- 
ing meccas  like  Vail,  just  a  2V2-hour 
drive  away.  That  and  freedom  from 


the  flashy,  often  obnoxious  Holly- 
wood set  that  crowds  Aspen  and 
Telluride.  -Toddi  Gutner 


A  Riklis  fiasco 

Meshulam  Riklis  may  have  a  gold- 
en touch  when  it  comes  to  financial 
manipulation,  but  his  art-market 
touch  seems  to  be  made  of  lead.  Riklis 
consigned  1 5  works  by  such  major 
modern  artists  as  Picasso,  Leger, 
Mondrian  and  Miro  to  Christie's, 
which  estimated  the  collection  would 
pull  in  at  least  $26  million,  when 
auctioned  on  May  10.  In  fact,  only  6 
of  the  works  sold,  for  a  total  of  $6.5 
million.  Among  the  biggest  disap- 
pointments: Modigliani's  "Portrait 
of  Annie  Bjarne,"  bought  by  Riklis  for 
$2  million  in  1986.  Expected  to 
fetch  as  much  as  $6  million,  Christie's 
pulled  the  piece  when  bidders  re- 
fused to  go  higher  than  $3.5  million. 

"Riklis  has  coined  a  new  concept 
for  the  art  world,"  said  one  observer. 
"Negative  provenance." 

-Lawrence  Minard 


Gang  rule? 

Where  there's  affirmative  action, 
there  are  inevitably  going  to  be  scams 
and  abuses.  In  Chicago,  a  $40,000 
city- financed  contract  recendy  was 
awarded  by  the  local  Urban  League 
to  a  group  named  2 1  st  Century  Vote. 
The  organization  is  supposed  to 
make  sure  that  contractors  on  the  ci- 
ty's subway  rebuilding  observed  af- 
firmative action  quotas.  Among  21st 
Century  Vote's  credentials:  Last 
year  it  tried  to  spring  Larry  Hoover, 
leader  of  the  Gangster  Disciples,  re- 
portedly Chicago's  most  powerful 
street  gang,  from  prison,  where  he's 
serving  time  for  murder. 

Mayor  Richard  Daley  has  public- 
ly denounced  21st  Century  Vote  as 
thugs,  but  he  alibis  that  he  can't  tell 
the  Chicago  Urban  League  to  undo 
its  contract.  Come  on,  Mr.  Mayor. 
Everybody  knows  the  mayor's  office 
sat  in  on  the  award.  -Gary  Samuels 

Cerullo's  simoleons 

When  Kidder,  Peabody  fired  gov- 
ernment bond  trader  Joseph  Jett  for 
allegedly  creating  $350  million  in 
bogus  trading  profits  last  year  to  mask 


losses  of  $100  million,  it  froze  $8.2 
million  that  Jett  claims  the  firm  owesj 
him.  The  fate  of  that  $8.2  million — 
deferred  compensation  and  money  in 
cash  management  account — hangs 
on  the  results  of  an  NASD  arbitration. 

But  what  about  the  compensation 
paid  to  Jett's  ex-boss,  Edward  Cerullc 
who  just  resigned  as  head  of  Kidder's 
fixed-income  division?  Cerullo  was  re 
ported  to  have  made  $20  million  last 
year.  (A  source  close  to  the  situation 
says  $20  million  is  "too  high,"  but 
won't  elaborate.)  Wall  Street  sources 
figure  at  least  25%  of  Cerullo's  earn- 
ings were  attributable  to  "profits" 
supposedly  made  by  Jett. 

A  source  familiar  with  Cerullo's 
resignation  says  only  that  at  least  pai 
of  his  compensation  was  withheld 
when  he  quit.  One  big  Kidder  clienl 
thinks  the  firm  and  its  parent,  GE 
Co.,  treated  Cerullo  with  kid  gloves 
"He  knows  too  much  that  would  b« 
useful  to  the  SEC  and  other  authori- 
ties," says  the  client.  Both  Kidder's 
and  Cerullo's  spokesmen  declined 
to  comment. 

-Riva  Atu 

Bud's  bluff 

Seven  years  ago  Houston  Oilers 
owner  Kenneth  (Bud)  Adams  threat 
ened  to  move  his  nel  franchise  to 
Jacksonville  unless  Houston's  Harrii 
County  added  10,000  more  seats  tc 
the  Astrodome,  the  team's  home. 
The  county  caved  in,  costing  tax- 
payers $60  million. 

But  Adams  still  isn't  satisfied.  He 
claims  the  Astrodome  is  too  small,  i 
ill-suited  for  football  and  favors  the 
Astros'  baseball  schedule.  He  wants 


The  Oilers  in  the  Astrodome 

Is  the  game  football  or  poker? 
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Wausau's  group  health  and  workers  compensation  claim  reps  work 
closely  with  our  Special  Investigative  Unit  to  explore  fraud  cases.  We  have 
a  hotline  for  anonymously  reporting  suspected  fraud.  And  we  assist  state 
fraud  bureaus  and  local  prosecutors.  Because  fraud  costs  us  all. 

niWAUSAU 

Wausau  Insurance  Companies,  2000  Westwood  Dr.,  Wausau,  WI  54401  1-800-930-0033   A+  A.M.  Best  Raring 
Nationwide®  Insurance  Enterprise 
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Health  care  costs  slow 

Sir:  Rc  "Why  Ronald  Vesscy  threw  in 
the  towel"  (July  4).  Your  hope  for 
Congress  to  keep  hands  off,  as  market 
changes  slow  health  care  cost  infla- 
tion, escalates  the  problem  of  paying 
for  the  uninsured  and  those  who  lose 
health  insurance  through  illness,  job 
loss  or  change.  It  also  ignores  how  we 
will  fund  the  teaching  and  training  of 
tomorrow's  physicians.  Your  grand- 
children deserve  better. 
-Mitchell  T.  Rabkin,  M.D. 
President,  Beth  Israel  Hospital 
Professor  of' Medicine 

Harvard  Medical  School 
Boston,  Mass. 

Sir:  You  describe  the  HealthSpan 
Group  Practice  Organization  as  an 
"impersonal  world  of  corporatized 
health  care."  The  GPO  consists  mainly 
of  specialists  in  primary  care  who  care 
about  their  patients  and  their  profes- 
sions. They  have  joined  the  GPO  so 
that  they  can  spend  more  time  with 
their  patients  and  less  on  paperwork, 
meeting  regulatory  requirements  and 
administration. 
-Jeffrey  W.  Chell,  M.D. 
President 

HealthSpan  Group  Practice 

Organization 
Minneapolis,  Minn. 

Mushy  thinking 

Sir:  Re  "The  mushing  of  America" 
(Observations,  Thomas  Sowell,/?//v 
18).  American  schoolchildren  for 
several  decades  have  been  propa- 
gandized rather  than  educated. 
They  are  told  what  to  believe  rather 
than  taught  to  think — to  use  reason. 

The  Constitution  was  about  cre- 
ating a  new  form  of  government  that 
protected  and  defended  individuals 
and  their  right  to  make  decisions 
and  choices  regarding  their  own 
lives  with  regard  only  to  reality  and 
reason.  Modern  education  is  about 
helping  people  fit  in  as  members  of 
various  pressure  groups  with  total 
disregard  for  individual  rights,  reali- 
ty and  reason.  Rather  than  thinking, 
the  latter  requires  merely  the  accep- 
tance of  that  which  is  defined  as 
politically  correct  for  the  moment. 

You  reap  what  you  sow.  And  we 
are  reaping  the  fruits  of  the  antirea- 
son  propaganda  of  the  last  two  de- 


cades in  all  aspects  of  our  society, 
from  increasing  violence  in  schools 
and  on  our  streets  to  a  totally  inef- 
fective foreign  policy. 
-Charles  T.  Riedel 
Kemnlle,  Tex. 

Sir:  Thomas  Sowell's  references  to 
contemporary  public  schools  anc 
their  contribution  to  the  develop 
merit  of  ignorant,  irresponsible  stu 
dents  make  this  reader  think  Sowel 
has  been  living  in  my  son's  former 
school,  Manhattan's  P.S.  6. 

Shortly  before  we  removed  him 
from  the  school  last  December,  hi 
fourth-grade  class  was  given  one  ol 
many  inane  assignments.  The  teacher 
directed  them  to  write  "What  we  can 
do  to  stop  teenage  violence."  My  9 
year-old  said,  "I  wrote  'The  city 
should  attach  security  guards  to  a 
teenagers.'  "  Then  he  said  to  me 
"Isn't  that  ridiculous?  What  city  bud 
get  could  possibly  support  that?" 
asked  him  what  the  teacher  said  about 
his  journal  entry.  "That's  the  scar) 
part,"  he  said.  "She  said  it  was  good.' 
-Joyce  Behr 
New  York,  N.  Y. 

Viable  choices 

Sir:  Re  "The  class  of  '65"  (July  4) 
I've  been  a  mother  at  home  for  1 
years  (and,  yes,  gasp!  I  read  Forbes). 
have  two  daughters,  13  and  10,  anc 
have  never  regretted  leaving  the  wori 
force.  My  "employees"  might 
young  in  age  and  short  in  stature,  bu 
they  are  a  challenge  when  it  comes  tc 
arbitrating  disputes,  assigning  chore 
and  negotiating  their  allowances, 
don't  see  raising  my  kids  as  having 
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given  up  a  career.  More  women 
should   come   forth   and  embrace 
motherhood  with  pride. 
-Pam  Goresh 
Ellicott  City,  Md. 

Sir:  The  extraordinary  problem  for 
us,  as  women,  is  that,  instead  of  allow- 
ing our  role  to  be  defined  for  us,  we 
are  now  defining  roles  for  ourselves. 
-Christine  Arnold 
Camp  Hill,  Pa. 

Guns  and  money 

Sir:  Re  "Psst!  Wanna  buy  a  gun?" 
(Rational  Expectations,  Steven  E. 
Landsburg,  May  23).  This  article  is 
speculative  hogwash.  Buybacks  are 
honest  attempts  by  honest  people  to 
get  guns  off  the  street.  Support  it. 
-Lewis  S.  Dabney 
Board  Member,  Citizens  for  Safety 
Boston,  Mass. 

Iftdeo  Jukebox  Network 

Sir:  Re  "The  Box"  (Mar.  28). 
Forbes  unfairly  portrayed  my  leader- 
ship ofvjN.  You  implied  that  I  was  to 
Dlame  for  the  financial  difficulties  at 
*7N  and  that  I  "•waffled"  on  deals  with 
:able  operators.  The  financial  prob- 
ems  at  vjn  were  traceable  to  the 
railure  of  vtn's  board  to  produce  the 
promised  capital  infusions  to  finance 
rny  aggressive  and  highly  successful 
expansion  strategy,  a  strategy  that 
Forbes  credited  to  others.  And  far 
rom  "waffling,"  vjn  brought  me  in 
:o  implement  a  much  needed  restruc- 
;uring  of  its  deals  with  affiliates. 
-Andrew  Orgel 
Aventura,  Via. 


Cup  of  Joe  to  go 

>IR:  Re  "Coffee  versus  Gazebo 
Mend"  (June  20).  Implying  that 
Dunkin'  Donuts  is  attempting  to 
rompete  with  the  trendy  coffee  shops 
prouting  up  around  die  country  is 
lot  now  and  never  has  been  a  goal  of 
mrs.  We  have  no  intention  of  chang- 
ing a  strategy  that  has  made  us  the 
vorlcTs  largest  coffee  and  doughnut 
'hop  chain,  with  more  than  3,000 
mtlets  in  27  countries. 

John  D.  Shafer  Jr. 

^resident,  Dunkin '  Donuts,  USA 
landolpb,  Mass. 
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#1  Performing  Fund  Since 
the  Market  Low  of  1987 

— per  Mutual  Fund  Forecaster* 

The  Kaufmann  Fund 

A  Small  Company  Growth  Fund 


Five  Yr.  Compounded  Annua!  Return** 

25 


S&P  500| 

10.3%|^ 


KAUFX 
FUND 

18.7%| 


More  than  twice  the  average  total 
annual  return  of  all  funds.** 

Morningstar  5  Star  (*****)  Rating 

(as  of  5/31/94) 


The  Kaufmann  Fund  is  an 
aggressive  growth  fund  dedicated 
to  the  objective  of  capital  appre- 
ciation through  investment  in  small 
growth  companies.  The  Fund 
invests  primarily  in  companies 
beyond  the  venture  stage  that  are 
profitable  and  have  substantial 
growth  prospects. 


Lawrence  Auriana  and  Hans  Utsch, 
Portfolio  co-managers. 


For  information  call: 


1  -800-346-5263 


*  Period  of  12/4/87-6/30/94. 

"Five  year  period  ending  6/30/94,  per  Lipper  Analytical  Services. 

Since  February  1986,  the  date  the  Fund  became  fully  operational  after  reorganization,  the 
Fund's  total  return  was  205. 7%.  The  Fund's  compounded  annualized  return  to  June  30, 
1994  for  the  one  year,  and  2/86-6/94  periods  are  6.4%,  14.4%  respectively.  Total 
returns  for  periods  ending  June  30,  1994  are  historical  and  include  change  in  share  price, 
reinvestment  of  dividends  and  capital  gains.  There  is  a  0.2%  redemption  fee  and  a  12b- 1 
fee  in  excess  of  0.25%.  The  S&P  is  an  unmanaged  index  consisting  of  the  common  stock 
of  500  publicly  traded  U.S.  companies.  For  more  information  including  charges  and 
expenses,  please  read  the  prospectus  carefully  before  you  invest.  The  performance  cited 
represents  past  performance  which  is  not  indicative  of  future  results;  investment 
performance  fluctuates;  fund  shares  when  redeemed  may  be  worth  more  or  less  than 
original  cost. 

THE  KAUFMANN  FUND,  INC. 
17  Battery  Place,  New  York,  NY  10004  •  Fax  (212)  344-6227 


The  Classics  Collection 

by  Cross  Creek 


Durable  enough  for  the  front  nine.  Comfortable  enough  for  the  back  deck. 
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'With  all  thy  getting  get  understanding" 

Fact  and  Comment 

5y  Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


RWANDA 


)iplomats  and  academic  experts  still  prattle  on  about 
econciliation  between  the  Hutu  and  Tutsi  tribes.  Years 
go  the  two  peoples  did  peacefully  intermingle  and  inter- 
larry,  but  that  is  not  today's  reality,  when  almost  half  of 
he  Tutsi  population  in  Rwanda  has 
erished,  victims  of  Hutu  militias.  Or  f 
1  neighboring  Burundi,  where  the  | 
sually  Tutsi-dominated  government  | 
laughtered  some  100,000  Hutus  in  | 
tie  early  1970s  and  has  perpetrated  s 
sveral  massacres  since. 

France,  which  now  has  a  peace  - 
eeping  army  in  Rwanda,  should  ef- 
;ct  a  formal  partition,  letting  each 
'ibe  create  its  own  country.  Partitions 
sually  involve  ghastly  movements  of 
opulations.  In  Rwanda  most  people 


French  troops:  Some  observers  blame  Pari- 
sian diplomacy  for  triggering  Rwandan  horrors. 


have  already  been  uprooted.  Many  African  nations  will 
object  to  such  a  solution,  fearing  it  will  set  a  bad  example 
for  their  own  disaffected  groups.  Since  independence 
from  Western  powers  was  achieved,  the  axiom  has  been 
that  there  be  no  change  in  colonial- 
era  borders,  no  matter  how  irrational 
they  may  be.  But  that  position  is 
becoming  increasingly  untenable  as 
the  recent  breakaway  of  Eritrea  from 
Ethiopia  demonstrates. 

The  sooner  partition  is  completed, 
the  sooner  the  appalling  bloodshed 
will  stop,  and  the  quicker  refugees  will 
move  to  lands  where  they  can  begin 
reconstructing  their  shattered  lives  in- 
stead of  withering  away  in  crowded, 
disease-ridden,  makeshift  camps. 


MISUNDERSTOOD  SUCCESS 


IFTY  YEARS  AGO  this  summer  the  U.S.  and  Britain  con- 
tracted a  postwar  international  monetary  system  at  a 
onference  in  Bretton  Woods,  New  Hampshire.  Today's 
policymakers  should  revisit  and 
relearn  the  lessons  of  that  place. 
Doing  so  would  slash  interest 
rates,  reduce  budget  deficits, 
raise  stock  prices  and  expand 
the  global  economy. 

Under  the  Bretton  Woods 
system  the  dollar  was  tied  to 
gold  at  a  fixed  price,  and  other 
currencies  were  pegged  to  the 
dollar.  The  purpose  was  to 
avoid  the  beggar- thy- neighbor 
devaluations  of  the  1930s  that 
had  hindered  trade  and  the 
flow  of  capital. 

Combined  with  the  trade - 
cpanding  General  Agreement  on  Tariffs  and  Trade, 
ke  European  Payments  Union  (which  made  it  easier 
>r  money  to  move  from  one  country  to  another),  the 
Marshall  Plan  (which  provided  capital  to  jump-start 
:onomies)  and  the  security-enhancing  NATO  alliance, 
retton  Woods  paved  the  way  for  both  the  quick 
xovery  of  war-torn  Europe  and  Asia  and  the  great 


>hn  Maynard  Keynes: 

jnically,  Bretton  Woods' 
chitect  distrusted  gold. 


boom  of  the  1950s  and  1960s. 

Trade  between  nations  grew  exponentially.  So  did  the 
movement  of  job-creating  capital.  In  essence,  with  Bretton 
Woods  and  these  other  agreements,  the  U.S.  formally 
recreated  the  international,  growth-enhancing  environ- 
ment that  Great  Britain  had  brought  into  being  between 
the  end  of  the  Napoleonic  wars  and  the  eve  ofWorld  War  I . 

Muddleheaded  thinking  by  American  politicos  and 
economists  led  to  the  de-  ».  — — __- 
straction  of  the  Bretton 
Woods  international  mone- 
tary system  by  1971.  The  tie 
to  gold  was  dismissed  as 
superstition.  Fixed  ex- 
change rates  were  seen  as 
obstacles  to  stimulating  do- 
mestic economies. 

We  have  paid  a  dear  price. 
The  demise  was  followed  by 
devastating  inflation  and  by 
the  quadrupling  of  energy 
costs.  Inflation  kicked 
American  and  European 
taxpayers  into  higher  and 
higher  tax  brackets  even 
though  real  incomes  were 


President  Nixon  and  Trea- 
sury Secretary  Connally: 

Both  believed  blowing  up  Bret- 
ton Woods  would  usher  in  era  of 
perpetual  prosperity. 
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stagnant  or  declining.  The  post-World  War  II  economic 
expansion  abruptly  ended.  Western  economies  were  whip- 
saw  ed  by  ever  higher  prices  and  ever  deeper  recessions. 

Ronald  Reagan's  steep  income  tax  cuts  and  other  pro- 
growth  measures  enabled  the  U.S.  to  emerge  rapidly, 
impressively  from  the  rut  of  the  1970s.  But  interest  rates, 
while  way  down  from  their  inflationary  highs,  remained 
far  above  their  historic  norms.  After  Reagan  left  office, 
taxes  went  up  again;  economic  sluggishness  returned. 

A  glance  at  the  recent  spate  of  Bretton  Woods  com- 
mentary demonstrates  how  off  base  Western  economic 
thinking  remains.  Economists  focus  on  the  system's  fixed 
exchange  rates  and  debate  whether  this  is  feasible  today. 
They  completely  miss  the  point  that  long-term  currency 
stability  is  possible  only  if  values  are  anchored  to  gold.  If 
they  are,  the  fixed  rates  take  care  of  themselves. 

Why  is  gold  the  most  useful  monetary  compass?  It  is  rare 
enough  so  that  it  has  intrinsic  value.  It  cannot  be  con- 
sumed like  wheat;  virtually  all  of  the  gold  that  has  ever  been 
mined  is  with  us  today.  Annual  production  is  but  a  small 
fraction  of  the  outstanding  supply;  thus  it  is  not  subject  to 
the  supply  shocks  that  afflict  other  commodities  such  as  oil 
or  corn.  Apart  from  a  handful  of  industrial  and  dental  uses, 


gold  has  no  economic  purpose  other  than  being  decora 
tive  or  as  a  store  of  value.  Therefore,  its  price  is  unaffectel 
by  the  normal  ebb  and  flow  of  economic  activity. 

For  centuries,  people  have  fled  to  gold  when  their  ow 
currencies  were  depreciated.  It's  the  most  sensitive  baron 
eter  of  whether  the  monetary  authorities  are  printing  to 
much  money,  too  little  money  or  the  right  amount.  Gol 
works  no  differently  than  those  gizmos  on  older  cars  th; 
make  a  buzzer  go  off  if  you  drive  above  a  certain  speed. 

Under  a  modern  gold  standard,  a  boost  in  the  price  < 
gold  would  tell  the  Fed  to  tighten.  To  do  so,  it  would  sc 
bonds  from  its  portfolio.  The  sale  removes  money  from  dj 
banking  system  because  the  Fed  doesn't  deposit  it  in  a  bail 
but  simply  sits  on  it.  The  supply  of  dollars  in  the  economy 
thereby  reduced.  The  relative  value  of  the  dollar  to  go| 
goes  up  and,  ipso  facto,  gold's  dollar  price  goes  down. 

Esoteric?  Look  at  recent  events.  The  rise  in  the  gol 
price  last  year  meant  the  Federal  Reserve  was  too  east 
That  is  why  interest  rates  have  been  going  up  and  is  a  k« 
reason  for  the  dollar's  being  pounded. 

Until  someone  in  authority  someday  understands  the) 
basic,  simple  insights,  our  economy  and  those  of  othi 
countries  will  continue  to  be  unnecessarily  harmed. 


AMAZING  METAMORPHOSIS 


Kazakhstan 


Kyrgyzstan,  a  small  Central  Asian  republic,  is  fast  be- 
coming, in  the  words  of  a  State  Department  official,  "the 
crown  jewel"  of  the  former  Soviet  Union.  Experts  gave  it 
short  shrift  when  it  became  independent  nearly  three 
years  ago.  Unexpectedly,  the  onetime  communists  run- 
ning the  government  have  taken  a  decidedly  pro-West- 
ern, pro-free-enterprise  course. 

On  a  recent  visit  to  the  U.S.,  Prime 
Minister  Apas  Djumagulov  made  it 
clear  that  the  welcome  mat  is  out  to 
foreign  investors.  The  country  wants 
to  develop  its  mineral  resources,  par- 
ticularly oil  and  natural  gas.  Unlike 
Russia  (see  p.  42),  Kyrgyzstan  is  de- 
termined to  avoid  Moscow's  mis- 
takes of  issuing  arbitrary  decrees  to 
foreign  oil  companies  and  hitting 
them  with  sizable  retroactive  tax  increases.  The  govern- 
ment has  put  together  a  very  favorable  tax  regime  for 
international  businesses. 

The  country  is  not  ignoring  its  own  would-be  entre- 
preneurs. Domestic  taxes  are  also  favorable.  The  highest 
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Uzbekistan 


Turkmenistan 


Afgha 


hanistan 


levy  on  income,  for  example,  is  30%. 

The  government  is  making  a  good-faith  effort  to  cui 
inflation,  which  has  been  slashed  from  33%  a  month  t 
5%.  Its  new  currency,  the  som,  created  in  1993,  h 
appreciated  against  the  ruble.  The  Prime  Minister  told  u 
"We  felt  we  had  to  get  out  of  the  ruble  zone  if  we  were  i 
be  successful  against  inflation."  T| 
budget  deficit  has  been  cut  in  hai 
Subsidies  for  sensitive  items  lil 
bread  and  fuel  are  being  phased  ou 
The  only  cloud  on  the  horizon  is  tl 
International  Monetary  Fund,  whid 
recently  inked  an  agreement  with  Ky 
gyzstan.  The  IMF  has  a  miserab 
record  helping  countries  successful 
slay  inflation.  It  often  recommen 
policies  that  end  up  crippling  loc 
economic  activity.  Well-wishers  should  urge  this  frd 
enterprise  government  to  consider  such  a  time-teste 
inflation-fighting  tool  as  acurrency  board  ( Hong  Kongat 
Argentina  have  successfully  used  variants  of  this),  p^ 
ticularly  since  Kyrgyzstan  has  immense  deposits  of  gold. 
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DECIDEDLY  DIFFERENT 

Too  Many  Clients — by  Rex  Stout,  introduction  by  Rawlins 
Malcolm  S.  Forbes  Jr.,  (Bantam  Books,  $4.99).  Vintage 
Nero  Wolfe  mystery.  Our  obese,  eccen- 
tric hero  solves  the  murder  of  a  high- 
powered,  sex-crazed  corporate  tycoon. 
Despite  tabloidesque  sensations,  Wolfe 
meticulously  maintains  his  nonprurient 
approach  as  he  brilliantly,  absorbingly 
solves  the  case. 

The  antithesis  of  orchid-loving,  well- 
mannered,  gourmet-food-only,  highly- 
structured-lifestyle  Nero  Wolfe  is  Easy 


a  sort- 
Dress 


WALTER 
MOSLEY 


m 


DEVIL  IN  A  BLUE  DRESS 


DELIGHTS 

of-detective  in  Walter  Mosley's  Devil 
(Pocket  Books,  $5.50).  Gritty,  sweai 
bloody,  real-life-like  drama  in  burgeo 
ing  post-World  War  II  Los  Angel) 
There  is  nothing  antiseptic  or  well-c 
dered  about  the  way  Rawlins  lives.  F 
chief  helper  and  lifesaver  is  a  quic 
tempered,  murderous  boyhood  friei 
from  Texas.  One  heck  of  a  tale. 
Excerpt:  Money  isn't  a  sure  bet  but  i 
the  closest  to  God  that  I've  ever  seen  in  t 
world.  I 
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By  expecting  the  unexpected 
we  are  financially  stronger  than  ever. 


Events  of  the  last  several  years  have 
been  tough  on  some  reinsurers. 
Since  1982,  more  have  left  the  business 
than  remain.  Now  clients  are  seeking 
those  reinsurers  with  the  financial 
strength  to  offer  stable  capacity 
regardless  of  market  conditions. 

American  Re  has  a  balance  sheet 
that  is  stronger  than  ever.  This  is  a 
result  of  expert  underwriting  and  a 
sound,  consistent  business  strategy 
that  does  not  depend  on  underwriting 
cycles  or  a  flashy  investment  portfolio. 
In  fact,  we  are  one  of  only  three  U.S. 
reinsurers  that  shows  a  statutory 
surplus  of  more  than  $1  billion.  And 
our  A.M.  Best  rating  is  A+  (Superior). 


American  Re  is  a  direct  writer,  with 
77  years  of  professional  reinsurance 
experience.  We  bring  specialists  with 
a  broad  range  of  expertise  directly  to 
our  clients.  By  performing  detailed, 
multi-disciplined,  front-end  screening 
of  business  opportunities,  we  assure 
that  our  program  meets  the  client's 
needs  and  that  our  price  accurately 
reflects  the  client's  exposure,  pricing 
and  loss  experience  —  not  the 
market's.  Because  of  our  expertise, 
both  insurers  and  non-insurers 
routinely  hire  us  to  consult  and  perform 
due  diligence  on  their  operations. 
And  with  27  offices  worldwide, 
our  business  opportunities  are 


geographically  diverse,  enabling  us 
to  maximize  our  potential  for 
profitable  growth  in  selected  markets. 

At  American  Re,  we  make  it  our  busi- 
ness to  be  prepared  for  whatever  may 
happen.  That  means  better  results  for  us 
and  for  our  clients.  For  more  information 
about  how  American  Re  is  redefining 
reinsurance,  call  us  at  (609)  243-4684. 
American  Re-Insurance  Company  is 
the  principal  operating  subsidiary  of 
American  Re  Corporation,  which  is 
listed  as  ARN  on  the  NYSE. 

^AMERICAN 

▼  RE  INSURANCE  COMPANY 

555  College  Road  East.  Princeton,  NJ  08543-5241 


Atlanta,  Bermuda.  Bogota,  Boston,  Brussels,  Cairo,  Chicago,  Columbus,  Dallas,  Hartford,  Kansas  City,  London,  Los  Angeles,  Melbourne,  Mexico  City 
Minneapolis,  Montreal,  New  York,  Philadelphia,  Princeton,  San  Francisco,  Santiago,  Singapore,  Sydney,  Tokyo,  Toronto,  Vienna 


Innovation 


Toshiba 's geothernial steam  turbine  had  the  largest 
capacity  in  the  world,  with  an  output  ofUOMW. 


Time  was  when  power  was  big. 
In  fact,  it  didn't  get  any  bigger 


than  the  geothermal  power  plant  turbine  we  built  two  decades  ago. 

But  time  and  power  don't  stand  still.  Today  we  live  in  a  world  of 
portable  phones,  portable  fax  machines  and  portable  computers,  o 

And  for  our  part  in  the  parade  of  portability 
we  present  the  Toshiba  Portege™  T3400  Series.  It  packs 
your  entire  office  into  a  computer  that's  less  than  half  the 
size  of  your  briefcase,  and  that  weighs  4/2  pounds. 


t  world's  largest  power  source, 
t  built  the  smallest. 


Our  new  Portege  is  the  first  sub-notebook  computer  with  the  ultra-bright  color 
FT/LCD  active  matrix  display.  The  first  with  a  rechargeable 
ithium-lon  battery  that  lasts  for  up  to  six  hours.  It  has  the 
inovative  AccuPoint™  integrated  pointing  device,  and 
le  power  of  an  Intel486™  SX  microprocessor 

With  an  optional  modem,  it  can  do 
Imost  anything  your  desktop  computer  does.  On  an 
irplane.  On  a  boat.  In  a  cabin  on  a  mountain. 

It's  quite  possibly  the  biggest  thing  we've  built  yet. 

In  Touch  with  Tomorrow 


Ttie  Portege  TJ400CT 
is  Toshiba  s  smallest, 
lightest  color  notebook 
computer 


TOSHIBA 


Other  Comments 


Out  of  This  World 

Suddenly,  from  behind  the  rim  of 
the  moon,  in  long,  slow-motion  mo- 
ments of  immense  majesty,  there 
emerges  a  sparkling  blue  and  white 
jewel,  a  light,  delicate  sky-blue  sphere 
laced  with  slowly  swirling  veils  of 
white,  rising  gradually  like  a  small 
pearl  in  a  thick  sea  of  black  mystery. 

It  takes  more  than  a  moment  to  real- 
ize this  is  Earth  .  .  .  home. — Edgar 
Mitchell,  U.S.  astronaut. 
-The  Home  Planet,  by  Kevin  Kelley 

Do  the  Unthinkable 

When  faced  with  a  weakened  econo- 
my earlier  this  decade,  most  governors 
raised  taxes.  It  didn't  work.  A  survey 
conducted  by  the  Cato  Institute's 
Stephen  Moore  finds  that  the  states 
that  raised  taxes  suffered  deeper  reces- 
sions— and  larger  budget  shortfalls — 
than  those  that  did  not.  At  the  bottom 
of  the  tax -and -spend  heap  is  Lowell 
Weicker,  who  orchestrated  Connecti- 
cut's first  income  tax — and  worst  re- 
cession. At  the  other  extreme  is  Kirk 
Fordice,  Mississippi's  first  Republican 


governor  this  century.  He  did  the 
unthinkable,  cutting  spending  by  5% 
while  refusing  to  consider  any  tax 
hikes  (the  result:  a  budget  surplus). 
-National  Review 

Wishful  Thinking 

To  kill  A  man  will  be  considered  as 
disgusting  [in  the  20th  century]  as 
we  in  this  day  consider  it  disgusting 
to  eat  one. — Andrew  Carnegie,  1900 
-The  Experts  Speak,  by  Christopher 
Cerf  and  Victor  Navasky 

It's  Not  Too  Late 

American  foreign  policy  can  still  be 
salvaged,  but  it  requires  a  commit- 
ment to  the  fundamental  principles 
of  the  Helsinki  Final  Act  and  the 
Charter  of  the  United  Nations.  We 
cannot  condone,  support,  assist  or 
otherwise  legitimize  armed  aggres- 
sion by  one  state  against  another. 

I  must  express  abhorrence  at  the 
thought  that  we  are  prepared  to  say  to 
the  Serb  aggressor  that  they  cannot 
have  the  66%  or  the  72%  of  Bosnia  they 
have  savagely,  violently  and  illegally 


"Life  seems  so  much  more  exciting  now  that 
convertibles  are  back." 


captured,  but  they  can  have  49%! 

Let  us  remain  true  to  our  principles, 
We  must  no  longer  participate  in  an 
embargo  against  a  victim,  an  embargo 
never  originally  intended  to  be  sq 
applied  since  it  referred  to  a  Yugoslav 
via  which  no  longer  exists.  I  believe 
ending  our  support  for  the  embargo 
may,  in  fact,  help  bring  about  a  lasting 
settlement  between  the  parties. 
-Max  M.  Kampelman,  American 
diplomatist,  before  the  Senate 
Armed  Services  Committee 


The  daughters  of  lions 
are  lions,  too. 

-Swahili  proverb,  Esquire 

Nothing's  Safe  or  Sacred 

When  you  steal  something,  you! 
mean  it,  so  it  has  to  be  significant  that 
thieves  have  begun  to  steal  air  bags 
[from  cars]  in  a  number  of  cities 
Sometimes  the  thieves  don't  ever 
take  the  radios  and  tape  decks. 

According  to  Steven  Goldstein  oi 
the  Insurance  Information  Institute 
thieves  grab  the  box  containing  the 
unexploded  air  bag  and  sell  it  for  $  1 5C 
or  so  to  repair  shops  who  charge  caj 
owners  who  need  to  replace  their^ 
(with  insurance  money)  $700  tc 
$  1 ,200.  Goldstein  says  that  while  any 
thing  in  an  automobile  that  can  bd 
stolen  will  be  stolen,  it  does  seem  thai 
air  bag  theft  is  "a  new  growth  market . ' 
-New  York  Times  Magazine 

What  a  Howl! 

The  Hidden  Lifeof  Dogs,  a  new  booH 
by  Elizabeth  Marshall  Thomas,  crep 
onto  the  New  York  Times  bestsellei 
lists,  and  the  American  Kennel  Clui 
Gazette  produced  new  material  t(| 
support  Ms.  Thomas'  insights  into  the 
canine  intellect.  According  to  the  Ga 
zette,  dogs  can  bark  in  a  number  o 
languages  besides  English.  For  ini 
stance,  there's  haf-haf  'in  Czech,  vuf 
vnf  'm  Danish,  ham-ham  in  Roman 
ian,  and  hong-hong'm  Thai. 
-Wladyslaw  Pleszczynski, 
American  Spectator 
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It  climbed  up  there  by  itself. 


The  fall  of  the  Berlin  Wall  was  more  than 
the  demolition  of  a  historic  concrete  barrier.  When 
Caterpillar  equipment  helped  bring  down  the  wall, 
it  created  new  opportunities  for  expanding  markets 
in  Eastern  Europe  and  around  the  world.  In  fact, 


a  sizable  chunk  of  the  peace  dividend  is  already  flov 
ing  into  the  U.S.  economy. 

The  Commonwealth  of  Independent  States — 1 
former  Soviet  Union — purchased  nearly  $200  million 
worth  of  Caterpillar  equipment  in  1993  alone. 


-•  ' 


[credible,  try  tearing  down  a  wall. 


With  a  worldwide  reputation  like  ours,  it's  not 
urprising.  Almost  half  of  our  $1 1  billion  in  sales  last 
ear  came  from  customers  outside  the  United  States. 

But  we  manufactured  nearly  three-quarters  of 
ur  products  in  the  U.S. 


Caterpillar  is  known  for  the  things  we  help 
build.  But  one  of  the  jobs  we're  proudest  of  is  some- 
thing we  helped  tear  down. 

CATERPILLAR 


Congratulations. 


you've  just  become  the  proud 


PARENTS 

of  a  beautiful 


Year  Old 


Just  as  your  parents  may  someday  become  your 
responsibility,  your  own  children  may  someday 
become  responsible  for  you.  As  the  leader  in  disability 
insurance,  we  can  help  make  a  potentially  difficult 
situation  easier.  We  off er  long  term  care  coverage 
that  works  as  a  natural  extension  of  short  and  long\ 
term  disability  insurance,  to  help  protect  a  lifetime' 
of  savings  even  after  retirement  and  allow  people  to 
remain  independent.  And  our  policies  go  beyond  th\ 
typical,  even  compensating  family  members  and 
friends  to  care  for  their  loved  ones  at  home.  Its  simpl 
By  continually  looking  toward  the  future,  we  can  him 
you  be  prepared  when  it  arrives.  For  -g-qsp^ 
more  info}  *               'it  the  I  w  \,     (^^^^^^^  ' 
family  of  companies,  call  your  broker.   

Unum 

Here's  to  a  long  life.  We  see  farther. 
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Commentary 

>n  events  at  home  and  abroad 


Jy  Caspar  W.  Weinberger,  Chairman 


THE  BOOKS  OF  SUMMER  II 


AST  year  I  wrote  a  column  on  my  summer's  reading.  As 

the  case  with  my  collie  dog,  I  can  form  a  habit  in  some- 
ling  less  than  an  hour  so  I  now  have  acquired  the  habit 
f  doing  a  "How  I  Spent  My  Summer"  column. 

First,  for  intellectual  stimulation  of  a  high  order,  I  read 
:>me  of  the  essays  of  Isaiah  Berlin.  Against  the  Current, 
dited  by  Henry  Hardy  (Viking  Press),  is  a  study  on  the 
istory  of  ideas.  Much  of  it  involves  an  examination  of 
hilosophic  theories  accepted  by  many  as  absolute  gospel 
ut  which  may  be  easily  challenged  on  closer  study.  Berlin 

not  defending  or  attacking  any  of  these  theories  but  is 
reoccupied  with  the 
deas  and  their  history, 
lany  essays  are  on  writers 
ad  philosophers  such  as 
'ico,  Hess  and  Sorel, 
.lost  of  whom  were  mis- 
lterpreted  or  ridiculed 
y  their  contemporaries. 

Berlin's  essay  on  Mon- 
:squieu  is  fascinating  be- 
kuse  many  of  Montes- 
uieu's  beliefs  are  en- 
uined  in  our  Declar- 
tion  of  Independence  and  in  the  Constitution.  "The 
ssentials  of  Montesquieu's  teachings  formed  the  heart  of 
le  liberal  creed  everywhere."  He  "advocated  constitu- 
onalism,  the  preservation  of  civil  liberties,  the  abolition 
f  slavery,  gradualism,  moderation,  peace,  international- 
m,  social  and  economic  progress.  .  .  .  "  He  "approved  of 
xial  equality,  but  not  to  the  point  at  which  it  threatened 
idividual  liberty;  and  of  liberty,  but  not  to  the  point 
here  it  threatened  to  disrupt  orderly  government." 

Berlin  points  out  that  there  were  many  errors  in  the 
:achings  of  Montesquieu:  "His  most  famous  doctrine, 
lat  of  the  separation  of  powers,  an  enthusiastic  but 
listaken  tribute  to  the  system  that  he  had  so  falsely 

agined  to  prevail  in  England  .  .  .  had  proved  impracti- 

ble  in  France  during  the  great  Revolution,  and  had 
een  much  too  faithfully  adopted  in  the  United  States, 
rith  results  not  altogether  fortunate." 

For  somewhat  lighter  fare  I  turned  to  The  Letters  of 
Irthur  Balfour  &  Lady  Elcho,  1885-1917,  edited  by  Jane 
idley  and  Clayre  Percy  (Hamish  Hamilton  Ltd.,  Lon- 
on).  These  letters  were  written  by  a  British  prime  minister 


to  his  great  friend  and  (almost  certainly)  mistress.  Arthur 
Balfour,  the  nephew  of  another  prime  minister,  Lord 
Salisbury,  rose  effortlessly  to  prime  minister  at  age  54.  He 
never  married,  but  for  32  years  he  wrote  to  Mary  Wynd- 
ham,  Lady  Elcho,  as  intimately  as  his  detached,  languid  and 
rather  chilling  public  manner  would  permit.  She  wrote 
extremely  well;  her  letters  sparkle  with  vitality,  humor  and 
excitement.  Balfour's  reflect  not  only  his  political  career 
but  also  his  side  interests  in  literature,  philosophy  and  golf. 
Balfour  was  not  a  success  as  prime  minister,  his  govern- 
ment crumbling  soon  after  he  took  office.  These  letters 

help  explain  that  enigma. 

One  of  the  most  inter- 
esting parts  of  General  of 
the  Army,  George  C.  Mar- 
shall, by  Ed  Cray  ( W.W. 
Norton  &  Co .),  relates  the 
fierce  arguments  Marshall 
had  with  his  British  coun- 
terparts over  the  planning 
of  the  European  and  Pa- 
cific phases  of  WWII. 

Stalin's  price  for  the 
Soviets'  entry  into  the 
war  against  Japan — and  Roosevelt's  quick  acceptance  of 
it — as  well  as  the  casual  way  in  which  Stalin,  Roosevelt 
and  Churchill  divided  the  world  tell  us  what  a  different 
time  that  was  from  the  meetings  of  today's  pallid  leaders. 

History  has  vindicated  Churchill  in  his  great  drive  to 
insure  that  Eastern  Europe  not  be  left  in  communist 
hands  after  the  war.  Sadly,  FDR  did  not  see  this  as  a 
priority,  and  Churchill  had  to  relinquish  his  dream. 
("Make  no  mistake,"  he  said  at  the  time,  "all  the  Balkans 
except  Greece  are  going  to  be  Bolshevised.") 

Victory,  a  fascinating  new  book  by  Peter  Schweizer  (At- 
lantic Monthly  Press ) ,  assigns  proper  credit  for  winning  the 
Cold  War  to  President  Reagan  and  his  Administration. 
Schweizer  violates  all  current  conventional  wisdom  that 
refuses  to  acknowledge  the  irrefutable:  Without  President 
Reagan's  policies  the  Soviets  would  have  lost  neither  the 
Cold  War  nor  their  "Evil  Empire."  This  extensively 
researched  study  is  fast-moving,  exciting  and  accurate. 

Finally,  Thank  Ton  for  Smoking,  by  our  colleague 
Christopher  Buckley  (Random  House),  provided  some  of 
the  best  laughs  of  summer.  H 
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Reason  &19  to  consider  working  with  an  investment  professional. 


The  Investment  Field  Is  One  Fie  Id 
This  Pro  Doesn't  Tackle  Alone 


A  professional  at  the  top  of  his 
field,  Joe  Montana  knows  his  talent  is 
football,  not  financial  planning.  He  also 
knows  it  can  take  years  of  training, 
focus,  commitment,  skill  and  experience 
to  be  a  professional,  whether  in  football 
or  investing.  That's  why  he  has  relied  on 
investment  professionals  for  long-term 
financial  planning  that  suits  his  specific 
needs. 

Today's  market  has  become  an 
incredibly  complicated  playing  field  with 
thousands  of  stocks,  bonds  and  other 


securities  available.  A  professional  can 
offer  you  an  objective  eye,  the  voice  of 
experience  and  a  convenient  hand  in 
recommending  and  servicing  investments 
that  are  right  for  you. 

Franklin/Templeton  has  always 
believed  in  the  wisdom  of  professional 
guidance  for  asset  allocation,  investment 
suitability,  diversification  and  service. 
Call  your  investment  professional. 

This  ad  is  a  paid  endorsement.  Use  of  an  investment  professional  cannot  assure 
your  financial  goals  will  be  met.  The  testimonial  used  may  not  be  representative 
of  the  experience  of  all  customers. 

Sponsored  by  Franklin /Templeton  Distributors,  Inc. 


FRANKLIN 
TEMPLETON 


Franklin/Templeton  Distributors,  Inc.,  777  Mariners  Island  Blvd.,  San  Mateo,  CA  94404  fob94 


WHAT'S  AHEAD  FOR  BUSINESS 

EDITED  BY  HOWARD  BANKS 


The  new  entrails  Greenspan  watches 


In  late  July  Fed  Chairman  Alan  Greenspan 
informed  Congress  that  the  question  is  not  if 
but  when  the  Federal  Reserve  will  raise  rates 
again — for  the  fifth  time  since  February.  The 
various  money  supply  measures  do  not  indi- 
cate that  inflation  is  a  problem,  but  Greenspan 
has  made  it  clear  that  he  plans  to  get  out  in 
front  of  the  markets'  inflationary  expectations. 

To  anticipate  anticipations,  Greenspan 
watches  a  wide  array  of  indicators — from  job 
creation  and  wage  rates  to  industrial  capacity 
to  arcane  baskets  of  commodity  prices.  He  told 
Congress  last  month  that  he  is  now  taking 
more  seriously  a  couple  of  additional  indicators. 

One  that  Greenspan  will  pay  closer  atten- 
tion to  is  nonfederal,  nonfinancial  debt,  which 
he  defines  as  debt  held  by  households,  state 
and  local  government  and  businesses  other  than 
banks.  Greenspan  thinks  this  is  a  good  leading 
indicator  of  consumption  growth.  Until  recent- 


ly the  target  range  for  this  debt  figure  was  4% 
to  8%.  He  just  cut  that  to  3%  to  7%.  Starting  in 
mid- 1993,  growth  in  this  type  of  debt  acceler- 
ated to  around  a  5%  annual  rate,  and  it  seems  to 
be  getting  closer  to  Greenspan's  7%  danger 
area.  Commercial  bank  lending  jumped  $20 
billion,  to  almost  $2  trillion,  in  the  four  weeks 
to  July  7  (the  latest  reporting  period),  and  per- 
sonal loans  by  $8  billion,  to  $420  billion. 

Greenspan's  other  newly  emphasized  en- 
trails is  the  National  Association  of  Purchasing 
Managers'  monthly  survey  of  supplier  deliv- 
eries. It  measures  how  many  purchasing 
agents  say  that  delivery  times  are  a  concern. 
The  survey's  index  has  risen  from  around  51% 
last  fall  to  just  under  60%  now.  This  remains 
below  the  previous  peak  of  66%  in  June  1988, 
but  Greenspan  says  it  may  indicate  that 
capacity  is  tightening,  which  might  lead  to 
inflation. 


Cost-pushing  is  harder  to  do 

There  ark  isolated  pockets  of  tight  capacity, 
for  example  in  some  brass  products  (especially 
rod),  and  some  petrochemicals  (some  poly- 
mers and  polyester  film ).  But  it's  hard  to  see  why 
Greenspan  is  concerned  about  general  capaci- 
ty shortages. 

For  instance,  inventories  showed  a  sharp 
uptick  in  May,  mostly  at  the  retail  and  wholesale 
levels,  where  stocks  are  at  record  levels.  High- 
er interest  rates  are,  it  seems,  having  their  pre- 
dictable depressing  effect  on  demand. 

Manufacturers'  inventories,  however,  have 
essentially  been  flat  for  nearly  three  years.  This 
says  less  about  inflationary  potential  than 
about  such  developments  as  just-in-time  deliv- 
eries and  tight  stock  control  using  information 
technology.  And  there  are  signs  that  these  man- 
agement tools  are  having  a  big  impact  on  the 
way  that  costs  now  pass  through  the  U.S.  econo- 
my, at  both  macro  and  micro  levels. 

As  growth  picked  up  in  1993,  hitting  a  7% 
(annualized)  increase  in  the  fourth  quarter, 
higher  demand  first  affected  raw  materials 
prices.  In  December  the  producer  price  index 
for  basic  raw  materials  hit  a  high  1 1 .6%  at  an 
annual  rate.  It  is  now  down  to  around  6.5% 
to  7%. 

But  note  this:  By  the  time  these  raw  material 
price  increases  had  worked  through  industry's 
pipelines,  price  hikes  for  intermediate  goods 
averaged  just  1.5%  to  2%  at  an  annual  rate,  while 
increases  for  finished  goods  averaged 
under  1%. 

What's  happened,  of  course,  is  that  higher 
productivity  among  manufacturers  is  absorbing 


most  of  the  raw- materials  price  inflation  at  a 
time  when  manufacturers  are  under  increased 
competitive  pressure,  especially  from  imports. 
There  are  many  examples.  Steel  scrap  prices  in- 
creased by  as  much  as  35%  at  one  point  this 
winter,  which  should  have  led  to  1 5%  increases 
in  steel  prices.  Actual  rise:  4%  to  6%.  Brass  mill 
products  are  up  by  25%,  but  competition  keeps 
faucet  prices  flat  in  the  hardware  stores. 

The  Fed  does  not  seem  to  have  noticed  this 
strong  resistance  by  the  U.S.  private  sector  to 
passing  on  price  increases.  Consumer  prices  as 
a  whole  are  rising  at  just  2.5%  (annual  rate)  and 
seem  headed  for  a  2%  rate.  Consumer  durable 
goods  are  rising  by  just  1%  to  1.5%. 

The  broader  implication  is  that  the  U.S.  can 
tolerate  faster  growth  without  generating  the 
inflation  that  the  Fed  fears. 

Richard  A.  Stuckey,  Du  Font's  chief  econo- 
mist, sees  very  little  threat  of  serious  inflation 
ahead.  He  frets  that  the  capital  markets  may  be 
trying  to  anticipate  Greenspan's  anticipation  of 
the  markets'  inflationary  expectations. 

"The  financial  markets  are  already  hyper- 
sensitized  by  the  Fed  that  there  is  an  inflationary 
threat,"  says  Stuckey.  "Just  look  at  the  in- 
crease in  long  rates — not  what  the  Fed  predicted 
at  all.  [Greenspan's  latest  statements j  will  only 
make  things  worse." 

The  Fed's  four  rate  increases  already  im- 
posed have  slowed  the  housing  business  to  a 
crawl,  notes  Stuckey.  Ditto  mortgage  refi- 
nancing, which  has  limited  the  flow  of  extra 
spending  money  from  lower  monthly  pay- 
ments. The  auto  sector  could  be  next.  MB 
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THE  FORBES  INDEX 


BY  ERIC  S.  HARDY 
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The  Forbes  Index  posted  its  thirteenth  consecutive 
monthly  gain  in  June.  One  sign  of  weakness  was  new 
unemployment  claims,  which  totaled  350,000  for  the) 
month  of  June — slightly  higher  than  June  1993.  For  the! 
rest  of  this  year  Mickey  Levy,  chief  financial  economist  oi 
NationsBank,  sees  inflation  picking  up  only  slightly,  to  nq 
more  than  .a  3%  annual  rate.  While  Levy  is  not  looking  for 
a  decline  in  short-term  interest  rates,  he  expects  that  long 
term  Treasury  yields  (currently  7.5%)  will  fall  to  about  7% 
by  the  end  of  this  year. 


Preliminary  tRevised 
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Other  key  rates 

Source 

Status 

Prime  rate 

Chase  Manhattan  Bank 

7.25% 

Auto  sales  year  to  date  vs  1993' 

Ward's  Automotive 

10.7% 

Index  of  leading  indicators  May  vs  Apr 

Dept  of  Commerce 

0.0% 

Trade  balance  12  months  ended  May  1994! 

Dept  of  Commerce 

-$92  bil 

All-commodity  producer  price  index  June  vs  May1 

Dept  of  Labor 

0.4% 

GDP  1  st  quarter  vs  4th— annualized  growth 

Dept  of  Commerce 

3.4% 

M2  (3-month  change) — annualized  growth" 

Federal  Reserve 

1.0% 

1  u.S.-based  manufacturers,  excludes  imports,  as  of  6/30/94.  JTotal  goods  and  services.  'Wholesale  good; 
4  Includes  Ml  (public  currency  and  checking  deposits)  plus  savings  accounts  and  money  market  funds. 

Index  components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  8  equally  weighted  elements:  The  cost  of 
services  relative  to  all  consumer  prices,  the  level  of  new 
orders  for  durable  goods  compared  with  manufacturers' 
inventories,  total  industrial  production,  new  housing 
starts,  personal  income,  new  claims  for  unemployment 
compensation,  total  retail  sales,  total  consumer 
installment  credit. 

To  measure  these  8  elements,  Forbes  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  in  these  charts. 
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Manufacturers'  new  orders  and  inventories 

($billions),  seasonally  adjusted  (Dept  of  Commerce) 


New  housing  starts  (thousands)  privately  owned, 
unadjusted  (Dept  of  Commerce) 
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Personal  income  ($billions)  wage  and  salary 
disbursements,  seasonally  adjusted  (Dept  of  Commerce) 
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seasonally  adjusted  (Dept  of  Commerce) 
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seasonally  adjusted  (Federal  Reserve) 
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The  way  our 


you'd  think  we  invente 


networking. 


' » * » / 


Way  back  in  the  PC 
Stone  Age  (1980),  we 
joined  our  friends  at 
Intel  and  Xerox  and 
came  out  with 
Ethernet,  the  world's  first 


Local  Area  Network. 
It's  still  hot  today. 
Five  years  before 
we  pioneered 
client/server  network 
We  called  it  "distributee 
Quaint. 

And  lor  years,  we've  t 
running  the  world's  lar§ 
private  computer  netwc 
Our  own. 


Look  lor  the  Intel 
I  nside "'  symbol 
on  our  quality 
computer  systems. 


s  town  hall  to  a  global 
age  of  people  working 


certified  to 
work  with 

leading  net- 
work operat- 
ing systems  — 
Novell  NetWare® 
IBM®  LAN  Server, 
Windows  NT? 


wildest  dreams. 

So  if  you  want  a  PC  net- 
work, the  ch  oice  is  simple. 

You  can  take  advantage 
of  our  experience. 

Or  let  some  other  com- 
pany learn  from  yours. 

Call  1-800-332-8029. 


Please  relerence  JCD  when  vou  call. 
8:30  a.m.  to  8:00  p.m.  Mon-Fri  ET. 
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"Wciit  a  minute,  we  did. 


sites  in  52  countries.  It 
ks  so  well  we  actually 

our  little  multibillion 
lar  business  on  it. 
nail  wonder  when 

come  to  us  for  a  PC 
vork,  it's  a  way  cool 
erience. 

very  one  of  our  PC 
ducts  is  tested  and 


SCO®  UNIX?  Path  works'; 
and  a  bunch  more. 

You  even  get  full  support 
for  stuff  on  the  network 
that  wasn't  made  or  sold 
by  us. 

And  since  networks  are 
forever  changing,  we  give 
you  PCs  and  servers  that 
can  expand  beyond  your 
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Forbes 


Once  enthusiastic  about  investing  in  Russia,  U.S.  oil  companies  have  pulled  back 
i  the  face  of  Boris  Yeltsin's  capricious  granting  and  withdrawing  of  incentives. 


What  Boris  gives  •  • 


By  Peter  Fuhrman 

In  1990  Phibro  Energy,  a  subsidiary 
of  Salomon  Inc.,  became  the  first 
large  U.S.  investor  in  the  Russian  oil 
business.  Phibro  formed  a  joint  ven- 
ture with  a  Swiss  partner  and  a  Rus- 
sian partner,  poured  $115  million 
into  a  large  field  in  western  Siberia, 
and  today  the  field  is  pumping  28,000 
barrels  a  day.  Half  the  production  is 
being  exported  to  Western  Europe,  at 
a  profit,  after  transport  costs,  of 
around  $10  a  barrel. 

An  early  success  of  capitalist  invest- 
ment in  postcommunist  Russia?  No. 
Phibro  is  talking  about  pulling  out. 
Blame  the  unpredictability  of  Russian 
law.  In  the  three  years  since  Phibro 
began  doing  business  in  Russia,  Boris 
Yeltsin  has  issued  thousands  of  de- 
crees, some  of  which  annulled  terms 
of  the  contract  Phibro  signed.  An- 
nulled, for  example,  is  a  guarantee 
that  Phibro  could  export  oil  free  of 
Russian  export  taxes.  In  its  place  are 
new  taxes — many  applied  retroactive- 
ly— that  effectively  grab  70%  of  Phi- 
bro's  gross  revenues — not  profits, 
revenues.  Another  Yeltsin  decree  ret- 
roactively stripped  Phibro  of  one  of  its 
drilling  licenses  and  transferred  th 
license  to  a  tribal  group  in  Siberia 
"Our  contract  has  been  constantly 
breached,  and  we're  being  treated  like 
a  bunch  of  suckers,"  fumes  an  exas- 
perated Phibro  executive. 

Phibro  is  not  the  only  sucker.  Gulf 
Canada  is  cutting  off  all  additional 
investment  in  an  oilfield  near  the  Arc- 
tic Circle,  where  it  has  already  com- 
mitted $60  million.  The  company 
says  its  Russian  tax  bill  exceeds  100% 
of  its  total  revenues.  "Where  I  come 
from,"  volunteers  a  Gulf  Canada  en- 
gineer, "that's  called  expropriation." 

Expropriation  and  worse  is  the  in- 
evitable result  of  a  system  where  the 
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rule  of  law  is  not  firmly  established. 
Last  year  Yeltsin  issued  2 ,300  decrees, 
and  he  is  on  course  to  top  that  num- 
ber in  1994.  He  is  using  the  decrees  as 
currency  to  buy  political  support  from 
the  military  and  the  bosses  of  Russia's 
large  old-line  industrial  companies. 
The  decrees  lavish  benefits  on  the 


politically  valuable:  cheap  govern 
ment  credits,  lucrative  export  li 
censes,  exemptions  from  privatizatioi 
rules,  protection  from  foreign  compe 
tition  and  outright  exemptions  fron 
tariffs  and  taxes.  Andrey  Illariono\ 
who  recently  stepped  down  in  disgus 
as  one  of  the  Russian  government' 
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top  economic  advisers,  estimates  the 
total  of  Yeltsin's  handouts  at  $40 
billion. 

Aeroflot  and  Avtovaz,  the  manu- 
facturer of  Lada  cars,  have  gotten 
sweet  deals — both  receiving  exemp- 
tions from  import  dudes  and  taxes. 
The  Russian  Army  wangled  a  decree 
allowing  it  to  keep  more  of  the  money 
made  from  arms  exports.  The  gener- 
als are  using  the  windfall  to  invest  in 
Moscow  real  estate. 

The  richest  giveaways  are  in  Rus- 
sia's oil  and  gas  industry.  Yeltsin  has 
kept  domestic  oil  prices  low — cur- 
rently $6.50  a  barrel — to  hold  down 
transport  costs.  But  to  make  it  up  to 
the  big  Russian  oil  companies,  he  has 
raised  taxes  and  export  levies  on  for- 
eign oil  companies  while  eliminating 
them  on  Russian  oil  firms. 

The  new  taxes  on  Western  compa- 
nies have  brought  in  about  $100  mil- 
lion so  far,  but  the  concessions  to 
Russian  oil  exporters  have  cost  the 
Russian  Treasury  ten  times  that 
imount  in  lost  tax  revenues.  Worse,  it 
nas  all  but  stopped  the  flow  of  badly 
needed  foreign  investment  into  the 
ndustry.  Last  year  the  U.S.  Congress 
earmarked  $2  billion  for  credits  and 
guarantees  to  companies  willing  to 
nvest  in  Russia's  oil  industry.  So  far 
not  a  penny  has  been  claimed.  Gov- 
ernment credits  or  not,  the  oil  compa- 
nies don't  trust  Yeltsin. 

Yeltsin  is  aware  that  his  free  hand 
Ivith  tax  benefits  was  costing  Russia 
nadly  needed  tax  revenues  and  badly 
needed  foreign  investment.  So,  a 
month  before  the  recent  G-7  summit 
n  July  that  discussed  aid  to  Russia, 
Yeltsin  issued  a  decree  that  promised 
to  exempt  Western  oil  companies  in- 
:luding  Phibro  and  Gulf  Canada  from 


Clinton  and 
Chernomyrdin  at 
June  meeting 
The  politicians 
hailed  Russia's 
$10  billion  pro- 
duction-sharing 
agreement  with 
a  consortium  led 
by  Marathon  Oil. 
But  executives  say 
the  signing  was 
carefully  staged. 


the  $5-a-barrel  export  tax  on  July  1. 

But  when  July  1  rolled  around, 
nothing  happened.  The  Western  oil 
companies  are  still  paying  the  tax,  and 
the  Russian  companies  are  not. 

Adding  insult  to  injury,  Yeltsin  re- 
cently revoked  a  May  decree  doing 
away  with  special  export  licenses  that 
channeled  virtually  all  of  the  $12  bil- 
lion in  annual  oil  exports  through  a 
small  group  of  Russian  firms.  Accord- 
ing to  a  former  minister  of  economics 
under  Yeltsin,  these  licenses  are  the 
major  source  of  government  graft:  To 
obtain  one,  Russian  companies  fork 
over  to  bureaucrats  a  bribe  equal  to 
1 0%  of  the  expected  annual  revenues 
from  the  license. 

Yeltsin  apparently  gets  many  of  his 
oil  policy  ideas  from  Russia's  prime 
minister,  Viktor  Chernomyrdin.  A 
former  Communist  Party  technocrat, 
Chernomyrdin  used  to  be  the  boss  of 
Gazprom,  the  state  gas  monopoly 
that  is  now  Russia's  largest  and  most 
profitable  company.  Last  December  a 
Yeltsin  decree  exempted  Gazprom 
from  paying  import  duties  and  taxes. 
Gazprom  also  has  a  special  deal  that 
allows  it  to  convert  the  dollars  it  earns 


on  gas  exports  into  rubles  at  double 
the  official  rate. 

Instead  of  remedying  the  mess, 
Yeltsin  apparently  thinks  he  can  paper 
it  over  with  smart  flackery.  In  June 
Chernomyrdin  met  with  Bill  Clinton 
in  Washington  and  signed  a  produc- 
tion-sharing agreement  with  a  con- 
sortium led  by  Marathon  Oil  to  devel- 
op, at  a  cost  of  $10  billion,  an  offshore 
field  near  Sakhalin  Island.  The  White 
House  hailed  the  agreement  as  histo- 
ry's largest  investment  in  Russian  oil. 

In  fact,  the  agreement  was  pure 
theater.  Marathon  executives  say  the 
signing  was  carefully  staged.  Mara- 
thon and  its  partners  will  invest  noth- 
ing unless  there  are  big — and  irrevo- 
cable— changes  in  Russia's  tax  and 
property  laws.  Not  likely. 

"These  days,  most  of  Yeltsin's  ac- 
tions have  nothing  to  do  with  estab- 
lishing a  market  economy,"  an  exas- 
perated Boris  Fyodorov,  the  former 
finance  minister,  tells  Forbes.  "It's  a 
replay  of  the  last  days  of  Gorbachev, 
with  the  leader  talking  about  reform 
while  giving  favors  and  privileges 
to  the  groups  who  most  strongly  op- 
pose it."  HI 


F.O.B.s: 

Fennis,  anyone.5 

Adaptations  of  Ameri- 
:an  vernacular  are  common 
n  postcommunist  Rus- 
;ia.  A  popular  term  in  Mos- 
:owis  "F.O.B."— 
'Friend  of  Boris." 

Shamil  Tarpishchev, 
3oris  Yeltsin's  tennis 
:oach,  is  an  F.O.B.  In 
November  Yeltsin  issued  a 


decree  naming  Tarpi- 
shchev the  boss  of  a  gov- 
ernment-financed sports 
organization.  As  part  of 
the  award,  Tarpishchev  was 
also  given  the  right  to  im- 
port any  quantity  of  con- 
sumer goods  free  of  taxes 
and  duties. 

Tarpishchev  is  not 
above  using  his  close  ties  to 
the  president  to  help  oth- 
ers. Last  year  a  large  Rus- 


sian bank  got  the  first  and 
only  license  to  operate  a 
private  TV  channel  in 
Moscow.  Credit  the  tennis 
coach.  Apparently  Yeltsin 
handed  Tarpishchev  a 
signed  decree,  leaving  the 
coach  to  write  the  terms 
granting  the  license. 

Yuri  Petrov  is  Yeltsin's 
former  chief  of  staff  and  an- 
other major  F.O.B.  A 
Yeltsin  decree  last  year 


made  Petrov  boss  of  a 
new  Russian  investment 
company  capitalized  with 
almost  $100  million  from 
the  Russian  Treasury. 

Yeltsin  also  handed 
Petrov  the  exclusive  25- 
year  franchise  to  run  the 
Russian  state  lottery,  and 
one  of  20  official  licenses 
to  export  oil.  In  Russia  to- 
day F.O.B.s  quickly  be- 
come V.LP.s.  ■ 
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Digital  Equipment's  Robert  Palmer  is  making  bold 
moves  to  save  what  was  once  the  world's  second-largest 
computer  company.  But  bold  enough? 

Rebuilding  DEC 


By  David  C.  Churbuck 


The  grand  reorganization  of  Digi- 
tal Equipment  Corp.,  announced  by 
President  Robert  Palmer  on  July  14, 
didn't  do  much  for  Wall  Street's  esti- 
mation of  the  company.  The  stock 
lingers  below  20.  At  that  price,  this 
former  powerhouse  of  technology  is) 
capitalized,  including  debt,  at  a  value: 
of  $3.7  billion.  That  sum  is  scarcely  ai 
fourth  of  dec's  annual  sales  and  lessi 
than  three  times  what  the  company1 
invests  every  year  on  research  andl 


"Customers  want  to  know  what  the  corporate  strategy  is" 


Richard  Buchanan  is  an  analyst  at 
the  Cambridge,  Mass.  consulting  firm 
Forrester  Research.  Before  joining 
Forrester,  Buchanan,  41,  spent  five 
years  as  a  corporate  strategist  at  DEC, 
overlapping  the  end  of  Olsen's  tenure 
and  the  beginning  of  Palmer's. 

Buchanan:  'T'd  give  the  company 
only  a  35%  chance  of  surviving  in  any 
recognizable  form." 

Has  Palmer  chopped  deeply 
enough?  Buchanan  thinks  65,000  is 
the  right  number  of  employees  if  dec 
keeps  all  its  present  operations.  But 
that  begs  the  question  of  whether  it 
should  sell  or  spin  off  more  of  those 
operations. 

"The  restructuring  doesn't  answer 
the  question:  What  is  dec  in  business 
for?  What  is  its  mission?  DEC  doesn't 
understand  that  it  is  as  vital  to  deliver 
to  the  industry  a  vision  and  a  clean, 
articulate  model  of  its  strategy  as  it  is 
to  agree  on  it  internally  and  then 
implement  it.  When  I  talk  to  dec 
customers,  they  don't  ask  me  about 
Alpha  or  other  technologies.  They 
want  to  know  what  the  corporate 
strategy  is. 

"Digital's  problem  is  that  it  is  a 
vertically  integrated  company.  I'd 
move  the  company  to  a  holding  com- 
pany model.  DEC  needs  to  disaggre- 
gate its  individual  lines  of  business." 

Buchanan's  image  of  the  reorga- 
nized DEC  is  one  in  which  business 
lines  like  microprocessors  would  get 
the  freedom  to  buy  from  whatever 
sources  they  want  and  sell  to  whatever 
customers  they  want.  Rather  like 
John  Akers'  strategy  at  IBM  before  he 
got  pushed  out. 

It  does  sound  like  Akers'  strategy, 
hanan  says,  but  that  doesn't  mean 


it's  wrong:  "The  irony  is  that  DEC  has 
been  internally  aware  of  the  need  to 
disaggregate  for  a  far  longer  time  than 
IBM,  but  has  been  unable  to  execute  a 
plan  to  do  it.  The  holding  company 
model  should  have  been  adopted  at 
least  two  years  ago." 

Would  that  have  made  a  real  differ- 
ence? It  sure  would,  Buchanan  says. 
"Take  telecommunications  and 
networking.  In  these  fields  DEC  used 


DEC  watcher  Richard  Buchanan 

DEC  should  become  a  holding  company. 


to  be  the  best  in  the  world.  But  it 
completely  missed  a  change  in  the 
technologies  that  make  up  networks. 
That's  why  it  missed  the  local  area 
network  business."  The  networking 
business  is  now  owned  by  companies 
like  Novell  in  software  and  Synoptics 
and  Cisco  Systems  in  hardware. 

Buchanan  has  firm  ideas  of  busi- 
nesses dec  should  exit.  He  says  soft- 
ware should  be  next  (estimated  sales, 
$950  million,  according  to  Interna- 


tional Data  Corp.).  "dec  has  never 
been  focused  on  software  and  hasi 
always  viewed  it  as  a  lever  for  moving 
hardware.  Olsen  never  made  the  deci- 
sion to  compete  against  Microsoft  or 
Novell,  so  it  was  a  failing  strategy. 
And  dec  can  get  good  money  for  the 
business  now." 

What  about  consulting  and  systemsi 
integration?  Buchanan:  "Sell  it  off. 
Clients  don't  want  a  consultant  that 
comes  in  with  a  bias  toward  a  specific 
vendor." 

And  the  microprocessor  business? 

"Volume  is  everything  in  chips. 
Alpha  has  no  volume,  and  could  easily 
die  as  a  result  of  that  fact.  The  onw 
way  to  build  volume  is  to  turn  the: 
Alpha  into  a  separate  company,  or  at 
the  least  a  very  independent  division. 
Then  this  division  could  sell  chips  to 
dec's  competitors  in  the  computer- 
making  business,  such  as  Compaq 
and  Hewlett-Packard. 

"If  Palmer  truly  believes  that  Alpha 
will  make  or  break  the  company,  then 
he  should  put  his  very  best  people  on 
the  design  of  a  volume  strategy.  Alpha 
is,  in  the  end,  just  another  processor. 
DEC  needs  to  build  alliances  around 
the  Alpha  the  way  Motorola  did  with 
the  PowerPC. 

"Palmer  himself  is  the  father  of  the 
Alpha.  That  sums  up  dec's  burden 
For  the  longest  part  of  the  company's 
history,  its  top  people  have  been  engi- 
neers who  get  hung  up  on  the  techni 
cal  specs.  But  computers  are  not  a 
technology-driven  industry  any 
more.  So  Palmer  needs  to  bring  in 
some  people,  especially  marketing 
people,  from  outside  of  the  industry 
who  can  think  outside  of  the  dec 
box."  -D.C.C. 
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product  development. 

Palmer  set  aside  $1 .2  billion,  most- 
ly for  severance  pay,  to  shrink  the 
payroll  by  another  20,000  employees, 
:o  65,000.  The  big  hit,  earlier  write- 
offs and  an  operating  loss  brought  the 
fiscal  1994  loss  to  $2.2  billion,  or 
515.80  a  share. 

Palmer  abolished  the  byzantine 
'matrix  management"  so  beloved  of 
DEC  founder  and  deposed  chairman 
Cenneth  Olsen,  replacing  it  with  a 


conventional  hierarchy.  He's  going  to 
shunt  dec's  7,000  smallest  custom- 
ers, who  average  only  $500,000 
apiece  in  annual  purchases,  off  to 
wholesalers,  limiting  direct  contact  to 
the  1,000  largest  customers. 

The  crisis  arose  at  dec  because  of 
three  fateful  decisions  made  by 
founder  Olsen.  Until  it  was  too  late, 
Olsen  scorned  personal  computers, 
"open"  architectures  that  permit  cus- 
tomers more  freedom  in  assembling 


large  systems  and  local  area  networks, 
and  reduced  instruction  set  comput- 
ing. Eventually,  dec  produced  a  pow- 
erful Rise  chip  (the  Alpha),  but  valu- 
able time  had  been  lost. 

Are  Palmer's  efforts  to  shrink  the 
company  enough  to  restore  it  to  via- 
bility and  profitability?  Wall  Street 
clearly  isn't  convinced,  but  Wall 
Street  may  not  be  right.  Below  are  the 
views  of  an  informed  critic  of  the 
company  and  Palmer's  response.  M 


!)5 


:<Gur  customers  aren't  stupid3 

Digital     Equipment    technology  with  other  manufactur- 


DlSMANTLE 

Dorp.?  It  has  been  dismantled 
:nough  already,  says  Robert  Palmer, 
he  53-year-old  former  head  of  manu- 
facturing who  has  been  running  the 
vhole  company  for  the  past  21 
nonths. 

Not  counting  the  20,000  still  to 
;o,  he  has  fired  26,000  workers  to 
late,  shut  down  1.5  million  square 
eet  of  dec's  manufacturing  space, 
old  off  dec's  disk  storage 
>usiness  for  $400  million,  and 
>verseen  the  introduction  of 
he  Alpha  chip,  arguably  the 
astest  microprocessor  in  the 
vorld  (Forbes,  Apr.  25). 

His  critics  to  the  contrary, 
'aimer  doesn't  have  any 
loubts  about  what  dec's  mis- 
ion  is:  "Our  added  value  to 
>ur  customers  is  to  implement 
jid  support  networked  plat- 
brms  and  applications  in  het- 
erogeneous environments." 
translated,  he  is  saying  that 
)EC  has  had  plenty  of  experi- 
ence linking  computers,  both 
ts  own  and  those  made  by 
ivals.  If  the  customer  wants  an 
'open"  system  assembled 
rom  parts  made  by  different 
endors,  dec  will  put  it  to- 
gether and  keep  it  working. 

Should  dec  sell  or  split  off 
ts  computer  integration  oper- 
tion,  Digital  Consulting,  to 
emove  any  appearance  of  a 
)ias  for  dec  equipment?  Non- 
ense,  says  Palmer.  Customers 
ren't  stupid.  They  come  to 
Digital  Consulting  precisely 
or  its  skills  in  using  DEC  tech- 
lology  and  in  integrating  that 


ers'  products. 

Makes  sense.  If  you  buy  a  Chevy, 
it's  because  you  think  General  Motors 
puts  together  a  good  car.  You  don't 
hold  it  against  CM  that  it  is  biased  in 
favor  of  its  old  Hydra-Matic  division 
in  selecting  automatic  transmissions. 

Palmer  says  he  is  not  going  to 
auction  off  the  software  business. 
Software  is  intimately  bound  up  in  the 


DEC  President  Robert  Palmer 
Dump  the  Alpha?  No  way. 


networking  and  integration  technol- 
ogy that  defines  DEC. 

As  for  the  Alpha  chip,  the  great 
technical  hope  of  the  company,  Palm- 
er doesn't  share  Buchanan's  sense  of 
urgency  about  sales  volume.  At  any 
rate,  Palmer,  a  semiconductor  engi- 
neer by  training,  has  no  plans  to  sell 
dec's  new  Alpha  factory  in  Hudson, 
Mass.  He  notes  dec  already  offers  the 
chip  to  all  takers,  even  though  com- 
petitors such  as  Compaq  and 
Hewlett-Packard  do  not  use  it 
in  their  products. 

"If  dec  were  profitable,  no 
one  would  be  asking  how  we 
planned  to  make  the  Alpha  a 
volume  processor,"  Palmer 
notes  pointedly.  "No  one  asks 
Hewlett-Packard  how  they 
would  make  the  PA  Rise  a  vol- 
ume processor." 

Without  dismantling  the 
company  that  Olsen  built, 
Palmer  has  already  given  a  fair 
measure  of  independence  to 
its  subdivisions. 

Says  Palmer,  "There  was  a 
lot  of  internal  pressure  to  have 
the  PC  company's  engineering 
and  manufacturing  be  part  of 
Digital's  central  engineering 
and  manufacturing.  I  made  a 
conscious  decision  to  not  let 
that  happen  and  to  make  the 
PC  business  an  autonomous 
group  with  its  own  responsi- 
bilities. I  did  the  same  when  I 
was  in  charge  of  semiconduc- 
tors, and  we  met  our  budgets. 

"Now  we're  going  to  do 
the  same  with  the  core  of 
the  company,  the  systems 
business."         -D.C.C.  KB 
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Now  that  developers  of  factory  outlet  malls 
have  gone  public,  look  for  overexpansion. 
Human  nature  hasn't  changed. 

Too  much 
of  a  good  thing 


By  Howard  Rudnitsky 

There  were  183  factory  outlet  malls 
in  1990,  294  today,  a  62%  increase. 
They  moved  almost  $10  billion  in 
merchandise  last  year.  Value  Retail 
News,  an  industry  monitor,  projects 
$20  billion  by  2000. 

Little  wonder  new  ones  open  all  the 
time.  They  generate  $250  of  sales  per 
square  foot  per  year,  compared  with 
$206  for  superregional  malls — those 
with  over  800,000  square  feet  of 
space  and  standard  prices. 

This  is  not  so  much  shopping  as  it  is 
recreation.  Carloads — even  bus- 
loads— of  families  and  friends  travel 
long  distances  for  a  day's  outing  at 
outlet  malls  and  usually  leave  poorer 
by  about  $150  per  family.  This  is  not 
discount  house  stuff.  It's  brands  like 
Liz  Claiborne,  Adidas,  Nike,  Mikasa, 
Polo/Ralph  Lauren,  J.  Crew  and 
Dansk  at  prices  20%  or  so  below 
standard  retail. 

Manufacturers  and  tony  retailers 
love  these  malls.  More  than  500  com- 
panies operate  stores  in  them,  a  near 
doubling  since  1988.  Landlords  and 
developers  love  the  outlet  malls,  too. 
Well-situated  oudet  malls  such  as 


raising  well  over  $1  billion  of  equit 
The  money  will  go  for  expansion  (s1, 
table).  These  developers  and  the  re 
of  the  industry  plan  to  add  15  millio 
square  feet  to  the  45-million-squar< 
foot  base  in  the  next  two  years. 

And  so,  as  most  such  booms  do,  th 
outlet  mall  boom  is  sowing  the  seec 
of  its  own  decline.  Careful  analys 
have  noticed  that  whereas  most  mal 
show  rising  returns  after  the  first  ye; 
as  shoppers  develop  new  habits,  ou 
let  malls  frequendy  have  their  be 
year  in  the  first  year. 

Is  such  an  expansion  justified?  L 
dustry  executives  argue  that  it  i 


Tanger  Factory 
Outlet  Center  in 
Casa  Grande,  Ariz. 
Attracting 
carloads, 
even  busloads, 
of  shoppers. 


Woodbury  Common  in  Central  Val- 
ley, N.Y.,  Lakeside  Marketplace  in 
Kenosha,  Wis.  and  Tanger  Factory 
Outlet  Center  in  Casa  Grande,  Ariz, 
(between  Phoenix  and  Tucson)  can 
get  $14 -a- square-foot  rents  with  98% 
occupancy  rates,  compared  with  88% 
average  occupancy  rates  for  regional 
retail  malls.  Developers  of  successful 
outlet  malls  can  earn  first-year  cash 
returns  of  14%,  compared  with  12% 
for  other  shopping  centers. 

Boasting  these  returns,  last  year 
and  early  this  year  a  half  dozen  devel- 
opers of  factory  outlet  centers  tapped 
the  public  market  for  the  first  time — 


pointing  out  that  outlet  malls  sti 
account  for  less  than  2%  of  total  non 
hard  goods  retailing  sales  in  the  U.S 
Until  now  the  outlet  centers  hav 
been  far  enough  apart  that  competi 
tion  among  them  hasn't  hurt  much 
But  that  is  changing.  At  a  recer 
factory  outlet  center  conference  i: 
New  York  City  sponsored  by  J.I 
Morgan  Securities,  a  number  of  de 
velopers  acknowledged  that  two  year 
from  now  competition  will  intensif 
in  certain  markets:  New  Braunfels  an< 
San  Marcos,  between  San  Antonit 
and  Austin,  Tex.;  Jeffersonvilk 
Ohio,  outside  of  Cleveland;  and  Ne\ 


The  seeds  of  decline? 

REIT  developer 

Gross  Projected 

Gross 

Estimated  funds 

Yield 

Recent 

leasable  development 

revenues 

from  operations 

% 

price 

area  1993  1994-1995 

1993 

(per  share) 

 (million  square  feet)  

($mil) 

1994  1995 

Factory  Stores 

3.9  0.9 

$50.3 

$2.45  $2.81 

8.2%  • 

23% 

McArthur/Glen  Realty 

2.9  1.41 

44.0 

1.52  1.90 

8.7 

I6V2 

Horizon  Outlet 

2.2  1.5 

24.7 

2.10  2.57 

6.2 

26% 

Prime  Retail2 

2.2  2.4 

31.8 

1.26  NA 

6.4 

18V2 

Tanger  Factor)' 

2.0  1.6 

29.2 

2.27  3.15 

6.2 

26% 

Chelsea  GCA  Realty 

1.9  1.3 

38.7 

1.95  2.44 

6.8 

26% 

■After  reduction  of  775,000  square  feet  in  1994.  trades  on  Nasdaq.   NA:  Not  available.   Sources:  Company  reports;  J.P.  Morgan  Securities. 


Factory  outlet 
malls  have  been 
a  great  success. 
But  to  just 
how  many  will 
shoppers  flock? 
Time  for 
investors 
to  be  wary. 
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fork's  Long  Island. 

In  the  past  four  years,  despite  over- 
ill  increases  in  outlet  mall  revenues, 
there's  been  little  real  growth  in  sales 
ocr  square  foot.  That's  not  what  the 
Dfficial  numbers  show:  Value  Retail 
News  says  outlet  mall  sales  per  square 
foot  in  1993  rose  to  $264,  from  $240 
Ln  1992. 

But  be  careful  about  those  official 
lumbers,  warns  Michael  Kirby,  a 
partner  of  real  estate  research  firm 
Green  Street  Advisors.  Says  Kirby: 
'Developers  experiencing  rising  sales 
Der  square  foot  submit  the  results,  but 
ihose  experiencing  declines  may  not 


mother,  so  you  are  likely  getting  an 
-lpward  bias." 

Already  some  oudet  malls  are  dilut- 
ng  their  image  by  bringing  in  non- 
rianufacturers — discount  houses,  for 
example. 

i  So,  from  here  on,  not  all  the  news 
vill  be  good  news.  Consider,  for  ex- 
imple,  McArthur/Glen  Realty 
Corp.,  the  second-largest  factory  out- 
let REIT  (real  estate  investment  trust), 
^ate  last  year  the  McLean,  Va.  devel- 
oper projected  it  would  build 
?50,000  square  feet  of  new  space  in 
1994.  But  recendy  it  cut  that  number 
fvay,  way  back,  to  175,000,  causing 
nvestors  to  dump  their  shares;  thev 
ell  40%,  to  16V4. 

The  growth  isn't  over  yet.  Manu- 
acturers  increasingly  are  treating  out- 
et  centers  as  another  distribution 
hannel,  not  just  a  place  to  unload 
actory  seconds  and  overruns.  And 
Americans,  come  recession,  come 
vhat  may,  have  lost  none  of  their  zest 
or  shopping  and  filling  their  closets. 
5ut  the  easy  days  are  over.  There  will 
)e  failures,  and  increasing  competi- 
ion  inevitably  will  drive  down  the 
)rofits  of  even  the  most  successful 
nails.  Hi 


Derivatives  have  gotten  a  bad  rap  this  year. 
But  don't  smash  the  piano  just  because  the 
guy  who's  playing  it  produces  sour  notes. 

Safe  when  used 


properly 


By  Rita  Koselka 

Procter  &  Gamble  shamefacedly 
told  shareholders  diat  it  had  lost  $  1 57 
million  pretax  speculating  in  deriva- 
tives. Caught  like  a  kid  with  his  hand 
in  the  cookie  jar,  the  soapster  whined 
that  it  was  all  Bankers  Trust's  fault. 
Johnnie  pushed  me. 

We  can  understand  p&g's  embar- 
rassment, but  we  can't  buy  the  alibi 
that  this  $30  billion  globe-spanning  | 
outfit  was  a  naive  victim.  More  likely 
die  treasurer's  office  thought  to  im- 
press the  board  by  skinning  a  few 
bucks  speculating  in  interest  rates  or 
currencies — and  lost. 

There  have  been  a  slew  of  an- 
nouncements about  losses  from  de- 
rivative trading  by  corporations  (and 
mutual  funds)  in  1994,  accompanied 
by  the  customary  noises  from  politi- 
cians looking  to  get  their  names  in  the 
newspapers.  The  fact  is  that  deriva- 
tives serve  useful  purposes  in  business. 

For  every  P&G  or  Gibson  Greetings 
that  has  lost  money  speculating,  many 
others  have  used  derivatives  in  busi- 
nesslike ways  to  limit  risk  and  make 
their  finances  more  orderly  and  pre- 
dictable, less  subject  to  the  vagaries  of 
the  currency  and  money  markets. 

Derivatives  are  financial  instru- 
ments derived  from  an  underlying 
asset.  The  interest  on  a  bond  is,  for 
example,  a  derivative  and  in  a  long- 
term  bond  more  valuable  than  the 
promise  to  pay  itself.  The  stream  of 
interest  can  be  and  often  is  separated 
from  the  bond  and  sold  as  a  derivative. 
The  most  common  is  an  interest  rate 
swap,  which  involves  swapping  one 
stream  of  bond  interest  for  another. 

Esoteric?  Not  really.  Intelligently 
used,  these  swaps  can  enable  a  compa- 


ny to  obtain  long-term  funding  while 
paying  no  more  than  short-term  in- 
terest rates — plus  what  amounts  to  a 
small  fee  for  the  swapping  service. 

Or  let's  suppose  you're  going  to 
build  a  factory  in  Italy  that  will  take 
three  years  to  build.  You  haven't  a 
clue  what  the  dollar/lira  exchange 


Income  from  derivatives 

Company 

Income  ($mil)1 

Sallie  Mae 

$639.0 

Banc  One 

446.0 

FHLB  of  New  York 

242.3 

Household  International 

207.0 

PNC 

203.0 

'From  interest  rate  swaps,  except  for  Household  Intl, 
which  uses  several  types.   Source:  Swaps  Monitor. 

Five  financial  institutions  that 
booked  some  of  the  largest  profits 
from  derivatives  in  1993. 


rate  will  be  three  years  from  now,  but 
you  need  to  tell  your  board  precisely 
what  the  plant  will  cost.  So  you  buy  a 
derivative — either  lira  forwards  or  a 
call  on  lire  at  a  set  rate  for  as  far  as  you 
need  into  the  future. 

It  can  and  does  get  much  more 
complicated  (Forbes,  Mar.  29, 
1993),  and  fortunes  can  be  and  are 
won  or  lost.  Which  is  why  it's  a  field 
best  left  to  those  who  understand  the 
game  and  can  afford  to  lose. 

Many  business  objectives  served  by 
derivatives  could  be  achieved  without 
them — at  much  higher  cost.  Explains 
Mark  Brickell,  head  of  the  Derivatives 
Strategies  Group  at  J. P.  Morgan: 
"With  the  derivatives,  the  corporate 
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Derivatives 


treasurer  calls  the  swaps  dealer  and 
converts  his  fixed-interest  payment 
for  a  floating-rate.  One  phone  call  and 
very  low  transaction  costs." 

Some  derivatives  are  a  form  of  in- 
surance that  simply  expire,  like  other 
forms  of  insurance.  For  example,  a 
firm  buys  the  right  to  buy  a  foreign 
currency  at  a  predetermined  price  to 
pay  a  foreign  supplier  in  the  future, 
capping  its  cost.  When  the  supplier 
bill  comes  in,  the  exchange  rate  might 


Profits  from  derivatives 

Company 

Income 

($mil) 

WR  Grace 

$20.3 

Oglethorpe 

9.1 

Coca-Cola  Enterprises 

7.0 

McDermott  International 

7.0 

Schlumberger 

5.0 

Source:  Swaps  Monitor. 

What  five  companies  disclosed 
as  profits  from  derivatives 
transactions  booked  in  1993. 


be  more  favorable,  and  the  right  to 
buy  the  currency  expires,  unused. 

For  banks  and  financial  institu- 
tions, derivatives  are  especially  useful 
tools.  Banc  One  made  almost  $450 
million  from  interest  rate  swaps  in 
1993.  Many  of  its  swaps  involved 
swapping  interest  payments  so  that  it 
received  (higher)  fixed  rates  and  paid 
(lower)  floating  rates. 

The  table  on  page  47  shows  the 
profits  made  from  derivatives  by  five 
big  financial  institutions  in  1993. 
Profits  or  losses  made  from  derivatives 
by  nonfinancial  corporations  are 
much  harder  to  spot.  Still,  the  table 
above  shows  profits  booked  in  1993 
by  five  such  corporations. 

It's  not  possible  to  draw  a  precise 
line  between  the  business  use  of  deriv- 
atives and  the  speculative  use.  But  if  a 
soapmaker  speculates  on  a  scale  out  of 
proportion  to  its  business  needs, 
shareholders  should  be  told.  People 
buy  P&G  stock  because  they  want  to 
invest  in  a  soapmaker;  if  they  want  a 
business  that  plays  derivatives  full 
time,  they  will  buy  Salomon  Inc. 

Problem  is,  it's  not  easy  to  know 
whether  a  company  is  using  deriva- 
tives on  a  large  scale.  For  example, 
derivative    contracts    opened  and 


closed  within  the  yearly  reporting  pe- 
riod are  not  required  by  the  Financial 
Accounting  Standards  Board  to  be 
disclosed,  and  unless  the  auditor 
thinks  the  losses  are  material,  no  line 
item  on  the  income  statement  need 
appear.  So  you're  never  quite  sure 
whether  the  company  made  its  money 
selling  shoes  or  speculating  on  cur- 
rencies. In  this  regard,  a  bit  more 
disclosure  might  be  in  order. 

Profits  or  losses  in  swaps  contracts 
are  usually  booked  over  the  life  of  the 
contract.  To  illuminate  this,  the  table 
(right)  lists  12  companies  with  large 
market  values  on  their  open  deriva- 
tives positions  as  of  Dec.  31,  1993. 

When  we  talk  of  "making  money" 
in  derivatives  we  often  simply  mean 
that  the  company  avoided  a  hit  or 
performed  better  than  planned.  Go- 
kul  Hemmady  of  U  S  West  "made" 
$20  million  last  year  by  hedging  an 
exposure  in  British  pounds.  U  S  West 
needed  £100  million  for  its  cellular 
phone  operation.  One  pound  cost 
$1.90.  Believing  the  pound  would 
fall,  Hemmady  bought  sterling  op- 
tions at  $1.90,  rather  than  buying 
pounds  outright.  He  was  right;  the 
pound  dropped.  U  S  West  was  $20 
million  better  off  because  Hemmady 
assured  that  he  would  pay  no  more 
than  $1.90  even  if  exchange  rates 
rose,  while  leaving  U  S  West  open  to 
fund  its  investment  at  a  lower  rate.  Du 
Pont,  as  well,  improved  its  pretax 
earnings  by  $15  million  by  using 
derivatives. 

The  data  in  the  tables  are  only  for 
1993.  They  don't  reflect  the  interest 
rate  turns  in  February  and  March, 
which  cost  P&G,  Gibson  and  other 
firms  and  mutual  funds  so  much. 

Companies  like  P&G  that  lost  heavi- 
ly when  interest  rates  turned  suddenly 
upward  had  simply  guessed  wrong. 
Other  companies  might  have  done 
well  with  derivatives  if  they  had  used 
them  as  a  hedge  against  a  rise  in  rates 
rather  than  as  a  bet  on  low  rates. 

These  lists  are  not  necessarily  indic- 
ative of  the  smartest  or  most  sophisti- 
cated users.  Intel  and  Merck,  both 
savvy  users  of  derivatives,  didn't  qual- 
ify for  the  tables. 

"We  have  used  derivatives  to  im- 
prove our  yields  on  our  portfolio," 
explains  Arvind  Sodhani,  treasurer  of 
Intel.  "That's  our  definition  of  profit 
center — a  return  over  a  benchmark." 


Intel's  goal  is  to  shave  at  least  2%  off  it: 
borrowing  costs  or  to  increase  th< 
yields  on  its  cash  or  liquid  investment; 
by  2%.  It  does  this  by  skillfully  trans 
forming  long-term  obligations  intc 
short-term  assets.  You  could  call  i 
gambling,  but  Intel  isn't  trying  to  ac 
like  an  investment  house;  it's  simph 
trying  to  keep  its  interest  costs  lov 
and  return  on  cash  high.  With  a  port 
folio  of  $5  billion,  Intel  probabh 
"makes"  around  $100   million  ; 


Derivative  portfolios 

Company 

Market  value 

($mil) 

Ford  Motor 

$585.0 

Sallie  Mae1 

379.0 

General  Electric2 

361.0 

Household  International 

300.4 

Banc  One 

161.0 

Heller  Financial1'2 

148.1 

First  Fidelity  Bancorp2 

126.0 

American  Express 

76.0 

NWNL 

71.0 

Key 

57.0 

Dow  Chemical 

46.0 

Kroger 

45.3 

All  numbers  are  interest-rate  swaps.   'Includes  options, 
futures  or  forwards,  includes  currency  swaps. 
Source:  Swaps  Monitor. 


The  current  market  value  of  open  deriv- 
atives positions  among  some  large  users 


year — or  24  cents  a  share  pretax. 

Mobil  Corp.  is  another  smart  anc 
experienced  user.  "We  have  madi 
$65  million  more  on  $4  billion  of  ou 
U.S.  dollar  debt  than  we  could  havi 
done  without  derivatives,"  says  Eliza 
beth  Glaeser,  who  manages  interes 
rate  risk  for  Mobil.  "With  the  type  o 
portfolio  Mobil  or  other  large  compa 
nies  have,  the  risks  exist  anyway.  Be 
ing  a  large,  sophisticated  user  of  deriv 
atives  just  manages  them  better." 

What  about  the  gamblers?  Georgi 
Soros  and  other  hedge  fund  player 
use  derivatives  to  gamble  on  the  cur 
rencies,  bonds  and  stocks.  But  wha 
they  do  is  best  left  to  them.  Individ 
uals  and  most  corporate  treasurer 
should  use  them  with  care. 

Derivatives  mysterious?  To  anyon 
who  has  ever  hedged  a  bet  or  laid  ot 
part  of  a  bet,  there  should  be  nothins 
esoteric  about  derivatives. 
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Recently,  the  Statue  of  Liberty  represented 
more  than  just  freedom.  Due  to  cracks  and 
corrosion  in  the  iron  pipes  running  beneath 
her,  she  stood  for  a  towering  repair  cost. 

But  by  using  an  amazing  innovation  called 
Driscopipef  created  by  Phillips  Petroleum, 
replacing  the  existing  pipes  was  unnecessary. 
And  a  job  that  was  estimated  to  cost  $17 


million  was  reduced  to  only  $600,000. 

You  see,  while  the  Statue  of  Liberty  stands 
for  the  promise  of  a  better  way  of  life,  its 
ideas  like  Driscopipe  that  help  make  dreams 
come  true  by  letting  communities  apply  their 
money  to  better  uses.  And  to  us,  that's  what  it 
means  to  be  the  performance  company  'psm 
PHILLIPS  PETROLEUM  COMPANY  (££) 


Shes  made  of  iron,  steel  am  copper. 
We  saved  her  millions  because  sne  isn't 
^  made  of  money™ 


Minority  set-asides?  Why  not  call  them  what  they 
really  are:  old-fashioned  political  patronage. 

Fighting  over 
the  spoils 


By  Nina  Munk 

In  1983  a  contractor  named  J. A. 
Croson  submitted  the  lowest  bid  to 
outfit  Richmond,  Va.'s  city  jail  with 
new  urinals.  To  meet  the  city's  quotas 
Croson  was  told  to  subcontract  30% 
of  the  job  to  firms  owned  by  members 
of  so-called  ethnic  minorities.  Unable 
to  meet  this  demand  without  losing 
money,  Croson  sued  on  the  grounds 
that  setting  aside  a  percentage  of  gov- 
ernment contracts  for  minorities  vio- 
lated his  14th  Amendment  right  to 
equal  protection. 

In  standing  up  for  his  rights,  Cro- 
son inadvertently  started  a  whole  new 
industry — disparity  studies.  Whatever 
else  the  suit  may  accomplish,  it  has 
created  lucrative  work  for  a  lot  of  self- 
anointed  experts. 


City  of  Richmond  v.  J.A.  Croson 
reached  the  U.S.  Supreme  Court,  and 
in  1989  the  Court  ruled  that  set- 
asides  for  officially  favored  groups 
were  unconstitutional  unless  the  mu- 
nicipality could  prove  that  there  was 
"significant  statistical  disparity  be- 
tween the  number  of  qualified  minor- 
ity contractors  willing  and  able"  to  do 
the  work  and  the  number  of  minority 
firms  that  received  contracts.  In  other 
words,  minority  firms  were  not  auto- 
matically entitled  to  the  business.  The 
city  also  had  to  show  that  the  disparity 
was  caused  by  discrimination. 

But  how  to  define  "disparity"?  You 
need  an  expert,  of  course.  Already 
some  65  disparity  studies  have  been 
produced,  at  prices  that  sometimes 


top  $1  million  per  study.  At  least 
dozen  more  are  under  way.  The  Si! 
preme  Court  had  also  implicitly  rule 
that  cities  must  keep  their  disparit 
studies  up  to  date;  old  figures  won 
do.  The  city  of  Dallas  is  now  spendin 
$185,000  to  update  its  1992  disparit 
study.  George  LaNoue,  director  c 
the  University  of  Maryland's  polic 
sciences  graduate  program,  estimate 
that,  nationwide,  taxpayers  hav 
spent  $45  million  on  disparity  studie: 

Typical  of  the  new  profession 
Atlanta-based  D.J.  Miller  &  Assc 
ciates,  which  has  completed  13  dis 
parity  studies  and  is  working  on 
more.  Another  leading  disparity  cx 
pert:  National  Economic  Researc 
Associates.  The  White  Plains,  N.Y 
based  firm  has  completed  15  disparit 
studies  and  is  now  working  on  2 
including  a  $1  million  study  for  th 
state  of  Texas. 

"It's  a  lucrative  market,"  says  D.J 
Miller  consultant  Garry  Blackwell.  "1 
seems  like  every  day  we  have  ne\ 
competition." 

No  surprise  that  most  studies  fim 
what  many  local  governments  war} 
them  to  show:  that  the  place  is  rifi 
with  bias  and  discrimination.  Whei 
Miami's  disparity  study,  drawn  up  b 
kpmg  Peat  Marwick,  found  no  clea 
discrimination  against  blacks  or  His 
panics,  the  city  commission  dumpei 
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Peat  Marwick  and  sent  its  own  staff  off 
for  more  acceptable  results.  No  report 
has  been  issued  so  far,  and  Miami  has 
not  changed  its  set- aside  and  quota 
policies. 

"The  goal  [of  disparity  studies]  is 
often  to  preserve  the  set-aside  pro- 
gram,1' concludes  University  of 
Maryland's  LaNoue,  "not  to  identify 
and  punish  discrimination." 

No  surprise  either  that  with  more 
and  more  "disadvantaged"  groups 

popping  up  all  the  time,  the   

disparity  studies  have  be- 
come a  battleground 
among  the  various  groups 
seeking  handouts  and  spe- 
cial deals. 

In  Texas  last  year  $371 
million,  or  8.3%  of  the 
state's  $4.5  billion  in  con- 
tracts, went  to  what  the 
politicians  there  call  "his- 
torically underutilized 
businesses."  Of  that  $371 
million,  42%  went  to  white 
women.  That  upset  local 
blacks  and  Hispanics,  who 
say  white  men  simply  use 
(their  wives  as  fronts  to  win 
set- aside  bids. 

Earlier  this  year  Hispanic 
activists  in  Dade  County, 
Fla.,  which  encompasses 
Miami,  demanded  new 
quotas  that  would  increase 
Jieir  numbers  in  the  coun-  HB 
y's  corrections  depart- 
nent.  Currently  over  60%  of  the  cor- 
rections department's  employees  are 
Mack.  With  budgets  tight  that  can 
Dnly  mean  blacks  will  have  to  step 
iside  to  make  room  for  Hispanics. 

Samuel  Carradine,  executive  direc- 
:or  of  the  3,500-member  National 
Association  of  Minority  Contractors, 
;ays  that  as  Asians  and  women  have 
gained  influence,  the  share  of  federal- 
y  funded  construction  contracts 
iwarded  to  blacks  and  Hispanics  na- 
ionwide  has  dropped.  He  estimates 
hat  five  years  ago  blacks  and  Hispan- 
cs  got  between  7%  and  9%  of  the 
Contracts;  last  year,  less  than  3%. 
I  Thus  in  New  York  State,  for  the 
hscal  year  ended  Mar.  31, 127  of  205 
federally  funded  engineering  subcon- 
tracts for  minorities  and  women  went 
to  Asians.  Another  56  went  to  wom- 
:n.  Blacks  got  just  14  contracts. 

You  can  see  what's  happening  in 


the  U.S.  Department  of  Transporta- 
tion's federal  highway  contract  pro- 
gram for  what  the  DOT  calls  "disad- 
vantaged businesses"  (see  chart).  In 
1985  the  dot's  highway  pork  award- 
ed to  minorities  was  worth  about  $1 .6 
billion;  firms  owned  by  blacks  and 
American  Indians  got  around  half. 
Last  year  dot's  highway  set-asides 
were  worth  $1.8  billion,  but  blacks 
and  Indians  got  less  than  one-quarter. 
Who  did  well?  Hispanics  increased 


Paved  with  discontent 

Federally  funded  highway  contracts  for  "disadvantaged  businesses"  ($millions) 
$1,800 
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'Prior  to  1993  includes  small  fraction  of  minority  women, 
tlncludes  Asian  Indians  and  Pacific  Islanders. 
Source:  U.  S.  Department  of  Transportation 

Winners  and  losers  among  the  "victims."  In  federal  highway 
contracts  for  "disadvantaged"  groups,  women  have  done 
especially  well,  while  blacks  and  Indians  have  fared  poorly. 


their  share  of  the  DOT  pie  somewhat, 
from  $334  million  to  $391  million, 
but  firms  owned  by  women  did  the 
best.  Their  share  jumped  from  $307 
million  to  $879  million. 

Nowhere  is  the  affirmative  action 
tug-of-war  more  contentious  than  in 
California.  According  to  recent  Cen- 
sus Bureau  estimates,  27%  of  the 
state's  31  million  people  are  Hispanic 
(not  counting  illegal  immigrants), 
1 1 .2%  are  Asian  and  7.7%  are  black. 

Not  surprisingly,  disparity  studies 
are  a  big  issue  in  California.  A  draft  of 
Los  Angeles'  $400,000  disparity 
study  that  was  leaked  to  the  Los  Ange- 
les Business  Journal  in  January  sug- 
gested that  blacks  get  more  than  their 
proportionate  share  of  city  contracts 
and  may  thus  be  ineligible  for  future 
set-aside  contracts.  That  created  an- 
gry outcries  from  those  who  presume 
to  be  speaking  for  blacks.  So  inflam- 


matory is  the  subject  that  the  report, 
originally  due  almost  two  years  ago, 
has  yet  to  be  released.  Meanwhile, 
Hispanic  activist  and  talk- radio  host 
Xavier  Hermosillo's  routine  mayoral 
appointment  to  the  Los  Angeles  Fire 
Commission  was  rejected  last  sum- 
mer after  he  asserted  that  blacks  had 
too  many  Los  Angeles  City  Hall  jobs. 

The  fight  for  the  loot  sometimes 
turns  bitter.  Listen  to  Albert  Lips- 
comb, a  Dallas  city  councilman  for 
^^^^  nine  years.  "Historically," 
says  Lipscomb,  "we've  had 
the  Chicanos  watch  us  from 
around  the  corner  and, 
when  we  blacks  have  pried 
open  the  doors,  then 
they've  come  in." 

The  National  Associa- 
tion of  Minority  Contrac- 
tors' Carradine  has  a  solu- 
tion: more  pork.  He  blames 
the  escalating  bitterness  in 
the  affirmative  action  tug- 
of-war  on  too  few  set-aside 
programs,  divided  among 
too  many  "disadvantaged" 
groups.  "By  increasing  the 
number  of  participants 
without  increasing  the  size 
of  the  pie,"  says  Carradine, 
"you're  forcing  these  orga- 
nizations to  fight  over 
crumbs." 

To  any  honest  observer 
the  truth  is  clear:  Affirma- 
tive action,  at  least  in  gov- 
ernment, is  just  another  form  of  pa- 
tronage, dispensed  with  scant  regard 
for  merit. 

Why  is  it  surprising  that  people  will 
quarrel  about  it — and  seek  to  get  into 
the  act?  Henry  Mello,  California  Sen- 
ate majority  leader,  recently  intro- 
duced a  bill  to  amend  the  state's 
definition  of  Hispanic  to  include 
Spaniards  and  Portuguese.  In  Texas, 
advocates  for  disabled  people  are  de- 
manding that  people  who  use  wheel- 
chairs be  considered  legal  minorities 
when  bidding  for  state  contracts.  The 
Small  Business  Administration  now 
includes  Tongans,  Indonesians,  Sri 
Lankans  and  Asian  Indians  in  its  list  of 
socially  disadvantaged  groups.  In 
Washington,  Congress  is  considering 
making  Arab-Americans  an  official 
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minority. 

When 
tragedy? 


does    comedy  become 
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©  Glaxo  Inc. 


She's  working 
to  solve  one  of 
the  great  medical 
mysteries 
of  our  time. 
It  could  very  well 

be  yours. 

Our  lives  are  all  touched  in  some  way  by  unsolved  medical  dilemmas. 
But  we're  also  touched  by  hope,  and  the  knowledge  that  people  have 
pledged  their  lives  to  the  search  for  solutions.  At  Glaxo,  we  make  medicines. 
But  our  real  job  is  to  find  them.  And  our  search  continues.  Relentlessly. 
Unceasingly.  Throughout  the  Glaxo  network  of  scientists  committed 
to  finding  answers.  And  medicines.  Hope  is  real,  the  search  goes  on. 

G  /  a  x  o.  O  n   The   Brink   Of  Discovery. 


Glaxo 

Research  &  Medicines 
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Commission-Free  Trading 

Everyone  Qualifies 


OLDE  has  a  new  program.  It's  called  SmartTrading.  And 

everyone  qualifies. 

It's  simple.  Anytime  you  buy  at  least  1,000  shares  of  a  stock 
OLDE  recommends,  your  trade  is  commission-free  without 
markups  of  any  kind.  You  may  purchase  any  of  the 
recommended  companies'  stock  on  the  following  list*  For 
convenience,  purchased  slocks  must  be  held  in  your  account. 


Stock  research  reports  arc  available  at  no  cost  from  your  local 
OLDE  registered  representative. 

Now,  that's  mart  trading—  And  it's  only  available  at  OLDE, 
America's  Full  Service  Discount  Broker. 


For  commission-free  tradi 
nearest  you,  call: 


.vestment  advice  and  the  office 


1  800  LISA  OLDE 


Company 


Symbol  Company 


Please  reference  Code  732 


Symbol  Company 


COMPUTER/TECH. 

Dynatech  Corporation 
FileNet 
Kronos 

NeiFrame  Systems 
Network  General 
Pinnacle  Micro 
Pyramid  Technology 
Sequent  Computer 
VertFone 

CONSUMER 

American  Eagle  Outfitters 
Amtech 
Arbor  Drugs 
Bob  Evans  Farms 
Calalina  Marketing 
Cracker  Barrel 
Designs.  Inc. 
Filene's  Basement 
Food  Lion 
Hechinger  Co. 
Hudson  Foods 
LoJack  Co. 
McCormick 
Rally's 
Ross  Stores 
Scholastic 
Sensormatics 
SLM  International 
Spiegel 
Sportmart 
Telxon 
Tyco  Toys 
WD-40  Company 

ENVIRONMENTAL 

EA  Engineering 
Groundwater  Tech. 
Imco  Recycling 
Jacobs  Engineering 
Oceaneering 
Tetra  Technologies 

FINANCIAL 

American  Travellers  ATVC 

BB&T  Financial  BBTF 

BancTec  BTEC 

Charter  One  Financial  COFI 

FirstFed  Michigan  FFOM 

Franklin  Bank  FSVB 

Horizon  Bank  HRZB 

Old  Kent  Financial  OKEN 

Standard  Federal  SFB 


MANUFACTURING 


DYTC 

FILE 

KRON 

NETF 

NETG 

PNCL 

PYRD 

SQNT 

VFIC 


AEOS 
AMTC 
ARBR 
BOBE 
POS 
CBRL 
DESI 
BSMT 

FDLN  (A&B) 
HECH  (A&B) 
HFI 
LOJN 
MCCRK 
RLLY 
ROST 
SCHL 
SRM 
SLMI 
SPGLA 
SPMT 
TLXN 
TTI 
WDFC 


EACO 

GWTI 

IMR 

JEC 

Oil 

TTRA 


Breed  Technologies 
Gentex 

Gibraltar  Steel 
Huntco  Steel 
Melamine  Chemicals 
Modine 

Safely  Components 
Steel  Technologies 


1  Elect 


MEDICAL 

Acuson 

American  Medic; 
Amgen 

Ballard  Medical 
Empt 

Haemonetics 
Health  Images 
Healthcare  COMPARE 
Heallhdyne 
HEALTHSOUTH 
ICU  Medical 
Immucor 

Johnson  &  Johnson 

Laserscope 

Marion  Merrell  Dow 

MEDSTAT  Group 

Merck 

Mitck  Surgical  Products 

Mylan  Labs 

Nellcor 

PacifiCare 

Perrigo 

Repligen 

Rcspironics 

Safeskin 

Salick  Health  Care 
SpaccLabs  Medical 
St.  Jude  Medical 
Stryker 
Syncor 

Tecnol  Medical 


BDT 

GNTX 

ROCK 

HUNT 

MTWO 

MODI 

ABAG 

STTX 


ACN 

AMEI 

AMGN 

BMP 

EMPI 

HAE 

HII 

HCCC 

HDYN 

HRC 

ICUI 

BLUD 

JNJ 

LSCP 

MKC 

MDST 

MRK 

MYTK 

MYL 

NELL 

PHSY  (A&B) 

PRGO 

RGEN 

RESP 

SFSK 

SHCI 

SLMD 

STJM 

STRY 

SCOR 

TCNL 


NATURAL  RESOURCES 

Apache  Corporation  APA 
Placer  Dome  PDG 


TVX  Gold 
Unocal 
USX  -  Delhi 
Wiser  Oil 

NETWORKING/T 

3Com  Corporation 
Aspect  Telecom. 
Banyan  Systems 
Brooktrout  Technology 
Centex  Telemanagement 
Centigram 

Communication  Systems 
Digi  International 
ECI  Telecom. 
EIS  International 
LDDS  Communications 
Microtest 
Novell 

Octel  Communications 
PairGain  Technologies 
Proteon 
Retix 

Southwestern  Bell 
Spectran 
Stratacom 
SynOptics 
Technical  Comm. 
Tele-Communications 
Tellabs 
U.S.  West 
Vertex  Comm. 
Xircom,  Inc. 

PC  RELATED 

American  Power 
Cirrus  Logic 
Dataware 
Dell  Computer 
Digidesign 
Exabyte 
Hutchinson 
Innovex 
Komag 
Quantum 
RasterOps 


TVXTF 
UCL 
DGP 
WZR 

LECOr 

COMS 

ASPT 

BNYN 

BRKT 

CNTX 

CGRM 

CSII 

DGII 

ECILF 

EISI 

LDDS 

MTST 

NOVL 

OCTL 

PAIR 

PTON 

RETX 

SBC 

SPTR 

STRM 

SNPX 

TCCO 

TCOMA 

TLAB 

USW 

VTEX 

XIRC 


APCC 

CRUS 

DWTI 

DELL 

DGDN 

EXBT 

HTCH 

INVX 

KMAG 

QNTM 

ROPS 
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OBSERVATIONS 


A  certain  kind  of  "morality"  is  outraged  by  questionable 
remarks  that  might  be  construed  as  "racism"  here  but  is 
silent  on  modern-day  slave-raiding  in  Africa. 

Ideological 
ammunition 


BY  THOMAS  SOWELL 


Dr.  Thomas  Sowell  is  an  economist 

and  a  senior  fellow  at  the  Hoover  Institution 

in  Stanford,  Calif. 


Among  the  many  horrors  around 
the  world,  one  that  is  receiving  re- 
markably little  attention  is  the  slav- 
ery of  tens  of  thousands  of  black 
Africans  in  the  North  African  Ber- 
ber state  of  Mauritania.  Slavery  was 
officially  abolished  in  Mauritania  14 
years  ago,  but  no  one  believed  it 
then  and  human  rights  organiza- 
tions confirm  that  slavery  is  still 
continuing  today. 

The  Congressional  Black  Caucus, 
so  vocal  about  Haiti,  so  ready  to 
invoke  the  slavery  of  centuries  past 
when  seeking  political  pork  in  the 
present,  is  strangely  silent  about  the 
living  slavery  of  today.  The  ubiqui- 
tous Jesse  Jackson  seems  to  have 
missed  this  particular  scene.  The  mor- 
ally anointed  of  the  media  and  acade- 
mia  are  strangely  silent. 

There  is  a  whole  corps  of  scholars — 
or  at  least  academics — who  have  long 
denied  that  the  various  forms  of 
bondage  in  Africa  can  be  called  slav- 
ery. One  book  on  the  subject  always 
put  quotation  marks  around  the  word 
"slavery"  when  referring  to  the  insti- 
tution in  Africa,  where  slaves  were 
said  to  be  treated  "like  members  of 
the  family." 


The  very  same  words  were  used  by 
white  Southerners  in  the  antebellum 
era  but  none  of  these  academics 
would  take  such  self-serving  phrases 
seriously  in  the  United  States.  Only 
for  non-Western  societies  do  they  ac- 
cept such  statements  at  face  value. 

Tragically,  today's  human  rights 
organizations  paint  a  vastly  different 
picture  of  slavery  in  Mauritania, 
where  slavery  has  never  died  out,  and 
in  the  Sudan,  where  it  has  reappeared 
amid  the  chaos  of  civil  war. 

In  Mauritania,  not  only  is  the  beat- 
ing of  slaves  common,  so  are  various 
sadistic  tortures.  Farther  east,  in  the 
Sudan,  a  centuries-old  pattern  of  Ar- 
abs raiding  African  villages,  killing  the 
men  and  enslaving  the  women  and 
children  has  been  revived.  Young 
male  slaves  trying  to  escape  are  some- 
times castrated,  sometimes  branded. 

None  of  this  arouses  as  much  atten- 
tion in  this  country  as  a  questionable 
remark  that  might  be  construed  as 
"racism."  This  speaks  volumes  about 
the  mindset  and  the  agenda  of  so 
many  racial  and  ethnic  "leaders"  and 
academic  and  media  intellectuals. 

Put  bluntly,  only  human  rights 
violations  which  can  be  used  as  ideo- 
logical ammunition  against  Western 
capitalist  societies  really  count. 
Selective  morality  is  not  morality. 
It  is  politics — and  pretty  cynical 
politics  at  that. 

Ideologues  create  whole  worlds  of 
"virtual  reality"  in  which  malign 
forces  in  American  society  and  West- 
ern civilization  are  the  sources  of  the 
world's  troubles.  Malign  forces  in 
other  societies  are  a  distraction  from 
this  vision  and  accordingly  tend  to  be 
ignored  or  downplayed. 

Political  hustlers  likewise  prefer  this 
world  of  virtual  reality  to  the  real 


world.  The  slavery  of  centuries  past, 
involving  blacks  and  whites  long  dead 
and  gone,  is  of  far  more  interest  to 
hustlers  because  it  represents  political 
chits  that  can  be  cashed  in  for  money 
and  power  in  Washington,  on  college 
campuses  and  in  other  institutions. 

The  principal  victims  of  this  ideo- 
logical bias  and  the  political  oppor- 
tunism spawned  by  it  are  the  younger 
generation  of  American  blacks  who 
are  being  led  into  the  blind  alleys  of 
dependence,  resentment  and  tribal- 
ism. The  anti-Semitism  which  is  one 
of  the  uglier  aspects  of  the  vision  is 
likely  to  do  far  more  harm  to  blacks 
than  to  Jews. 

However  useful  virtual  reality  may 
be  to  a  special  class  of  political  hustlers 
today,  who  can  extort  concessions  of 
one  sort  or  another  and  put  together  a 
pretty  good  living  for  themselves,  the 
vast  majority  of  any  race  must  live  in 
the  real  world  and  sink  or  swim  there. 
Bogeyman  visions  of  the  world  are 
heavy  burdens  that  are  likely  to  cause 
many  to  sink. 

The  most  obvious  victims  of  this 
bogeyman  vision  are  those  black  stu- 
dents who  begin  at  an  early  age  to 
resist  being  educated  and  to  ostracize 
any  of  their  fellow  students  who  try  to 
learn.  Disastrous  as  this  pattern  is,  it  is 
perfectly  rational  if  you  buy  the  vision 
being  incessantly  promoted  by  many 
black  "leaders." 

If  all  statistical  disparities  from 
income  to  infant  mortality  are  due  to 
the  injustices  of  the  larger  society 
and  if  "despair"  is  the  only  alterna- 
tive to  government  programs — as 
strongly  implied  in  a  recent  op  ed 
piece  in  the  New  York  Timesby  naacp 
Executive  Director  Benjamin  Cha- 
vis — then  what  is  the  point  in  being  a 
chump  and  playing  the  white  man's 
game  in  school? 

This  vision  is  not  peculiar  to  one 
man  or  to  one  organization.  Nor  do 
those  who  promote  this  vision  for  its 
instrumental  value  necessarily  believe 
it  themselves  or  adhere  to  its  logic. 
But  the  conclusions  drawn  by  imma- 
ture minds  are  in  fact  the  logical 
conclusions,  however  catastrophic 
the  consequences  for  themselves  and 
their  race. 

Silence  about  slavery  in  Mauritania 
speaks  loudly  about  hypocrisy  over 
here — and  about  the  dangerous  con- 
sequences of  that  hypocrisy.  Hi 
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A  couple  of  Colombian  billionaires  are  slugging 

it  out  over  the  local  beverage  market. 

The  competition  is  personal  as  well  as  commercial. 


Vendetta 


By  Joel  Millman 

Whether  the  quarrels  are  about 
love,  honor  or  power,  they  take  their 
vendettas  seriously  in  Colombia. 
Fake  the  duel  of  the  beverage  giants 
Julio  Mario  Santo  Domingo  and  Car- 
los Ardila  Lulle. 

Julio  Mario  Santo  Domingo  is  old 
Colombia  money — his  grandfather 
started  the  family  fortune.  Santo  Do- 
mingo is  ehairman  of  Bavaria  S.A.,  the 
world's  fifth-biggest  brewer  (Forbes, 
Aug.  3, 1992)  and  Colombia's  biggest 
publicly  traded  company.  This  $3  bil- 
lion (sales)  brewer  has  interests  in 
Ecuador,  Spain  and  Portugal  and  San- 
to Domingo  has  spread  out  into 
banking,  airlines,  agribusiness  and 


telecommunications.  Worth  at  least 
$1.2  billion,  68  year-old  Santo  Do- 
mingo divides  his  time  between  New 
York,  Paris  and  Colombia. 

Haughty  in  his  manners  and  metic- 
ulously dressed,  the  aristocratic  Santo 
Domingo  is  a  sharp  physical  contrast 
to  his  archenemy,  the  self-made  Car- 
los Ardila  Lulle,  who,  though  almost 
five  years  younger  than  Santo  Domin- 
go, looks  much  older.  Santo  Domin- 
go is  his  country's  beer  baron,  Ardila 
its  soft  drinks  king.  Santo  Domingo 
studied  in  the  U.S.  at  Phillips  Acade- 
my in  Andover,  Mass.  Ardila  worked 
his  way  through  engineering  college 
in  Medellin,  went  to  work  for  a  soft- 


drink  bottler,  married  the  boss 
daughter  and  put  in  15-hour  day 
fighting  for  shelf  space  against  Coca! 
Cola  and  Pepsi.  Ardila's  privatel 
owned  Organizacion  Ardila  Lulle  ha 
consolidated  sales  of  $1 .4  billion. 

For  years  the  two  beverage  empire- 
kept  out  of  each  other's  way.  In  tin 
mid-1980s  Ardila  and  Santo  Domin 
go  even  had  a  gentlemen's  agreemen 
committing  Ardila  to  stay  out  of  bee  [ 
and  Santo  Domingo  to  stay  out  of  sof  I 
drinks.  The  truce  ended  when  the  two 
started  fighting  over  talent  for  thei: 
competing  TV  and  radio  networks I 
This  led  to  full-scale  war  in  1993 
when  Santo  Domingo  launched  . 
new  drink — a  concoction  of  beer 
mixed  with  cola. 

"He  didn't  even  call  me  himself,' 
Ardila  says.  "He  had  his  assistant  cal| 
my  office  during  Holy  Week,  when  he 
knew  I  would  be  away."  Counter;! 
Santo  Domingo:  "If  that's  his  inter  [ 
pretation,  that's  his  problem." 

Nevertheless,  Santo  Domingc| 
takes  his  challenger  seriously.  Ardila': 
Leona  brewery  is  set  to  open  in  Octoi 
ber.  His  greatest  asset  is  his  distribu  I 
tion  network.  With  a  fleet  of  3,00C| 
trucks — dubbed  the  "Panzer  Divij 
sions"  by  the  Colombian  press — Arl 
dila  services  about  20,000  coolers 
that  he  has  given  to  thousands  oj 
mom-and-pop  stores,  on  the  condi- 
tion that  the  store  owners  stock  hi: 
sodas.  Ardila  also  runs  kioskos,  timj 
concession  stands  at  street  corners  I 
bus  stations,  soccer  fields  and  parks. 

Organizacion  Ardila  Liille  is  fulhj| 
integrated.  Ardila  makes  his  own  bot- 


Patrician  Julio  Mario  Santo  Domingo  (left) 
and  self-made  Carlos  Ardila  Lulle 
After  smoldering  for  years,  the  billion- 
aires' rivalry  is  about  to  erupt  over  beer. 


58 


Forbes  ■  August  15,  1994i 


The  New  Premmia™  gx.  It 
merely  starts  with  Intel's  Pentium™ 
microprocessor,  in  two  speeds,  the 
fastest  and  very,  very  fast.  In  other 
words,  100  MHz  or  90  MHz. 
From  there,  AST  engineers 


raised  the  bar,  and  the  new 
Premmia  screamed  right  by  the 
Compaq  Deskpro  and  HP  Vectra 
t0  112mi,,i°nWinMarkS*of 

graphics  performance.  Wlth  dual 
100  MHz  CPUs  and  the  faste 
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what  you  could  do. 

You  could  actually  do  more 
than  two  things  at  once.  Tha 

what  your  boss  has  been  asking  j 
all  along,  right?  Suppose,  for 
in-ce,youaredesignmgaa 

pension  bridge.  You  could  rewoj 
the  center  span  drawings  wh 
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IT'S  THE  FASTEST  PERSONAL  COMPUTER  THERE  IS, 
GIVE  OR  TAKE  A  NANOSECOND. 
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with  expert 
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corporate  secrets.  Who  knows?  You 


Of  course,  the  Premmia  comes    wards,  too.  Every  day,  24  hours  a  y  i 
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ilculating  load  and  stress  numbers 
it  the  same  time. 

That's  not  all.  The  Premmia  GX 
i  affordable  like  a  personal  com- 
uter.  But  with  a  whole  array  of 
movative  features,  it  actually  per- 
^^eatrueworkstadon. 


A"*e  newest 


operating 


Ethernet  is  already  built  right  in. 
And  there's  no  faster  way  to  con- 
nect peripherals  like  a  hard  drive 
or  a  scanner  than  with  the  GX's 
integrated  FastSCS[-2  controller. 
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the  world's  fifth  largest  personal      heartbeat.  A  nanosecond.  So  why 
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Premmia  CX 

Pentium  90  &  100  MHz,  dual 
processor  capable,  OverDrive™ 
Ready.  PCI  and  EISA. 
256KB  Synchronous  Burst 
Mode  cache.  64-bit  PCI  local  bus 
graphics  card.  2MB  VRAM 
upgradable  to  4MB.  Supports 

up  to  1280x  1024x  16.7 
million  colors  non-interlaced. 
Integrated  PCI  local  bus  FastSCSI-2 
controller.  Integrated  Ethernet. 
Type  III  PCMCIA  capability. 
Plug-n-play  capable.  DMI  support. 
Energy  managed. 

Premmia  MX 

Pentium  60  MHz,  lntelDX4/100 
and  486DX2/66,  OverDrive 
Ready.  PCI  and  ISA. 
Pentium  models:  256KB  cache. 
486  models:  256KB  cache  on  hard 
drive  models,  64KB  or  256KB 
options  on  base  models. 
64-bit  PCI  local  bus  graphics  card. 
2MB  VRAM  upgradable  to  4MB. 

Supports  up  to 
1280  x  1024  x  16.7  million  colors 
non-interlaced.  Type  III  PCMCIA 
capability.  Plug-n-play  capable. 
DMI  support.  Energy  Star. 


COMPUTER 
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Vendetta 

ties,  caps  and  compressed  carbon  di- 
oxide. He  even  grows  his  own  sugar. 
In  1978  he  acquired  one  of  South 
America's  biggest  sugar  mills,  the  In- 
genio  del  Cauca  in  Cali,  where  sugar- 
cane grows  year-round.  "I  am  the 
sugar  industry  here,"  boasts  Ardila. 

Ardih's  jjaseosas,  or  carbonated  soft 
drinks,  are  immensely  popular  in  Co- 
lombia. Although  Ardila  also  owns 
the  local  Pepsi  bottler,  it  is  in  items 
like  bubble-  gum  -flavored  Colom- 
biana  and  apple-scented  Manzana 
soft  drinks  where  he  makes  his  big 
margins  by  escaping  Pepsi  royalties. 
In  1993  Organizacion  Ardila  Liille 
sold  over  147  million  cases  of  fruit 
gaseosns,  versus  33  million  cases 
of  Pepsi. 

By  contrast  with  his  rival,  Santo 
Domingo  is  playing  catch-up  in  distri- 
bution; thousands  of  small  retailers 
use  coolers  owned  by  Ardila  to  chill 
Santo  Domingo's  beer  as  well  as  Ardi- 
la's  gaseosas.  Ardila  will  tell  the  shop- 
keepers to  evict  Bavaria's  bottles  as 
soon  as  his  own  Leona  is  ready  or  he'll 
threaten  to  take  his  coolers  elsewhere. 
Then  he'll  try  to  deploy  his  Panzer 
Divisions  and  kioskos  to  overwhelm 
Bavaria's  distributors,  fighting  for 
market  share  town  by  town. 

Despite  Ardila's  advantage  in  dis- 
tribution, Bavaria  will  be  no  push- 
over. By  buying  out  Bavaria's  com- 
petitors, Santo  Domingo  controlled 
virtually  100%  of  the  beer  market  by 
the  mid-  1980s.  When  the  pair  clashed 
in  the  1980s  over  control  of  Avianca, 
Colombia's  national  airline,  Santo 
Domingo  won. 

Ardila  thinks  he  can  carve  1 5%  out 
of  Bavaria's  sales  in  the  Bogota  area  in 
his  first  year.  Santo  Domingo  will 
fight  him  every  inch.  When  he 
launches  his  own  f/aseosas,  he  will  be 
able  to  bottle  them  in  his  17  brewer- 
ies. "In  my  opinion  it  is  very  stupid 
what  he  [Ardila]  has  done,"  says  San- 
to Domingo.  "He  takes  a  percentage 
[of  beer  sales],  so  what?  We  will  take 
much  more  of  his  soft  drinks,  and 
that's  where  he  makes  his  money.  He 
says  he's  going  to  win.  We'll  give  him 
a  good  tight. 

"We  are  at  opposite  ends  of  the 
social  scheme,"  sneers  Santo  Domin- 
go. Ardila  can  take  comfort  from  what 
is  happening  on  Colombia's  markets. 
Bavaria's  stock  has  been  dropping  in 
recent  weeks.  WM 


Norman  Brinker's  polo  pony  couldn't  kill  him. 
It's  unlikely  he'll  fall  in  the  current  shoot-out 
among  the  casual-dining  restaurant  chains. 

The  king  of 
Yuck!  and  other 
casual  foods 


By  Christopher  Palmeri 

A  little  over  a  year  ago,  6 1  -year-old 
Norman  Brinker  lay  in  a  coma,  his 
lungs  wracked  by  pneumonia,  his  fe- 
ver passing  106.  During  a  polo  match 
Brinker's  horse  had  fallen  on  him, 
twice.  Four  of  the  five  doctors  who 
examined  Brinker  thought  he'd  never 
leave  the  hospital  alive. 

But  Brinker  was  a  tough  old  coot 
with  work  to  do.  After  three  weeks  in  a 
coma,  he  awoke.  Completely  para- 
lyzed on  his  left  side,  he  promised 
himself  he'd  be  home  walking  in  less 
than  three  months,  and  back  in  the 


office  soon  thereafter.  "No  crutches, 
no  cane,  no  wheelchair,"  he  vowed 

Ahead  of  schedule,  Brinker  was 
back  at  his  desk  by  May  of  last  year, 
with  little  more  than  a  limp  to  show 
for  the  trauma.  Since  then  he  has  been 
turning  his  considerable  willpower 
toward  solving  the  challenges  facing 
his  $650  million  (1993  revenues 
Brinker  International,  one  of  the 
U.S.'  biggest  restaurant  operators. 
The  problem:  The  so-called  casual- 
dining  segment  of  the  restaurant  in- 
dustry, which  Brinker  created  with 


Norman  Brinker 
and  Ronald 
McDougall 
at  Cozymel's 
People  wait 
an  hour  for 
their  roast  pork 
and  red  snapper. 
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A  letter 

from 

Philville 


Restaurateur 
Philip  Romano 
Building 
a  laboratory 
for  tomorrow's 
chains. 


When  restaurateur  Philip 
Romano  designs  a  restau- 
rant, he  makes  sure  it  fea- 
tures an  open  kitchen— the 
better  to  make  the  cus- 
tomers trust  the  owner,  Ro- 
mano believes.  He  also 
incorporates  theatrical 
touches,  like  opera-sing- 
ing waitresses.  "People 
want  more  excitement  in 
their  lives,"  he  explains. 

Romano  founded 
Fuddrucker's,  a  gourmet 
hamburger  chain  that 
grew  too  fast  and  got  into 
trouble  in  the  mid-1980s. 
That  experience  convinced 
Romano  he'd  rather  create 
concepts.  So  he  went  to 
work  as  a  consultant  to 
Norman  Brinker's  Brinker 


International. 

Since  1988  Romano 
has  tested  his  ideas  in  Leon 
Springs,  Tex.,  a  tiny  ham- 
let 20  miles  northwest  of 
San  Antonio  that's  visible 
from  his  hill  country  home. 
He  picked  Leon  Springs 
because  land  was  cheap  and 
he  wouldn't  have  to 
bother  with  permits  and 
building  inspectors  in  the 
unincorporated  town  (pop. 
137).  And  he  wanted  a 
small -town  context  in 
which  to  test  his  con- 
cepts. "People  want  to  get 
away  from  the  rat  race 
and  go  back  to  that  small- 
town feel,"  he  explains. 

In  his  laboratory,  Ro- 
mano has  three  restau- 
rants— Italian,  Mexican 
and  barbecue — and  a  coun- 
try music  dance  hall. 
They  should  gross  more 
than  $15  million  this 
year.  Romano  has  changed 
Leon  Springs'  landscape 
so  dramatically  that  the  lo- 
cals have  taken  to  calling 
the  place  Philville.  If  a  con- 
cept works  in  Philville, 
expect  to  see  it  in  other 
parts  of  Brinker's  nation- 
wide empire.      -CP.  WM 


Steak  &  Ale  in  the  1960s,  is  glutted. 
"There's  been  a  proliferation  of  casu- 
al dining,"  says  Brinker.  "We're  all 
going  after  the  same  people." 

Nowhere  is  the  glut  more  apparent 
than  in  Brinker's  hometown  of  Dal- 
las. Along  1  mile  of  Belt  Line  Road 
there  are  more  than  70  different  res- 
itaurants,  nearly  all  of  them  casual- 
dining  establishments.  In  the  Dallas- 
Fort  Worth  area,  Brinker  Internation- 
al alone  operates  50  restaurants. 

Brinker  is  sure  casual  dining  will 
continue  to  grow — already  Ameri- 
cans spend  as  much  eating  out  as  on 
eating  in.  But  he  isn't  sure  which 
concepts  will  be  hot.  So  he's  acquiring 
multiple  ones. 

Brinker  International  now  operates 
six  chains.  They  range  from  Grady's 
American  Grill,  a  purveyor  of  steak 
and  seafood,  to  Cozymel's,  a  new 
concept  developed  by  Philip  Romano 
■  (see  box)  featuring  the  cuisine  of  Mexi- 
co's Yucatan  peninsula — Tuck!  food, 
as  Brinker's  people  jokingly  call  it. 
Brinker's  other  chains:  Chili's  Grill  & 
Bar,  Romano's  Macaroni  Grill,  Spa- 
;geddies  and  On  the  Border.  All  told, 
;Brinker  International  is  second  only 
to  General  Mills — with  its  Red  Lob- 
ster, Olive  Garden  and  China  Coast 
.chains — in  the  number  of  casual-din- 
ing restaurants  it  operates. 

Brinker  makes  sure  the  food — 
whatever  its  provenance — is  tasty,  re- 
tails for  less  than  $15  per  customer 
(drinks  included)  and  is  delivered 
with  some  panache.  At  Brinker's 
Macaroni  Grill,  a  34-outlet  Italian 
concept  launched  to  steal  higher-end 
customers  from  General  Mills'  Olive 
Garden,  customers  serve  themselves 
wine  from  a  gallon  jug  on  the  table. 
They  tell  the  waitress  how  many  glass- 
es they  had  at  the  end  of  the  meal.  This 
honor  system  makes  the  customers  feel 
more  at  home  and  a  little  freer  with  the 
bottle,  and  Brinker  can  afford  the  oc- 
casional cheat.  A  gallon  jug  that  costs 
the  restaurant  around  $7  pours  13 
glasses  that  retail  at  $2.75  each. 

Brinker  noticed  long  ago  that  when 
competing  restaurants  opened  next 
door,  business  often  boomed.  "Peo- 
ple like  restaurant  rows,"  he  explains. 
"If  you've  got  a  group  and  somebody 
decides  they  don't  want  Italian,  they 
can  cross  the  street  and  eat  Mexican." 
This  insight  has  led  Brinker  to  look  for 
prime  sites  with  the  potential  for  mul- 


tiple restaurants.  His  ideal:  Control 
an  intersection  and  put  a  different 
restaurant  concept  on  each  corner. 
That  way,  if  a  Brinker  restaurant  loses 
business,  chances  are  it  will  lose  to 
another  Brinker  restaurant. 

Spooked  by  the  competition  and 
disappointing  same-store  sales,  Wall 
Street  has  turned  skittish  on  the  res- 
taurant business — even  well-estab- 
lished Brinker  International  has  lost 
nearly  one-third  of  its  market  value  in 
recent  months.  (Recently  23%  a 
share,  it  is  trading  at  28  times  the  last 
12  months'  earnings.)  But  this  fear  is 
actually  good  news  for  Brinker:  It 
means  Wall  Street  won't  be  creating 
as  many  new  competitors  for  him  as  it 
did  a  few  years  ago,  when  practically 
any  new  restaurant  concept  company 
could  raise  public  equity  (Forbes, 
Feb.  1,  1993). 


For  the  fiscal  year  that  ended  June 
30,  Rauscher  Pierce  analyst  J.J.  Fitz- 
simmons  expects  Brinker  Interna- 
tional to  report  profits  that  jumped 
35%  over  last  year's  results — that  will 
mean  earnings  of  $65  million  (88 
cents  a  share)  on  sales  of  $830  million. 
Comparable  store  sales,  already  an- 
nounced, were  up  2%  last  year.  But 
just  as  he  set  an  ambitious  recovery 
goal  for  his  body  last  year,  so  Brinker 
expects  to  get  the  utmost  out  of  his 
company.  By  the  year  2000  he  wants 
to  treble  sales,  to  $2 .6  billion.  Toward 
that  end  he  and  Brinker  Internation- 
al's longtime  president,  Ronald 
McDougall,  will  open  100  new  res- 
taurant outlets  this  year,  an  increase  of 
more  than  20%. 

"If  we  can  stay  just  a  half-step 
ahead  of  the  competition,"  Brinker 
says,  "that's  all  we  need."  ■ 
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It  seems  hard  to  blow  a  business  designed 
to  help  companies  deal  with  all  the  environmental 
red  tape  spewing  forth  from  Washington, 
but  Air  &  Water  Technologies'  Eckardt  Beck 
managed  the  trick. 

The  bureaucrat 
as  businessman 


By  Seth  Lubove 


Less  than  an  hour  into  a  recent  two- 
hour  golf  lesson,  Eckardt  Beck  walked 
off  the  course  in  frustration.  Later, 
recounting  the  story  to  an  associate, 
Beck  confided  that  his  game  wasn't 
getting  any  better,  so  why  bother? 

Beck's  business  game,  too,  has 
been  off.  In  June  he  walked  away  from 
the  company  he  formed,  $630  million 
(1993  sales)  Air  &  Water  Technol- 
ogies Corp.,  of  Branchburg,  N.J.  Al- 
most never  profitable  with  Beck  at  the 
helm,  the  company  was  drowning  in 
debt  as  he  prepared  to  leave. 

Beck,  51,  worked  at  the  Environ- 
mental Protection  Agency  during  the 
Jimmy  Carter  years.  After  the  1980 
election  he  decided  to  get  into  busi- 
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ness,  to  exploit  the  environmental 
rules  and  red  tape  he  and  his  epa 
colleagues  had  created.  Backed  by 
smart  investors  such  as  Allen  &  Co. 
and  Odyssey  Partners,  Air  &  Water 
Technologies  would  be  a  one-stop 
pollution-control  shop,  able  to  help 
polluters  meet  all  their  epa  require- 
ments. Beck  convinced  several  politi- 
cal and  governmental  luminaries, 
including  former  Vice  President 
Walter  Mondale,  to  serve  on  Air  & 
Water's  board. 

In  1987  Beck  acquired  Research- 
Cottrell  Inc.,  a  venerable  name  in  the 
pollution-control  services  and  equip- 
ment industry.  Using  Research-Cot- 
trell's  cash  flow  as  well  as  debt  financ- 


ing, Beck  acquired  a  score  of  firms 
involved  in  hazardous  waste  manage- 
ment, industrial  air-pollution  con- 
trols and  asbestos  abatement,  among] 
other  ventures. 

Debt  rose  to  as  much  as  85%  of  Air 
&  Water's  total  capital,  but  Beck  and 
his  backers  figured  pollution  control 
was  such  a  growth  business  that  re- 
paying the  debt  posed  no  problem.  In 
1990,  the  last  time  it  made  the  calcu- 
lation, the  epa  estimated  that  comply- 
ing with  all  of  Washington's  pollu- 
tion-control rules  and  regulations  was 
costing  Americans  $115  billion  a 
year,  or  2.1%  ofGNP. 

But  Beck  was  a  better  bureaucrat 
than  businessman.  He  assumed  that 
just  because  the  government  orders 
something,  business  people  will 
blindly  follow  along,  instead  of  com- 
ing up  with  creative — and  cheaper — 
solutions.  He  was  badly  mistaken. 

Consider  the  example  of  wet- flue 
gas  desulfurization  systems.  These  are 
big  systems  used  by  utilities  to  filter 
out  the  airborne  emissions  that  are 
supposed  to  contribute  to  acid  rain. 
In  1990  the  Institute  of  Clean  Air 
Companies,  an  industry  group,  used 
government  estimates  to  project! 
1993  sales  of  wet-flue  gas  cleanup 
systems  at  $1.2  billion;  there  were 
even  dire  predictions  that  the  systems 
would  be  in  short  supply.  As  a  leading 
supplier  of  the  equipment,  Air  &  Wa- 
ter Technologies  was  sitting  pretty. 

Unfortunately,  the  projections 
were  far  off  the  mark.  Utilities  came 
up  with  cheaper  ways  to  comply  with 
the  regulations.  They  shut  down  dirty 
plants,  switched  to  cleaner  coal  or 
purchased  emissions  allowances.  Sales 
in  1993  of  wet-flue  gas  systems  were 
only  about  $226  million. 

Likewise,  annual  sales  of  electro- 
static precipitators — devices  used  to 
remove  soot  from  power  plant  emis- 
sions— were  forecast  by  the  Institute 
of  Clean  Air  Companies  at  $2 1 1  mil- 
lion. Sales  were  just  over  two-thirds  of 
that  in  1993.  Sales  of  dry-flue  gas 
desulfurization  systems,  predicted  at 
$208  million  in  1990,  ended  up  at 
about  half  the  icac's  estimate. 

Arthur  Glenn,  a  former  General 
Electric  manager  brought  in  last  year 
to  clean  up  Air  &  Water,  describes 
Beck's  commercial  premise  this  way: 

"It  was  a  regulator)'  viewpoint.  The 
feeling  was  customers  would  have  to 
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\bur  company's  hot 

and  hundreds  of 
analysts  should  know. 
Personally 

Introducing 
AEKT  Event  Teleconference  Service 

Now  you  can  announce,  explain,  question  and  discuss  big  news  with  everyone. 

All  at  once. 


Call  our  toll-free  number  and  speak 
with  hundreds,  or  even  thousands,  of  people 
worldwide.  And  still  feel  as  though  you're 
talking  to  each  of  them  one-to-one.  AT&T 
Event  Teleconference  Service  is  the  reliable 
way  to  deliver  your  important  news  fast 
and  first-hand — over  the  phone. 

Our  AT&T  Event  Teleconference  team 
makes  it  easy.  These  trained  specialists  can 
help  you  before,  during  and  after  the  call. 

Whether  you  want  to  conduct  voting 
or  Q&A  sessions,  or  need  real-time  reports, 
on-line  translations  or  facsimile  services, 


we  can  handle  all  the  details.  Plus,  we  can 
even  schedule  a  replay  of  your  meeting 
at  a  later  date.  With  so  many  options,  we 
can  tailor  your  Event  Teleconference  to 
your  exact  requirements.  AI&3T 

So  let  AT&T  work  for  I:Mie--*i>i'=«--*h 
you  every  time  you  need  ADWNTAC  jE 
to  announce  quarterly  earnings,  a  merger 
or  acquisition  or  a  new  corporate  strategy. 
You'll  share  the  news  with  more  people 
than  ever  before  and  get  the  service  and 
reliability  you  deserve.  That's  your  AT&T 
Business  Advantage  ?" 


1  800  ASK  4 ATT 

Call  today  to  schedule  your  next  big  event  or  for  more  information. 


AT&T 
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buy.  In  fact,  the  customers  looked  for 
all  the  alternatives  they  could." 

Beck  made  other  mistakes,  among 
them  underestimating  his  competi- 
tors. Assuming  that  the  same  custom- 
ers who  needed  emissions-control 
equipment  would  also  need  asbestos 
removal  services,  Beck  paid  $25  mil- 
lion in  Air  &  Water  stock  for  Falcon 
Associates,  a  Bristol,  Pa.  asbestos 
abatement  firm.  But  asbestos  removal 
was  already  a  crowded,  low-margin 
business.  Finally,  last  May,  Air  &  Wa- 
ter threw  in  the  towel  and  said  it 
would  take  a  $35  million  charge  to 
liquidate  the  unit,  $10  million  more 
than  it  paid  for  it. 

With  the  company  facing  serious 
financial  problems,  in  June  France's 
Compagnie  Generale  des  Eaux, 
which  had  40%  of  Air  &  Water's 
stock,  bailed  out  the  company  with 
new  financing  and  took  over  day-to- 
day management.  Beck  resigned  at 
the  same  time.  Investors  who  bought 
Air  &  Water's  stock  when  it  went 
public  in  1989  at  $17  a  share — and 
watched  it  go  to  $30  a  share  within  a 
year — are  now  sitting  with  stock 
worth  less  than  $9  a  share.  ''The 
enthusiasm  started  to  carry  itself  to 
extremes,"  says  Claudio  Elia,  head  of 
Compagnie  Generale  des  Eaux's 
American  operations  and  the  newly 
appointed  chief  executive  officer  of 
Air  &  Water. 

The  French  intend  to  dispose  of 
several  Beck  acquisitions  and  to  trans- 
fer their  expertise  in  municipal  water 
treatment  systems  to  Air  &  Water 
Technologies;  the  municipal  water 
business  hasn't  been  as  disappointing 
as  the  air-pollution-control  market. 
Belatedly  recognizing  the  problem  of 
customers  who  don't  want  to  spend  a 
lot  of  money  on  new  equipment,  the 
new  management  team  also  plans  to 
market  cheaper  solutions  to  pollu- 
tion-control problems.  But  this  com- 
pany does  not  lend  itself  to  a  quick  fix. 
Alex.  Brown  &  Sons  analyst  David 
Trossman  expects  earnings  to  remain 
depressed  into  fiscal  1995. 

Back  in  1991  Eekardt  Beck  boasted 
to  a  business  magazine:  "Govern- 
ment is  a  good  training  program  for 
executives."  Perhaps  he  meant  the 
part  Of  the  program  where  you  learn 
to  believe  rosy  financial  projections, 
and  to  spend  other  people's  money  on 
unworkable  schemes.  ■■ 


Paging  is  a  commodity.  Can  Mtel  differentiate  itself 
with  premium  services  at  premium  prices? 

Beep!  Beep! 


By  Matt  Walsh 

The  paging  business  is  bursting  at 
the  seams.  The  people  who  provide 
wireless,  one-way  messaging  service 
had  8  million  beepers  in  use  in  the 
U.S.  five  years  ago.  By  year-end  1994 
there  will  be  24  million;  probably  34 
million  by  1998.  Paging  revenues  this 
year  could  hit  $3  billion. 

Why  so?  Americans  increasingly 
want  to  be  in  constant  touch  with 
work  or  home.  At  the  same  time, 
pagers  have  some  advantages  over 
cellular  phones.  They're  smaller,  their 
batteries  last  longer,  signals  have  bet- 
ter reach,  their  capabilities  are  ex- 
panding, and  they  are  cheap.  An  aver- 
age monthly  local  beeper  service  costs 
$10,  versus  $67  for  cellular. 

Fighting  hard  for  the  business  are  a 
dozen  public  companies,  including 
Paging  Network,  Dial  Page,  McCaw 
Cellular  Communications  and  Met- 
rocall.  By  competing  heavily  on  price, 
these  12  have  grabbed  at  least  40%  of 
the  paging  market. 


No  phone  jack  needed 
Use  your  laptop,  your  notebook 
computer,  praise  two-way 
wireless  communications. 


But  here's  relatively  small  (199: 
revenues,  $130  million)  Jackson 
Miss. -based  Mobile  Telecommunica 
tion  Technologies  Corp.  (Mtel) 
which  is  playing  the  game  differently 
and  blithely  charging  a  third  mow 
than  its  nationwide  competitors.  Mte 
Chief  Executive  Officer  John  Palmei 
doesn't  think  like  his  competitors 
They  view  paging  as  a  commodity 
service,  sold  almost  entirely  on  price 
Palmer  sees  paging  becoming  an  evei 
more  segmented  industry,  with  beep 
er  services  catering  to  different  niches 

Mom  who  needs  to  beep  a  kid  ai 
Boy  Scouts  or  alert  a  babysitter  needj 
only  limited  local  service.  Executive 
of  businesses,  however,  often  want  tc 
beep  people  on  different  coasts  anc 
deliver  more  complex  messages 
Palmer  wants  the  latter  niche.  He 
thinks  it's  less  price-conscious. 

Thus,  since  he  started  Mtel  ir 
1987,  Palmer  has  ignored  the  loca 
paging  business  and  focused  on  na 
tionwide  paging  through  its  SkyTe 
Corp.  subsidiary.  Mtel  is  the  domi 
nant  provider  of  nationwide  paging 
with  333,700  Sky  Tel  subscribers  ir 
the  U.S.,  75%  of  the  nationwide  pag 
ing  market. 

But  now  Skytel's  choke  on  thai 
market  is  being  challenged.  Riva 
pagers  have  patched  together  trans- 
mitting towers  to  offer  nationwide 
service.  Plus,  the  Federal  Communi 
cations  Commission  plans  to  auctioi 
off  ten  more  nationwide  wireless  mes 
saging  licenses  this  summer.  So  with 
competition  increasing,  Palmer  anc 
his'  senior  executives  revised  Mtel': 
strategy. 

In  January  Palmer  cut  the  price  o 
SkyTel's  basic  paging  (numeric  mes 
sage)  service  from  $69  to  $39  i 
month.  In  part  that  was  a  response  tc 
rival  Paging  Network,  which  twe 
months  earlier  introduced  nation 
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lou're  investing 
on  your  own. 
Can  you  still 
tap  into  the  best 
information 
and  advice? 


Today,  many  investors  are  making  their  own  decisions.  Not  the  least  of  which  is 
deciding  whose  information  to  base  them  on.  An  opportune  time  to  consider  private 
banking  at  Morgan.  Where  you'll  have  access  to  the  same  global  resources  as  our 
institutional  investors.  The  same  research.  Private  investments.  Securities  and 
safekeeping  services.  Feedback  you  can  rely  on.  Objectivity  you  can  rely  on.  And  being 
on  your  own,  something  you're  apt  to  appreciate:  a  relationship  you  can  rely  on.  If  you 
actively  manage  your  own  investment  portfolio  of  $5  million  or  more,  call  Richard 
B.  Jones  at  (213)  489-9339  or  call  George  W.  Rowe  at  I  O  TV/IV^ »» (Y O  n 
(415)  954-3200,  J.P.Morgan  California.  Private  Banking  J  1     VI O  I  Jiclll 

New  York,  Wilmington,  Del.,  Palm  Beach,  Los  Angeles,  San  Francisco,  Brussels,  Frankfurt,  London,  Madnd,  Milan,  Nassau,  Paris,  Geneva.  Zunch,  Hong  Kong,  Singapore,  Tokyo 


Before  you  select  a  luxury  car, 

Infiniti  suggests  you 
consider  another  point  of  view. 


fnfiniti  Division  of  Ni$ean  Motor  Corporation  U.S.A. 


You're  looking  at  jour  of  the  most  important  parts 
of  the  Infiniti  Q4S.  Or  of  any  car,  for  that  matter. 
They're  the  four  contact  patches  between  your  tires 
an  J  the  road's  surface.  The  better  the  contact  you  have, 
the  more  stability,  the  more  control  That's  why  much 
of  our  engineering  went  into  suspension  innovations. 

Our  patented  multi-link  system,  for  example, 
maintains  tenacious  contact  by  helping  to  keep  the 
tires  nearly  vertical  to  the  road.  And  the  Full-Active 
Suspension "  System  on  our  Q45a,  the  first  and  only 
one  on  a  production  car,  doesn't  simply  dampen  road 
irregularities,  but  hydraulically  reacts  and  adjusts  to 
them,  for  a  superior  ride.  This  also  helps  minimize 
body  roll  and  front-end  dive  while  maintaining  more 
equal  weight  distribution  on  all  four  tires. 

e  way  we  see  it,  if  you're  going  to  build  a  true 
world-class  luxury  car,  you  just  can't  do  things  the  way 
they've  always  been  done.  To  discover  some  of  the  oth- 
er lengths  we've  gone  to  in  living  up  to  this  philosophy, 
feel  free  to  callus  at  1-800-356-8636. 

Of  course  a  Guest  Drive  at  your  Infiniti  Dealer 
will  allow  you  to  experience  the  Q45  from  the  most 
impressive  perspective  of  all.  The  seat  of  your  pants. 

Its  everything  that's  possi 
INFINITI® 


The  paging  business 


Mtel's 

chief  executive, 
John  Palmer 
Visions  of 
a  segmented 
industry  with 
an  array  of 
market  niches. 


wide  paging  service  at  $29  a  month. 

On  the  day  of  Palmer's  announce- 
ment, Mtel's  stock  fell,  from  26Vs  to 
I6V2;  it  has  since  recovered  only 
slightly,  to  193/8.  Palmer  insists  Wall 
Street  overreacted.  He  argues  that 
SkyTel  can  preserve  its  premium  posi- 
tion by  offering  new  services. 

Starting  next  summer  Mtel  will  in- 
troduce the  first  nationwide,  two-way 
wireless  communication  network, 
known  as  Destineer  Corp.  Heretofore 
most  pager  customers  have  sub- 
scribed to  services  that  transmit  a 
short  voice  or  numeric  message.  More 
recendy,  pagers  have  expanded  to  al- 
phanumeric messaging,  allowing  up 
to  240  characters  at  a  time. 

The  new  Destineer  will  allow  pager 
carriers  to  return  acknowledgment 
messages  and  enable  senders  and  re- 
ceivers to  transmit  E-mail  and  full  text 
and  data  back  and  forth — without 
using  a  telephone  line. 
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This  could  offer  considerable  flexi- 
bility to  traveling  executives.  Laptops 
and  notebook  computers  won't  have 
to  be  plugged  into  a  phone  jack  or 
electrical  outlet.  You  simply  insert  a 
small  card  or  disk  that  will  serve  as  a 
wireless  modem. 

Mtel  is  in  a  joint  venture  with  Mi- 
crosoft Corp.  and  its  founders,  Bill 
Gates  and  Paul  Allen,  to  develop  and 
market  Destineer  software.  Mtel  is 
investing  $100  million,  Microsoft 
$30  million.  Gates  and  Allen  each 
have  put  up  $10  million.  Tony  Rob- 
ertson of  Alex.  Brown  &  Sons  thinks 
Destineer  will  generate  24%  of  Mtel's 
revenues  and  13.5%  of  operating  in- 
come by  1997. 

To  get  ready  for  Destineer,  and 
enhance  SkyTel's  appeal  to  the  corpo- 
rate market,  Palmer  has  overhauled 
his  sales  efforts.  Sales  reps  are  being 
trained  to  explain  how  wireless  ser- 
vices can  improve  efficiency  for  differ- 


ent businesses,  such  as  banking  anc 
manufacturing.  It  will  no  longer  reli 
on  local-market  resellers  and  whole 
salers  for  60%  of  SkyTel's  new  sub 
scribers.  Since  September  Palme 
nearly  doubled  SkyTel's  corporate 
accounts  sales  force,  from  80  to  150 

Last  year  Mtel  made  40  cents  ; 
share,  but  this  year  it  will  probabh 
show  a  loss  of  45  cents  to  55  cents  ; 
share.  Blame  the  stepped-up  market 
ing  and  international  startup  costs) 
There  are  signs,  however,  that  in  thi 
longer  run  Palmer's  strategy  may  sue 
ceed.  SkyTel  added  a  record  31,60C 
new  U.S.  subscribers  in  the  seconc 
quarter,  32%  greater  than  in  any  previ 
ous  quarter. 

"I  felt  pretty  good  about  that  deci 
sion  when  I  made  it,"  Palmer  says  o 
Mtel's  January  price  cuts.  "I  feej 
much  more  comfortable  about  it  to 
day."  Now — if  he  can  just  persuade 
investors  that  he's  right.  I 
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Critically  acclaimed. 
Now  available  on  video. 


"Did  you  ever  wonder  what  car  sent  the  Germans 
scrambling  to  produce  V8-powered  sedans  such 
as  the  Mercedes-Benz  400E  and  BMW 740i? 
Look  no  further  than  the  Infiniti  Q45." 

Road  &  Track,  1993 


"You  know  you're  in  one 
of  the  world's  best  cars 
shortly  after  you  turn  the 
key  in  the  Infiniti  Q45t" 

Dick  Williamson 
Rocky  Mountain  News 
September  22,  1993 


Complete  Car  Buyer's  Guid 


"The  278-horsepower,  32-valve  4.5-liter 
V8  always  feels  like  a  living  thing  under- 
foot. It  purrs  like  a  cat  among  mice  if  you 
stroke  it,  and  yowls  when  you  toe  it  hard." 

Car  and  Driver 
July  1993 


"This  luxury  sedan  does 
the  best  job  of  working 
the  luxury  and  sport 
sides  of  the  street" 

Road&  Track 
June  1992 


Built  to  tolerances  of  .001  inch.  State-of-the- 
art  construction  an  J  design.  Full  spectrum  sound. 

And  were  just  talking  about  our  video.  Which, 
by  no  mere  coincidence,  is  the  ideal  way  to  b  ecome 
acquainted  with  a  luxury  sedan  that  has  received 
enthusiastic  "thumbs  up"  from  critics  and  drivers 
alike:  The  Infiniti  Q451 

To  receive  a  copy  of  our  video,  or  to  arrange  for 
a  Guest  Drive,  simply  call  our  toll-free  number. 

Who  knows  ?  It  could  be  the  one  time  you  and 
the  critics  find  yourselves  in  complete  agreement. 

1-800-458-8517 

It's  everything  that's  possi  hie. 


'  1994  Infiniti  Di  vision  of  Nissan  Motor  Corporation  U.S.A. 


The  current  wave  of  immigration  is  accompanied  by— 
and  partly  causing— a  large  wave  of  internal  migration, 

Al  Gore's 
lousy  Latin 


By  Peter  Brimelow 

E  pluribus  unum — "out  of  one, 
many."  Er — many?  Few  pundits 
bothered  to  note  that  Vice  President 
Al  Gore  got  the  meaning  of  the  U.S. 
Great  Seal  motto  exactly  inverted 
while  extolling  ethnic  tolerance  in  a 
speech  earlier  this  year.  Real  meaning: 
Out  of  many,  one. 

Obviously,  the  Quayle-hunting 
season  is  over. 

Still,  maybe  Gore  got  it  right  after 
all.  According  to  University  of  Michi- 
gan demographer  William  H.  Frey, 
the  1990  census  shows  clearly  that 
international  immigration  and  inter- 
nal migration  are  resulting  in  a  spon- 
taneous phenomenon  of  racial  self- 
sorting  in  the  U.S.  (see  map).  Only  in 
a  few  big  cities,  like  New  York  and  Los 
Angeles,  are  all  racial  groups  present 
in  force. 

Individuals  of  every  race,  of  course, 
can  be  found  anywhere.  But  Frey 
thinks  the  U.S.  may  be  on  its  way  to 
becoming  a  collection  of  several  quite 
different  societies,  at  least  in  terms  of 
their  racial  makeup.  This  is  in  sharp 
contrast  to  1900,  when  the  U.S.  was 
white,  with  a  black  minority  that  was 
still  virtually  confined  to  the  South 
(see  inset). 

If  anything,  our  map  understates 
the  phenomenon. 

We  show  as  purple,  orange  and 
green  the  counties  where  blacks,  His- 
panics  and  Asians,  respectively,  are 
concentrated  in  excess  of  their  nation- 
al average.  But  within  these  areas, 
concentrations  go  much  higher. 

Thus  there  are  currently  89  coun- 
ties that  are  more  than  half  black.  Top 
black  concentration:  Jefferson  Coun- 
ty, in  southwest  Mississippi,  which 
has  86.2%. 

There  are  45  counties  that  are  over 


half  Hispanic.  Top  Hispanic  concer 
tration:  Starr  County,  on  the  soutj 
Texas  border,  with  97.2%. 

Five  counties  in  Hawaii  are  ove 
half  "Asian"  (a  census  category  th^ 
includes  Pacific  Islanders,  probabl 
why  some  Alaskan  counties  appear  oi 
our  map).  The  top  mainland  Asia: 
concentration:  San  Francisco  Coun 
ty,  with  29.1%. 

Much  of  the  U.S.  interior  remain 
more  than  95%  white.  Top  concentra 
tion:  four  counties  in  West  Virginia 
South  Dakota  and  Nebraska,  at  99.8'; 
white.  Most  of  the  gray  area  on  ou 


E  pluribus  what? 


75%  of  all 
immigrants 
go  to  6  states 


Share  of  population  (%) 

White  95%+ 

■  Black  12.1%+  " 

Hispanic  9%+ 

■  Asian  2.9%+ 

* 

Asian/Hispanic 

!5!  Hispanic/Black  _ 

■k  Above  national  average 

Source:  William  H.  Frey.  from  U.S.  census  data 
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map  means  whites  there  exceed  their 
75%  national  average. 

Racial  self-sorting  is  being  exacer- 
bated by  minority  immigration  un- 
leashed by  the  1965  immigration  re- 
form. Only  15%  of  the  6  million  legal 
immigrants  to  the  U.S.  in  the  1980s 
came  from  Europe  or  Canada;  45% 
came  from  Asia;  38%  from  Latin 
America. 

These  new  Americans  tend  to  stick 
together.  Three-quarters  of  all  immi- 
grants go  to  six  states:  California, 
Texas,  Illinois,  Florida,  New  York, 
New  Jersey. 


"And  now,  for  the  first  time,  we're 
also  seeing  native-born  Americans 
leaving  whole  regions,"  says  Frey. 

Thus  native-born  blacks  and 
whites,  especially  the  less  educated, 
left  California  in  the  1980s,  more 
than  replaced  by  immigrants  and 
U.S. -resident  Asians,  who  gravitate  to 
California  from  wherever  they  first 
settled.  (Similarly,  Cubans  have  con- 
verged on  Miami  despite  efforts  to 
disperse  them  through  the  country.) 

Whites  from  California  mostly  went 
north  and  east.  Blacks  are  moving 
south,  particularly  to  the  black  mid- 


dle-class meccas  of  Atlanta  and  Wash- 
ington, D.C.  Everyone  went  to  Flori- 
da— but  to  racially  distinct  regions. 

Of  course,  immigrants  have  formed 
enclaves  before.  "What's  new,"  says 
demographer  Frey,  "is  the  scale.  The 
immigrant  flow  is  relatively  larger  and 
has  lasted  longer.  What's  also  new  is 
that  with  today's  easy  mobility,  it's 
easier  for  native-born  Americans  who 
don't  like  living  among  the  newer 
groups  to  flee  into  their  own  enclaves. 
We  seem  to  be  seeing  the  beginning 
of  a  flight  from  diversity." 

What  was  that  Al  Gore  said?  B 


1900: 

sole  minority;  1 

nigration  to 

f  North  and  West. 


0 
O 

© 


Whites  leave  Bay  Area, 
Southern  California, 
heading  north  and  east. 


Blacks  leave  California, 
especially  for  South. 


US-resident  Asians 
move  to  California  from 
rest  of  country. 

Whites  leave  Texas. 


©Blacks  leave  Rust  Belt, 
especially  for  South. 

©Whites  leave 
New  York  City. 
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The  market's  vague  uneasiness  about  the  future 

of  municipal  bond  insurers  has  made  their  stocks  cheap. 

Muni  anxiety 


By  Amy  Feldman 

A  SMART  banker  lends  money  only  to 
people  who  can  prove  they  don't  need 
it.  And  a  smart  bond  insurer  guaran- 
tees only  the  bonds  of  issuers  that 
aren't  going  to  default. 

On  that  basis  MBIA  Inc. — parent  of 
municipal  bond  guarantor  Municipal 
Bond  Investors  Assurance  Corp. — is  a 
smart  company.  So  far,  in  its  20-year 
existence,  MBIA  has  hauled  in  around 
$2.3  billion  in  insurance  premiums 
for  guaranteeing  the  interest  and 
principal  payments  on  tax-exempt 
bonds.  And  it  has  had  to  make  good 
only  two  busted  bonds,  a  $30  million 
issue  by  Sacred  Heart  Hospital  in 
Norristown,  Pa.  and  a  $12  million 
Eureka,  Mo.  housing  issue  backed  by 
an  Executive  Life  guaranteed  invest- 
ment contract. 

mbia's  two  largest  competitors  are 
Ambac,  which  is  also  publicly  traded, 
and  Financial  Guaranty  Insurance 
Co.,  which  is  part  of  General  Electric. 
The  three  account  for  90%  of  the 
muni  bond  insurance  market.  When 
they  guarantee  a  bond  that  would 
otherwise  have  been  of  less  than  tri- 
ple-A  quality,  the  issuer  can  float  the 
bond  at  a  lower  interest  rate.  The 
bond  insurer  splits  the  saving  with  the 


issuer — taking  the  lion's  share  if  the 
issuer  is  a  particularly  weak  credit. 

In  May,  for  example,  MBIA  insured  a 
20-year  serial  issue  by  Canyon  Coun- 
ty, Idaho  totaling  $35  million.  With- 
out MBIA  standing  behind  them,  the 
bonds  would  have  been  rated  a  Moo- 
dy's Baa  and — so  claims  MBIA — would 
have  cost  the  county  an  average  6.34% 
in  interest.  With  the  mbia  guarantee, 
they  were  rated  Aaa  and  cost  only 
5.89%.  The  underwriters  absorbed 
mbia's  $186,600  premium,  equiva- 
lent to  four  basis  points. 

But  people  are  uneasy  these  days 
about  the  muni  market,  spooked  per- 
haps by  declining  ratings  for  states  like 


New  York  and  California.  Like  the 
shares  of  other  publicly  traded  bond 
guarantors,  mbia's  are  dirt  cheap  (j 
table).  They  were  recently  going  foij 
10  times  the  $5.96  in  trailing  earn 
ings,  about  half  the  market's  multiple] 

Certainly  the  business  is  highly  le- 
veraged. The  muni  bond  guaranty 
industry'  had  $345  billion  of  exposure 
(measured  in  par  value  of  the  bonds 
guaranteed)  at  year-end  1993.  To 
cover  that  exposure,  it  has  but  S5 
billion  of  equity  capital.  A  wave  of  big 
defaults  would  cut  deeply  into  that 
cushion.  Thus  far,  the  worst  muni 
default  occurred  in  1983  when  tax 
payers  in  Washington  welshed  ori 
some  contracts  backing  the  Washing 
ton  Public  Power  Supply  System, 
known  as  Whoops.  The  default  affect 
ed  $2.25  billion  worth  of  bonds.  Am-j 
bac  had  guaranteed  a  small  piece  and 
is  expected  to  pay  out  $30  million  irj 
principal  and  interest. 

Could  there  be  a  wave  of  sucH 
defaults?  Weiss  Research,  a  West  Palm 
Beach,  Fla.  insurance  industry  Cas- 
sandra, takes  a  predictably  pessimistic 
view  of  bond  insurers.  "The  entire 
industry  is  untested  and  has  nevefl 
experienced  a  recession  with  a  high 


Risk  aversion 


Company 

Bonds 

Premiums 

Premiums 

Investment 

Net 

Earnings 

Recent 

P/E 

insured 

written 

earned 

income 

income 

per 

price 

— ($million) — 

share 

Ambac 

$78,676 

$282 

$152 

$115 

$179 

$5.08 

40 

8 

Capital  Guaranty 

6,861 

17 

19 

15 

18 

2.01 

W* 

8 

Financial  Security  Assurance  Holdings 

24,659 

65 

63 

48 

661 

2.571 

21V2 

8 

MBIA 

141,387 

432 

231 

179 

259 

6.10 

58% 

9 

Bonds  insured  measured  by  par  value  outstanding  as  of  year-end  1993.  Income  figures  are  for  most  recent  fiscal  year.  Ail  figures  net  of  reinsurance, 
nonrecurring  charges  of  $191  million,  or  $8.01  per  share,  for  restructuring,  elimination  of  commercial  real  estate  exposure  and  writeoff  of  goodwill. 

Sources-.  Fitch  Investors  Service;  Forbes. 

Shun  suretyship,  advised  the  oracle  at  Delphi— advice  Wall  Street 
has  taken  to  heart.  It  doesn't  like  any  of  these  bond  guarantors, 
all  trading  at  half  the  market's  average  multiple. 


'Before 
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default  rate,"  says  Ted  Brownstein, 
Weiss'  insurance  ratings  director. 

That  seems  remote,  but  the  risk  of 
Mice  wars  is  more  immediate.  Com- 
petition, especially  for  low-risk  issu- 
es— that  is,  the  most  desirable  cli- 
ents— has  driven  down  premium  lev- 
els over  the  past  six  months,  says  Mark 
H.S.  Cohen,  an  analyst  at  Fitch  Inves- 
:ors  Service.  But  as  interest  rates  rise, 
illowing  issuers  to  save  an  additional 
imount  in  interest  costs  with  the 
ligher  rating,  those  premiums  could 
pegiu  to  move  back  up. 

Another  uncertainty  hanging  over 
he  stocks  is  an  expectation  that  earn- 
ngs  growth  this  year  will  be  down 
Tom  last  year's  plush  results.  This 
ihort-term  earnings  weakness  has  its 
genesis  in  an  accounting  quirk. 

Here's  how  the  accounting  works. 
\lthough  the  premium  is  typically 
5aid  up  front  in  cash — and  is  nonre- 
iindable — the  insurer  is  required  to 
)ook  the  income  (and  related  ex- 
penses) over  the  life  of  the  bond. 
When  a  bond  is  redeemed  early  in  a 
efunding,  the  insurer  takes  into  in- 
come, in  a  lump  sum,  the  balance  of 
he  deferred  premium  income.  Last 
''ear  brought  a  bumper  crop  of  early 
edemptions,  thus  causing  a  bulge  in 
earnings.  These  lump  sums  account- 
[d  for  37%  of  mbia's  $231  million  in 
)remiums  earned  last  year  and  19%  of 
>259  million  in  net  income. 
!  As  against  these  relatively  mild  un- 
certainties, it  appears  that  bond  insur- 
ers are,  if  anything,  more  profitable 
han  their  reported  earnings  suggest. 
Last  year,  when  mbia  was  reporting 
5231  million  of  earned  premiums,  it 
n  fact  hauled  in  $432  million  in  new 
>remiums,  not  counting  what  it  ced- 
id  to  reinsurers  that  shared  the  risks, 
rhe  $201  million  difference  went 
pto  a  honey  pot  called  "unearned 
>remium  reserve,"  boosting  the  re- 
erve  to  $1 .5  billion,  mbia  invests  that 
eserve  and  pockets  the  income. 

No  one  knows  how  much  of  the 
i432  million  will  be  lost  in  claims 
omeday.  But  if  MBIA  can  keep  up  the 
ind  of  loss  record  it  has  had  to  date, 
laims  will  be  a  small  fraction  of  pre  - 
nium  income.  If  refundings  vanish 
his  year,  it  will  depress  this  year's 
eported  earnings  but  leave  that  much 
nore  income  to  show  up  in  later 
ears.  For  the  long  term,  this  remains 
n  extremely  profitable  business.  Sffi 


Skeptics  wondered  how  a  man  from  the  personnel 
department  could  run  an  oil  company,  but  Arco's 
new  chief  executive  is  off  to  a  promising  start. 

Good-bye,  Alaska 


By  Toni  Mack 

Mike  Bowlin  became  chief  executive 
of  Atlantic  Richfield  Co.  on  July  1, 
succeeding  66 -year- old  Lodwrick 
Cook  (who  remains  chairman).  The 
promotion  puzzled  lots  of  folks  both 
inside  and  outside  Arco.  Bowlin,  now 
5 1 ,  joined  Arco  out  of  business  school 
in  1969  and  spent  his  first  13  years  in 
the  personnel  department.  His  big- 
gest operating  job  before  jumping  up 
to  chief  executive  was  running  Arco 
International  from  1987  to  1992. 
Arco  International  may  be  important 
to  Arco's  future,  but  it  now  accounts 
for  barely  10%  of  Arco's  asset  base. 
How,  wondered  the  skeptics,  could 


a  fellow  from  the  personnel  depart- 
ment with  relatively  little  hands-on 
operating  experience  rise  to  the  top  of 
a  major  oil  company?  Snipes  one  for- 
mer executive  who  worked  closely 
with  Bowlin:  c'Mike  got  where  he  is 
by  clean  living." 

But  Cook  had  his  reasons  for  pro- 
moting Bowlin.  With  $18.5  billion  in 
annual  revenues,  Arco  is  a  big  compa- 
ny with  a  serious  problem.  The  assets 
that  built  Arco  into  a  major  produc- 
er— its  giant  reserves  in  Alaska's  Prud- 
hoe  Bay — are  depleting.  Alaska  still 
accounts  for  61%  of  Arco's  oil  output, 
but  production  there  has  slumped 


Mike  Bowlin, 
Arco's  new 
chief  executive 
"People  will 
work  hard  and 
smart  when  it's 
in  their  best 
interests  to." 
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14%  since  1988  and  will  probably  fall 
another  12%  by  1997.  Cook  spent 
over  $400  million  to  try  to  replace 
those  reserves,  without  success. 

As  Alaskan  production  has  faltered 
and  oil  prices  have  sagged,  Arco's 
operating  earnings  have  collapsed 
from  around  $2  billion  in  1990  to  just 
over  $800  million  ($5.01  a  share)  last 
year.  Nonrecurring  charges  knocked 
last  year's  net  to  $269  million. 

The  challenge  facing  Arco,  then,  is 
how  to  redeploy  its  resources  toward 
more  promising  parts  of  the  oil  world. 
By  putting  Mike  Bowlin  in  charge, 
Lod  Cook  is  betting  this  is  a  job  not  so 
much  for  an  executive  with  oil  under 
his  fingernails  as  for  a  strategist  with  a 
knack  for  combining  human  and  fi- 
nancial capital.  As  Bowlin  puts  it: 

"In  human  resources  you  learn 
how  to  put  the  right  people  in  the 
right  job  and  give  them  the  right 
incentives.  Then  they'll  work  hard 
and  smart  because  it's  in  their  best 
interests  to." 

Bowlin  and  Cook  can  point  to 
some  solid  achievements  as  they  turn 
their  attention  from  Alaska.  Last  Oc- 
tober, for  example,  they  split  Arco's 
production  operations  in  the  lower  48 
states  into  four  pieces.  In  June  they 
sold  18%  of  the  biggest  piece — Hous- 
ton-based Vastar  Resources,  a  $1.5 
billion  (1993  revenues)  natural  gas 
producer — to  the  public  for  $483 
million.  The  82%  of  Vastar  that  Arco 
kept  is  currently  worth  $2.2  billion, 
13%  of  Arco's  entire  valuation.  Yet 
Vastar  accounts  for  less  than  10%  of 
Arco's  revenues  and  6%  of  its  assets. 
The  move,  in  short,  brought  to  the 
surface  value  that  had  not  been  fully 
appreciated  by  most  Arco  watchers. 

Vastar  Chief  Executive  Michael 
Wiley,  43,  and  Vastar's  other  workers 
have  plenty  of  incentive  to  increase 
Vastar's  value.  Their  compensation  is 
tied  to  explicit  goals,  like  adding  to 
the  company's  reserves  and  reducing 
production  costs.  To  fatten  their  pay- 
checks, workers  have  rescheduled 
boat  and  helicopter  trips  to  Gulf  of 
Mexico  platforms  to  save  $2  million  a 
year.  Consolidating  offshore  services 
like  construction  and  catering  at  just 
one  field  will  cut  $1  million  more. 

"You  can  see  charts  hanging  on 
people's  walls — they're  monitoring 
their  progress,"  reports  Wiley,  whose 
Vastar  stock  and  options  make  up 
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Vastar  Resources'  Michael  Wiley 

Why  his  Bloomberg  makes  a  difference. 


much  of  his  net  worth.  "I  have  a 
Bloomberg  [stock  quote  machine]  on 
my  desk  now  that  I  didn't  have  be- 
fore." The  men  who  run  the  other 
three  Lower  48  companies  were  given 
similar  freedom  and  incentives. 

Arco's  Lower  48  units  are  now 
pulling  the  company's  production 
operations  through  a  difficult  patch. 
In  1994's  first  half,  Arco  earned  about 
$127  million  from  the  Lower  48, 
triple  the  roughly  $40  million  Arco 
pulled  in  from  Alaskan  and  overseas 
operations  (after  net  writeoffs  of  $38 
million).  S.G.  Warburg  oil  analyst 
Mary  Quinn  has  studied  Arco  closely. 
By  1997  Quinn  expects  the  Lower  48 
operations  to  be  churning  out  more 
cash  than  any  other  segment  of  Arco, 
up  by  nearly  60%  over  1993. 

Bowlin  should  also  be  able  to  re- 
port a  turnaround  soon  at  Arco's 
gasoline -refining  and  chemical  divi- 
sions, where  operating  earnings  have 
tumbled  by  a  third,  from  $790  million 
in  1990.  Demand  and  prices  are  up, 
and  about  two-thirds  of  the  $500 
million  Arco  must  spend  to  meet  new 
environmental  rules  is  now  behind  it. 

Bowlin's  stint  at  Arco  International 


should  benefit  Arco  as  it  venture!] 
overseas — mainly,  so  far,  to  the  North  1 
Sea,  China  and  Indonesia.  For  exam-  I 
pie,  Arco  has  34%  of  a  $1.2  billion  I 
project  to  develop  natural  gas  at  tin} 
Yacheng  field  near  Hainan  Island  in 
the  South  China  Sea  and  pipe  it  to  a 
Hong  Kong  power  plant.  "We've  ac- 
quired two  [exploration]  blocks  neai 
Yacheng,"  notes  Bowlin.  "The  pipe- 
line's there,  the  market's  there,  so  h 
we  find  more  gas,  it  will  be  an  exciting 
play." 

As  at  most  companies  these  days 
costs  are  under  the  microscope  at 
Arco.  By  the  end  of  1995  Cook  anc 
Bowlin  will  have  cut  Arco's  total  work 
force  by  17%,  boosting  revenues  pej 
employee  to  roughly  $840,000,  froir 
$678,000  in  1990.  By  comparison 
revenues  per  worker  were  $470, 50C 
last  year  at  Unocal,  $547,000  ai 
Amoco  and  $675,000  at  Chevron 
Bowlin  expects  Arco's  cost-cutting  tc 
save  the  company  $400  million  a  yeai 
after  taxes. 

By  1997  Warburg  analyst  Marj| 
Quinn  figures  Arco  will  be  generating 
nearly  $1  billion  more  cash  than  ii 
needs  to  meet  its  cash  expenses- 
capital  spending,  taxes,  dividends  anc 
the  rest.  That  $l-billion-a-year  cush 
ion  works  out  to  more  than  $6  pej 
Arco  share.  Compare  that  with  lasi 
year,  when  Arco  failed  to  earn  it! 
$5.50  dividend.  Investors,  worriec 
that  falling  reserves  and  low  oil  price; 
would  prompt  Cook  to  cut  the  divi 
dend,  pushed  Arco's  stock  down  tc 
92V2  in  April.  When  oil  prices  recov 
ered  and  the  dividend  emerged  un 
scathed,  the  stock  rebounded  to  s 
recent  107  a  share.  Quinn  thinks  the 
stock  is  worth  135  a  share. 

In  reshaping  Arco  for  the  balance 
of  the  1990s,  Bowlin  will  have  plenty 
of  financial  resources  to  work  with 
After  a  pending  $1  billion  bond  sale 
Arco  will  have  more  than  $4  billion  it] 
cash.  To  deploy  the  cash,  Bowlin  say* 
he  is  thinking  about  repurchasing 
Arco  shares,  acquiring  oil  and  ga: 
reserves  and  increasing  Arco's  over 
seas  investments.  For  example,  Arco  i; 
now  negotiating  a  $1 .3  billion  deal  tc 
develop  Algerian  oil  and  talking  to  tht 
Chinese  about  refinery  and  powei 
plant  projects. 

"We'll  be  patient,"  says  Bowlin  oi 
his  plans  for  Arco's  cash.  "I  don't  si 
up  nights  worrying  about  it."  ■ 
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Why  Settle  For  Being  Merely  Effective 
When  You  Could  Be  Insanely  Awesome? 


Introducing  Z-NOTEFLEX; 
The  Ultimate  Multimedia  Presenter. 


Loosen  your  tie,  and  get 
ready  to  bring  down  the  house. 
With  Z-NOTEFLEX,  Zenith 
Data  Systems'  new  multi- 
jL  media  showstopper. 

Built  around  a  powerful 
notebook,  the  Z-NOTEFLEX 
system  lets  you  take  the  show 
on  the  road,  and  carry  it  around 
in  your  hand.  With  sharp, 
colorful  video  and  stereo 
sound,  your  business  pre- 
sentations are  sure  to  get 
attention.  Detaching  the 
LCD  display  and  placing  it 
f    in  front  of  your  viewers  will 
have  an  even  greater  impact: 
And  the  Z-NOTEFLEX's 
I  modular  components  offer 
you  a  wide  range  of  system 
enhancements,  multi- 
media capabilities  and 
peripheral  solutions.  So  you 
custom  order  the  features  you 
want  today,  then  upgrade 
when  you're  ready. 


Z-NOTEFLEX 
up  to 

lntelDX4~  75MHz  processor 
16-bit  business  audio 
active-matrix.  256-color 
LCD  display 

FLEXSITE 
LCD  display  stand 

FLEXBAY 
battery  charging  bay 
floppy  drive  bay 

FLEXDOCK 
enhanced  port  replicator 
two  type-Ill  PCMCIA  slots 
networking  module 

FLEXSHOW" 
double-speed  CD-ROM  drive 
amplified  stereo  speakers 
two  type-Ill  PCMCIA  sbts 
integrated  power  supply 


raPCz 


'pyrign!  O  1W4  Zenith  Data  Systems  Corporation  Zenith 
trademarks  ol  Zenith  Data  Systems  Corporation  MPC2 

of  Intel  Corporation  'With  the  optional  FLEXSITE  video  stand  "FLEXSHOW 


ems  Corporation  is  a  Bull  company  Z-NOTEFLEX  an<)  "M  tk«  rhe  Connection'" 
>n  mark  is  owned  by  the  Multimedia  PC  Marketing  Couru  it  Ire  lntelDX4  is  a 

requires  AC  power  Speciiicatii  i  ul  jeel  to  change 


Multimedia  PC 

Your  audience  wants  something  worth 
watching.  And  the  Z-NOTEFLEX  delivers. 
Make  that  connection,  and  you  could  be  an 
overnight  success. 

Call  us  for  the  awesome  details. 
1-800-289-1322,  Ext.  5123 

Zenith 

DATA  SYSTEMS 

MAKE  THE  CONNECTION 


Asset  Based  Finance  •  Asset  Securitization  •  Foreign  Exchange  •  International  Trade  Financ 

Leasing  •  Municipal  Securities  Underwriting  •  Private  Placements 
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Merger  and  Acquisition  Advisory  Services  • 
'ublic  Finance  •  Risk  Management  Products  • 


Mezzanine  and  Equity  Capital  •  Money  Market  Investments 
Structured  Finance  •  Syndicated  Loans 


Cutting  the  defense  budget  makes  sense  in  a  post-Soviet  world, 
but  cutting  guns  to  buy  pork  does  not  make  sense. 

Parkinson's  Law 
revisited 


By  Howard  Banks 

In  1938,  when  Great  Britain  still 
ruled  the  waves,  the  Royal  Navy 
eounted  308  ships  on  its  active  roster, 
supported  by  11,270  Admiralty  offi- 
cials and  clerical  staff.  Thirty  years 
later  a  shrunken  British  navy  was 
down  to  just  114  ships,  but  overhead 
had  shot  up.  While  the  number  of 
ships  had  dwindled  by  more  than 
60%,  the  brass  hats  and  pen-pushers 
had  increased  nearly  threefold  to 
33,574.  In  its  glory  days  the  Royal 
Navy  needed  just  37  desk  sailors  per 
ship;  in  its  decline  it  required  295. 

Thank  you,  C.  Nortlicote  Parkin- 
son, for  the  above  numbers.  Too  bad 
you're  not  around  to  apply  Parkin- 
son's Law  to  the  declining  U.S.  mili- 
tary establishment.  You  would  find 
perhaps  an  even  more  dramatic  exam- 
ple of  how  a  shrinking  establishment 
cuts  muscle  while  preserving  fat. 

In  its  reluctant  but  inescapable  role 
as  world  policeman,  the  U.S.  may 
soon  have  reason  to  regret  its  submis- 
sion to  Parkinson's  Law.  If,  to  para- 
phrase military  strategy  expert  Karl 
von  Clausewitz,  strong  diplomacy  re- 
quires backing  by  military  strength, 
the  U.S.  is  headed  for  a  dangerous 
year  in  1995  and  a  risky  runup  to  the 
millennium.  U.S.  troops  are  already 
involved  to  some  degree  in  Rwanda, 
Somalia,  Bosnia,  Haiti  and  both 
northern  and  southern  Iraq.  At  the 
same  time,  the  U.S.  cannot  rule  out 
the  possibility  of  military  challenges  in 
Korea  and  the  Persian  Gulf. 

The  problem  is  not  so  much  the 
shrunken  defense  budget  as  the  way  it 
is  being  spent.  It's  Parkinson's  Law  in 
all  its  glory.  It's  not  guns  versus  but- 
ter. It's  guns  versus  pork.  Pork  is 
winning. 


Given  the  foreign  policy  impera- 
tives facing  the  U.S.,  and  given  the 
potential  for  mischief  around  the 
world,  experts  say  the  U.S.  should 
have  available  sufficient  military  re- 
sources to  cope  with  two  fairly  major 
regional  conflicts,  one  in  Asia,  one  in 
the  Persian  Gulf,  more  or  less  simulta- 
neously. We  may  never — or  rarely — 
need  to  use  the  resources,  but  their 
presence  does  deter  potential  trouble- 
makers. But  why  two  wars?  Deter- 
rence again.  If  the  U.S.  gets  involved 


with  something  on  the  scale  of  th< 
Gulf  war  again  and  then  lacks  reserves 
a  tinpot  dictator  somewhere  els< 
might  easily  be  tempted  to  grab  what 
ever  he  wanted,  knowing  the  U.S 
couldn't  do  anything  but  bluster. 

The  U.S.  had  that  two-war  capabii 
ity  at  or  about  the  1993  level,  though 
it  was  running  down.  By  next  year  the; 
margin  will  be  gone. 

What  does  the  White  House  saM 
about  the  nation's  ability  to  keep  the 
peace?  The  Administration's  latest 
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pablum  on  national  security,  a  state- 
ment issued  with  no  fanfare  in  late 
July,  says  only  that  maintaining  peace 
through  preparedness  is  expensive, 
but  the  cost  of  not  maintaining  peace 
would  be  immeasurably  higher.  No 
kidding.  That  land  of  cliche,  plus 
speeches  at  the  site  of  the  Normandy 
landings,  are  what  pass  as  military 
policy  in  this  Administration. 

Here's  what  the  Pentagon's  so- 
called  bottom-up  review  listed  as 
minimal  requirements  for  two-front 
readiness: 

15  Army  divisions, 
20  tactical  Air  Force  wings, 
346  Navy  ships  and  12  carriers, 
174,000  active  Marines. 
Heritage  Foundation's  noted  de- 
fense budget  analyst  Larry  Di  Rita  has 
studied  the  defense  budget  and  drawn 
discouraging  conclusions.  He  says 
that  the  U.S.  has  appropriated  only 
enough  money  to  maintain: 
12  Army  divisions — 3  short, 
14  active  Air  Force  wings — 6  short, 
290  ships  and  maybe  8  carriers — 56 
ships  and  4  carriers  short,  134,000 
active  Marines — 40,000  short. 

Sean  O'Keefe,  a  former  comptrol- 


ler of  the  Defense  Department  and 
now  with  Pennsylvania  State  Univer- 
sity, defines  the  problem  in  money 
terms:  "The  Clinton  defense  budget 
proposal  [starting  in  fiscal  1995, 
which  begins  this  Oct.  1]  is  at  least 
$100  billion  short  over  the  next  five 
years,  more  like  $120  billion,  of 
what's  needed  to  achieve  that  [level  of 
readiness  called  for  in  the  Pentagon 
review]." 

A  yet-to-be-released  study  by  the 
government's  General  Accounting 
Office  is  expected  to  estimate  the 
shortage  at  nearer  $150  billion. 

General  John  M.  (Mike)  Loh, com- 
mander in  chief  of  U.S.  Air  Combat 
Command,  told  a  recent  Center  for 
Security  Policy  roundtable  what  the 
1995  budget  means  to  his  command. 

Loh  said  he  needs  210  operational 
bombers  in  his  inventor)'  to  field  the 
180  needed  to  fight  two  regional 
wars.  But  in  1995  he  will  have  only 
enough  money  to  fly  107  bombers, 
which  will  allow  Air  Combat  Com- 
mand to  field  around  80  bombers 
reliably — fewer  than  needed  even  to 
fight  one  Iraq-size  regional  war. 

The  Pentagon's  budget  finagling 


will  put  around  90  bombers  into  tem- 
porary mothballs  (the  first  20  B-52s 
were  grounded  in  April).  The  hope  is 
that  in  fiscal  1996  and  after  there  will 
be  enough  money  to  bring  them  back 
into  service.  Who  is  kidding  whom? 
There's  no  reason  to  think  the  need 
for  budget-cutting  will  be  any  less 
urgent  in  1997  than  it  is  today.  But 
even  if  the  money  were  to  become 
available  after  1996,  bringing  the 
planes  back  into  service  would  greatly 
increase  the  costs. 

As  for  the  Navy,  it  has  no  replace- 
ment for  its  carrier-based  strike  air- 
craft once  its  aging  A-6s  are  grounded 
by  1997,  and  is  down  to  5-inch  guns, 
inadequate  to  support  a  shore  land- 
ing. Even  now  the  U.S.  is  short  of  fast 
transport  ships  and  air  transport. 
"Strategic  lift  in  this  country  is  broken 
right  now,"  says  General  Joseph  P. 
Hoar,  commander  in  chief  of  U.S. 
Central  Command,  which  includes 
the  Middle  East.  It  could  cost  $33 
billion  to  fix  this  crying  need,  says  the 
Congressional  Budget  Office.  Crying 
need?  No  ships,  no  transport  planes, 
and  there's  no  way  the  U.S.  can  pro- 
ject its  military  power  beyond  its  bor- 


USS  New  Jersey 
launches  a  missile 
against  Iraq 
The  world  is 
judging  the  U.S.' 
ability  to  deliver. 
It's  already 
slipping. 


Air  Combat 

Command's 

General 

John  M.  (Mike)  Loh 
Budget  squeeze 
means  he'll  field 
just  80  combat- 
ready  bombers 
next  year. 
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The  declining  defense  budget 


ders.  Right  now,  warns  the  Congres- 
sional Budget  Office,  most  of  the 
U.S.'  military  capability  would  not 
arrive  at  a  regional  conflict  until  at 
least  three  months  after  it  began — 
i.e.,  quite  possibly  too  late. 

All  these  dismal  figures  seem  a  scant 
return  on  the  $252  billion  that  the 
Clinton  Administration  has  proposed 
for  the  military  in  fiscal  1995.  And 
there's  the  nub  of  the  problem:  While 
it  makes  sense  to  reduce  defense 
spending  in  a  world  where  the  U.S.  is 
the  only  superpower,  it  makes  no 
sense  the  way  that  the  budget  has 
been  cut. 

The  defense  budget  is  already 
down  to  just  4%  of  gross  domestic 
product,  from  6%  to  6.5%  in  the  mid- 
1980s,  and  is  headed  for  under  3%,  its 
lowest  share  of  GDP  since  the  end  of 
World  War  II.  Okay,  but  let's  look  at 
what's  being  sacrificed.  Military  per- 
sonnel are  already  down  by  23%  and 
are  headed  for  a  33%  cut  by  1999. 
Meanwhile  only  14%  of  ci- 
vilian jobs  in  defense  have 
been  cut  since  1990.  In- 
cluding what's  called  local- 
ity pay,  Pentagon  civilians 
will  get  pay  increases  on 
average  of  4%  or  more  this 
year.  Men  and  women  in 
uniform  will  get  a  paltry 
1 .6%  in  the  Clinton  budget. 
With  the  1996  presidential 
election  already  on  the 
White  House  radar  screen, 
it's  unlikely  that  many  sur- 
plus bases  or  depots — the 
places  where  many  of  these 
civilians  work — will  be  cut. 
It's  all  in  Parkinson's  little 
book.  "I'm  down  by  a  half 
in  real  terms  since  1987  on 
my  'production'  costs  [air- 
craft, crews,  engineers, 
training  and  the  like],  but 
we're  barely  touching  over- 
head," says  General  Loh. 

The  unfortunate  result  of 
cutbacks  in  training  will  al- 
most certainly  be  more  ac- 
cidents, such  as  the  March 
collision  between  an  F-16 
and  C-130  transport  at 
Pope  Air  Force  Base,  North 
Carolina,  where  the  debris 
killed  16  troops  on  the 
ground. 

While  training  and  readi- 


ness suffer,  the  U.S.  military  accumu- 
lates unneeded  and  even  unwanted 
hardware  thrust  on  it  by  Congress. 
Key  example:  the  at  least  $4  billion 
Seawolf  submarine  program  the  Navy 
wants  to  drop.  To  help  his  win  in 
Connecticut  in  the  1992  presidential 
campaign,  Bill  Clinton  promised  he 
would  preserve  this  mostly  Groton- 
built  program.  Aid  even  though  the 
U.S.  already  has  over  1,800  F-16 
fighters,  a  few  are  to  be  purchased  to 
preserve  jobs  at  Lockheed. 

Pork — the  place  is  greasy  with  it. 
Some  $20  billion  of  the  military  bud- 
get over  the  next  five  years  will  go  for 
"defense  conversion."  This  federal 
program  is  a  simple  job  subsidy  that 
keeps  no  planes  in  the  air,  ships  at  sea 
or  tanks  rolling.  Subsidized  conver- 
sion includes  adapting  military  com- 
puter technology  to  run  the  San  Fran- 
cisco bart  subway  system  (cost  $39 
million)  and  Stealth  composite  mate- 
rials to  repair  old  bridges  (cost  $21 


The  world's  hot  spots 

Where  conflict  threatens  within  the  next  12  to  18  months 

North  Korea 

Expect  little  warning  of  an  attack;  80%  of  North  Korean 
forces  are  within  100  kilometers  of  DMZ. 

India-Pakistan 

Rising  tension  over  Kashmir  could  lead  to  allout  war. 

Former  Yugoslavia 

War  in  the  Krajina  area  of  Croatia  (the  mountainous  coastal 
area  south  of  Zagreb  formerly  known  as  Knin)  is  almost  a  certainty. 
Well-armed  ethnic  Serbs  are  well  dug  in. 

Macedonia 

Fighting  over  Kosovo  region  of  Serbia  could  displace 
many  ethnic  Albanians  into  Macedonia,  destabilizing  that  country 
in  a  domino  effect. 

Nigeria 

High  potential  for  yet  more  bloody  upheaval. 

The  Kurds 

Iraq's  Saddam  Hussein  could  try  to  reclaim  control  over 
northern  Kurdish  territories  if  U.S.'  attention  diverted  by  some 
other  conflict.  Turkey's  civil  war  over  Kurdish  revolt  in  the  east  of 
that  country  adds  stress  to  Turkish  democracy  and  fragile  economy. 

High  probability  of  conflict  that  could  involve  the  U.S. 

East  Africa 

The  Rwanda  disaster  is  already  spilling  over  into  Burundi 
and  threatens  to  further  destabilize  a  fast-deteriorating  Zaire. 

Horn  of  Africa 

Continued  drought  and  famine  in  Somalia,  Sudan  and  Eritrea 
could  lead  to  further  U.S.  intervention. 

Algeria 


Muslim  fundamentalism  threatens  the  present  military 
government. 


The  latest  assessment  by  the  U.S.'  intelligence  community  of 
the  areas  of  the  world  where  conflict  seems  imminent  and  would 
be  serious  enough  to  lead  to  U.S.  intervention. 


million).  Norman  Augustine  of  Mar 
tin  Marietta  says  scornfully  that  such 
programs  have  "a  record  unblem- 
ished by  success."  They  certainly  do| 
little  or  nothing  to  keep  the  U.S 
prepared  for  military  emergency. 

Billions  more  in  the  military  budget 
now  pay  for  nonmilitary  items.  The 
Rwanda  and  Somalia  humanitarian 
expeditions  are  such.  Environmental 
cleanup  projects — and  not  just  at  nu- 
clear weapons  plants — used  to  be  paid 
elsewhere  in  the  national  budget. 

It's  readiness,  as  always,  that  suf- 
fers, money  for  fuel  and  bullets  to 
train  for  the  real  thing.  "To  the  de- 
gree that  we  get  involved  in  more  and 
more      humanitarian  operations, 
peace-keeping  operations,  at  some 
point  it  will  have  an  impact  [on  rea- 
diness]," the  U.S.  Chief  of  Staff,  Gen- 
eral John  Shalikashvili,  conceded  re- 
cently on  national  television. 
The  impact  has  already  begun. 
Mike  Loh  says  Air  Force  readiness  is 
down  about  4%  to  5%, 
mostly  for  lack  of  money  for 
jet-engine  maintenance. 
And,  says  Larry  Di  Rita  of 
Heritage,  it  doesn't  end 
there.  The  Army  is  short  by 
$1  billion  of  what  it  needs 
to  deal  with  equipment 
problems  identified  during 
Desert  Storm;  less  than  90% 
of  Marine  Corps  equip- 
ment is  ready  to  go  to  war 
(the  first  time  this  has  hap- 
pened in  ten  years);  the 
Navy  has  150  aircraft  and 
250   engines   behind  on 
maintenance;  to  preserve 
its  tanks,  the  Army  has  cut 
the  number  of  miles  a  year 
they  can  run  from  800  to 
600,  and  will  have  to  cut 
further. 

New  stuff?  The  U.S.  will 
buy  zero  new  tanks  in 
1995,  six  ships,  five  fighters 
and  make  work-in-progress 
payments  on  two  B-2 
bombers. 

Morale  suffers — though 
not  all  the  problems  are 
budgetary.  Paltry  pay  raises 
and  an  increasing  feeling 
that  military  careers  are 
dead  ends  are  taking  a  toll, 
as  is  the  Administration's 
continued   sour  relations 
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with  the  military.  The  Marine  Corps 
ommandant  says  that  his  service  has 
ailed  to  meet  its  recruitment  target 
or  the  first  time  in  ten  years.  Same 
jtory  for  the  other  services,  though 
hey  have  yet  to  admit  it  publicly, 
jleenlistment  is  also  down. 

Working  scarce  existing  assets 
Larder  leads  to  other  problems.  A 
actor  in  the  downing  by  "friendly 
ire"  of  two  U.S.  helicopters  over 
lorthern  Iraq  was  the  heavy  number 
>f  operations  required  of  the  F-15Es 
nd  awacs  radar  control  planes  in- 
olved.  Both  types  are  in  short  supply 
nd  are  being  used  to  the  maximum. 

Ho  hum.  Who  cares?  The  Soviet 
Jnion  is  dead.  Saddam  Hussein 
kulks  in  his  cage.  Kim  II  Sung  is  in  his 
hausoleum.  Invading  Haiti  is  not  like 
aking  on  the  Iraqi  army.  Don't  be 
oo  sure. 

Paul  Wolfowitz,  a  former  under 
ecretary  of  defense  and  now  dean  of 
he  Paul  H.  Nitze  School  of  Advanced 
nternational  Studies  at  Johns  Hop- 
lins,  says  that  the  trouble  spots  are 
;etting  hotter,  not  cooler. 

Wolfowitz  argues  that  dictators 
yho  pose  the  greatest  threat  have 
earned  from  Saddam  Hussein's  failed 


B-2  Stealth  bomber 
Can  20  do  the  job? 


invasion  of  Kuwait.  The  most  impor- 
tant lesson,  he  says,  is  that  they  have 
learned  that  they  should  quickly  finish 
what  they  start.  The  Somali  warlords 
knew  this:  They  inflicted  heavy  casu- 
alties on  American  forces  and  humili- 
ated them  by  dragging  the  dead  bod- 
ies of  U.S.  servicemen  through  the 
streets.  That  was  a  kind  of  preemptive 
strike  that,  in  effect,  ended  any  chance 
of  a  real  buildup  of  U.S.  forces. 

Remember  what  happened  in  Ko- 
rea in  1950,  says  Wolfowitz:  "A  third- 
rate  power  almost  kicked  the  U.S.  off 
the  peninsula."  Seoul  had  fallen  by 
the  time  the  U.S.  could  intervene 
effectively,  and  even  then  the  U.S. 
could  at  first  only  stabilize  a  rather 


bad  military  situation.  Not  until  four 
months  later  was  General  MacArthur 
able  to  launch  his  mighty  Inchon 
landing  that  started  the  three-year 
fight  that  sent  the  North  Koreans 
reeling  back  beyond  the  old  borders. 
Next  time  a  future  Saddam  Hussein 
might  not  stop  at  the  Kuwait  border 
while  we  built  up  forces  in  Saudi 
Arabia. 

Wolfowitz — citing  Somalia  and  the 
Reagan  Administration  disaster  in 
Lebanon — says  it  is  important  to  be 
able  to  send  overwhelming  force, 
not  the  kind  of  token  force  that  the 
Somali  gangsters  humiliated.  The 
Saudis  turned  down  the  U.S.'  first 
offer  "made  two  hours  after  the  inva- 
sion," he  says,  of  a  single  tactical 
fighter  squadron.  But  four  days  later, 
when  the  U.S.  said  it  would  send 
200,000  troops,  four  air  wings  and 
three  carriers,  the  Saudis  changed 
their  tune  and  welcomed  American 
forces. 

Wolfowitz:  "The  bottom  line  is 
that  people  are  judging  your  will,  your 
capability  to  deliver."  It's  a  cliche  but 
true:  Weakness  invites  aggression. 

What  message  are  we  sending 
North  Korea?  Iran?  The  Clinton  Ad- 
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ifrastructure  (bases  and  housing)  takes  a  small  hit,  operations  money  is  used  for  humanitarian  missions, 
ut  future  readiness  and  military  capability  (procurement  and  R&D)  are  being  milked. 


orbes  ■  August  15,  1994 


83 


The  declining  defense  budget 


USS  Kennedy, 
nuclear-powered 
carrier  in  Norfolk,  V. 
U.S.  policy 
requires 
12  carriers, 
but  the  budget 
will  pay 
for  only  8. 


t: 


ministration's  statements  risk  show- 
ing that  "it  is  more  concerned  about 
war  than  the  North  Koreans,  which 
means  that  we  are  the  ones  who  are 
deterred,'"  says  Stephen  J.  Hadley,  a 
former  assistant  secretary  of  defense 
for  international  security  policy.  You 
could  say  the  same  thing  even  about 
Haiti.  Worried  though  the  island's 
military  dictators  might  be  about  a 
prospect  of  U.S.  intervention,  they 
are  emboldened  by  the  knowledge 
that  our  government  probably  fears 
the  prospect  more  than  they  do. 

The  Department  of  Defense  re- 
gional conflict  study  uses  North  Ko- 
rea and  Iraq  as  its  examples.  But  the 
U.S.  intelligence  community's  list  of 
potential  trouble  spots  is  growing  (see 
table,  p.  82).  Further  down  the  road, 
future  trouble  spots  could  include 
South  Africa,  if  the  current  racial  hon- 
eymoon ends  badly;  Cuba,  after  the 
fall  of  Castro;  Iran,  whose  govern- 
ment is  still  certain  who  the  Great 
Satan  is.  Or  Iraq.  Or  the  danger  could 
come  from  some  very  different  place. 
Wars  seldom  erupt  where  the  experts 
think  they  will. 

The  weapons  that  U.S.  troops 
could  face  are  growing  more  sophisti- 
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cated.  The  former  Soviet  empire  is 
selling  its  best  technology  for  hard 
currency,  as  are  the  Chinese.  Iran  now 
has  mines  that  are  many  times  more 
powerful  and  capable  than  any  that 
were  deployed  during  Desert  Storm. 
Such  countries  as  Iran,  India,  Pakistan 
and  Algeria  have  been  buying  diesel 
submarines.  The  Chinese  are  dou- 
bling their  defense  spending  every  five 
years;  by  2005  they  will  be  spending 
more  than  the  U.S.  now  plans  to 
spend  on  defense. 

The  North  Koreans  are  well 
trained,  and  have  medium-range  mis- 
siles that  can  reach  Japan.  And  they 
have  well -developed  antiaircraft 
weapons.  Only  a  fool  would  expect 
the  tough  North  Koreans  to  run  for 
cover  at  the  first  bomb  dropped  on 
them  as  the  Iraqis  did. 

Ballistic  missiles  with  longer  range 
and  bigger  warheads  are  spreading. 
But  the  Administration  has  gutted  the 
budget  for  developing  antiballistic 
missile  defenses — not  the  Star  Wars 
stuff  but  upgraded  ground-based  sys- 
tems, much  more  effective  than  the 
Patriot. 

The  U.S.  has  a  massive  lead  in 
stealth  technology  (it  should:  $65 


- 


billion  has  been  invested  over  20  yeai 
on  the  technology).  As  Desert  Storr 
showed,  stealth,  coupled  with  preci  j 
sion  weapons,  allows  strikes  to  tak 
place  with  minimum  risk.  We've  get 
the  stealth,  but  we  stinted  on  th 
means  to  follow  up  on  it.  The  budge 
limits  the  Air  Force  to  20  B-2  bomb 
ers  able  to  carry  24  precision  bomb 
or  standoff  missiles  over  long  range 
versus  2  bombs  in  the  limited-rang 
F-117A  Stealth  fighter. 

It  will  be  another  five  years  befor| 
the  U.S.  has  an  adequate  supply  o 
new  precision  weapons  using  globa 
positioning  satellite  guidance  sysl 
terns — if  this  part  of  the  budget,  too) 
isn't  milked  to  pay  for  jobs. 

Clinton's  present  Defense  Secre 
tary,  third  choice — after  Les  Aspi 
and  Bobby  Inman — William  J.  Pern1 
is  in  an  impossible  situation.  He  mus 
do  Congress'  and  the  White  House' 
bidding  in  doling  out  pork,  and  ye 
with  reduced  funding  maintain  pre 
paredness   and   restore   morale  tc 
armed  forces  that  feel  alienated  fron" 
their  commander  in  chief.  Unless  the 
White  House  gives  him  more  backin 
than  he  is  currently  getting,  the  jo 
simply  cannot  be  done. 
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5o  many  companies  are  emerging  from  bankruptcy 
protection  these  days  that  the  market 
s  having  trouble  digesting  them  all. 
Phis  has  made  for  some  fine  bargains. 

Reborn  and 
deleveraged 


5y  Matthew  Schifrin 

:Maybe  you  could  learn  to  like  me, 
ir?"  Little  Orphan  Annie  wistfully 
sks  Daddy  Warbucks  in  the  film 
Innie.  He  did,  and  they  lived  happily 
ver  after. 

Fidelity's  large  investment  in  the 
tock  of  Federated  Department 
tores  shows  there  are  lovable  orphan 
tocks,  too.  Federated  stock  is  up  over 
0%  since  it  came  out  of  Chapter  1 1  in 
[992.  This  despite  its  recendy  an- 
lounced  takeover  of  R.H.  Macy  and  a 
[0%  drop  in  its  stock  price  over  the 
■ast  few  months. 

!  There  are  more  of  these  "post- 
bankruptcy  stocks"  (called  orphan 
[tocks  because  they  are  ignored  by 
inalysts)  than  ever.  According  to 
I'lorida's  Defaulted  Bonds  Newsletter, 
he  number  of  bankruptcy  settle- 
ments nearly  doubled,  to  about  200 
»er  year,  in  1992  and  1993  over  the 
rior  two  years. 

■  Most  of  the  newly  emerged  compa- 
res were  casualties  of  the  junk  bond 
toom  of  the  1980s,  deleveraging 
hemselves  back  into  solvency  by 
wapping  debt  for  equity. 

For  a  while  the  game  was  getting 
rowded:  Lots  of  smart  investors  were 
■uying  defaulted  debt  and  cashing  in 
andsomely  when  the  debt  was 
wapped  for  common  stock  and  the 
ompanies  emerged  from  bankrupt- 
cy. But  this  year's  vacillating  stock 
market  and  weak  bond  market  have 
cit  many  of  the  big  players  hard.  The 
Ledge  funds  especially  are  now  disin- 
llined  to  take  chances  on  orphan 
[tocks.  Far  from  buying  them,  they've 
i>een  dumping  them. 

"The  hedge  funds  had  to  sell  these 
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stocks  because  they  got  creamed  on 
interest  rates,  and  the  arb[itrager]s 
bailed  out  to  pursue  takeover  plays," 
says  Peter  Faulkner,  a  specialist  in 
"distressed"  securities  at  Alex.  Brown 
&  Sons.  Adding  to  this  unloading  is 
the  weight  of  shares  pretty  much 
dumped  on  the  market  by  institution- 
al investors  who  received  the  com- 
mon stock  in  swap  for  busted  debt. 
Bargain  hunters  can  buy  these  newly 
capitalized  companies  at  virtual  bank- 
ruptcy prices  (see  table). 

Take  trucking  company  Leaseway 
Transportation  (1993  revenues, 
$628  million),  taken  private  by  Citi- 
corp Venture  Capital  in  a  leveraged 
buyout  in  1987.  Leaseway  was  so 


overleveraged  that  it  defaulted  on  its 
fifth  coupon  payment.  When  the 
company  emerged  from  bankruptcy 
last  September,  its  $750  million  debt 
was  largely  wiped  out.  Initially  the 
stock  traded  at  over  17  per  share.  But 
it  has  since  dropped  40%,  to  10%,  a 
mere  two  times  cash  flow. 
(Leaseway's  closest  competitor,  Al- 
lied Holdings,  less  than  half  its  size, 
sells  at  over  five  times  cash  flow. ) 

Massachusetts- based  Wang  Lab- 
oratories' stock  fell  49%  since  January. 
It  has  more  than  $5  per  share  in  cash 
and  sells  for  just  over  1 1 .  McLean,  Va. 
home  builder  nvr  Inc.  sells  for  6V4 
and  has  $4.25  per  share  in  cash. 

"Most  of  these  stocks  go  through 
transition  periods  from  6  to  18 
months  between  when  the  bankrupt- 
cy players  and  old  bondholders  un- 
load their  shares  and  the  time  they  are 
picked  up  by  the  equity  crowd,"  says 
Deltec  Asset  Management's  Amy 
Minella,  a  former  high-yield  bond 
manager  now  running  a  "value"  eq- 
uity fund. 

Example:  Charter  Medical  ($900 
million  in  1993  revenues),  which 
came  out  of  bankruptcy  reorganiza- 
tion in  July  of  1992  after  shedding 
$900  million  in  debt.  Its  new  stock 
began  trading  at  about  8  but  dropped 
to  4%.  Then  in  1993  Wall  Street 
rediscovered  Charter  and  it  climbed 
to  28.  Now  the  stock  is  at  22,  and  still 
sells  at  just  four  times  cash  flow.  UM 


Orphan  stock  bargains 


Company 

Recent 

52-week 

Market 

Interest 

Cash  flow  Emergence 

price 

high 

cap 

coverage 

multiple' 

from 

($mil) 

bankruptcyt 

Carson  Pirie  Scott 

17Va 

19 

$346 

6.7 

5.1 

Oct  93 

Charter  Medical 

22 

28 

590 

4.0 

4.1 

July  92 

Computervision 

3Vb 

5% 

150 

2.4 

4.3 

Sept  92 

Hills  Stores 

19% 

221/4 

194 

3.7 

3.6 

Oct  93 

Kinder-Care 

WA 

l61/2 

299 

3.6 

7.5 

Mar  93 

Leaseway  Transportation 

10% 

WA 

104 

8.5 

2.0 

Sept  93 

NVR  Inc 

6V4 

ll1/4 

113 

2.6 

4.2 

Oct  93 

Spreckels  Industries 

8Vb 

10% 

51 

2.9 

4.4 

Sept  93 

Triangle  Pacific 

12% 

WA 

189 

2.7 

6.0 

Aug  93 

Wang  Laboratories 

11% 

21% 

372 

NM 

3.6 

Sept  93 

*Based  on  current  enterprise  value  divided  by  fiscal  1994  estimated  cash  flow.  tBankruptcy  or  reorganization  outside  of 
bankruptcy.   NM:  Not  meaningful. 

Sources:  Alex.  Brown  &  Sons;  Deltec  Asset  Management;  Sass  Lamle  Rubin  &  Co. 


These  stocks  are  all  selling  at  cash  flow  multiples  below  their 

more  popular  peers,  yet  have  ample  funds  to  cover  their  interest  expenses. 

If  Wall  Street  adopts  them  again,  they  could  be  real  winners. 
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Help!  The  Labor  Department  has  discovered 
a  huge  fresh  bunch  of  "victims."  Look  for 
a  government  program  to  help  the  poor  fellows. 

Is  lean,  mean? 


By  Janet  Novack 

Secretary  of  Labor  Robert  Reich  is 
winding  himself  up  to  worry  about 
the  plight  of  America's  "contingent 
workers."  The  what?  The  people 
who,  for  one  reason  or  another,  don't 
work  regular  9-to-5  jobs,  40  hours  a 
week,  year-round  for  the  same  em- 
ployer. Part-time  file  clerks  and  tem- 
porary secretaries  are  contingent 
workers.  So  are  self-employed  doctors 
and  movie  actors. 

Depending  on  your  definition, 
contingent  workers  may  number  over 
35  million,  almost  30%  of  the  U.S. 
work  force.  They  are  an  important 
source  of  the  labor  flexibility  that 
makes  U.S.  business  so  much  more 
efficient  than  European  competitors. 

Secretary  Reich  and  other  Clinton 
appointees  worry  that  some  of  these 
folks  may  not  be  getting  all  the  won- 
derful benefits  that  Congress  and  the 
courts  have  ordained  that  working 
people  should  get.  Like  overtime  pay. 
Or  protection  from  sexual  harass- 
ment. Or  family  leave. 

Reich  says  he  wants  to  find  out  to 
what  extent  "the  protections  and 
benefits  that  society  has  mandated 
that  workers  receive  are  not  being 
provided  because  employers  have  wit- 
tingly or  unwittingly  circumvented 
the  law." 

This  kind  of  bureaucratspeak  sends 
chills  down  the  spine  of  Jeffrey 
McGuiness,  president  of  the  Labor 
Policy  Association,  which  represents 
employers.  McGuiness  has  been 
around  Washington  long  enough  to 
know  that  when  people  like  Reich 
start  talking  about  a  problem,  legisla- 
tive proposals  and  extra  costs  can't  be 
far  behind. 

"The  unions  and  the  Secretary  of 
Labor  are  erecting  a  straw  man  to 
justify  major  changes  in  labor  law," 
says  McGuiness.  He  worries  Reich 
will  use  the  contingent  worker  issue 


to  raise  the  costs  of  using  part-timers 
and  temporaries  by  mandating  they 
receive  the  same  hourly  wages  as  an 
employer's  regular  full-timers  get  and 
to  broaden  the  definition  of  "em- 
ployee" to  include  more  independent 
contractors.  The  paperwork  factor 
alone  would  be  a  costly  burden. 

Reich  recently  formed  a  task  force 
to  study  contingent  workers  and 
make  recommendations  this  fall.  If 
you  have  any  doubt  about  what  kind 
of  recommendations  will  come  out  of 
this  "study"  group,  meet  the  chair- 
man. She's  Karen  Nussbaum,  director 
of  the  Labor  Department's  Women's 
Bureau.  Nussbaum  coauthored  a 
book  in  1989  urging  Congress  to 
command  that  part-time  and  tempo- 
rary workers  receive  the  same  hourly 
pay  as  their  employer's  full-timers  get; 
to  strengthen  union  bargaining  rights 
for  contingents;  and  to  hold  compa- 
nies liable  for  labor  law  violations  by 
their  subcontractors. 

The  latter  could  be  a  real  can  of 
worms.  If  your  company  used  a  jani- 
torial service  that  violated  overtime  or 
other  laws,  you  could  be  liable  for 
back  pay  and/or  fines  even  though 
you  had  already  paid  for  the  janitorial 
service  in  full. 

Besides  Reich  and  Nussbaum,  con- 
tingent workers  have  lots  of  friends  in 
this  Administration.  The  so-called 
Dunlop  Commission,  appointed  by 
Reich  to  study  worker- management 
relations,  is  focusing  on  contingent 
workers.  And  the  National  Commis- 
sion for  Employment  Policy  is  ready- 
ing a  report  on  alleged  gaps  in  legal 
protections  for  contingent  workers. 
Commission  Chairman  Anthony 
Carnevale,  a  Clinton  appointee, 
warns  employers:  "You  can  be  lean, 
but  you  don't  have  to  be  mean." 

Not  all  these  35  million  potential 
victims  of  meanness  want  protection. 


Nearly  1 1  million  of  them  are  self- 
employed  people — doctors,  lawyers, 
writers,  gardeners  and  other  folk  who 
are  contingent  because  they  either 
want  to  be  or  because  that's  what 
their  chosen  profession  demands.  The 
percent  of  workers  who  are  self-em- 
ployed hasn't  changed  much  in  the 
last  25  years. 

Another  22  million  contingent) 
workers  are  part-time  workers.  The 
Bureau  of  Labor  Statistics'  June  sur-i 
vey  shows  that  more  than  17  million! 
part-timers  are  working  part-time  be- 
cause they  want  to,  not  because 
they've  been  kicked  off  the  full-time 
track  and  can't  get  back  on.  Among 
the  reasons  people  choose  to  work 
part-time:  to  rear  children,  go  to 
school,  pursue  acting  careers.  But 
Nussbaum  says  she  considers  many 
voluntary  part-timers  victims  of  a 
merciless  system. 

While  few  part-timers  receive 
health  insurance  from  their  employ- 
ers, most  are  insured,  in  many  cases 
through  a  spouse,  parent  or  Medicare 
or  Medicaid.  In  1992,  according  to) 
the  Employee  Benefit  Research  Insti- 
tute, only  14.5%  of  voluntary  part- 
timers  lacked  health  insurance,  com-| 
pared  with  16%  of  full-time  workers. 

What  about  the  nearly  5  million 
part-timers  who  say  they  want  full- 
time  work  but  can't  get  it?  Reich  can 
come  up  with  sound  bites  about  iso- 
lated unfortunates  much  as  his  bosses, 
Bill  and  Hillary  Clinton,  have  put  on  a 
display  to  push  their  health  program. 
But  the  share  of  workers  stuck  in 
involuntary  part-time  jobs  actuallyj 
peaked  in  1983. 

In  addition  to  the  self-employed! 
and  part-timers,  broad  definitions  of) 
the  contingent  worker  ranks  include; 
the  6.4  million  people  who  work  for 
contractors  that  supply  janitorial,  sec- 
retarial, computer  programming,  en- 
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Part-timers  as  a  percent  of  the  employed 


Annual  average  employees 


■  All  business  services  including: 
■  Computer  and  data  processing 
□  Services  to  buildings,  primarily  janitors 
M  Personnel  supply  services,  primarily 

Source:  Bureau  of  Labor  Statistics  temporaries 


Without  help  from  Washington,  the  share  of  part-time  workers 
vho  say  they  want  full-time  work  peaked  in  1983.  Meanwhile, 
obs  for  well-paid  "contingent"  computer  workers  are  growing 
aster  than  those  for  $7.15-an-hour  janitors. 


gineering  and  other  business  services. 
This  is  the  only  part  of  the  contingent 
work  force  that  is  really  growing. 
Bureau  of  Labor  Statistics  Commis- 
sioner Katharine  Abraham  herself 
concluded  in  a  paper  published  last 
fall  that  while  wage  savings  appear  to 
explain  much  of  the  move  to  contract 
out  janitorial  services,  firms  have  been 
contracting  out  more  computer  and 
other  high-end  services  to  tap  econo- 
mies of  scale,  not  shirk  their  payroll 
obligations. 

Among  the  6.4  million  who  work 
for  business  service  contractors  are 
about  2  million  people  who  work 
through  temporary  service  agencies 
for  different  employers  for  limited 
stretches.  Employers  are  increasingly 
using  temp  agencies  to  try  out  pros- 
pects for  permanent  employees.  You 
can  shed  a  temp  if  he  or  she  doesn't 
work  out;  hiring  and  firing  a  regular 
employee  is  a  lot  trickier,  thanks  to  a 
growing  list  of  antidiscrimination 
laws.  Thus  nearly  250,000  of  Man- 
power Inc.'s  temps — 38%  of  its  temp 
pool — were  offered  permanent  posi- 
tions last  year.  Kelly  Services  has  even 
started  a  service  in  which  temps  who 
want  full-time  work  are  sent  out  for 
90-day  tryouts  for  permanent  jobs. 

Follow  the  politics.  And  sure 
enough,  there's  a  political  motive  be- 
hind Reich's  attention  to  this  possible 
new  class  of  victims.  The  unions  to 
whom  this  Administration  owes  so 
much  don't  like  contingent  work. 
Carnevale  lets  the  cat  out  of  the  bag  as 
to  the  issue's  broader  political  appeal. 
"The  contingent  work  force,"  says 
Carnevale,  "is  a  metaphor  for  a  larger 
issue,  a  sense  of  insecurity  among  the 
American  work  force." 

It's  no  fun  being  insecure.  With  all 
the  legal  strictures  against  firing  peo- 
ple and  using  temps,  workers  in 
France  and  Germany  probably  feel 
more  secure  than  American  workers. 
If,  that  is,  they  have  jobs.  In  France 
the  unemployment  rate  is  12.7% — 
double  our  rate.  In  Germany,  9.3%. 
Those  are  pretty  high  prices  to  pay  to 
make  people  feel  a  bit  more  secure  in 
their  jobs.  Maybe  the  Administration 
should  be  looking  for  ways  to  make  it 
more  profitable  for  employers  to  cre- 
ate jobs  rather  than  running  around 
looking  for  ways  to  make  employ- 
ment more  costly  and  onerous  for 
employers.  Mi 
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The  Upper  Midwest's  dairymen  are  falling  behind  their 
West  Coast  counterparts— a  tough  challenge  for  the  big 
Land  Olakes  cooperative. 

Land  O'Low 
Returns 


By  William  M.  Stern 

For  decades  Wisconsin  has  been,  as 
its  license  plates  proclaim,  "America's 
Dairyland."  Now  the  title  is  shifting 
westward.  Since  last  August  Califor- 
nia has  been  producing  more  milk 
than  Wisconsin. 

Behind  that  statistic  lies  a  tough 
challenge  for  John  Gherty,  chief  exec- 
utive of  Land  O'Lakes,  Inc.  Based  in 
Arden  Hills,  Minn.,  Land  O'Lakes  is 
the  $2.7  billion  (1993  revenues)  co- 
operative owned  by  about  8,200  dairy 
and  livestock  farmers  and  1 ,000  local 
cooperatives  concentrated  in  Minne- 
sota, Wisconsin,  Iowa  and  North  and 
South  Dakota. 

Most  of  these  farmers  own  and 
operate  small,  inefficient  family  farms 
that  typically  earn  about  $20,000  in  a 
good  year — far  from  enough  to  fi- 
nance the  bigger  herds  and  modern 
equipment  needed  to  compete 
against  large  dairy  farms  in  California 
and  other  western  states.  Minnesota 
dairy  farms  average  48  cows,  versus  86 
in  Washington  and  280  in  California. 
Whereas  California's  cows  are  often 
automatically  milked  6  to  12  at  a  time, 
upper  midwestern  cows  are  usually 
milked  2  to  4  at  a  time,  often  with 
outmoded  equipment,  says  Jerome 
Hammond,  an  agricultural  econo- 
mist at  the  University  of  Minnesota. 

Says  Thomas  Cochrane,  executive 
director  of  Minnesota  Agri-Growth 
Council:  "Our  dairy  farmers  have 
been  reluctant  to  change  traditional 
farming  methods,  and  lack  the  re- 
sources to  invest  in  new  and  more 
economical  ways." 

This  inefficiency  among  midwest- 
ern dairymen  is  a  major  headache  for 
Land  O'Lakes'  Gherty.  In  1993  he 
paid  the  co-op's  farmer/owners  just 


Land  0'Lake's  John  Gherty 
Coping  with  inefficiency. 


over  $12.90  per  hundred  pounds  for 
the  milk  Land  O'Lakes  made  into  the 
branded  butter,  cheese  and  sour 
cream  products  the  co-op  markets  in 
all  50  states.  By  contrast,  Seattle's 
Darigold  Farms  cooperative  and  oth- 
er competing  dairy  products  compa- 
nies on  the  West  Coast,  where  milk 
supplies  are  more  plentiful,  pay  closer 
to  $12  per  hundred  pounds — a  big 
difference  in  a  commodity  business. 

Because  of  stiff  competition  for 
market  share  in  the  country's  grocery 
stores,  Gherty  has  not  been  able  to 
raise  retail  prices — meaning  that  Land 
O'Lakes'  profitability  and  long-term 
viability  bear  the  brunt  of  the  farmers' 


inefficiency.  Land  O'Lakes'  $1.5  bi 
lion  (revenues)  dairy  division  earned 
scant  $6.4  million  last  year  befoi 
taxes,  down  from  $20  million  tw| 
years  ago.  Net  margins  before  taxes 
Land  O'Lakes'  dairy  operatioi 
plunged  from  1 .4%  to  just  0.4%. 

Gherty  is  trying  to  convince  h) 
members  to  increase  the  size  of  the 
herds  and  invest  in  new  barns  an 
milking  machinery.  He  isn't  makin 
much  headway  now.  Upper  Midwe 
dairy  farmers  have  long  prided  then 
selves  on  their  one-family,  one-fan 
outfits,  and  some  groups  have  pushe 
for  laws  to  protect  themselves  frot 
more  efficient  farmers.  In  Minnesot; 
for  example,  state  law  for  the  mo: 
part  forbids  corporate  ownershi 
of  farmland.  In  Wisconsin,  group 
opposed  to  modern  farming  practice 
recently  tried  to  outlaw  a  pop 
ular  milk-production-enhancing  hoi 
mone,  bovine  somatotropin  (BST 
and  were  only  narrowly  defeated. 

Actions  like  these  merely  divei 
capital  from  the  dairy  business  in  th| 
Upper  Midwest  to  California  an 
other  more  hospitable  regions.  Th 
results  are  predictable.  Over  the  la; 
decade  an  average  of  three  farms  a  da 
have  gone  out  of  business  in  Minne 
sota.  Says  Cochrane:  "I'm  afraid  tha 
the  trend  will  continue." 

To  enhance  Land  O'Lakes'  profit 
ability,  Gherty,  50,  has  stepped  up  th 
co-op's  efforts  to  capitalize  on  pro 
ducing  and  distributing  nondair 
farm  products,  including  fertilizers 
seeds  and  pig  feed.  Last  year  dies 
lines  accounted  for  less  than  half  c 
Land  O'Lakes'  sales,  but  over  80%  c 
its  $51  million  in  pretax  income. 

Growing  nondairy  earnings  en 
abled  Gherty  to  pay  a  $40.3  millio 
dividend  to  Land  O'Lakes'  member 
last  year.  This  will  let  many  of  then 
stay  in  business  a  little  longer,  but  i 
won't  do  much  in  the  foreseeabl 
future  to  arrest  the  steady  decline  o 
the  upper  midwestern  dairy  busines 
relative  to  California's  dairy  industry 

"A  [midwestern]  farmer  in  his  50 
isn't  going  to  invest  $500,000  t( 
expand  his  farm  a  few  years  before  he' 
going  to  retire,"  says  Minnesota' 
Robert  Stommes,  dairy  managemen 
educator  with  Stearns  County  Exten 
sion  Service.  "And  younger  produc 
ers  have  a  tough  time  getting  th« 
financing  to  expand."  ■ 
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Hyundai  Business  Group,  wit 
over  US$58  bil- 
lion in  sales, 


continues  to  grow  in  a 
wide  spectrum  of  busines 
areas.  From  next  generatioi 
^  256M  DRAM  chip 
$m  to  satellite  commu 
nications,  creatinj 
tomorrow's  global  informatioi 
superhighway.  From  a  full  lim 
of  passenger  cars  to  all  types  o 


AU  S,  ELECTRONICS,  SHIPBUILDING,  ENGINEERING  AND  CONSTRUCTION,  MACHINERY  AND  EQUIPMENT,  PETROCh 


;ommercial  vehicles.  From  machine  tools  to  the  magnetic 
levitation  train,  the  ideal  mass 
iransit  system  of  the  future, 
"rom  turn-key  engineering  and  '  f  /  I  >sJ 
instruction  projects  to  petrochemi- 
cals with  advanced  new  material. 
From  super  tankers  to  some  of 
the  most  sophisticated  LNG  car- 
riers. Hyundai,  with 
nore  than  30  R&D  centers,  working  togeth- 
;r,  creating  innovative  synergies,  s  ^> 
nnovative  products. 


HYUNDAI 

Building  A  Better  World  Through  Innovative  Technology 


i  AND  TRANSPORTATION. Find  out  how  Hyundai  can  help  you  :  Hyundai  Coiporation  K.P.O.  Box  92,  Seoul,  Korea.  Tel  +82-2-746-1873,  Fax  +82-2-741-2341 
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When  you  run  fast,  you  risk  stumbling.  Because  Casey 
Cowell's  U.S.  Robotics  is  sprinting,  a  lot  of  people 
expected  it  to  fall  on  its  face.  So  far,  they  are  wrong. 

Modem  mogul 


By  Gary  Samuels 

Like  a  lot  of  other  fast-growing 
small  companies,  Casey  Cowell's  U.S. 
Robotics  Inc.  has  attracted  a  lot  of 
short-selling.  "People  have  been  try- 
ing to  figure  out  when  we  are  going  to 
stumble,'1  says  Cowell,  pinching  the 
end  of  his  finger  with  an  alligator  clip. 
"Especially  given  that  so  many  of  our 
competitors  have  stumbled." 

When  a  company  reports  figures  as 
sensational  as  U.S.  Robotics  has,  it  is 
only  natural  that  some  people  are 
skeptical.  The  Skokie,  111. -based  mak- 
er of  modems  and  other  data  commu- 


nications equipment  has  gone  from 
sales  of  $112  million  in  fiscal  1992 
(ended  Sept.  30)  to  a  likely  $366 
million  this  year,  even  as  modem 
prices  have  been  falling.  Profits, 
$10.9  million,  or  $1  a  share,  two  years 
ago  are  expected  to  top  $27  million, 
or  $2.12  a  share,  this  year. 

But  meantime,  short  interest  in  the 
stock  has  climbed  from  just  under 
400,000  shares  last  September  to  2.7 
million  in  June,  while  the  stock  has 
tumbled  from  a  March  high  of  46  to 
22  before  recovering  to  25M».  Nega- 


U.S.  Robotics  Chief  Executive  Casey  Cowell 

"People  have  been  trying  to  figure  out  when  we  are  going  to  stumble." 


tive  stories  have  appeared  in  the  Wai 
Street  Journars  "Heard  on  thi 
Street"  column  twice  in  the  past  yeai 

Cowell  doesn't  worry  much  abou 
the  short-selling.  He  understand 
that  much  of  it  was  based  on  uncer 
tainties  caused  by  explosive  growtl 
and  about  doubts  caused  by  a  strateg 
that  Cowell  decided  to  try  last  yeai) 
Up  to  then  U.S.  Robotics  specializec 
almost  exclusively  in  high-end  mo 
dems — machines  that  let  computer 
send  digital  bits  of  information  dowi 
analog  phone  lines.  Its  customer 
tended  to  be  corporate  telecommuni 
cations  networks.  It  was  a  solid  busi 
ness  in  which  U.S.  Robotics  had  buil 
a  very  profitable  number-two  posi 
tion  to  Motorola. 

Then  Cowell  saw  a  way  to  capitalizi 
on  the  boom  in  personal  computers 
Even  many  of  the  more  expensive 
machines  were  equipped  with  built-ii 
modems  that  couldn't  send  or  receivi 
data  faster  than  a  leisurely  2,400  bit 
per  second.  Cowell  figured  if  he  coulc 
build  a  faster  modem  at  a  competitive 


A  U.S.  Robotics  manufacturing  line 
Working  'round  the  clock. 


price,  he  could  grab  a  big  share  of  th< 
consumer  modem  business. 

In  March  of  last  year  U.S.  Robotic 
slashed  prices  in  half,  from  $520  tc 
$260,  on  its  Sportster  modem  thai 
sends  and  receives  data  at  14,400  bit: 
per  second.  His  hunch  was  right 
People  were  willing  to  pay  extra  foi 
the  high-speed  modems.  Suddenly 
U.S.  Robotics  couldn't  keep  up  wiffl 
demand.  Today,  after  adding  foul 
more  manufacturing  lines,  U.S.  Ro 
botics  is  still  running  its  factory 
around  the  clock,  seven  days  a  week 
and  now  the  same  modem's  list  price 
is  $189.  Low-cost  modems  now  ac 
count  for  more  than  half  the  compa- 
ny's total  revenue. 

Just  16  months  after  its  attack  or 
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he  consumer  market,  U.S.  Robotics 
las  pushed  past  longtime  modem 
ting  Hayes  to  become  number  one  in 
■evenues  in  high-speed  modems,  now 
he  biggest  segment  of  the  modem 
business,  according  to  Dataquest. 

Cowell  and  two  college  friends 
rom  the  University  of  Chicago 
bunded  the  company  in  1976,  taking 
he  name  from  Isaac  Asimov's  novel  /, 
Robot.  Working  out  of  a  windowless 
oom  next  to  a  ballroom  dance  stu- 
iio,  the  partners  came  up  with  an 
icoustic  coupler,  a  forerunner  of  the 
nodem  that  connected  a  computer  to 
he  telephone  lines  through  the  tele- 
)hone  handset.  The  coupler  business, 
vhich  soon  included  modems, 
eemed  a  winner — until  the  partners 
vere  convinced  they  could  do  better 
listributing  computer  terminals, 
rhey  couldn't.  Next,  they  got  burned 
naking  private-label  modems  for  per- 
onal  computer  companies,  only  to 
lave  the  business  disappear  overnight 
n  an  industry  consolidation. 

Eventually  Cowell  and  his  partners 
igured  out  that  their  forte  was  de- 
igning superior  modems.  Unlike  lots 
>f  other  modem  companies,  which 
)uilt  boxes  using  custom-designed 
ntegrated  circuits  from  Rockwell  In- 
ernational,  U.S.  Robotics  used  mi 
roprocessors  and  struggled  to  write 
ts  own  software  to  control  things  like 
juick  connections  between  comput- 
es and  noise  on  the  phone  line. 

Sitting  in  his  wood-paneled  office  in 
i  converted  pharmaceutical  factory 
>uilt  in  the  art  deco  styie,  Casey  Cowell 
akes  a  philosophical  view  of  the  short  - 
ellers  and  the  ups  and  downs  of  his 
ompany's  stock.  "It's  true  that  people 
rote  on  you  every  day,  but  in  the  long 
laul  what  they're  going  to  vote  on  is 
iow  well  you  run  the  business.  We've 
lad  a  long  history  of  being  very  success- 
ul  and  very  competitive,  so  we  focus  on 
naintaining  that." 

Indications  are  he  is  doing  just  that 
nd  doing  it  well.  John  Grangaard,  an 
nalyst  at  GS2  Securities  in  Milwaukee, 
ays  he  expects  the  company's  earn 
pgs  to  rise  34%,  to  $2.85  in  fiscal 
i995.  And,  while  price-cutting  and 
he  move  into  a  more  competitive  side 
l>£  the  business  have  reduced  gross 
nargins  from  53%  to  41%  in  the  past 
kvo  years,  rising  revenues  have  kept 
)\erall  net  profits  growing  and 
lealthy.  Hi 


In  southern  California,  roller  hockey 

is  the  latest  craze.  A  clever  Italian  tinkerer 

and  his  Canadian  company  are  cashing  in. 

Hockey  in  the  sun 


By  Nina  Munk 


Canstar  Chairman  Icaro  Olivieri  and  President  Pierre  Boivin 

"I  can  never  understand  why  people  don't  see  why  my  product  is  the  best." 


The  usual  scene  at  the  beach  at 
Santa  Monica:  surfers  and  volleyball 
players,  bronzed  couples  on  Roller- 
blades  holding  hands  as  they  glide 
down  the  boardwalk.  But  what's  go- 
ing on  at  the  parking  lot?  It's  been 
taken  over  by  roller  hockey  players, 
done  up  in  shin  guards  and  gloves  and 
wielding  sticks.  Thanks  to  new  teams 
like  Walt  Disney's  Mighty  Ducks  in 
Anaheim,  Calif,  and  Wayne  Huizen- 
ga's  Florida  Panthers,  ice  hockey — 
and,  by  extension,  roller  hockey — has 
invaded  the  Sunbelt.  With  an  estimat 


ed  1 .5  million  players  and  hundreds  of 
leagues,  roller  hockey  has  begun  to 
rival  Little  League  baseball  in  south- 
ern California,  Texas  and  Florida. 

In  Santa  Monica,  Jonathan  Tucker, 
14,  spins  around  to  show  off  his  new 
Bauer  in-line  skates  and  Cooper 
gloves:  "They're  what  professionals 
wear,"  he  boasts. 

The  Rollerblade  name  may  be  big 
on  the  boardwalk,  but  in-the-know 
kids  like  Tucker  prefer  Bauer  and 
Cooper  because  they're  aware  that 
70%  of  National  Hockey  League  play 


orbes  n  August  15,  1994 


95 


crs  skate  on  Bauer  ice  skates  or  its 
sister  brands  Micron  and  Daoust.  In 
hockey-crazed  Canada,  the  Bauer  and 
Cooper  brands,  both  owned  by  Mon- 
treal-based Constat  Sports  Inc.,  are  as 
familiar  as  Kleenex  or  Xerox. 

Now  Canstar  is  beginning  to  make 
a  name  for  itself  in  the  U.S.  The  man 
behind  Canstar  (1993  revenues, 
$145  million  U.S.)  is  Icaro  Olivieri,  a 
54-year-old  Italian-born  product  de- 
signer and  self-taught  engineer.  Oli- 
vieri got  his  start  at  age  18  making 
springs  and  hinges  in  his  father's  tool 
shop  in  Lecco,  in  northern  Italy.  A 
tinkerer,  in  1964  he  dreamed  up  the 
idea  for  a  new  boot  buckle,  which 
quickly  replaced  laces  in  fastening 
leather  ski  boots.  His  second  inven- 
tion: specialized  injection  molding 
machinery  to  manufacture  plastic  ski 
boots.  Soon  Olivieri's  little  company 
had  60%  of  the  market  for  boot  molds 
and  metal  buckles. 

While  on  a  business  trip  to  Canada 
in  1975,  Olivieri  visited  the  Bauer 
factory,  where  skates  were  still  made 
of  stitched  leather.  He  spotted  oppor- 
tunity. As  he  puts  it  in  his  still  far  from 
perfect  English:  "These  people 
doesn't  know  what  they  do."  Using 
machinery  and  molds  imported  from 
his  Italian  factory,  Olivieri  opened 
shop  in  Montreal  making  plastic- 
molded  hockey  skates  to  compete 
with  Bauer  under  the  name  Micron. 


Easily  outshining  Bauer's  dated  prod- 
uct, Micron  quickly  ate  into  the  ven- 
erable skatemaker's  market. 

But  when  Olivieri  needed  a  partner 
to  expand,  Bauer,  controlled  by  the 
Bronfman  family's  Warrington  Inc., 
seemed  a  good  match.  So  the  two 
companies  merged,  and  Olivieri  was 
put  in  charge. 

Warrington  proceeded  to  buy  half  a 
dozen  more  sporting  goods  compa- 
nies, including  Spalding  skis,  Kerma 
ski  poles  and  the  distribution  rights  to 
Pony  running  shoes.  But  the  expan- 
sion was  a  bust,  Warrington  began 
gushing  red  ink,  and  Olivieri  and  the 
Bronfmans'  representatives  were  at 
swords'  point.  In  1988  Olivieri  got 
backing  from  a  subsidiary  of  Toron- 
to's money  management  firm  Dun- 
dee Bankcorp  Inc.  to  buy  out  the 
Bronfmans'  30%  equity  stake  for  $6.4 
million. 

Canstar,  as  the  company  was  re- 
named, brought  in  as  chief  executive 
Gerald  Wasserman,  a  turnaround  spe- 
cialist, to  pare  down  the  business  to  a 
profitable  core;  Olivieri  remained  as 
chairman.  "It  was  chaos,"  remembers 
Wasserman.  "We  had  great  brands 
but  not  much  else."  Within  a  year 
Wasserman  had  done  his  job:  Canstar 
earned  $6  million  on  sales  of  $71 
million  in  1989. 

The  move  into  in-line  skates  was 
easy.  Since  Canstar  already  had  the 


basic  product,  minus  wheels,  then 
was  little  risk  involved.  Canstar's  in 
line-skate  business  grew  from  $2  mil 
lion,  or  2%  of  total  sales,  in  1990  tc 
$26  million,  or  18%  of  sales,  in  1993 
with  most  of  that  growth  coming 
from  the  U.S. 

Wasserman  stepped  down  as  chie 
executive  in  1992.  After  that  the  com 
pany  experienced  further  problems 
Last  year  inventories  grew  out  of  con 
trol  and  Canstar  had  to  resort  to  heav) 
discounting  to  move  its  goods.  Anc 
net  earnings — which  hit  $10.4  mil 
lion,  or  58  cents  a  share,  in  1992 — fel 
to  $10.2  million,  or  55  cents,  before  3 
4-cent-a-share  aftertax  gain. 

So  in  February  Olivieri  brought  in 
40-year-old  Pierre  Boivin,  a  formec 
Wasserman  protege,  as  Canstar's  new 
president.  Marie  Josee  Privyk,  head  ol 
research  for  Montreal's  Marleau  Le-I 
mire  Securities,  expects  earnings  will 
be  up  20%  this  year,  to  about  72  cents 
a  share. 

Olivieri?  He  and  his  wife  control  a 
46%  stake  in  Canstar  worth  $95  mil- 
lion, but  he  still  wakes  up  in  thel 
middle  of  the  night  with  ideas  fori 
improvements  on  Canstar's  designs. 
These  days  he's  content  to  leave  day- 
to-day  operations  like  finance  and 
marketing  to  others.  "I  am  not  a| 
marketing  person,"  he  says.  "I  can 
never  understand  why  people  don't; 
see  why  my  product  is  the  best." 
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A  Ryder  Full  Service  Lease 
will  prevent  you  from 
driving  into  the  traps. 

Owning  your  own  trucks  is  no  day  at  the  club. 
But  with  a  Ryder  Full  Service  Lease,  you  can  improve 
customer  service  and  reduce  costs.  You'll  get  cus- 
tomized trucks  and  extra  or  loaner  vehicles  if  you 
need  them.  Plus  a  preventive  maintenance  plan  and 
a  competitively  priced,  comprehensive  fuel  program. 

To  learn  how  transportation  can  improve  your 
business,  call  1-800 -RYDER -OK,  ext.  103,  for  a  free 
brochure  and  a  "Lease  Versus  Own  Analysis."  And  take 
a  lesson  or  two  from  the  pros. 


©B93  Ryder  TYuck  Rental,  Inc.  A  Ryder  System  Co  Ryder  is  an  equal  opportunity  employer 


STARTING  YOUR  OWN  BUSINESS 


Whence  come  entrepreneurial  impulses? 

A  package  of  seeds  found  in  a  drawer 

launched  Sally  Fox  as  a  successful  business  owner. 

Seeds  of  success 


By  Suzanne  Oliver 

"IT'S  A  REAL  Jack  and  the  Beanstalk 
story,"  says  Sally  Fox,  38,  a  nature 
loving  Peace  Corps  veteran  turned 
businesswoman.  Her  seeds  turned, 
however,  not  into  a  beanstalk  but  a 
business. 

Sally  Fox  w  as  w  orking  for  a  Califor- 
nia cotton  breeder  in  1982  w  hen  she 
came  across  a  paper  bag  of  brow  n 
cotton  seeds  and  lint.  The  breeder 
had  planned  to  investigate  the  insect 
resistance  of  the  naturally  colored 
brown  cotton. 

These  seeds  gave  Fox,  then  26,  an 
idea.  An  accomplished  hand-spinner 
and  weaver  herself,  she  figured  other 
hobbyists  w  ho  hand  spin  yarn  would 
pay  money  for  undyed,  brown  cot- 
ton— the  natural  touch.  Fox  took 
some  seeds  and  planted  them  in  six 
plastic  pots  in  her  mother's  backyard 
in  Menlo  Park. 

From  these  seeds  and  this  impulse 
sprouted  a  $5  million  business,  Natu- 
ral Cotton  Colours,  Inc.,  based  in  the 


rocky  desert  of  Wickenburg,  Ariz. 

We've  made  it  sound  easy  but  it 
wasn't  for  Fox.  For  seven  years  she 
worked  at  agricultural  jobs  in  C  alitor 
nia,  planting  her  seeds  wherever  she 
could,  growing  her  1983  crop  in  30 
pots  on  the  back  porch  ot  a  rented 
Bakersfield  apartment.  In  1984  and 

1985  she  planted  half  an  acre  in  a 
friend's  farmyard.  In  1986  a  farmer 
allowed  her  to  plant  2  acres  in  return 
for  clearing  the  garbage  from  his  land. 
To  her  surprise,  those  brown  seeds 
yielded  both  brown  and  green  cotton. 

But  how  to  produce  seeds  that 
would  yield  consistently  colored  cot- 
ton with  fibers  long  enough  to  be 
easily  spun  into  yarn? 

Her  colored  cotton  fibers  were  too 
short,  averaging  %  of  an  inch  com 
pared  with  1  inch  for  white  cotton. 
Each  year  Fox  planted  the  seeds  from 
the  last  season's  best  plants,  and  by 

1986  she  had  increased  the  length  of 
her  cotton  to  nearly  1  inch.  That  year 


she  started  a  mail-order  business  se 
ing  raw,  brown  cotton  to  hand-spa 
ners.  1  he  first  ye.n  she  sold  less  tha 
$1,000  worth  of  cotton 

At  this  point,  Fox  made  a  discove] 
that  comes  to  lots  ot  entrepreneur 
She  would  have  to  modify  her  origin 
idea;  there  just  weren't  enough  han< 
spinning  hobbyists  to  produce- 
worthwhile  market  foi  her  cottoi 
She  realized  she  would  have  to  g 
after  the  commercial  market.  She  sut 
mitted  her  cotton  to  a  machine-spir 
ning  test,  and  in  1988  three  Japand 
textile  mills  began  bidding  foi  box 
12-acrc  1988  crop  1  hey  wanted  t 
make  naturally  colored  bath  towel 
The  winning  bid  was  $5  a  pound  ft 
2,000  pounds  ot  brown  and  gree 
cotton  Phis  was  a  highly  protitabi 
transaction:  Ordinary  white  cott© 
goes  for  just  70  cents  a  pound. 

With  that,  Fox  decided  to  work  hi 
time  at  her  business,  leaving  a  jc 
studying   insect  killing  bacteria 
Sandoz  Crop  Protection,  then  a  div 
sion    of    Sandoz     Corp.  Salary 
$30,000.  The  next  yen  sh(  harvests 
100,000  pounds  of  cotton,  which  chi 
Japanese  mill  bought  foi  $279,0(1 
That  year  she  also  got  plan'  varies 
protection  for  two  ot  her  seeds  and 
trademark  for  hei  cotton   fox  fibre. 
She  borrowed  $100  000  from  relal 
tives  and  bought  a  breeding  farm  i 
California's  San  foaquin  Valley 
prized  cotton-growing  region 

Then  came  one  of  those  horribl 


Sally  Fox 

founder  of  Natural 

C'nftnr'  Colours 
Environmentally 
correct  consumers 
love  her  brown 
and  green  cotton 
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Smart Sofutbns 

NUMBER   1  1-PRIORITY  MAIL 


Q 

\erson  wants  to  get  15 
screenplays  to  L.A. 


Goes  to 
Post  Office. 


Package  gets 
noticed. 


Doesn't  want  to  pay 
overnight  prices. 


Finds  out  Priority  Mail™ 
is  a  very  smart  solution. 


Person  sells 
screenplay. 


Doesn't  want  to 
worry  either. 


Doesn't  cost 
much. 


Starts  wearing  designer  suits 
and  putting  gel  in  his  hair. 


For  a  Priority  Mail  starter  kit,  call  1-800-THE-USPS,  ext.  965. 


We  DeliverAFor  You 


UNITED  STATES 


POSTAL  SERVICE 


 — . 

''Mosam '  has  some 
great  stories  about  the 
Chesapeake  Bay. 


If  you  want  to  know  how  to  build  a 
Deadrise  workboat,  or  how  the  crabs  are  running, 
or  even  about  the  muskrat  population  40  years 
ago,  all  you  have  to  do  is  spend  a  few  minutes 
with  Elmer  "Mosam"  Ford. 

"Mosam"  knows  all  the  stories.  And  if 
he  embellishes  them  a  little,  well,  that  makes 
them  all  the  better. 

The  U.S.  Environmental  Protection 
Agency  also  has  some  things  to  say  about  the 
Bay.  And  while  these  stories  are  more  serious 
than  "Mosam  s,"  they  need  to  be  told,  too. 

The  stories  use  computer  models  and 
simulations  to  predict  the  effects  of  human 
interaction  with  the  Bay.  They  help  EPA  decision- 
makers determine  how  to  protect  this  national 
treasure  from  chemical  and  toxic  pollutants. 
The  same  techniques  are  also  being  applied  to 
safeguard  other  precious  national  resources. 

It  takes  a  lot  of  teamwork  to  keep  the 
environment  clean.  Martin  Marietta  is  proud  to 
help  by  processing  vital  information  for  the 
EPA  using  the  most  sophisticated  computing 
resources  available.  Together,  we  all  can  help 
keep  America  beautiful. 

And  that's  a  story  "Mosam"  loves  to  tell. 


6801  ROCKLEDGE  DRIVI  ,  BETHESDA.  MARYLAND  20817 


ftctu  rn  on  Investment 


Invest  where 

you  get 
the  greatest 

return. 

Invest  in  America's  independent 
colleges  and  universities. 

They  produce  over  50%  of  the 
nation's  corporate  leaders,  yet  they 
enroll  a  mere  21%  of  the  total 
student  population. 

They  are  also  responsible  for 
more  than  half  the  recent  break- 
throughs in  astronomy,  chemistry, 
mathematics  and  earth  science. 

Call  us  for  information  on  sup- 
porting independent  higher 
education  through  scholarships, 
targeted  giving  programs,  or  unre- 
stricted grants. 

No  investment  more  directly 
benefits  your  company's  future.  Or 
yields  a  higher  reUirn. 

Foundation  for  Independent 
Higher  Education,  Five  Landmark 
Square,  Suite  330,  Stamford,  CT 
06901-2502.  (203)  353-1544. 

Foundation  for 
Independent 
Higher  Education 

Serving  600 private  colleges 
in  the  public  interest. 


STARTING  YOUR  OWN  BUSINESS 


unexpected  setbacks  that  afflict  every 
entrepreneur.  In  1990  the  Japanese 
mill  wanted  800,000  pounds  of  cot- 
ton, worth  $4  million  to  Fox.  She  had 
to  go  before  the  Acala  Cotton  Board, 
a  San  Joaquin  Valley  industry  group, 
for  permission  to  commission  farmers 
to  grow  2,000  acres  of  her  cotton  in 
the  valley.  The  board  turned  her 
down,  cidng  a  fear  that  Fox's  colored 
cotton  might  accidentally  contami- 
nate their  bread  and -butter  white 
cotton  by  cross-pollination. 

With  the  planting  season  fast  ap- 
proaching, Fox  had  to  borrow  plane 
fare  from  her  parents  to  fly  to  Texas 
and  Arizona,  where  she  found  farmers 
willing  to  grow  400  acres  of  her  cot- 
ton. Her  $4  million  order  had  shrunk 
to  $600,000. 

Then  newspaper  reports  about  her 
confrontation  with  the  cotton  board 
caught  the  eye  of  San  Francisco 
jeansmaker  Levi  Strauss,  which 
bought  a  few  bales  of  Fox's  1990 
harvest  for  research. 

With  what  was  left  of  the  Japanese 
order  and  the  Levi  business,  Fox 
made  her  first  profit  that  year,  en- 
abling her  to  repay  her  $  1 00,000  farm 
loan  and  install  a  $50,000  irrigation 
system  on  her  40-acre  breeding  farm. 
Then,  in  December,  Levi  signed  a 
contract  to  buy  some  of  Fox's  cotton 
in  1991  and  1992. 

That  gave  her  some  breathing  space 
to  seek  new  business.  She  spun  some 
samples,  which  she  sent  to,  among 
others,  Fieldcrest-Cannon,  Fsprit  de 
Corp  and  a  sweater  supplier  of  L.L. 
Bean.  She  hired  someone  to  handle 
the  small  mail-order  business,  which 
continued  to  offer  raw  cotton  and  the 
excess  yarn  and  fabric  produced  in 
Fox's  research  and  marketing. 

In  the  spring  of  1992  Levi  was 
selling  shirts  and  jeans  made  from 
brown  and  green  "fox  fibre,"  and 
Esprit  introduced  striped  T  shirts  for 
$38  each.  That  year  Fox's  sales 
reached  $1.6  million.  The  following 
year  Fieldcrest-Cannon  began  selling 
sheets  made  from  brown  "fox  fibre" 
blended  with  undyed  white  cotton. 

The  consumer  appeal  of  Fox's  cot- 
ton is  not  so  much  its  brown  and 
green  earth  tones,  which  can  be  re- 
produced with  dyed  yarn,  as  its  lack  of 
chemical  dyes  and  its  cultivation  with- 
out chemical  pesticides.  This,  of 
course,  appeals  to  people  who  want 


their  shopping  to  be  environmental! 
correct.  For  this  they  are  willing  t 
pay:  Fox's  cotton  starts  at  $2.42  pt 
pound,  compared  with  70  cents  fc: 
regular  undyed  cotton. 

Last  year  the  Acala  Cotton  Boar 
hamstrung  Fox  again,  reducing  he 
breeding  allotment  from  40  acres  t< 
10.  Weary  of  battling  the  group,  Fo 
moved  her  headquarters  to  Arizona^ 
where  most  of  her  growers  were  any 
way,  and  planted  alfalfa  on  her  olj 
California  farm. 

In  Arizona,  Fox's  business  is  thriv 
ing.  Farmers  are  growing  5,000  acrei 


Clothing  with  a  conscience 

L.L.  Bean  sweater  from  "fox  fibre." 


of  her  brown  and  green  cotton,  which 
is  currently  being  made  into  upholj 
stery  fabric,  table  linens,  hosiery] 
sheets,  towels  and  clothing.  Last  yeal 
Natural  Cotton  Colours'  revenues 
were  $5  million,  and  its  pretax  profii 
was  $1  million. 

Fox's  success  has  bred  imitators.  An 
Israeli  company,  Kitan,  an  integrated 
mill  that  grows  colored  cotton  and 
makes  finished  products,  recently  be] 
gan  manufacturing  naturally  colored 
damask  sheets  and  curtains  for  one  oi 
Fox's  largest  customers,  Fieldcrest- 
Cannon. 

So  Fox  is  busy  developing  new! 
customers  and  markets.  Three  mills 
are  already  making  upholstery  fabric 
from  her  cotton.  And  she  is  hoping  toi 
find  a  niche  in  the  market  for  fire- 
resistant  cotton  textiles.  No  other 
cottons  are  naturally  fire-resistant. 
That's  smart  business:  Those  reluc- 
tant to  pay  up  for  a  product  that  is 
environmentally  correct  might  he 
willing  to  buy  a  product  that  givesi 
some  protection  against  fire.  H 
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STOP 


LABELING 


< 

AND  START  LABELING 


EVERYTHING  ELSE! 


And  once  you  start  using 
P-Touch,  you'll  be  in  good 
company  because  over 
2  million  people  are  already 
using  Brother's  Electronic 
Labeling  System  to  organize 
and  identify  all  sorts  of 
items  in  their  home  and 
office.  So  get  busy.  Pick  the 
P-Touch  model  that's  perfect 
for  you,  pop  in  a  label 
cartridge-you  have  over  30 
label  colors  to  choose 
from-type  in  your  label 
information  and  hit  print. 
You'll  get  a  razor  sharp, 
laminated  label  that's 
perfect  for  anything:  file 
folders,  binders,  tools, 
computer  disks,  fuse  boxes, 
you  name  it.  Because  when 
it  comes  to  labeling 
everything  else,  there's 
only  one  place  to  start . . . 
Brother  P-Touch. 


Available  at: 
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A  U.S.  Supreme  Court  decision  has  put  a  big  cloud 
over  $30  billion  worth  of  municipal  waste  authority 
bonds,  and  sent  hundreds  of  local  garbage  managers 
searching  for  new  taxes. 

Bargains 
in  garbage 


By  Richard  Phalon 

There  are  times  these  days  when  the 
usually  effervescent  Herb  Flosdorf, 
executive  director  of  the  Lancaster 
County  (Pa.)  Solid  Waste  Manage- 
ment Authority,  feels  the  full  weight 
of  economic  reality  on  his  shoulders. 
"Sometimes  I  feel  like  I'm  43  going 
on  60, "  says  Flosdorf. 

Along  with  hundreds  of  other  mu- 
nicipal garbage  dump  managers 
around  the  country,  on  May  16  Flos- 
dorf was  hit  by  a  U.S.  Supreme  Court 
decision,  c&A  Carbone  v.  Town  of 
Clarkstown,  N.Y.,  that  struck  down 
"flow  control"  laws.  For  more  than 
two  decades  these  laws  have  given 
local  authorities  monopoly  rights  to 
fix  dumping  fees  and  process  vir- 
tually all  the  waste  generated  in 
their  service  areas.  The  revenues 
from  these  dumping  fees  enabled 
municipal  garbage  authorities  to 
raise  some  $30  billion  in  tax- 
exempt  debt  to  finance  hundreds 
of  waste-to-energy  and  landfill 
systems. 

Now,  thanks  to  the  Carbone  v. 
Clarkstown  decision,  private  gar- 
bage haulers  can  truck  their  loads 
to  wherever  the  dumping  fees  are 
cheapest.  This  may  be  good  news 
for  people  who  pay  private  haul- 
ers to  pick  up  their  garbage,  but  it 
puts  people  like  Herb  Flosdorf  in 
a  ticklish  position.  A  high-cost 
operation,  Lancaster  has  been 
charging  haulers  $69  a  ton,  20% 
more  than  competing  landfills 
within  a  10-mile  radius.  If  Flos- 
dorf holds  to  his  prices,  he'll  lose 
business.  If  he  cuts  prices  to  com- 
pete, he'll  lose  revenues. 


Not  surprisingly,  Standard  & 
Poor's  quickly  dropped  its  credit 
rating  on  Flosdorfs  Lancaster 
County  Authority  by  three 
notches — from  a  solid  investment- 
grade  A  to  a  BBB.  Lancaster  County 
Authority  8V6%  bonds  due  2010  are 
currently  priced  at  103  versus 
110.33  on  May  2.  s&p  also  put  the 
Pollution  Control  Financing  Au- 
thority of  Camden  County  (N.J.) — 
which  charges  over  $90  a  ton,  30% 
higher  than  landfills  20  miles  away  in 
Pennsylvania — on  CreditWatch. 

John  Nuveen  &  Co.,  a  major  un- 
derwriter of  tax-exempt  municipal 
bond  funds,  cites  more  than  two  doz- 


Lancaster  County  Authority's  Herb  Flosdorf 
Feeling  the  full  weight  of  economic  reality: 
"I  feel  like  I'm  43  going  on  60." 


If 


en  other  northeastern  authorities  par 
ticularly  vulnerable  to  losing  garbag 
to  dumps  across  state  border: 
Among  them:  Regional  Waste  Sy 
terns  in  Portland,  Me.;  Nort 
Andover's  Massachusetts  Refusetech 
and  the  Dutchess  County  (N.Y.j 
Resource  Recovery  Agency. 

To  their  credit,  Lancaster's  count] 
commissioners  have  told  Flosdorf  hi 
can't  count  on  new  taxes  to  make  u| 
for  lost  business.  "We  have  to  com 
pete,"  says  Flosdorf. 

His  first  move  was  to  cut  dumping 
fees  from  $69  a  ton  to  $59  a  toni 
Further  cuts  of  $6  a  ton  have  already 
been  worked  out  with  over  40  hauler: 
in  the  form  of  an  incentive  rebate 
plan.  For  the  first  time  Flosdorf  is  alsc 
going  out  of  the  county  for  commer 
cial  and  industrial  waste  haulers  whe  >3 
he  hopes  will  add  at  least  100,00( 
tons  a  year  to  the  370,000  tons  Lan 
caster  expects  to  process  this  year. 

Short  term,  the  price  cuts  may  pro 
duce  operating  losses  of  $4  million  tc 
$5  million  this  year  and  next  for  th« 
Lancaster  County  Authority.  Cash  re 
serves  are  big  enough  to  carry  the 
losses  for  now.  Longer  term,  Flosdorl 
hopes  to  bring  in  enough  new  bust 
ness  to  get  back  into  the  black,  ancj 
maybe  even  win  back  his  s&P  rating. 

Municipal  bond  analyst  Marie  Pi 
secki,  head  of  Moody's  Investors'  sol 
id  waste  bond  group,  expects  othei| 
waste  authorities  to  follow  Flos 
dorfs  entrepreneurial  bent.  But 
no  signs  of  that  yet.  Long  pro 
tected  from  the  forces  of  supply 
and  demand,  most  waste  agencies 
are  begging  their  congressmen  to 
offset  the  Supreme  Court  deci- 
sion by  grandfathering  the  legal- 
ity of  the  flow  control  doctrine  in 
the  27  states  where  it  has  taken 
hold.  The  private  waste  haulers, 
of  course,  are  telling  the  same 
congressmen  to  leave  the  ruling 
alone. 

A  fallback  for  some  local  waste 
authorities:  Cut  dumping  fees  to 
competitive  levels,  and  rely  oni 
new  taxes  or  surcharges  to  subsi- 
dize revenue  shortfalls.  In  other 
words,  if  the  waste  bureaucrats 
cannot  finance  their  high  operat 
ing  costs  by  taxing  the  haulers, 
they'll  try  hard  to  finance  them  by 
taxing  some  other  part  of  the 
private  sector. 
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Introducing  The  Toyota 
Touch  Lease.  InTbdays  Economy 

Its  Perfect  Timing. 


TOYOTATOUCH 
LEASE 


There's 
never  been 
a  better 


In  other  words,  you're  only  pay- 
ing for  what  you  use.  It's  that  simple. 


leasing,  you'll  get  more  out  of  a 
Toyota.  Here's  why: 


ime  to  lease  a  Toyota  than  now 

Why?  You  ask.  Simple. 

It's  called  the  Toyota  Touch 
.ease.  It's  a  plan  designed  to  let  you 
^ase  any  Toyota.  From  the  rugged 
Runner  and  the  sophisticated 
^amry  to  our  tough,  dependable 
"rucks  and  the  all-new  totally 
edesigned  Celica.  And,  of  course, 
verything  in  between. 

Now  before  we  go  on,  let's  briefly 
3uch  upon  how  a  lease  works. 

When  you  lease  a  vehicle,  you 
•ay  for  the  difference  between  the 
nitial  cost  of  the  vehicle  and  its 
irojected  value  at  lease  end  (rather 
han  the  entire  cost  of  the  vehicle). 


oyota  Quality 


- — 


ow  Monthly 
Payments 


What  separates  the  Toyota  Touch 
Lease  from  all  other  lease  plans  is 
what's  built  into  every  Toyota. 
Attention  to  detail.  Every  member  of 
Toyota's  organization  is  committed 
to  giving  you  a  better  product.  It's 
what  we  call  Toyota  quality.  And 
that's  where  it  all  begins. 


igh  Resale  Value 


Toyotas  have  been  known  to 
retain  more  value  than  most  com- 
petitive vehicles. 

Simply  put,  when  it  comes  to 


Because  of  Toyota's  high  resale 
value  there's  less  depreciation  which 
means  low  monthly  payments.  What 
this  does  for  you  is  a  variety  of 
things.  Like,  for  instance,  it  can  help 
you  get  the  options  you've  always 
wanted.  Or  perhaps,  it  can  make  that 
dream  car  a  reality 

The  Toyota  Touch  Lease.  It  may  just 
be  the  perfect  time  for  you  to  get  aToyota. 

For  more  information  on  the 
Toyota  Touch  Lease  Plan,  please  call 
1-800-GO-TOYOTA. 

®  TOYOTA 

"I  love  what  you  do  for  me" 


Now\bu  Can  Lease  Any  Toyota. 


?e  your  parficipating  Toyota  dealer  for  details.  Buckle  Up1  Do  it  for  those  who  love  you. 


©1993  Toyota  Motor  Sales,  U.S.A.,  Inc 


EDITED  BY  LAURA  SAUNDERS 

The  recent  runup  in  interest  rates  has  damaged 
some  estate  planning  techniques  but  made  others 
more  attractive.  Here's  the  rundown. 

Time  to  refinance 
your  estate) 


By  Carolyn  T.  Geer 

You're  well  aware  of  how  higher 
interest  rates  killed  your  bond  hind. 
But  did  you  know  that  rising  rates  also 
have  a  big  impact  on  certain  estate 
planning  vehicles? 

High  rates  are  good  news  for  any- 
one about  to  set  up  either  of  these  two 
kinds  of  trusts:  a  charitable  remainder 
annuity  trust,  which  you  use  to  give 
away  property  to  a  charity  while  re- 
taining a  lifetime  annuity,  and  the  sort 
of  trust  you  would  use  to  pass  along 
your  home  to  your  children. 

High  rates  are  bad  for  two 
other  kinds  of  estate  planning  ~~ 
devices.  One  of  them  involves 
giving  securities  to  your  heirs 
while  retaining  an  annuity.  The 
other  entails  donating  a  house 
or  farm  to  charity  while  retain- 
ing the  right  to  use  the  property 
while  you  are  alive. 

In  each  of  these  four  cases, 
the  effect  of  changing  rates  has 
to  do  with  the  time  value  of 
money.  The  higher  the  discount 
rate,  the  lower  the  present  value 
of  a  dollar  to  be  received  in  the 
distant  future. 

First,  charitable  remainder  trusts. 
These  are  extremely  attractive  for  the 
right  kind  of  donor.  Let's  hope  no 
one  in  Congress  sees  this  article,  be- 
cause the  trust's  attractiveness  is  due 
to  a  freakish  gap  in  the  tax  code.  To 
wit:  You  can  transfer  highly  appreciat- 
ed assets,  such  as  real  estate  or  stock, 
into  the  trust,  while  retaining  a  life- 
time annuity  that  could,  depending 
on  your  age  and  the  dollar  amounts, 
represent  most  of  the  value  of  those 
assets.  Yet  if  the  trust  sells  the  assets, 
the  entire  capital  gain  is  tax-free,  if 
you  play  your  cards  right. 
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Say  you  own  $100,000  worth  of 
Cisco  Systems  that  you  bought  a  few 
years  ago  for  $10,000.  You'd  like  to 
unload  the  stock  and  put  the  money 
in  Treasury  bonds.  If  you  did,  you'd 
owe  tax  on  a  $90,000  capital  gain. 
Meanwhile,  you'd  like  to  make  a 
modest  gift  to  your  alma  mater. 

So  you  transfer  the  stock  to  the 
trust,  stipulating  that  the  principal 
will  go  to  the  college  when  you  die, 
but  you  will  keep  $7,000  a  year  of  the 
income  for  as  long  as  you  live.  The 


trust  immediately  sells  the  Cisco  and 
buys  7%  Treasurys.  Provided  the 
trust  doesn't  have  to  dip  into  capital 
to  pay  your  annuity,  you  escape 
capital  gain  tax.  Also,  you  get  a 
charitable  deduction.  For  how 
much?  Well,  what  are  you  really 
giving  up?  Not  $100,000  of  proper- 
ty, but  $100,000  minus  the  value  of 
your  lifetime  income  stream. 

The  value  of  that  future  income 
stream  is  figured  from  your  life  expec- 
tancy and  from  a  suitable  discounting 
rate.  For  the  discounting  rate  the 
Internal  Revenue  Service  publishes  a 


figure  that  changes  monthly  and  r 
fleets  Treasury  bond  yields.  Sin 
March  this  rate  has  scampered  up  tvl 
points  to  a  recent  8.4%.  Result:  T| 
donor's  income  stream  is  now  won 
less.  That  makes  the  remainder  thi 
passes  to  charity  worth  more.  T 
higher  charitable  deduction  maki 
the  deal  more  attractive  to  yo 
"You're  getting  a  bonus  as  a  result 
the  higher  interest  rates,"  says  Larj 
Flkin,  a  financial  planner  in  Hasting 
on-Hudson,  N.Y. 

Say  a  65 -year-old  man  puts 
$100,000  securities  portfolio  into 
charitable     remainder     trust  an 
chooses  a  $7,000  annual  income  fi 
life.  At  the  irs  interest  rate  of  8.4%  ft 
August,  his  deduction  is  $44,601 
according  to  Rick  Taylor,  a  partner 
KPMG  Peat  Marwick  in  Washingtoi 
D.C.  If  the  same  man  had  set  up  th 
trust  in  March  his  deduction  woul 
have  been  only  $36,000  (see  table). 

Now  consider  the  trust  you  migr 
use  to  transfer  a  home  to  your  kid 
You  put  the  home  in  the  trust.  For 
specified  number  of  years  (typical! 
ten  or  so),  you  retain  the  right  to  lrv 
in  the  house.  At  the  end  of  th 
period,  ownership  of  the  prorj 
T"|  erty  goes  to  beneficiaries  ya 
|  specify  now.  If  you  want  to  kee| 
living  there  after  the  time  is  un 
you  owe  them  rent. 

The  end  result  is  pretty  muc 
the  same  as  if  you  had  simpl 
willed  the  house  to  your  heir! 
But  there's  a  tax  advantage.  IJ 
the  IRS'  eyes,  you  are  not  hand 
ing  over  the  house;  you  ar 
handing  over  a  remainder  inter 
est  in  the  house .  Say  the  house  i 
now  worth  $100,000.  What  J 
the  remainder  interest  worth  to 
day?  That  discounted  presen 
value  is  the  number  that  goes  on  you| 
gift  tax  return. 

The  higher  the  discount  rate,  thj 
lower  the  present  value,  and  hence  thi 
smaller  the  gift  tax  bill.  At  8.4%  inter; 
est,  the  right  to  occupy  that  $  1 00 ,00(1 
house,  beginning  in  the  year  2004,  i 
now  worth  a  mere  $32 ,900,  assuming 
you  are  now  65.  (The  IRS  formul; 
allows  for  the  risk  that  you  will  di< 
before  the  trust  is  over,  throwing  th« 
house  back  into  your  estate.) 

Not  only  are  rates  going  up,  but  tin 
discounting  rate  used  in  these  housf 
trusts  was  too  high  to  begin  with 
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Rate  sensitivity 


Estate  planning  device 

Present  value 
at  discount  rate 
6.4a%  8.4b% 

Charitable  remainder  annuity  trust 

$36,000 

$44,600 

Charitable  remainders  in  house  or  farm 

41,500 

33,500 

Trust  for  heirs,  grantor  carves  out  annuity  for  himself1 

54,900 

58,600 

House  trust  for  heirs,  grantor  retains  right  to  live  in  house2 

39,600 

32,900 

Figures  assume  a  65-year-old  disposing  of  $100,000  in  assets.  For  charitable  donation, 
donor  is  retaining  lifetime  annuity  of  $7,000  or  right  to  occupy  the  property.  For  transfer  to 
heirs,  donor  is  retaining  $7,000  annuity  or  right  to  occupy  property  for  only  ten 
years.  aIRS-approved  rate  for  March  1994.  bIRS  rate  for  August  1994.  'Sometimes 
identified  by  the  legal  jargon  "grantor  retained  annuity  trust."  2Jargon  "qualified 
personal  residence  trust." 
Source:  KPMG  Peat  Marwick. 


Don't  tell  the  IRS,  but  its  discounting 
brmula  is  too  generous  to  taxpayers, 
t  naively  assumes  that  bond  interest 
fates  should  be  used  to  calculate  a 
present  value  for  real  estate.  The  cor- 
rect number  is  the  real  interest  rate — 
)ond  rates  minus  inflation. 
!  If  a  house  trust  is  appropriate  for 
k>ur  family,  set  one  up  now,  before 
he  IRS  changes  its  mind. 


Two  estate  plan- 
ning techniques 
look  better  when 
market  interest 
rates  shift 
upward.  Two 
techniques  look 
less  attractive. 
The  person  with 
the  assets  is 
trying  to  either 
maximize  an 
income  tax 
deduction  or 
minimize 
a  potentially 
taxable  gift 
to  his  heirs. 


Now  for  the  two  kinds  of  estate 
planning  techniques  that  lose  some  of 
their  sex  appeal  when  rates  climb.  In 
one,  you  give  assets  to  heirs  but  carve 
out  an  annuity  for  yourself.  The  higher 
the  discount  rate,  the  lower  the  value 
of  your  income  stream;  and  the  lower 
that  is,  the  larger  your  taxable  gift. 

If  you  were  going  to  do  one  of 
these,  think  again.  You  might  be  bet- 


ter off  giving  your  heirs  a  smaller 
chunk  of  assets  outright. 

In  the  other  technique  you  give 
away  real  estate  to  a  charity  but  retain 
the  right  to  use  it  for  as  long  as  you 
live.  Again,  the  IRS  uses  the  erroneous 
discounting  formula,  but  this  time  it 
works  to  your  disadvantage.  Say  you 
give  your  $100,000  house  to  a  histor- 
ic preservation  group,  retaining  the 
right  to  live  in  it  until  you  die.  If  you 
are  65  years  old,  that  gift  gives  you  a 
charitable  deduction  of  only  $33,500 
on  your  income  tax  return  today. 

You  might  be  better  off  just  leaving 
the  house  to  the  charity  in  your  will. 
Doing  so  will  cost  you  an  income  tax 
deduction,  but  leaves  you  with  more 
flexibility.  Says  Rick  Taylor  of  kpmg, 
"What  if  all  of  a  sudden  the  charity 
likes  lilacs  but  you  don't?"  Either 
way,  of  course,  you  keep  the  house 
out  of  your  estate. 

For  charitable  gifts  you  get  to  use 
either  the  current  month's  rate,  or  the 
rate  from  one  of  the  previous  two 
months,  whichever  is  best  for  you. 
The  July  rate  was  8.2%;  August,  8.4%. 
The  September  rate  will  be  an- 
nounced around  Aug.  20.  WM 


Q/fiter  arriving 

in  Hong  Kong 

with  a  body  clock  Jk 

W 

still  firmly  set  on 

New  York  time,  isn't  it  wonderful 
to  unwind  in  the  warmth  of  Mandarin  Oriental 


Mandarin  Oriental:  5  Conpaught  Road  Central,  Hong  Kong  Telephone:  52201 1 1  Facsimile:  8106190  1h^sdw^HoielsoftlKm>rkl 
Bangkok  •  Hong  Kong  .Jakarta  •  London  •  Macau  •  Manila  •  Mexico  City  (1995)  San  Francisco  •  Singapore  •  Surabaya  (1995) 

Koh  Samui  •  I'huket  •  The  Excelsior,  Hong  Kong 


HOW  AIG'S  ABILITY  TO  CONTROL  FINANCIAL  RISKS  PU 
ONE  AIRLINE  ON  A  STRAIGHTER  COURSE.  An  airline's  fir st-everene 
hedge  in  jet  fuel  using  a  series  of  fixed-for-jloating-rate  transactions.  It's  no  blue-sky  idea  but  how  we  recently  helj. 


a  major  U.S.  carrier  manage  risk.  Since  the  airline's  international  operations  generate  a  multiple-currency  rever 


ream,  we  also  act  as  one  of  its  primary  foreign  exchange  partners.  And  we  provide  primary  and  excess 
operty/ casualty  insurance  for  its  buildings  and  aircraft  fidelity  and  international  insurance  coverages.  Products  and 
rvices  for  which  more  and  more  corporations  are  heading  in  AIG's  direction.  For  the  definitive  response  to  risk. 

WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL.  SERVICES. 

American  International  Croup,  Inc.,  Dept.  A,  7()  Pine  Street,  New  York.  NY  10270. 


FOR  SALE 


Buying  women's  clothing  virtually  by  the  pound 
and  selling  it  by  the  piece,  Michael  Lasky 
has  built  a  successful  retailing  formula. 

Ambience  it  ain't 


By  Nancy  Rotenier 

It  was  a  wild  idea  but  worth  a  try. 
Michael  Lasky  was  out  of  work  and 
low  on  money  after  a  messy  divorce  in 
1988  had  stripped  him  of  ownership 
of  his  two  Pappagallo  shoe  franchises. 
He  remembered  a  marketing  gim- 
mick that  he'd  used  from  time  to  time 
at  his  shoe  stores. 

For  $1,000  Lasky  bought  all  the 
fixtures  in  the  interior  of  a  friend's 
store  at  a  strip  shopping  center  in 
Bloomfield  Hills,  Mich.  Dipping  into 
his  dwindling  cash,  he  spent  $30,000 
on  leftover  women's  wear  from  stores 
and  manufacturers  and  $2,000  for  a 
big  sign  proclaiming  "everything  at 
$12.97  or  less."  The  first  weekend, 
40%  of  his  merchandise  sold. 

Seven  years  later,  Lasky's  13-Below 


chain  has  18  stores  scattered  through- 
out the  greater  Detroit  area,  and  $5 
million  in  sales. 

Now  he  wants  out. 

"I  like  startups,"  explains  the  fast- 
talking  Lasky,  48,  who  says  he  wants 
to  start  a  new  career  in  real  estate. 

Lasky  has  spent  his  entire  career  in 
retailing.  At  15  he  unloaded  cartons 
in  his  father's  Detroit-based  shoe- 
store  chain,  L.G.  Haig.  He  studied 
marketing  at  Wayne  State  University 
in  1968  and  joined  his  dad's  firm,  but 
when  the  elder  Lasky  sold  out  in 
1979,  young  Michael  bought  two 
Pappagallo  franchises. 

Whether  it's  selling  shoes  or  re- 
maindered women's  clothing,  Mi- 
chael Lasky  works  a  60-hour  week, 


[21 


and,  he  says,  he's  tired  of  it. 

What  would  a  buyer  be  getting? 
Not  much  glamour.  The  store: 
match  the  prices — harsh  fluorescen 
lighting,  bare,  painted  walls  and  meta 
clothing  racks.  "We're  not  selling  am 
bience,"  explains  Lasky.  Thus  hd  it 
claims  he  can  open  a  new  store  for  jus 
$80,000.  This  compares  witi 
$300,000  for  a  more  conventional 
women's  clothing  store.  In  keepinj 
with  his  low- rent  approach,  he  situ 
ates  his  stores  in  working-class  neighj 
borhoods  where  he  pays  $1 5  a  squan 
foot.  Similar  space  in  a  suburban  mal 
goes  for  $30. 

Each  new  store  is  stocked  witrl 
$60,000  in  merchandise,  10,000  W 
12,000  items.  Lasky  buys  his  inven 
tory  through  seven  buying  offices  irj 
New  York.  He  buys  more  or  less  bj 
the  pound,  rarely  bothering  to  look  a 
the  stuff.  His  theory  is:  If  it's  cheag 
enough,  someone  will  buy  it. 

Lasky's  buyers  feed  off  departmen 
store  overorders,  late  deliveries  td 
vendors  and  manufacturers'  mis 
takes — too  many  orange  T  shirts.  Ht  b 
avoids  irregular  or  damaged  goodsj 
Competing  stores  like  Marshalls,  T.J| 
Maxx  and  Hit  or  Miss  often  check  ou 
the  same  goods.  If  they  offer,  say,  ar  :a 


ra 
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13-Below's 
Mike  Lasky, 
a  man  who 
wants  out  of  the 
retail  rat  race 
Attention 
bargain 
shoppers: 
discount  chain 
up  for  grabs. 


Forbes  ■  August  15,  199-  : 


I 
( 

B 

H 


dditional  25  cents  per  item,  they 
v'alk  away  with  the  merchandise. 

Rejects  of  rejects,  but  the  business 
an  be  profitable  to  a  smart,  tough 
>perator. 

13-Below  carries  everything  from 
kirts  and  pants  to  blouses  and  blaz- 
rs.  Gap  T  shirts  that  retail  at  $10.50 
ell  at  13-Below  at  two  for  $10.  Lasky 
arries  many  name  brands — Bill  Blass, 
imited,  Guess?  and  Esprit. 

In  February  Lasky  added  jewelry, 
matches,  handbags  and  socks,  which 
iow  make  up  5%  of  sales.  With  jewelry 
•ought  for  33  cents  selling  for  $4.97, 
.asky  predicts  accessories  will  be  big 
or  a  new  buyer. 

He  claims  60%  of  his  business  is 
epeat.  Customers  are  women  14  to 
0  years  old,  with  household  income 
ypically  under  $35,000.  Lasky  thinks 
hat  chains  like  Sears  and  Kmart  have 
bandoned  this  economic  stratum  in  a 
[uest  for  higher  margins. 

The  secret  of  running  a  business 
ke  this  is  being  a  real  cheapskate, 
.asky  avoids  warehousing  and  distri- 
iution  overhead  by  having  his  New 
'ork  buyers  ship  inventory  directly  to 
ach  store.  Shipping  cost  $76,000  last 
iear.  A  new  $100,000  computer  sys- 
:m  tracks  inventory  so  slow  sellers  in 
ne  store  can  be  transferred  to  a 
ifferent  store. 

On  $5  million  in  revenue  last  year, 
,asky  paid  out  $607,000  in  rent, 
801 ,000  in  payroll,  just  $53,000  on 
dvertising.  His  spare  advertising  and 
romotion  budget  bought  just  12 
mall  ads  in  the  Detroit  News,  direct 
mailings  to  customers — plus  a  13- 
>elow  Club  Card  ("Buy  12  items,  get 
Ke  13th  free"). 

Other  expenses:  $195,000  in  store 
upplies,  $189,000  in  utilities, 
47,000  for  employee  benefits, 
42,000  in  insurance  and  $48,000  in 
:gal  and  accounting  fees.  So,  after 
aying  himself  $78,000,  Laskv  had 
210,000  in  cash  flow.  Debt?  Zero. 

What  will  this  business  go  for? 
.asky  is  open  to  offers.  The  formula 
or  a  retail  operation  like  this  is  four 
.mes  cash  flow,  which  would  suggest 
tiat  13-Below — with  its  limited  but 
lear-cut  expansion  potential — might 
itch  something  short  of  $1  million. 

Remember  this,  though:  13-Below 
;  not  unique.  One-Price  and  Dots 
hains  sell  to  this  market,  too.  It's  no 
lace  to  expect  an  easy  buck.  IM 
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A  Sure  Sign  You've  Picked 
The  Right  Airline  To  Africa. 


The  best  way  to  Southern  Africa 
starts  and  finishes  with  SAA, 
the  only  nonstop  service  in  the 
business. 

Our  flights  get  the  green  light  six* 
times  a  week  from  JFK  to  Johan- 
nesburg, Miami  to  Cape  Town. 
And  although  they're  the  world's 
longest  air  routes,  SAA's  60  years 
of  experience  and  our  luxurious 
747-400  s  transform  them  into 


one  of  your  most  pleasurable 
travel  experiences. 

No  wonder  two  of  the  world's 
leading  business  magazines  voted 
us  Best  Airline  To  Africa. 

But  don't  take  their  word  for  it. 
See  your  travel  agent  or  call  us 
at  1-800-722-9675  and  find 
out  why  SAA  is  the  only  way  to 
go  to  Southern  Africa. 

After  all,  what's  stopping  you? 


*5  nonstop 


SOUTH  AFRICAN  AIRWAYS 


Stuttering  didn't  stop 
Winston  Churchill 


And  it  need  not  stop  you.  The  newly 
revised  seventh  edition  of  Self' 
Therapy  for  the  Stutterer  explains 
how  stutterers  can  help  themselves. 

Ask  for  the  192-page  book  no.  12,  and  please 
enclose  $3.00  for  postage  and  handling. 


Stuttering 
-1  foundation 
of  America 


FORMERLY  SPEECH  FOUNDATION  Of  AMERICA 

A  Non-Profil  Organization 
Since  1947— Helping  Those  Who  Stutter 
P.O.  Box  11749  •  Memphis,  TN  38111-0749 


Kids,  Weather,  Football,  An  J  Business. 


He  might  not  look  it,  but  Brent  W^isch  lias  been  around.  As  Director  of  International  Sales  for 
Pratt  &  Whitney  s  "Waterjet  Systems,  it  s  not  unusual  for  Brent  to  be  working  in  Singapore  one  week 
and  Scotland  tbe  next.  But  wben  this  seasoned  world  traveler  learned  that  his  company  wanted  to 
relocate  him  to  Alabama,  he  thought,     This  may  be  going  a  bit  too  far.    He  would  later  reconsider. 

I  recall  being  amazed  by  the  mountains.  I  had  no  idea  that  Alabama  had  such  an  incredible 
panorama.  And  that  was  only  the  beginning  of  the  good  impression  Huntsville,  Alabama  made  on  me. 
Brent  will,  however,  admit  to  some  initial  cultural  adjustment.     It  s  true  what  they  say  about  the 


slower  pace.  No  business  meeting  ever  starts  without  a  discussion  of  the  weather,  or  football,  or  your 
kids.  But  it  s  certainly  not  a  waste  of  time,  because  in  the  process  of 
doing  business,  it  gives  you  an  opportunity  to  really  get  to  know  people.  < 
This  warm  business  climate  helped  convince  Pratt  &  Wliitney  to 


Mercedes-Benz  is  just  one 
of  over  1  oo  pan  pacific 
and  european  companies 
that  call  alabama  home. 


locate  its  United  Technologies  subsidiary  here.  "Waterjet  has  developed  a  robotic  aircraft  maintenance  sys- 
tem in  Alab  ama  that  s  safer  on  the  environment  while  boosting  profits  for  airline  companies  worldwide.  Being 
involved  in  the  international  market,  I  m  always  confronted  about  traveling  out  of  a  small  southern  town.  I 
simply  explain  that  it's  a  breeze  to  go  anywhere. .  .no  traffic,  no  lines,  no  hassle!  To  find  out  more  about 
Alab  ama,  call  1-800-276-3372.  "YV^e  may  ask  about  your  kids  first,  but  eventually  we  11  get  down  to  business. 


latere     good    people     accomplish     great  things 


for  more  information,  contact  the  economic  development  partnership  of  alabama: 
2  North  Jackson  Street,  Montgomery,  Alabama  36104;  800-276-3372 


MARKETING 


EDITED  BY  JOSHUA  LEUINE 


What  do  you  do  with  a  product  with  a  humdrum 
brand  image?  Black  &  Decker  changed  a  color 
and  a  name  and  raised  prices.  It  worked! 

New  personality 


By  Suzanne  Oliver 

As  A  browser  at  the  1992  National 
Homebuilders  Show  examined  a 
new  line  of  power  tools  called 
DeWalt,  he  noticed  Black  &  Decker 
Chairman  Nolan  Archibald's  name 
tag,  and  said  with  a  smirk,  "These 
guys  are  going  to  eat  you  up."  Ar- 
chibald just  smiled. 

He  smiled  because  he  knew  what 
the  browser  didn't:  that  Black  & 
Decker  made  those  DeWalt  tools. 

When  Archibald,  51,  became  chief 
executive  of  Towson,  Md. -based 
Black  &  Decker  in  1986,  the  compa- 
ny's power- tool  business  was  barely 
profitable.  Black  &  Decker  dominat- 
ed the  mass  market  for  power 
tools  sold  in  stores  like  Kmart, 
but  was  losing  ground  at  the 
more  profitable  high  end,  the 
durable  tools  that  cost  two  to 
three  times  as  much.  At  resi- 
dential construction  sites,  a 
key  market,  Black  &  Decker 
had  been  losing  ground  for  a 
decade.  By  1991  Japan's  Ma- 
kita  had  53%  of  that  market, 
Black  &  Decker  just  8%.  It's 
tough  to  sell  a  $130,  %-inch 
cordless  drill  to  professionals 
when  the  same  nameplate  ap- 
pears on  a  $30  drill  sold  to 
amateurs. 

Joseph  Galli,  current  head  of  the 
North  American  power-tool  division, 
came  up  with  a  solution.  A  new  brand 
name .  He  resurrected  a  nearly  defunct 
brand  that  Black  &  Decker  had  ac- 
quired 32  years  earlier,  DeWalt. 
DeWalt  was  for  years  the  manufactur- 
er of  a  rugged  radial  arm  saw.  Black  & 
Decker  had  abandoned  this  line  of 
business  by  1989,  but  the  name  still 
connoted  solidity  and  quality  to  older 
tradesmen. 

Galli  selected  30  of  the  drills,  saws 
and  sanders  in  the  Black  &  Decker 
professional  and  industrial  power- 


tool  lines,  colored  them  the  yellow  of 
construction  hardhats  rather  than  the 
black  of  the  regular  lines  and  slapped 
on  only  a  hint  of  DeWalt's  ownership: 
a  note  on  the  flap  of  the  packaging 
saying,  "serviced  by  the  Industrial 
Tool  Division  of  Black  &  Decker." 

"Anything  we  made  yellow  was 
viewed  as  a  new  tool  in  the  market- 
place," remarks  Galli.  In  some  cases 
the  DeWalt  tools  are  a  little  bit  new. 
DeWalt  models  feature  keyless  chucks 
and  big  knobs  the  user  can  adjust 
while  wearing  gloves.  In  the  case  of 
the  circular  saw — where  Emerson 
Electric's  tough-to-beat  Skilsaw  has 


Yellow  fever 

DeWalt  pitchmen  take  to  the  streets. 


almost  become  a  generic  name  for  the 
tool  category — the  DeWalt  model 
was  the  first  to  come  with  a  clip  to 
keep  the  cord  out  of  the  blade's  path. 

DeWalt's  new  features  were  quickly 
copied  into  Black  &  Decker's  indus- 
trial tools.  Now  nothing  but  the  color 
distinguishes  a  DeWalt  tool  from  a 
Black  &  Decker  industrial  tool.  Like 
the  Mercury  Sable  and  Ford  Taurus, 
the  machinery  is  the  same  but  the 
packaging  changes  to  appeal  to  differ- 
ent customers.  DeWalt,  aimed  at  the 
residential  construction  trade,  is  sold 
through  retailers  such  as  Home  De- 


pot and  Lowe's,  while  the  larger  ii 
dustrial  line  is  sold  through  distrib 
tors  such  as  W.W.  Grainger.  To  estaj 
lish  a  premium  image,  Galli  kel 
DeWalt  off  mass  marketers'  shelves! 

Galli  understands  well  the  psyche 
ogy  of  pricing.  He  priced  DeW^ 
tools  10%  higher  than  Makita  pro 
ucts.  "Price  denotes  quality,"  sal 
Galli.  Previously,  Black  &  Decker  hi 
been  underpricing  Makita. 

Galli  also  notices  a  paradox  of  ma 
keting:  "If  you  target  the  do-it-youj 
selfer,  you  lose  the  tradesman,"  1) 
says,  but  it  doesn't  necessarily  folk 
that  if  you  target  the  tradesman  y< 
lose  the  serious  do-it-yourselfer 
Black  &  Decker  estimates  that  abo 
half  of  DeWalt  sales  go  to  the  do-ij 
yourselfers. 

To  reach  the  contractors,  Galli  en 
blazoned  a  fleet  of  26  yellow  vans  an 
trucks  with  the  new  DeWalt  logo  ar 
filled  them  with  pitchmen  who  vi^ 
construction  sites  and  hardwa 
stores  to  demonstrate  DeWalt  tool 
He  established  an  800  telephor 
number  for  the  fictitious  DeWalt  Ii 
dustrial  Power  Tool  Co.  that  loj 
2,000  calls  a  week. 

The  image  makeover  is  worl 
ing.  Only  two  years  old,  trj 
DeWalt  line  is  expected  to  tq 
$300  million  in  sales  for  199 
Black  &  Decker,  meanwhile,  st) 
sells  SI  50  million  a  year  worth 
high-end  construction  and  in 
dustrial  tools  using  its  own  nam 
Now  it's  time  to  apply  some  < 
the  same  marketing  magic  to  th 
rest  of  Black  &  Decker's  busines 
This  $4.8  billion  (revenues)  con) 
pany   manufactures   a  hodg 
podge  of  appliances  and  hare 
ware  items,  but  netted  only  2%  a 
sales  last  year;  its  earnings  p 
share  and  dividend  this  year  will  t 
scarcely  what  they  were  a  decade  ag« 
The  company  is  badly  in  need  of  a  k 
of  other  brand  makeovers. 

They  are  now  under  way.  Startin 
from  the  schlocky  Kwikset  line  i 
door  locks  that  Black  &  Deck 
picked  up  with  its  1989  acquisition  c 
Emhart,  Archibald  has  created  a  pri 
mium  lock  line  called  Titan.  If  he  cai 
do  in  locks  and  in  the  rest  of  til 
company  what  he  and  Galli  have  dor 
so  successfully  with  power  tools, 
can  make  this  perennial  turnaroun 
candidate  turn  around. 
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it's  no  easy  task  restoring  luster  to  a  brand 
that  has  been  ruined  by  overexposure. 

Anemic  crocodile 


In  the  1950s  Life  magazine  ran  a 
photograph  of  Dwight  Eisenhower 
playing  golf  in  a  white  Lacoste  polo 
shirt.  The  familiar  crocodile  crest  was 
highly  visible. 

Propelled  by  this  Ike-powered  im- 
age, Lacoste  quickly  became  an 
American  icon,  equally  at  home  on 
the  links  and  on  the  streets  of  Green- 
wich Village.  By  the  early  1980s  La- 
coste had  a  $400  million  business  in 
the  U.S. — much  of  that  coming  from 
the  classic  polo  shirt,  first  introduced 
in  1933  by  French  tennis  legend  Rene 
Lacoste,  who  figured  the  cotton- 
mesh  design  would  keep  players  cool 
on  the  courts. 

What  started  out  as  a  crisp  image, 
however,  soon  deteriorated  into  a 
cliche  after  a  big  corporation,  General 
Mills,  bought  the  U.S.  rights.  The 
crocodile  became  a  joke.  General 
Mills  sold  the  rights  and  sales  dwin- 
dled to  $50  million. 

A  new  owner  is  trying  to  bring  it 
back.  In  an  effort  to  reprise  the  Ike 
photo  coup,  Lacoste  recently  sent 
batches  of  shirts  to  Bill  Clinton, 
George  Bush,  Henry  Kravis,  Norman 
Mailer  and  Rush  Limbaugh,  among 
others,  in  hopes  that  enterprising  pa- 
parazzi will  do  the  rest. 

It  may  work.  It  may  not.  The 
poor  old  crocodile  has  taken  an 
awfiil  beating. 

By  the  early  1980s  Minneapolis- 
based  General  Mills,  which  had 
picked  up  the  U.S.  license  for  Lacoste 
in  1970,  was  flogging  the  crocodile's 
cachet,  plastering  the  logo  every- 
where. It  was  a  classic  mistake.  Here 
was  a  logo  that  drew  its  value  from 
snob  appeal,  and  suddenly  everyone 
was  wearing  it.  The  logo  also  began  to 
grace  a  widening  assortment  of  other 
clothing,  including  outfits  for  infants 
and  toddlers.  To  maintain  its  margins 
General  Mills  began  manufacturing 
its  shirts  in  the  Far  Fast — in  the  shirt's 
heyday,  all  manufacturing  was  done 
in  France — and  changed  the  all -cot  - 


The  restored 
"original" 
Lacoste  polo 
shirt  and  its 
new  ad 
campaign 
"We  don't 
have  to 
invent  a  fake 
history — 
we  have 
a  real 
history." 


ton    construction    to  a 
cheaper  synthetic  blend. 

Marvin  Traub,  then  head  of 
Bloomingdale's,  was  not  pleased.  As 
he  recounts  it,  Traub  was  grousing 
about  it  to  Ralph  Lauren.  The  latter, 
never  slow  to  smell  potential  business, 
asked  Traub  around  1975  if 
Bloomingdale's  would  buy  a  Lauren 
look-alike  shirt  made  entirely  out  of 
cotton.  Traub  said  yes.  "What  hap- 
pened after  that,  basically,  is  that  the 
polo  pony  trampled  the  alligator," 
says  fashion  consultant  Alan  Mill- 
stein.  The  polo  shirt  is  now  one  of 
Lauren's  single  biggest  sellers  and 
dominates  a  market  estimated  at 
roughly  $2.8  billion. 

In  1985  General  Mills  unloaded 
the  U.S.  Lacoste  business.  By  1992 


U.S.  sales  of  Lacoste,  now  handled 
Crystal  Brands,  a  Connecticut  sporj 
wear  marketer,  had  dropped  held 
$50  million. 

But  where  there's  life,  there's  hop! 
Fnter  Devanlay  S.A.,  the  French  cor 
pany  that  has  made  Lacoste  clothii 
for  outside  the  U.S.  in  partnersh 
with  Chemise  Lacoste  since  the  fn 
shirt.  It  stepped  in  and  bought  ba 
the  U.S.  Lacoste  license  for  $31 
million. 

Devanlay  took  the  endanger 
crocodile  off  the  market  to  give  it 
much-needed  rest.  "The  brand  hi 
completely  lost  its  luster — it  ju 
wasn't  a  status  symbol  anymore,"  saj 
Ari  Hoffman,  president  of  Devan 
U.S.  "We've  got  a  negative  image 
overcome." 

Last  February  the  crocodile  shj 
reappeared,  once  again  1 00%  cotto 
once  again  made  only  in  France,  ar 
now  restricted  to  around  110  upma 
ket  department  store  outlets  like  Sak 
Bloomingdale's  and 
man  Marcus. 

There's  a  hefty  new  pric 
too — about      $65 — mo 
than  triple  what  similar  shirt 
sell  for  from  retailers  like  L.J 
Bean  and  Lands'  End.  Bi 
price  is  precisely  what  Devai 
lay  hopes  will  help  restore  Li 
coste's  prestige  image. 

The  magazine  advertisemei 
announcing  the  crocodile's  rj 
turn  is  anything  but  subtle.  Tfi 
shirt,  lovingly  photographed  t 
Irving  Penn,  is  alongside  a  shot 
Rene  Lacoste  on  the  tennis  coui 
in  the  1920s.  The  tag  line:  "Orig 
nal,  authentic.  Made  in  France." 

"We  don't  have  to  invent  a  faU 
history — we  have  a  real  history,"  sa 
Hoffman.  He  does  indeed:  Rene  L; 
coste,  now  91,  still  works  at  Cherry! 
Lacoste,  the  family-controlled  con) 
pany  run  by  his  son  Bernard. 

Saks,  which  dropped  Lacoste  1 
1987,  has  reordered  the  shirt  twice 
unusual  in  a  single  season.  "It's  N 
come  the  snob  shirt  again,"  says  Stat 
ley  Tucker,  vice  president  at  Sak) 
Maybe,  but  there's  now  lots  of  con) 
petition  from  marketers  like  Ralp 
Lauren.  "America's  not  exactly  wai 
ing  to  throw  a  parade  because  Lacosl 
is  back,"  concedes  Hoffman,  wh 
plans,  once  the  image  is  refurbishec 
to  use  it  on  other  apparel.  -J.L. 
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This  Summer  Get  Away 
From  It  All.  fea 
Very,  Very  Quickly. 


Tr  y  7  MO. 

24  months/$2.500  down ' 


Now,  all  the  performance  of  Seville  SLS  with  the  Northstar  System  can  be  yours  for  just  $499  a  month  for 
24  months  with  only  $2,500  down.  With  270  horsepower  at  your  command,  Seville  SLS  can  stay  comfortably  ahead  of 
the  crowd.  And  with  a  monthly  payment  this  low,  you'll  be  comfortably  ahead  financially  as  well.  Call  1-800-333-4CAD. 


Seville  SLS  SmartLease 

SmartLease  Plus 

s499* 

or  $12,732** 

a  month 

Single  up-front  payment 

24  months/$2.500  down 

24-month  lease /savings  of  $1,744 

Before  Summer  Breezes  By,  See  Your  Local  Cadillac  Dealer. 


Seville  SLS 
Creating  A  Higher  Standard 


yment  examples  Iwscd  on  a  1W4  Seville  SLS:  $41,141  MSRP  including  destination  charge  Tax.  license,  title  fees  and  insurance 
tra.  Your  payments  may  Ik-  higher  or  lower.  Payments  may  Ik-  slightly  higher  in  Alabama,  Connecticut.  Hawaii.  Texas  and 
ryinia  Yon  must  take  retail  delivery  out  of  dealer  stock  l>y  u/28/94.  (jMAI  must  approve  lease.  Option  to  pun  base  at  lease 
d  tor  S2<>.424.  Mileage  charge-  of  $.10  per  mile  over  11UXK)  miles,  lessee  pays  tor  excessive  wear  and  use,  Sec  your 
rtiripatiny  denier  lor  qualification  details  *24-Montri  SmartLease:  hrst  months  lease  payment  of  $4uu  plus  $S2S  refundable 
itiriry  deposit  and  (onsumrr  down  payment  of  $2. SIX)  tor  a  total  of  $5,524  due  at  lease  signing.  Monthly  payment  is  based  on 


a  capitalized  cost  of  $  Id,  142  tor  a  total  of  monthly  payments  of  $11,976.  "24-Month  SmartLease  Plus  Make  all  payments  in 
advance  totaling  $12.7 12  plus  a  refundable  security  deposit  of  $S7:>  tor  a  total  of  $1 1JN2  iIik-  at  lease  signing  Cash  savings 
Itasetl  on  comparison  ol  total  of  monthly  payments  under  a  conventional  24-month  SmartLease  with  rash  down  pavmini  vs.  all 
payments   In   advam  i    under   the  Always  wear  safety  belts,  even  with  air  bajjs.  | 

SmartLease  Plus  program  ©  1994  GM  Corp.  All  rights  reserved* 

($14,476  vs  $12,732).  CADILLAC*  NORTHSTAR*  SEVILLE,  SMARTLEASE.  fe*i 


COMPUTERS/COMMUNICATIONS 


Robots  can  cash  checks  and  route  phone  calls. 
Now  they  are  starting  to  replace  expensive 
staff  in  a  personnel  department. 

For  a  new  job, 
press  #  1 


By  Carolyn  T.  Geer 

Outside  the  cafeteria  in  Merck  & 
Co.'s  Whitehouse  Station,  N.J.  head- 
quarters stands  an  automatic  teller 
machine.  In  a  small  room  across  the 
hall  from  that  robot  stands  another 
one.  This  one  looks  about  the  same — 
it's  a  kiosk  with  a  computer  screen — 
but  it  handles  chores  a  bit  more  com- 
plicated than  check  cashing.  This  ro- 
bot, one  of  four  at  Merck  headquar- 
ters, is  smart  enough  to  enroll  em- 
ployees in  various  fringe  benefit  plans 
and  will  soon  be  able  to  adjust  their 
withholding  allowances  and  reallo- 
cate their  thrift  plan  investments. 

Personnel  kiosks  like  Merck's  are 
just  beginning  to  catch  on,  but  they 
could  do  a  lot  someday  to  keep  down 
corporate  overhead.  Steven  McCor- 
mick,  who  works  at  consultants  Wyatt 
Co.  on  ways  to  automate  benefits 
administration,  calls  the  technology 
"virtual  human  resources." 

Drug  giant  Merck's  transition  to 
virtual  personnel  began  in  1990, 
when  it  spent  $3  million  (mostly  on 
plan  design  and  employee  communi- 
cation) to  convert  its  one-size-fits-all 
benefits  plan  to  a  flexible  plan  that  lets 
employees  choose  from  a  menu  of 
medical,  dental,  life,  disability  and 
other  insurance  coverages.  Enrolling 
15,500  salaried  employees  the  old- 
fashioned  way,  via  paper  forms,  would 
have  required  doubling  Merck's 
benefits  staff,  to  40. 

So  Merck  spent  another  $1  million 
to  write  software  and  install  two  doz- 
en kiosks  at  its  15  U.S.  locations, 
enabling  employees  to  sign  up  direct- 
ly via  Touch-Tone  telephone  or  ki- 
osk. Enrollment  took  just  five  weeks, 
and  Merck  didn't  have  to  add  a  single 
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Friendly  personnel 
administrator  at  work 
in  Merck's  headquarters: 
a  computer 

Employees  get  its  attention 
by  entering  Social  Security 
and  password  numbers  on 
a  touch-screen  keypad. 


administrator  to  its  payroll. 

Computers  aren't  too  useful  for 
counseling  employees  about  job 
problems  or  interviewing  applicants. 
But  they  are  really  better  than  humans 
at  clerical  tasks.  Merck's  software  pre- 
vents employees  from  selecting  op- 
tions they  aren't  eligible  for,  based  on 
salary,  length  of  service  and  other 


criteria.  For  example,  the  system  use) 
employees'  home  zip  codes  to  screej 
out  health  maintenance  organiza) 
tions  unavailable  in  their  areas. 

Hardware  improvements  ar' 
streamlining  the  Merck  system.  A 
first,  the  kiosks  dialed  into  a  Wyatj 
database,  which  recorded  the  em 
ployee's  elections  and  then,  at  night 
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)wnloaded  the  choices  into  another 
lyatt  database,  which  later  passed 
formation  about  payroll  deductions 
yet  another  computer,  a  mainframe 
Merck's  headquarters. 
On  Aug.  1  Merck  was  due  to  switch 
a  client/server  system,  marrying  25 
)graded  client  kiosks  and  48  voice- 
sponse  lines  to  four  $11,000  Com- 


paq System  Pro/XL  gateways  that  can 
handle  hundreds  of  users  at  a  time.  A 
$15,000  Compaq  Proliant  2000 
stores  the  data  in  a  Microsoft  SQL 
server  database.  The  network  uses 
Microsoft's  Windows  NT  operating 
system  software;  the  guts  of  the  sys- 
tem is  a  17,720-line  custom  program 
written  in  C.  Total  cost:  another  $1 


million. 

Merck's  data  processing  managers 
aren't  resting  there.  Their  next  ambi- 
tion is  to  merge  three  databases — for 
payroll,  benefits  and  other  personnel 
information — into  an  integrated 
whole.  That  makes  eminent  sense.  A 
basic  law  of  computer  systems  is  that  if 
the  same  fact  is  recorded  in  two  differ- 
ent places,  it's  wrong  in  one  of  them. 
With  the  help  of  Tesseract,  a  software 
package  now  sold  by  Ceridian  Corp., 
Merck  aims  to  administer  benefits 
without  help  from  Wyatt,  for  a  savings 
of  $1 .7  million  a  year. 

In  the  course  of  redesigning  its 
software,  Merck  redesigned  its  tasks. 
Today  a  Merck  employee  who  moves 
gets  a  department  secretary  to  type  up 
a  change  of  address  form  and  send  it 
to  a  supervisor  for  approval — a  mean- 
ingless ceremony  whose  purpose  has 
been  long  forgotten.  Come  October, 
Merck  employees  will  be  able  to  enter 
the  change  themselves  at  the  kiosk. 

If  a  transaction  requires  a  signature, 
such  as  a  change  in  withholding  al- 
lowances, the  kiosk  will  print  out  a 
form  for  the  employee  to  sign.  Next 
year  Merck  hopes  to  allow  employees 
to  do  retirement  planning  at  the  ki- 
osks, taking  into  account  their  pen- 
sion, 401(k)  and  personal  assets.  The 
network  will  be  wired  into  Fidelity 
Investments,  whose  funds  are  part  of 
the  thrift  plan.  Merck  is  thinking 
about  throwing  job  postings  onto  the 
system,  with  the  help  of  Resumix  4.0, 
a  resume -sorting  software  package 
from  Resumix,  Inc. 

By  the  time  it  gets  through,  Merck 
will  have  spent  $2  million  on  custom 
software  to  give  its  employees  access 
to  its  automated  benefits  system.  That 
would  be  a  lot  of  money  to  anything 
but  a  billion-dollar  company.  But 
don't  despair.  As  robots  get  to  be 
commonplace  in  the  business  of  hold- 
ing employees'  hands,  there  will  be 
ever  more  inexpensive  off-the-shelf 
software  to  do  the  job. 

For  now,  most  personnel  software 
is  for  the  use  of  the  administrators, 
not  the  workers.  But  this  is  changing. 
Wyatt  has  two  software  packages  that 
talk  directly  to  employees:  Vision, 
which  helps  them  plan  their  retire- 
ments; and  PulseTaker,  which  records 
their  answers  to  surveys  about  job 
preferences  and  employee  gripes, 
among  other  things.  OB 
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E-MAIL  FOR  PEOPL 

PLACES  TO  GO 


In  other  words,  people  like 
you.  People  who  need  more  time. 


exiting  the  application  you're  work- 
ing in.  And  send  faxes  right  from 
^Sfeto-  your  word 


With  Schedule*  you'll  spend  less  time  rounding  people  up  for  meetings,  because  Schedule*  lets 
you  see  when  the  people  you  need  are  free.  So  you  can  pick  a  time  that's  convenient  for  everyone. 


How  can  Microsoft  Mail  sa 
you  time?  Mail  has  smart,  sensible 
symbols  and  online  help  that  ma 

learni 
to  senl 
and  receh 
mail  easy.  A 
if  you're  going  t 
be  away  from  your  offi 
Mail's  Out  of  Office  feature  wis 
automatically  forward  a  message|»« 
to  everyone  who  tries  to  get  in  ci 
tact  with  you  while  you're  out. 

You  can  save  even  more  tirrj 
by  adding  other  features  that  at 


And  fewer  headaches.  Microsoft 
Mail  lets  you  do  more,  while  keep- 
ing you  connected,  whether  you're 
down  the  hall  or  down  under  on 
business.  No  wonder  Microsoft 
Mail  is  the  best-selling  LAN-based 
mail  product  in  the  world. 

For  a  start,  Microsoft  Mail 
works  perfectly  with  what 
you  already  have.  Whether 
you're  in  MS-DOS,  the 
Windows"  operating  sys- 
tem, on  a  Mac^  or  OS/2'. 
And  you  can  send  mail  without 


processor.  Whether  you're 
in  Microsoft  Word, 
Microsoft  Excel,  Lotus" 
1-2-3"  or  WordPerfect: 


With  electronic  forms,  yoi  ^ 

be  able  to  track  expense] 
reports,  vacation  request 

and  other  important 
forms  as  they  speed  safe\ 
through  your  company] 


With  Mail  Remote,  you  don't  need  to  be 
in  your  office  to  keep  in  touch.  And  with 
wireless  service  you  don't  even  need  to  be 
near  a  phone.  You  can  log  in  anywhere. 


just  as  easy  to  use  as  Mail.  Like 
Schedule+,  the  best-selling  schei 
uler  for  Windows.  It  helps  you  ma 
age  your  calendar  and  reminds 
you  of  meetings  and  dead 
lines.  It  even  shows  you 
when  everyone  is  free.  Si 
you  can  schedule  meetinj 
without  a  lot  of  legwork. 
Microsoft  electronic  forms  L 


ration  Ml  rights  reserved.  Offer  good  only  In  the  SO  United  StaKS,  In  the  SO  United  Stales,  call  (800)  426-9400.  For  more  Information  only;  In  Canada,  call  (800)  563-9048;  outside  the  United  States  and  Canada,  call  yoU. 
16)  936-8661.  Microsoft  and  MS  DOS  arc  registered  trademarks  and  Windows  is  a  rrademark  of  Microsoft  Corporation.  Lotus  and  1-2-3  are  registered  trademarks  of  Lotus  Dcselopmcnt  Corporation.  WordPro 

fed  trademark  of  WordPerfect  Corporation.  Mac  is  a  registered  trademark  of  Apple  Computer,  Inc.  OS/2  Is  a  registered  trademark  of  International  Business  Machines  Corporation. 
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IflTH  THINGS  TO  DO 
PEOPLE  TO  SEE. 


iu  speed  expense  reports,  vaca-       you're  on  the  road.  Not  only  that,  it 


§p  requests  and  other  important 
rms  through  your  office  at  the 
peed  of  light.  And  with  electronic 
frms  you  can  track  them  easily. 


can  also  save  you  money.  Just  read 
the  important  messages,  then  let 
Mail  Remote  respond  automatically 


E«H   ¥<«w   Malt   WtaO»w  titty 

1  6-a  1  filffe 

Fo<w*d  ] 

Move  |  Ddat«  |    |Pievwu.  | 

»  MCMANtS 

•to    Tuesday.  March  01  1994  4  22PM 
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K 

efcjaet  Im^ol  reactors  to  consumer  tesis 


H»re  are  some  excerpts  from 
last  week's  sessions 
Oeiall.  <iey  went  very  well 
Ths  one  guy  summed  up 
t»  overall  reaclon 
bssi  Thought  you'd  want 
to  hear  it  yoursell 


121  massages  27  unread 


Microsoft  Mail  gives 
you  an  infinite  number 

of  ways  to  be  more 
persuasive.  Send  words, 

graphs,  pictures  and 
sound  as  mail  messages. 
There's  almost  no  limit 
to  what  you  can  send. 


Finally,  with  Mail  Remote  you  when  transmission  rates  are  lowest. 
:n  stay  connected  and  work  just  No  other  mail  system  is  easier 

:e  you  do  in  your  office  when        to  use.  Or  engineered  like  Microsoft 

Schedulers  alarm  clock  reminds  you  of  meetings,  deadlines,  anything.  So  you'll  stay  organized 
and  save  time.  Without  it,  we  might  have  forgotten  this  caption  entirely. 


Mail  to  evolve  into  information 
exchange  technologies.  To  find  out 
more,  just  add  one  more  thing  to 
your  to-do  list:  Call  (800)  871-3271, 
Department  EAK  and  ask  for  our 
free  Microsoft  Mail  demo  disk. 

Microsoft  Mail  is  the  best-selling 
LAN-based  mail  product  in  the  world. 

Add  Schedule^  for  a  personal 
time-management  and  group  scheduling 

system.  And  electronic  forms  to  speed 
paperwork  through  your  office.  Take  them 
all  on  the  road  with  Mail  Remote. 
Together  they'll  make  your  whole 
organization  more  productive  than  you 
ever  could  have  imagined. 
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COMPUTER  VENTURES 

COMPUTERS /COMMUNICATIONS 


Good  guys, 
bad  guys 
and  digital 


COMMENTARY  BY  RICHARD  A.  SHAFFER 


Richard  A.  Shaffer  is  founder  of  Technologic 
Partners,  a  technology  consulting 
company  in  New  York  City,  and  publisher  of 
Technologic  Computer  Letter. 


Eavesdroppers  who  make  a  hobby  of 
monitoring  police  and  fire  radios — or 
the  cellular  phone  conversations  of 
British  royalty — are  having  a  tougher 
time  of  it  these  days.  In  lieu  of  words 
they  sometimes  hear  nothing  but 
electronic  bleeps  and  chirps.  Wireless 
communications  is  going  digital,  and 
digital  technology  lends  itself  very 
easily  to  scrambling.  Score  one  for 
the  good  guys. 

Wireless  telephony  is  helping  the 
police  in  other  ways,  too.  In  Colom- 
bia, the  cops  tracked  drug  runner 
Pablo  Escobar  to  his  hideout  by  tap- 
ping into  his  wireless  transmissions. 
In  Los  Angeles,  the  police  used  the 
unique  electronic  serial  number  emit- 
ted by  a  cellular  phone  to  scan  the 
airwaves  for  O.J.  Simpson  and  find 
his  Bronco. 

But  the  move  to  digital  transmis- 
sion will  do  little  to  stop  the  thieves 
who  steal  telephone  service. 

Even  when  conversations  are  trans- 
mitted in  encoded,  digital  form,  the 
serial  number  is  usually  present  in  an 
easily-understood  form.  Therein  lies  a 
large  and  growing  problem  that  may 
already  cost  the  cellular  telephone  in- 
dustry as  much  as  $300  million  a  year. 


At  its  simplest,  wireless  fraud  takes 
a  form  known  as  tumbling.  The 
crook  uses  a  telephone  with  a  bogus 
electronic  serial  number  that  dis- 
guises it  as  a  telephone  from  outside 
the  local  calling  area.  By  the  time  the 
local  telephone  network  has  checked 
with  the  network  where  the  bogus 
telephone  supposedly  is  registered 
and  discovered  the  fraud,  the  crook 
has  tumbled  the  telephone,  or 
changed  its  electronic  serial  number 
by  one  digit,  and  is  ready  to  make 
more  free  calls. 

What's  known  as  clone  fraud  pre- 
sents a  tougher  problem.  In  clone 
fraud,  a  legitimate  serial  number  is 
programmed  into  an  impostor's  tele- 
phone, which  enables  unauthorized 
calling  to  go  on  until  a  huge  bill 
appears  in  the  mailbox  of  the  bewil- 
dered subscriber  to  whom  the  serial 
number  belongs.  Crooks  get  the 
numbers  because  they  are  broadcast 
with  every  cellular  call  and  can  be 
picked  up  by  ordinary  police  scanners. 
The  numbers  can  then  be  pro- 
grammed into  phones  using  a  person- 
al computer. 

The  clone  problem  may  become 
worse  with  the  growth  of  wireless  data 
communications  because  data  trans- 
missions tend  to  be  shorter  than  voice 
transmissions.  Brief  calls  can  be  billed 
to  many  different  numbers,  reducing 
the  likelihood  of  detection. 

Other  crooks  use  a  powerful  hand- 
set that  can  pick  up,  cut  in  and  over- 
power a  call  in  progress.  The  original 
caller  is  put  on  hold  and  the  crook 
generates  a  three-way  call  to  another 
destination. 

Not  even  pagers  are  safe.  When  a 
page  is  sent  over  the  network  it  is,  in 
effect,  broadcast  to  all  pagers  in  an 
area.  If  you  know  where  to  look,  I'm 
told,  you  can  buy  a  card  that  plugs 


into  a  personal  computer  and  thel  I 
into  a  radio  scanner,  enabling  you  t(j  I 
track  the  paging  channels.  Using  a  PC  I 
a  crook  can  reprogram  a  pager  t<j  I 
receive  pages  intended  for  someone  I 
else.  That's  a  potential  problem  be! 
cause  pagers  increasingly  are  used  to  [ 
transmit  vital  business  data. 

Every  technologic  victory  by  th4  I 
bad  guys,  of  course,  is  a  businesi  [ 
opportunity  for  someone  selling  de 
fensive  weapons.  Wireless  fraud  is  nc  I 
exception.  In  Overland  Park,  Kans.  \  I 
company  called  Independent  Tele 
communications  Network  has  devell 
oped  a  switching  system  that  require  I 
calls  to  be  validated  in  advance  I 
thwarting  the  tumblers. 

To  foil  doners,  Coral  Systems  in  I 
Longmont,  Colo,  and  gte  Telecom 
munications  sell  computer  system  I 
that  analyze  telephone  records.  Th<  I 
systems  create  a  profile  of  normal  us«  I 
for  subscribers  and  then  track  calling  I 
patterns,  in  terms  of  frequency,  desti 
nation,  length,  origination,  partie 
called,  time  of  day  and  distance.  The  I 
algorithms  are  similar  to  those  being  I 
used  by  credit  card  companies  tc 
detect  the  telltale  spending  pattern.  I 
of  a  thief. 

Another  solution  has  been  put  I 
forth  by  TRW  Wireless  Communica  l 
tions.  TRW  makes  Phone  Print,  a  tech  [ 
nology  that  can  detect  the  unique  v 
signal  characteristic  of  each  individua  L 
cellular  phone  and  compare  it  with  ;  \ 
database  of  prints,  each  of  which  i;  I 
assigned  to  a  unique  electronic  serial  f 
number.   If  the  calling  telephone  I 
doesn't  have  the  electronic  finger  | 
print  it  is  supposed  to,  the  call  won' 
go  through. 

Finally,  in  Oklahoma  City  a  compa 
ny  called  Data  Critical  is  making  wha 
it  calls  Secure  Page,  which  can  be  usee 
to  send  text  files  of  any  length  in  safet\ 
over  the  paging  networks.  Data  Criti 
cal  has  licensed  some  of  the  Secure 
Page  technology  to  Hewlett- Packarc 
for  its  Starlink  wireless  data  service 
and  also  licensed  it  for  law-enforce 
ment  and  medical  applications. 

None  of  these  technologies,  how 
ever,  is  foolproof,  and  their  adoptior 
is  slow.  So  for  now,  my  advice  tc 
cellular  customers  is  to  review  youi 
monthly  telephone  bill  carefully.  Foi 
those  concerned  about  eavesdrop 
pers,  the  best  way  to  call  is  over  plair 
old  wired  telephones.  ■ 
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IT'S  ABOUT 


SOMEBODY  SHOWED  YOU 
OFFICE  LOOKS  LIKE. 


Introducing  the  office  of  the  future. 
The  Sharp  Wizard  OZ-9520FX  with 
built-in  fax  software  and  an  ultra 
compact  fax/ modem.  It's  the  newest 
addition  to  the  number  one  selling  line 
of  personal  information  organizers. 

And  like  all  Wizards,  there's  no 
complicated  start-up  and  no  technical 
larguage  to  master.  Just  use  the  stylus 
or  your  finger  on  the  LCD  touch 
screen  display.  Instantly,  you  can 
check  your  daily  calendar,  pull  up 
your  to  do  list,  calculate  your  expenses 

I  or  access  the  word  processor.  A  tele- 

II  phone  directory  allows  you  to  store 
over  5,000  entries.  And  there's  even 

m  o  scrapbook  that  allows  you  to  quickly 
Ipfot  down  notes  or  plot  directions 
1  to  your  next  appointment,  it's  quite 
simply  one  of  the  most  user  friendly 
machines  ever  conceived. 

And  with  a  wireless  optional 
PC  Link  you  can  easily  download 
documents  from  your  PC  or  Mac  in 
the  morning  and  back  up  your  entire 
memory  at  night.  And  sending  a  fax 
or  checking  your  E-Mail  is  as  simple 
as  reaching  into  your  pocket  or  purse 
All  of  which  are  just  a  few  of  the 
many  features  that  make  Wizard 
users  the  most  organized  people 
on  earth. 

For  more  information  on  the  new 
Wizard  OZ-9520FX,  or  the  OZ-9.500/ 
OZ-9600II  product,  fax  us  at 
1-80074-SHARP.Orcall  1-800 -BE -SHARP 
to  locate  your  nearest  Wizard  dealer 
and  find  out  how  easy  it  is  to  use 
the  new  OZ-9520FX  and  set  up  an 
office  virtually  anywhere  you  want. 


THE  WORKPLACE 


WIZARD  ^Carried  By  The  Most  Organized  People  On  Earth. 


FROM  SHARP  MINDS 
COME  SHARP  PRODUCTS 


COPIERS  •  FACSIMILE  •  LASER  PRINTERS  •  NOTEBOOK  COMPUTERS  •  COLOR  SCANNERS  •  PERSONAL  DIGITAL  ASSISTANTS  •  CALCULATORS 
CORDLESS  TELEPHONES  •  TYPEWRITERS  •  WORD  PROCESSORS  •  WIZARD*  ORGANIZERS 

©1994  Sharp  Electronics  Corporation.  Simulated  Screen  Image. 


INSIGHTS 

SCIENCE  &  TECHNOLOGY 


The  open  factory 


COMMENTARY  BY  MICHAEL  GIANTURCO 


Michael  Gianturco  is  president  of 
The  Princeton  Portfolios,  a  New  Jersey  asset 
management  firm  that  specializes  in 
science  and  technology  stocks. 


Looking  for  a  turnaround  in  a  stock 
that  has  gotten  cheap,  I  used  a  com- 
puter to  turn  up  three  technology 
stocks  with  a  six-month  downtrend, 
culminating  in  a  strong  recent  price 
upturn  on  exceptional  volume.  The 
three  were  SatCon  Technology, 
Wonderware  and  Celtrix.  One  is  an 
obvious  buy.  The  other  two  are  mere- 
ly stocks  to  watch  for  now. 

SatCon  Technology,  in  Cam- 
bridge, Mass.,  is  exploring  the  use  of 
flywheels  to  store  energy.  Chrysler  is 
designing  a  Le  Mans  racer  to  demon- 
strate the  technology.  The  idea  has 
been  around  for  a  long  time,  but 
modern  composite  materials,  fric- 
tionless  magnetic  bearings  and  vacu- 
um sealing  have  enabled  flywheels  to 
show  renewed  promise.  Some  peo- 
ple think  flywheels  just  might  be  a 
better  way  to  store  energy  than  bat- 
teries. The  technology  is  intriguing, 
but  it  is  too  early  in  its  development 
at  this  point  for  me  to  invest  in  it, 
even  as  a  speculation. 

Celtrix,  in  Santa  Clara,  Calif,  is  a 
biotechnology  company,  so  the  47% 
retreat  in  its  stock  over  the  past  six 
months  is  not  exceptional.  A  recent 
pop-up,  on  substantial  volume,  oc- 
cured  in  early  July.  Green  Cross,  a 
Japanese  pharmaceutical  company 
and  longtime  collaborator  with  Cel- 
trix, bought  a  license  to  develop  and 
market  a  Celtrix  product  called 
SomatoKine.  SomatoKine  is  a  com- 
plex consisting  of  a  growth  factor  and 
a  binding  protein,  under  study  in 


Japan  as  a  treatment  for  osteoporosis. 
Celtrix  retains  rights  outside  Japan. 
This  compound  might  come  to  some- 
thing or  not.  It  is  a  research  project  at 
this  point,  like  the  flywheel  research 
work.  It  is  too  early  in  the  day  to  buy 
this  stock.  But  Celtrix  has  other  prod- 
ucts and  prospects,  and  is  a  company 
to  watch  closely. 

Wonderware  is  the  third  stock  to 
turn  up  on  the  computer  screen,  and 
the  one  that  rates  an  investment.  This 
Irvine,  Calif,  software  company  sells 
software  (called  InTouch)  that  helps 
automate  manufacturing  and  engi- 
neering processes. 

Factories  are  now  not  much  ahead 
of  where  offices  were  ten  years  ago  in 
the  use  of  PCs.  Wonderware  is  making 
it  easy  for  factories  to  migrate  from 
fairly  expensive  minicomputers,  often 
using  proprietary  software,  to  fairly 
cheap  PCs  that  use  the  standardized, 
graphical  Microsoft  Windows  inter- 
face. Wonderware  creates  what  it  calls 
"a  dashboard  for  the  plant." 

In  a  chemical  plant,  InTouch  shows 
the  operator  which  pots  are  boiling, 
mixing,  cooling  or  draining.  The  in- 
formation is  visual  and  instantaneous. 
The  control  room  operator  doesn't 
have  to  synthesize  it  by  reading  multi- 
ple gauges  and  printouts. 

Analogous  systems  can  be  used  to 
monitor  and  control  machining,  as- 
sembly and  even  construction  pro- 
cesses. The  construction  of  the  Chun- 
nel  beneath  the  English  Channel  was 
coordinated  with  Wonderware's  In- 
Touch software.  Now  that  the  tunnel 
is  built,  another  InTouch  system 
monitors  its  operation. 

For  three  years,  beginning  in  1991 , 
Wonderware's  revenues  roughly  dou- 
bled every  year.  At  the  end  of  1993, 
on  sales  of  $21.3  million,  the  operat- 
ing margin  was  near  28%.  The  compa- 
ny came  public  a  year  ago  at  14.  After 
topping  at  29  last  November,  the 
stock  steadily  declined  until  quite  re- 
cently. At  a  current  15,  Wonderware 
is  trading  at  35  times  trailing  earnings 
and  3.1  times  book  value.  The  stock  is 
a  buy  at  14  or  better. 

Why  did  the  stock  decline?  First, 


because  this  is  what  new  issues 
after  the  initial  excitement  wears  < 
Second,   Wonderware   sold  m 
shares  in  January  (at  2OV2),  and  i 
low-up  offerings  typically  depres 
stock.  Third,  revenue  doubling 
to  end  sometime,  and  traders  th 
it's  happening  now  for  this  com 
ny.  At  28%,  the  profit  margin 
entered  the  uppermost  range  for 
ence  and  technology  compani 
The  company's  dramatic  ascent  ii 
the  black  from  a  loss  in  1990 
now  behind  it. 

Traders  tend  to  stereotype  1 
stocks  of  rapidly  growing  technok 
companies  as  Roman  candles.  At  1 
top  of  their  trajectory,  they  are 
pected  to  explode.  This  is  because 
many  modern  technology  compari 
enjoy  only  a  short  season  of  succ 
before  they  are  swamped  by  compc 
tion,  that  is,  by  cheap  copies. 

But  Wonderware  appears  to  hav 
solid  future.  Rather  amazingly, 
product  prices  are  trending  up,  ( 
down.  Wonderware  got  there  first 
you  define  the  "there"  as  open-arc 
tecture,  PC-based  factory  contrc 
Much  bigger  companies  also  ms 
factory  systems  (notably,  Foxbo 
which  is  owned  by  the  British  com] 
ny  Siebe  Pic,  and  Rockwell  Intern 
tional's  Allen-Bradley),  but  they  larf 
ly  depend  on  a  mix  of  embedded  lo; 
controllers  and  centralized  comput 
with  proprietary  architectures — j)| 
the  opposite  of  what  computing  ci 
tomers  want  these  days. 

Wonderware  has  learned  how 
connect  its  PC- based  system  to  50  c 
ferent  types  of  older  factory  monit« 
ing  and  control  sytems  made  by  tj 
bigger  companies.  Having  done  so,ii 
not  simply  a  one -product  softw; 
company,  and  any  competitor  trying 
catch  up  has  a  lot  of  catching  up  to  d 
Moreover,  a  system  like  InTouch  ten 
to  acquire  a  certain  critical  mass 
customers — and  ever  after,  the  systc 
is  regarded  as  an  industry  standai 
This  is  what  happened,  pretty  early 
desktop  computerized  design,  \\i 
Autodesk,  and  it  seems  likely  to  happ 
to  InTouch  in  this  field.  I 
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Is  connecting  with  customers 
a  real  challenge? 


Now  you  can  get. . . 


The  first  step  to  getting  ahead  of  your 
competition  is  to  get  closer  to  your  customers. 

Which  is  why  Sprint  Business  is  introducing 
Real  Solutions!"  A  new  program  committed  to 
boosting  your  business'  performance. 

It  all  starts  with  a  free,  top- to-bottom 
action  plan  that  will  analyze  where  your 
business  stands.  And  show  you  how  far 
advanced  communications  can  take  it. 

As  a  Real  Solutions  customer,  you'll 
have  unlimited  access  to  all  the  resources  ^ 
of  the  Real  Solutions  Business  Center 
and  our  staff  of  professional  business  consul- 
tants. They'll  work  with  you  on  strategies 


that  will  keep  you  and  your  customers  well 
connected.  And  keep  your  business  growing. 
You'll  also  get  flat-rate  pricing  (to  take  the 
guesswork  out  of  your  monthly 
expenses),  one  simplified  bill  that 
combines  both  voice  and  data 
services,  and  free  software  that 
allows  you  the  convenience  of 
receiving  your  bill  on  a  disk. 
You'll  even  earn  credits  toward 
valuable  business  products  and  services. 
So  call  today.  And  get  Real  Solutions  from  Sprint 
Business.  Make  the  connection  to  help  your  business 
do  more  business. 


Sprint 

Business 


Call  1-800-816-REAL 


©1994  Sprint  Communications  Company  L  P  Monthly  minimum  and  term  plan  apply 


STAYING  HEALTHY 

EDITED  BY  KATAR2YNA  WANDYCZ 

Miiiions  of  people  suffer  from  migraine  headaches, 
"here  are  drugs  that  can  bring  instant  relief. 

Relief 

for  migraine 
sufferers 


By  James  M.  Clash 

It  began  as  a  small,  flashing  light  on 
the  left  side  of  Karen  Savitt's  field  of 
vision.  Over  the  next  few  minutes  the 
spot  turned  a  pulsating  black,  then 
came  partial  blindness.  "I  thought  it 
was  a  stroke,  maybe  a  brain  tumor," 
the  39-year-old  recalls. 

It  was  only  the  aura  that  can  pre- 
cede a  migraine  headache.  But  a  mi- 
graine is  no  small  ailment.  More  than 
20  million  Americans  suffer,  and  a 
third  of  them  don't  know  what  they 
have,  says  Dr.  Mark  Horwich,  chief  of 
the  headache  unit  at  New  York  Hos- 
pital-Cornell Medical  Center. 

Although  not  fully  understood,  mi- 
graines are  thought  to  occur  when 
neurons  in  the  back  of  the  brain  stem 
become  unstable,  causing  an  imbal- 
ance of  serotonin,  a  powerful  amino 
acid  relative  that  regulates  blood  ves- 
sel diameter  and  sleepiness,  among 
many  other  functions. 

Initially,  this  imbalance  causes  a 
depression  of  nerve  cell  function  in 
the  brain's  cortex,  resulting  in  dimin- 
ished blood  flow  to  parts  of  the  brain 
that  interpret  vision,  speech,  smell  or 
touch.  That's  why  a  migraine  sufferer 
may  lose  vision  or  speech,  smell 
strange  odors,  or  feel  tingling  or 
numbness  in  the  arms  and  legs. 

The  serotonin  imbalance  then 
causes  blood  vessels  in  the  scalp  to 
suddenly  expand,  putting  pressure  on 
them  as  the  heart  pumps  blood. 
That's  the  headache,  described  often 
as  throbbing  and  on  only  one  side. 

Not  all  migraines  are  alike.  Some 
last  only  a  few  hours,  others  weeks. 
Vomiting  may  occur.  Auras  differ, 

126 


too.  Most  people  don't  get  them  at 
all — they  just  get  the  devastating  pain. 
"I  look  at  my  aura  as  a  godsend,"  says 
Savitt.  "It  gives  me  time  to  prepare  for 
what's  to  come."  For  Savitt,  a  sales 
manager  at  Bell  Atlantic,  that  means  a 
half  hour  to  get  home  to  a  darkened 
room  and  take  her  prescription  medi- 
cation before  the  pain  hits. 

Migraine  is  not  an  equal  opportuni- 
ty disease:  75%  of  the  victims  are 
women.  Two-thirds  of  female  mi- 
graines occur  in  the  days  near  men- 
struation, when  female  sex  hormone 
levels  are  in  flux.  Heredity  also  plays  a 
big  part:  75%  of  migraine  sufferers 
have  a  family  history  of  the  ailment. 

Other  causes?  For  some  victims, 
stress  is  the  big  culprit.  It's  debatable, 


but  some  nutritionists  think  diet 
relevant.  According  to  this  theoi 
sufferers  should  avoid  foods  high 
certain  amino  acids,  including  ri 
ened  cheese,  chocolate,  citrus  frui 
and  monosodium  glutamate. 

Where  does  a  migraine  victim  j 
for  relief?  Most  general  practitiont 
aren't  trained  to  handle  it.  Ask  yo 
GP  to  recommend  a  neurologist,  wl 
may  be  more  familiar  with  drugs  ai 
dosages.  The  neurologist  may  put  y< 
on  a  regimen  of  oral  beta-block 
drugs — like  Inderal  (propranolol)- 
which  are  thought  to  help  regula 
neuron  activity  in  the  brain.  The 
drugs  are  effective  80%  of  the  time 
preventing  migraines  completely, 
in  significantly  cutting  frequency  ai 
intensity. 

For  occasional  sufferers,  takii 
medication  only  at  the  onset  of] 
migraine  is  the  way  to  go.  The  newe 
and  most  effective  drug  here:  Imitr 
(sumatriptan).  Patients  can  take 
anytime  in  the  migraine  cycle  wi 
instant  relief.  Imitrex  must  be  injec 
ed,  though.  (A  pill  form  is  awaitii 
federal  approval,  expected  soorj 
Your  doctor  will  show  you  how  to  uj 
the  syringe;  a  videotape  is  also  provi. 
ed.  Side  effects,  usually  limited  to  J 
minutes  after  injection,  include  tigh 
ness  in  the  chest  or  jaw,  tingling  anc 
crawling-under-the-skin  sensatio 
Imitrex  isn't  cheap:  about  $35  a  po 
two  doses  per  migraine  are  oftc 
needed. 

Afraid  of  needles?  A  less  expensr 
prescription  drug,  Cafergot  (a  mi 
ture  of  ergotamine  and  caffeine),  a 
be  taken  orally.  Side  effect:  slig 
nausea.  It  isn't  as  effective  as  Imitr< 
(works  in  about  50%  of  patients  versi 
70%  for  Imitrex)  and  is  good  only 
taken  in  the  first  hour  or  so  of 
migraine. 

If  a  migraine  hits  before  you  have 
chance  to  see  a  doctor,  an  analges 
like  aspirin  or  ibuprofen  will  hel 
Take  it  as  soon  as  the  aura  or  pa 
begins.  Then  go  home  and  lie  in 
quiet,  darkened  room.  Apply  pressu 
to  the  temples;  cold  compresses  to  tl 
head  also  help.  In  some  milder  m 
graine  cases,  no  further  treatment 
necessary. 

But  don't  skip  consulting  a  phy^ 
cian,  even  if  the  migraine  goes  awa 
It  could  be — but  probably  isn't- 
something  worse.  ■ 
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Over  20  million  Americans 
are  protected  by  health  benefit  plans  provided 
through  The  Prudential. 


Proof  that  there's  strength  in  numbers. 


And  peace  of  mind  in  strength. 


ThePrudential^/ 


of  12/31/93  ©1994  The  Prudential 
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If  Cancun  reminds  you  too  much  of  Miami  Beach, 
get  in  a  car  and  drive  a  few  miles  down  the  Caribbean 
coast.  It's  another  world  there— Mayan,  uncrowded 
and  great  for  diving. 

On  the  road 


toTulum 


Untrammeled  beach  at  Akumal 

Soi  th  i  •- 1 ' \  2  border      south  of  Cancun. 
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The  Mexican  resort  of  Cancun 
almost  everything  for  the  spoi 
American  vacationer:  from  Domin 
Pizza  to  Hooters;  from  jet  skis 
parasailing.  It  lacks  only  one  thi 
Mexico.  Ignore  the  street  signs,  . 
this  onetime  chunk  of  jungle  could 
Miami  Beach  in  the  Sixties. 

But  south  of  Cancun,  a  lot  of  t 
jungle  remains,  and  a  lot  of  Mexi 
Plus  Mayan  ruins,  seacoast  villag 
miles  of  empty  beaches  and  wa| 
clear  waters.  The  plan  is  to  keep  it  t 
way — signs  even  urge  visitors  to  w 
off  suntan  lotions  before  ventur 
into  the  sea. 

It's  a  great  destination  for  a  week 
winter  escape,  or  anytime  in  the  y 
with  kids  and  grandkids.  Weath 
Warm  but  not  unbearable,  especk 
since  you  are  never  more  than  a  f 
minutes  away  from  the  sea. 

The  well-paved,  100-mile  coa< 
road  that  leads  on  to  Belize  hugs  I 
shoreline,  providing  easy  access  to  I 
beachside  villages  where  local  May  ni1 
kids  look  like  they  stepped  off 
carvings  on  centuries-old  stones,  a 
where  you  can  explore  reefs  where 
pop-top  has  yet  found  its  way. 

From  Canciin's  international 
port,  where  you  can  rent  a  car,  j 
only  a  30-minute,  easy  drive  to  t  jn 
town  of  Puerto  Morelos  (see  mi 
opposite).  Fishermen  in  open  skiffs  s 
tie  up  at  the  long  wooden  pier  al 
clean  the  morning  catch  as  little  be 
look  on  in  awe,  just  as  they  have 
generations.  Under  the  straw  roof  a 
cement- block  building,  two  local  p 
licemen  lounge  on  sagging  chail 
swatting  flies.  A  pair  of  dogs  ror 
along  die  beach,  darting  in  and  out 
the  warm  surf.  Go  a  few  hundr 
yards  down  the  beach,  along  the  pc 
holed  main  drag,  and  you,ll  come 
the  Caribbean  Reef  Resort,  a  simp 
22-room  hotel  where  you  can  eas| 
picture  Jimmy  Buffett  wasting  aw 
on  margaritas. 

There's  a  small  pool,  a  tennis  cou 
a  few  Sunfish  on  the  beach  and  a  co 
bar  and  restaurant  renowned  for 
Texas  ribs  (the  owner  is  from 
Panhandle).  Prices  here,  and  at  mc 
of  the  hotels  along  the  coastline,  a 
moderate.  Studio  suites  that  can  a 
commodate  four  start  at  $130  a  da] 

Want  to  camp  right  on  the  beac 
without  really  having  to  rough 
Campout  Kai  Luum  in  Punta  Bete  is 
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'/im  with  the  dolphins  at  Xcaret  eco-park 

id  bob  like  a  cork  down  the  underground  stream. 


Roughing  it  at  Puerto  Aventuras 
Condos  start  at  $100,000. 


lall  tent  compound  with  no  elec- 
icity — but  with  daily  room  service, 
g  buffet  breakfasts  and  a  thatched- 
>of  restaurant.  Rates:  $44  per  per- 
>n,  double  occupancy;  closed  Sep- 
mber  and  October. 
The  water  here  is  flat  calm  and 
foke- bottle  clear,  with  good  snorkel - 
!g  only  10  yards  off" the  beach. 
I  Nearby,  the  Cabanas  Capitan  La- 
Ite  is  not  so  rustic — with  pool,  res- 
furant,  big  beds  and  even  a  game 
horn.  The  hotel  provides  a  skiff  to 
ke  guests  to  Lafitte  Reef,  alive  with 
MTOtfish,  sergeant  majors  and  doz- 
hs  of  other  reef  species.  Rates  start  at 
(15  a  person,  double  occupancy,  in- 
lading  breakfast  and  dinner.  Kids  are 
fe'S;  closed  September  and  October. 
:  Another  10  miles  south  is  Playa  del 
armen,  once  known  mainly  for  its 
Irry  link  to  the  island  of  Cozumel. 
Irubby  now,  swarming  with  low-rent 
(uropean  tourists  and  dropouts,  it 
nfers  cafes,  shops,  a  boardwalk  and  a 
pnge  of  accommodations,  from 
lumping  grounds  to  bungalows  to 
irraced  suites.  The  new,  188-room 
pntinental  Plaza  Playacar  is  a  full- 
rvice  resort  with  two  swimming 
pols,  air-conditioned  rooms  and  its 
jvn  Mayan  ruin.  Rates:  from  $135  a 
ight  for  a  double;  kids  under  12  stay 
Br  free. 

If  you  want  to  get  in  some  golf  or 
nnis  amid  Riviera-like  surround- 
Igs,  the  oasis  of  Puerto  Aventuras 
fill  knock  your  socks  off.  This  900- 
re  resort  has  cobbled  streets,  terra- 
)tta  roofs  and  manicured  lawns,  a 
pach  club  complete  with  swim-up 


bar,  a  nine-hole  golf  course,  shops, 
restaurants  and  marinas  with  slips  for 
250  boats.  Most  of  the  boats  are  big 
enough  to  motor  or  sail  over  from 
Florida  or  Texas,  where  a  lot  of  the 
yanquis  who  have  bought  homes  here 
hail  from. 

You  can  rent  a  condo  or  villa,  or  stay 
in  one  or  more  of  the  500  luxury  hotel 
rooms  (rates  start  at  $120  per  night 
for  a  double).  If  you  fall  in  love  with 
the  resort,  condos  start  at  $100,000; 
three -bedroom  villas  on  the  beach 
am  $330,000  to  $380,000. 

The  dive  shop  here  is  owned  by 
Mike  Madden,  who  runs  dive  trips 
offshore  and  to  underwater  caves  he 
has  discovered  in  the  region. 

Akumal,  a  few  miles  farther  south, 


boasts  a  splendid,  palm-studded 
beach,  as  popular  with  birds  as  it  is 
with  divers,  windsurfers,  fishermen 
and  beachcombers.  Club  Akumal  Ca- 
ribe  is  a  family-friendly  resort,  with 
rather  spare  two- bedroom  suites, 
condos  and  bungalows,  priced  at 
around  $70  per  night  and  up.  There's 
an  excellent  restaurant  on  the  prem- 
ises. And  if  your  kids  need  a  television 
fix,  there  is  satellite  TV  available  with 
Stateside  programming. 

If  you  want  to  rough  it  a  bit  at 
bargain  prices,  the  entire  coast  is  dot- 
ted with  small  beach  resorts  where 
you  can  rent  thatched-roof  palapas  for 
as  little  as  $20  a  day. 

Wherever  you  stay,  resist  die  temp- 
tation to  stay  put.  Drive  to  Tulum,  the 
only  Mayan  city  built  right  on  the 
water;  Tulum  does  draw  lots  of  visi- 
tors, so  plan  on  getting  there  early, 
before  the  tour  buses  arrive.  If  ruins 
are  your  thing,  Chichen  Itza,  Uxmal 
and  Coba,  major  Mayan  sites,  are  all 
within  a  few  hours'  drive. 

If  you've  brought  the  kids,  don't 
miss  Xcaret,  an  ecology  theme  park 
featuring  a  zoo,  dolphins  you  can 
swim  with,  horses  you  can  ride  and  a 
clear,  underground  stream  you  can 
bob  down,  through  caves  and  inlets 
(life  jackets  provided). 

The  kids  will  also  love  Xel-Ha,  a 
series  of  shallow,  calm  lagoons  where 
you  can  teach  them  to  snorkel  and 
easily  keep  a  close  eye  on  them  while 
you  sip  a  beer.  Without  kids,  skip  it, 
too  crowded.  Fortunately,  that  is  not 
yet  true  of  the  rest  of  the  Cancun- 
Tulum  Corridor.  -W.G.F.  KM 
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COLLECTORS 

EDITED  DY  WILLIAM  D.  FLANAGAN 

Critics  sneer,  but  collectors  pay  up  for  the  idealized 
paintings  by  those  great  old  magazine  illustrators. 

A  Norman  Rockwell 
at  $407,000 


By  Esther  Wachs  Book 


Robert  and  Carolyn  Wohlsen  with  three  of  their  Wyeths 

"All  my  childhood  heroes  from  the  books  I  read  as  a  kid." 


Art  critics  look  down  their  noses  at 
the  work  of  Norman  Rockwell  ( 1 894- 
1978)  and  other  popular  illustrators 
of  yesteryear. 

But  there  are  lots  of  folks,  including 
Ross  Perot  and  Steven  Spielberg,  who 
don't  care  a  fig  about  the  critics.  Both 
collect  Rockwell  originals,  as  do  hun- 
dreds of  other  people.  And  Rockwell  is 
not  the  only  illustrator  they  lust  for. 

Few  collectors  have  a  greater  pas- 
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sion  for  the  genre  than  Carolyn  and 
Robert  Wohlsen,  of  Lititz,  Pa.  Over 
the  last  15  years  they  have  collected 
about  200  paintings  and  drawings 
done  by  famous  illustrators.  Walk  into 
the  Wohlsens1  sprawling  home  and 
you  are  in  the  golden  age  of  illustra- 
tors (1880-1918),  during  which  ad- 
vances in  printing  first  made  it  possi- 
ble to  mass-produce  quality  color  il- 
lustrations cheaply. 


Magazines  like  the  Saturday  B 
ninjj  Post  splashed  them  on  their  c<j 
ers.  Publishers  of  children's  bp< 
used  them  to  illustrate  classics  like  / 
Van  Winkle  and  Robin  Hood.  Adv 
risers  commissioned  works  to  help 
shirts.  The  U.S  government  put  th< 
on  recruitment  posters. 

Many  of  the  Wohlsens'  paintii 
and  drawings  were  commissioned 
illustrate  children's  books.  Just  insi 
the  doorwav  of  their  house  is  a  pail 
ing  by  N.C.  Wyeth  (1882-1945 
Rip  Van.  Winkle  running  out  the  dc 
to  escape  his  nagging  wife,  heading 
to  fish  and  hunt  with  his  childrc 
Around  the  corner  is  another  Wy^ 
canvas  of  Rip  returning  home  after 
deep  sleep,  trailing  a  long  white  bea|| 

Elsewhere  in  the  house  hang  Wye 
paintings  of  scenes  from  Robin  Hot 
The  Boy's  King  Arthur,  and  a  lain 
canvas,  "The  Lady  of  the  Lake 
painted  by  Howard  Chandler  Chris1 
"All  my  childhood  heroes  from  tj 
books  I  read  as  a  kid,"  says  Robe 
Wohlsen,  who  runs  a  family  constm 
tion  company  in  Lancaster,  Pa. 

Wohlsen  got  hooked  on  illusti 
tion  art  in  1971,  when  the  Brand 
wine  River  Museum,  in  Chad 
Ford,  Pa.,  opened.  He  started  c<j 
lecting  in  1979.  In  1983  his  firm  w 
hired  to  build  an  addition  onto  t 
museum,  which  houses  one  of  t 
largest  collections  of  Wyeths  in  t 
country.  Searching  out  pieces  to  b 
himself,  Wohlsen  found  most 
them  at  two  dealers  in  New  Yo 
City:  Illustration  House  and  Ame 
can  Illustrators  Gallery. 

The  Wohlsens  also  fell  in  love  wi 
the  Brandywine  River  Museum,  ; 
old  mill  on  the  Brandywine  Rivd 
and  have  created  their  own  priva 
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rsion  in  another  old  mill  house  in 
eir  hometown  of  Lititz,  where 
ey  have  staged  exhibitions  of  Wy- 
h  and  others. 

Critics'  sneers  in  this  case  do  not 
instate  into  low  prices.  For  years 
ost  illustration  art  remained  fairly 
leap,  but  no  longer.  At  a  May  auc- 
pn  at  Illustration  House,  a  Wyeth 
anting  of  an  Indian  in  a  canoe,  used 
Scribner's  magazine  in  1906, 
ought  $99,000 — a  record  at  auc- 
;>n.  Roger  Reed,  co-owner  of  Illus- 
ation  House,  thinks  two  of  Wohl- 
n's  Wyeths  (of  Sir  Nigel,  and  of  Rip 
an  Winkle  returning  home)  would 
)w  fetch  more  than  $100,000.  In 
fe  mid-Eighties  the  Wohlsens  paid 
18,550  and  $56,000,  respectively, 
It  the  two  works. 

At  the  lower  end,  many  good  Wy- 
h  paintings  can  still  be  had  for 
>5,000  to  $60,000.  The  prolific 
'yeth,  father  of  Andrew,  illustrated 
ozens  of  popular  books,  including 
reasure  Island,  Kidnapped  and  Rob- 
\son  Crusoe. 

\  Norman  Rockwells  get  the  highest 
rices — even  paintings  he  did  long 
ter  the  golden  era.  At  the  May  auc- 
|3n,  a  study  of  the  famous  Rockwell 


i 


painting  of  a  young  man  speaking  up 
at  a  town  meeting  fetched  $407,000. 
Rockwell  did  the  finished  painting  of 
the  study  in  1942.  It  was  in  the 
Saturday  Evening  Post  in  1943  as 
Rockwell's  interpretation  of  Franklin 
Roosevelt's  1941  "Four  Freedoms" 
speech.  Later  the  U.S.  government 
used  the  image  on  a  poster  to  help  sell 
war  bonds. 

Rockwell  started  illustrating  in 
1909,  and  did  his  first  of  some  300 
Saturday  Evening  Post  covers  in 
1916.  He  continued  painting  maga- 
zine covers  into  the  Sixties.  Before  he 
died  in  1978,  he  left  most  of  his 
better-known  works  to  the  Norman 
Rockwell  Museum  in  Stockbridge, 
Mass.  Other  great  illustrators  can  be 
seen  at  the  Delaware  Art  Museum,  in 
Wilmington,  and  the  Brandywine 
River  Museum. 

Rockwell,  like  other  master  illustra- 
tors, was  handsomely  paid  for  his 
works  because  they  sold  magazines. 
The  best  illustrators  received  as  much 
as  $250  for  a  single  illustration,  some- 
times even  more.  As  far  back  as  1903, 
one  illustrator,  Charles  Dana  Gibson, 
commanded  $100,000  for  a  series  of 
100  illustrations — at  a  time  when  the 

Rockwell 
does  Rockwell 
One  of  over 
300  covers 
he  did  for 
the  Saturday 
Evening  Post. 


Sophisticated  lady 
by  J.C.  Leyendecker 
Graced  an  ad 
for  Arrow  shirts. 


average  weekly  wage  was  $14. 

Though  raised  in  New  York  City, 
Rockwell  achieved  his  fame  with  hu- 
morous, idealized  depictions  of  ev- 
eryday rural  America.  "I  paint  life  as  I 
would  like  it  to  be,"  he  once  wrote. 

Other  notable  illustrators  of  the 
golden  era  included  book  illustrator 
Howard  Pyle  (1853-1911),  a  teacher 
of  Wyeth.  He  is  most  remembered  for 
his  pirate  paintings,  which  today  sell 
for  up  to  $150,000. 

J.C.  Leyendecker  (1874-1951), 
Howard  Chandler  Christy  (1873- 
1952),  Charles  Dana  Gibson  (1867- 
1944)  and  James  Montgomery  Flagg 
(1877-1960)  became  famous  for 
their  depictions  of  high  society.  And 
they  lived  the  life  they  painted.  With 
the  exception  of  Leyendecker,  these 
illustrators  were  the  social  darlings  of 
their  day.  They  were  fixtures  at  open- 
ing nights  and  flamboyant  dinner  par- 
ties of  New  York's  400. 

Of  the  society  illustrators,  Christy 
now  brings  the  most  at  auction — with 
prices  ranging  up  to  $115,000.  Most 
of  Leyendecker's  pieces  fetch  be- 
tween $20,000  and  $35,000,  while 
Flagg  and  Gibson  rarely  exceed 
$10,000.  W 
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For  a  brochure  call  1-800-95O-2438. 


It  may  be  difficult  to  explain  to  your  colleagues 
just  why  you've  chosen  to  take  the  long  route  to 
the  office.  Or  why  you'll  be  doing  all  the  driving 
from  now  on.  But  sitting  behind  the  wheel  of  the 


new  Monte  Carlo  is  a  position  that's  hard  to  sur- 
render. That's  because  Monte  Carlo  is  designed 
for  a  very  personal  fit.  It's  a  place  where  the  plea- 
sures of  a  fuel-injected  V6  and  the  barely  per- 


The  Chevrolet  Emblem  and  Monte  Carlo  are  registered  trademarks  of  the  GM  Corp.  ©1994  GM  Corp.  All  Rights  Reserved.  Buckle  up,  America!  S 


Tell  the  car  pool  you're  sorry. 


ceptible  shifts  of  an  electronically  controlled,  4- 
speed  automatic  quickly  replace  the  din  of  idle 
conversation.  Where  what  was  once  a  long  half- 
hour  commute  suddenly  seems  to  be  almost  too 


fleeting.  Still,  maybe  you  should  think  about  giv- 
ing someone  else  a  turn...  then  again,  maybe  not. 

The  New  Monte  Carlo 

Genuine  Chevrolet™ 


FACES  BEHIND  THE  FIGURES 


WHERE  ARE  THEY  HOW? 


Edited  by 

Dana  Wechsler  Linden 

Victor  Posner 

After  two  decades  of 
plundering  public  compa- 
nies, reclusive  corporate 
raider  Victor  Posner  has  hit 
a  streak  of  setbacks.  Last 
December  a  federal  judge 
banned  Posner  from  serv- 
ing as  a  director  or  officer  of 
public  companies  be- 
cause of  his  alleged  role  in 
an  illegal  19S0s^stock- 
buying  scheme.  And  in  July 
Posner  spent  a  few  weeks 
in  a  Dade  County,  Fla.  hos- 
pital after  suffering  an  ab- 
dominal aneurysm. 

Otherwise,  Posner,  75, 
who  manages  investments 
worth  an  estimated  S450 
million  from  his  yacht  and 
oceanfront  penthouse  of- 
fice in  Miami  Beach,  seems 
to  be  very  much  himself. 
In  May  the  New  York  law- 
firm  Weil,  Gotshal  & 
Manges,  which  defended 
Posner  on  the  stock- buy- 
ing charges,  hied  suit  to 
force  him  to  ante  up  S  1.1 
million,  plus  interest,  in  un- 
paid legal  fees.  And  New- 
York  lawyer  Martin  Rosen 
of  Rosen     Reade,  Pos- 

Robert  Jacoby 

Ten  years  ago  33 -year- 
old  Robert  lacoby,  the 
w  hiz  kid  chairman  of  fast- 
growing  Sunrise  Savings  & 
Loan  Association  of  Flor- 
ida, told  Forbes:  "I'm  an 
ego-status  person.  I  have 


ner's  lead  tax  lawyer  for  the 
past  30  years,  resigned  in 
June.  Rosen  w  ouldn't  elab- 
orate, but  word  is  Posner 
owes  him  a  bundle,  too. 

Meanw  hile,  says  an  as- 
sociate, Posner  is  closely 
watching  efforts  to  legal- 
ize casinos  in  Florida.  He 
owns  one  of  the  last  un- 
developed oceanfront  par- 
cels in  Hallandale — per- 
fect for  a  casino  hotel. 

Once  he  is  back  to  full 
strength,  look  for  the  ty- 
coon on  the  dance  floor. 
Before  the  aneurysm  one 
could  find  Posner  at  La 
Paloma  restaurant  on  Bis- 
cayne  Boulevard  in  North 
Miami  shuttling  cheek  to 
cheek  with  a  woman  a 
half- century  younger  than 
he.  -Mvtt  Walsh 


a  pretty  wife,  a  Jaguar,  a 
Mercedes,  a  beautiful 
home,  a  yacht.  I  want  a  Fer- 
rari, a  bigger  house,  a  big- 
ger boat." 

Jacoby  never  got  them. 
Sunrise,  which  attracted 
deposits  from  Florida  re- 
tirees and  gave  many  real 
estate  developers  loans 
without  a  penny  of  cash  eq- 
uity up  front,  became  one 
of  the  first  of  the  many  no- 
torious s&L  failures  in 
Florida  when  real  estate 
turned  in  the  mid-1980s. 
Jacoby  was  later  convicted 
of  fraud  and  conspiracy  to 
misapply  Sunrise's  funds. 

Today  Jacoby  is  com- 


Barry  Minkow 

Remember  Barn-  Min- 
kow, who  at  age  16  found- 
ed zzzz  Best,  a  carpet 
cleaning  business,  in  his 
parents'  garage?  By  the 
time  Minkow-  was  21,  in 
1987,  zzzz  Best  had  a 
market  value  over  S200 
million.  But  the  whole 
thing  turned  out  to  be  a 
giant  fraud.  That  year 
zzzz  Best  collapsed,  and 
Minkow  was  sentenced 
to  25  years  in  prison. 

Now  28,  Minkow  rises 
most  days  at  3  a.m.  to  bake 
bread  and  doughnuts  at 
Lompoc  Federal  Prison 
Camp  near  Santa  Barba- 
ra, Calif.  Having  served  6V2 
years  of  his  sentence — in- 
cluding one  year  in  solitary 
confinement — he  is 
scheduled  to  be  released 
within  a  year  for  good  be- 
havior and  efforts  to  im- 
prove himself. 

In  prison  he's  complet- 
ed bachelor's  and  master's 
degrees  and  is  working  on 
a  doctorate  in  theology. 
Raised  Jewish  in  subur- 
ban Los  Angeles,  he  has 
converted  to  Christianity 
and  preaches  at  the  prison's 
Sunday  services.  WT  have  a 
lot  to  offer  in  telling  don't- 
let-  this-  happen  -  to  -you 
stories.  I  have  so  many  to 
choose  from,"  he  says. 

A  steroid  abuser  dur- 
ing his  zzzz  Best  days, 
Minkow  now  looks  tan 
and  healthy.  His  plans? 

pleting  his  federal  prison 
sentence  at  a  Salvation 
Armv  halfway  house  in 
West  Palm  Beach,  Fla. 

Jacoby  got  his  SV^-year 
sentence  cut  in  half  by 
agreeing  to  serve  as  a  key- 
witness  against  lawyers  w  ho 
recruited  him  and  found- 
ed Sunrise.  The  govern- 
ment alleges  that  they 
were  the  real  masterrrtinds 
behind  Sunrise. 


He's  working  on  his 
autobiography,  which 
Thomas  Nelson,  publisl 
er  of  religious  books,  ex 
pects  to  bring  out  early 
next  year.  Minkow's  sm; 
advance,  S7,500,  will  g 
partly  to  pay  his  agent. ' 
movie  rights  belong  to 
his  trial  attorney,  whom 
Minkow  was  unable  to 
pay.  Minkow  says  whatei 
he  makes  on  the  autobi- 
ography will  go  into  a  fu 
for  his  victims — who  th 
judge  said  are  owed  S26| 
million. 

Minkow  is  also  shop- 
ping around  a  second  bo 
Hie  Book  on  Fraud,  a 
primer  on  how  to  avoid 
ing  scammed.  "The  pro: 
ecutor  said,  'Mr.  Minko 
you  wrote  the  book  on 
fraud.'  So  that's  what  V 
calling  it,"  he  says,  flash 
ing  his  characteristic,  utt< 
ly  charming  smile. 

-Marla  Mvtz 


When  Jacoby  com- 
pletes his  term  in  Octobo 
he  plans  to  continue 
working  where  he  spend 
his  davs  now ,  at  a  South 
Florida  real  estate  develo 
ment  and  property  man- 
agement firm.  Why  real 
estate,  the  business  that 
did  Sunrise  in?  "Tt's  one 
of  the  things  I  know  a 
fair  amount  about,"  says 
Jacoby.  -M. 
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Watch  the  NEC  World  Series  of  Golf,  August  25  &  26  on  USA  Network,  August  27  &  28  on  CBS. 
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Victor  Posner 

After  two  decades  of 
plundering  public  compa- 
nies, reclusive  corporate 
raider  Victor  Posner  has  hit 
a  streak  of  setbacks.  Last 
December  a  federal  judge 
banned  Posner  from  serv- 
ing as  a  director  or  officer  of 
public  companies  be- 
cause of  his  alleged  role  in 
an  illegal  1980s  stock- 
buying  scheme.  And  in  July 
Posner  spent  a  few  weeks 
in  a  Dade  County,  Fla.  hos- 
pital after  suffering  an  ab- 
dominal aneurysm. 

Otherwise,  Posner,  75, 
who  manages  investments 
worth  an  estimated  $450 
million  from  his  yacht  and 
oceanfront  penthouse  of- 
fice in  Miami  Beach,  seems 
to  be  very  much  himself. 
In  May  the  New  York  law 
firm  Weil,  Gotshal  & 
Manges,  which  defended 
Posner  on  the  stock- buy- 
ing charges,  filed  suit  to 
force  him  to  ante  up  $1.1 
million,  plus  interest,  in  un- 
paid legal  fees.  And  New 
York  lawyer  Martin  Rosen 
of  Rosen  &  Reade,  Pos- 


Robert  Jacoby 

Ten  years  ago  3  3 -year- 
old  Robert  Jacob)',  the 
whiz  kid  chairman  of  fast- 
growing  Sunrise  Savings  8c 
Loan  Association  of  Flor- 
ida, told  Forbes:  "I'm  an 
ego-status  person.  I  have 


Robert  Jacobv 


Victor  Posner 


ner's  lead  tax  lawyer  for  the 
past  30  years,  resigned  in 
June.  Rosen  wouldn't  elab- 
orate, but  word  is  Posner 
owes  him  a  bundle,  too. 

Meanwhile,  says  an  as- 
sociate, Posner  is  closely 
watching  efforts  to  legal- 
ize casinos  in  Florida.  He 
owns  one  of  the  last  un- 
developed oceanfront  par- 
cels in  Hallandale — per- 
fect for  a  casino  hotel. 

Once  he  is  back  to  full 
strength,  look  for  the  ty- 
coon on  the  dance  floor. 
Before  the  aneurysm  one 
could  find  Posner  at  La 
Paloma  restaurant  on  Bis- 
cayne  Boulevard  in  North 
Miami  shuffling  cheek  to 
check  with  a  woman  a 
half-century  younger  than 
he.  -Matt  Walsh 


a  pretty  wife,  a  Jaguar,  a 
Mercedes,  a  beautiful 
home,  a  yacht.  I  want  a  Fer- 
rari, a  bigger  house,  a  big- 
ger boat." 

Jacoby  never  got  them. 
Sunrise,  which  attracted 
deposits  from  Florida  re- 
tirees and  gave  many  real 
estate  developers  loans 
without  a  penny  of  cash  eq- 
uity up  front,  became  one 
of  the  first  of  the  many  no- 
torious S&L  failures  in 
Florida  when  real  estate 
turned  in  the  mid-1980s. 
Jacoby  was  later  convicted 
of  fraud  and  conspiracy  to 
misapply  Sunrise's  funds. 

Today  Jacoby  is  cora- 


Barry  Minkow 

Remember  Barry  Min- 
kow, who  at  age  16  found- 
ed zzzz  Best,  a  carpet 
cleaning  business,  in  his 
parents' garage?  By  the 
time  Minkow  was  21,  in 
1987,  zzzz  Best  had  a 
market  value  over  $200 
million.  But  the  whole 
thing  turned  out  to  be  a 
giant  fraud.  That  year 
zzzz  Best  collapsed,  and 
Minkow  was  sentenced 
to  25  years  in  prison. 

Now  28,  Minkow  rises 
most  days  at  3  a.m.  to  bake 
bread  and  doughnuts  at 
Lompoc  Federal  Prison 
Camp  near  Santa  Barba- 
ra, Calif  Having  served  6V2 
years  of  his  sentence — in- 
cluding one  year  in  solitary 
confinement — he  is 
scheduled  to  be  released 
within  a  year  for  good  be- 
havior and  efforts  to  im- 
prove himself. 

In  prison  he's  complet- 
ed bachelor's  and  master's 
degrees  and  is  working  on 
a  doctorate  in  theology. 
Raised  Jewish  in  subur- 
ban Los  Angeles,  he  has 
converted  to  Christianity 
and  preaches  at  the  prison's 
Sunday  services.  "I  have  a 
lot  to  offer  in  telling  don't- 
let-this-happen-to-you 
stories.  I  have  so  many  to 
choose  from,"  he  says. 

A  steroid  abuser  dur- 
ing his  zzzz  Best  days, 
Minkow  now  looks  tan 
and  healthy.  His  plans? 


pleting  his  federal  prison 
sentence  at  a  Salvation 
Army  halfway  house  in 
West  Palm  Beach,  Fla. 

Jacoby  got  his  5V2-year 
sentence  cut  in  half  by 
agreeing  to  serve  as  a  key 
witness  against  lawyers  who 
recruited  him  and  found- 
ed Sunrise.  The  govern- 
ment alleges  that  they 
w  ere  the  real  masterminds 
behind  Sunrise. 


He's  working  on  his 
autobiography,  which 
Thomas  Nelson,  publish 
er  of  religious  books,  ex- 
pects to  bring  out  early  , 
next  year.  Minkow's  sma| 
advance,  $7,500,  will  go 
partly  to  pay  his  agent.  T 
movie  rights  belong  to 
his  trial  attorney,  whom 
Minkow  was  unable  to 
pay.  Minkow  says  whatev 
he  makes  on  the  autobi-  I 
ography  will  go  into  a  fun 
for  his  victims — who  the 
judge  said  are  owed  $26 
million. 

Minkow  is  also  shop- 
ping around  a  second  boq 
The  Book  on  Fraud,  a 
primer  on  how  to  avoid  b 
ing  scammed.  "The  prosi 
ecutor  said,  'Mr.  Minkov\j 
you  wrote  the  book  on 
fraud.'  So  that's  what  I'd 
calling  it,"  he  says,  flash 
ing  his  characteristic,  uttej 
ly  charming  smile. 

-Marla  Ma tz 
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Prison 


strati!  Bu 


Barry  Minkow 


When  Jacoby  com- 
pletes his  term  in  Octobei 
he  plans  to  continue 
working  where  he  spends) 
his  days  now,  at  a  South 
Florida  real  estate  develop 
ment  and  property  man- 
agement firm.  Why  real 
estate,  the  business  that 
did  Sunrise  in?  "It's  one 
of  the  things  I  know  a 
fair  amount  about,"  says 
Jacoby.  -M.V 
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This  new  computer  RISC  chip  technology  is 
realty  something.  It  took  me  one  day  to  complete 
an  assignment  that  used  to  take  weeks. 
Now,  if  you  11  excuse  me, 
I'm  off  to  have  dinner  with  my  family." 


1 


3 


■ 


A  part  of  people's  lives  everywhere. 

Windows  NT  and  MIPS  are  trademarks  of  their  respecth'e  owners. 


In  an  increasingly  demanding  world  in  which  rime  always  seems 
to  be  of  the  essence,  computer  chip  technology  is  allowing  us  to  be 
faster,  smarter... and  ultimately,  more  productive.  And  leading  the 
way  is  NEC's  new  MIPS*  RISC  microprocessor.  Designed 
for  the  raw  speed  of  Windows  NT™  computing,  it  can  perform 
millions  of  advanced  commands  in  a  split  second-faster  than  just 
about  any  other  processor  today.  Now,  people  can  complete  the 
most  complex  tasks  in  a  mere  fraction  of  the  time  it  took  just  a 
few  years  ago.  Whether  it's  processing  data.  Manipulating  spread- 
sheets. Or  analyzing  10  years  of  sales  figures.  Because  of  this  chip, 
millions  will  complete  projects  in  a  way  they  were  rarely  able  to 
before... ahead  of  schedule.  In  fact,  every  product  NEC  makes-from 
cellular  phones  to  high-resolution  color  monitors-is  designed  to 
enhance  human  potential.  And  they're  backed  by  the  expertise 
of  a  world  leader  in  computer  and  com- 
munications technology.  In  public  and 
private  institutions.  In  businesses  large 
and  small.  In  homes  across  the 
country:  NEC  is  a  part  of  people's  lives. 
For  more  information,  call  us  at  1-800-338-9549. 


Watch  the  NEC  World  Series  of  Golf,  August  25  &  26  on  USA  Network,  August  27  &  28  on  CBS. 
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UNITED 
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Position  your  company  as  a  leader  in  the  global  marketplace  and  help  support 
the  Business  Council  for  the  United  Nations  by  advertising  in 
"World  Peace  Through  World  Trade." 

This  supplement  will  discuss  the  mutually  beneficial  partnerships  that  exist 
between  corporations  and  the  world  community  and  will  highlight  the  BCUN's 
initiatives  in  worldwide  economic  development. 

The  Business  Council  for  the  United  Nations: 
Bringing  American  businesses  and  world  leaders  together. 

Issue  Date:  December  5,  1994  #•  Closing  Date:  September  26,  1994 
Materials  Due:  October  17,  1994 


For  More  Information: 

Arnold  Prives  (212)  620-2229  or  Susan  Toscani  (212)  620-2269 


THE  FORBES/ BARRA  WALL  STREET  REVIEW 

BY  ERIC  S.  HARDY 


)binson- Humphrey  market  strate- 
st  Robert  Robbins  is  not  partieular- 
optimistic  about  the  market's 
ospeets  for  the  next  few  months 
teause  he  expects  more  increases  in 
ort-term  interest  rates.  Nonetheless, 
ere  are  a  few  small-capitalization 
ues  on  Robbins'  buy  list. 
;  One  stock  recommended  by  Rob- 
ots is  United  Companies  Financial, 
i  insurer  and  mortgage  lender  based 
I  Louisiana.  Since  most  lenders  have 
ditened  up  their  requirements,  out- 
s  like  United  can  lend  to  marginal 
growers  at  higher  interest  rates, 
obbins  thinks  that  even  though  a 
m  like  United  will  show  fairly  high 
an  losses,  the  company  will  have 
xellent  collateral — on  loans  that 
:fault — because  of  the  recovering 
al  estate  market. 

Another  stock  favored  by  Robbins 
Scientific  Games,  which  prints  tick- 
s  for  18  state  lotteries  and  for  lot- 
ries  in  Argentina  and  Greece. 


Special  focus 


No  matter  how  hard  analysts  try  to  pre- 
dict corporate  earnings,  they're  often 
wrong.  The  nine  analysts  who  follow 
Storage  Technology,  for  example, 
expected  it  to  earn  9  cents  a  share  in  the 
second  quarter;  instead  Storage  made  26 
cents.  The  seven  other  stocks  below  also 
have  made  the  analysts  look  dumb. 

Stronger  than  expected  earnings 


The  overall  market 


Company 

Quarterly  earnings 
actual    %  surprise 

People's  Bank 

$0.53 

430% 

MCN 

0.12 

300 

Gleason 

0.12 

200 

Storage  Tech 

0.26 

189 

Heritage  Media 

0.25 

178 

Manville 

0.12 

140 

Pub  Svc  N  Mexico 

0.27 

125 

Outboard  Marine 

1.40 

102 

Source:  IBES,  Inc. 
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The  Ban  a  All-US  price  index  as  of  7/21/94 


Market  value:  $4,943.8  billion 
P/E:  21.3 

P/E  minus  negative  EPS:  15.8 
Price/book:  2.6 
Yield:  2.5% 


12-month  closeup 


'85     '86     '87     '88  '89 


'90 


'91     '92     '93  '94 


JAS  ONDJ  FMAMJJ 

'93  '94 


Closeup  on  the  market 


%  change  from 


Index  or  investment 

2-week  change 

1  year  ago       5-year  high 

Barra  All-US  index 

1.0  % 

I 

1.4%  -7.7% 

S&P/Barra  Growth  index 1 

0.7 

__J 

3.7 

-4.8 

S&P/Barra  Value  index 

1.2 

5.2 

-5.0 

Dow  lones  industrials 

1.2 

5.9 

-6.2 

S&P  500 

0.9 

1.8 

-6.1 

NYSE 

1.0 

1.5 

-6.6 

Nasdaq 

1.2 

i 

2.8 

-11.1 

Amex 

2.0 

1 

0.4 

-11.2 

EAFE 

2.3 

i 

17.0 

0.0 

CRB  futures  index"  ' 

2.9 

1 

6.6 

-8.4 

Gold  (Comex  spot) 

-0.1 

1 

-1.8 

-9.1 

Yen  (per  $US) 

0.4 

■ 

-6.0 

-38.2 

Oil  l,(W  Texas  Intermediate) 

1.3 

10.6 

-530  | 

The  best  and  worst  performing  stocks 

2-week 

1994 

2-week  1994 

Best 

Price 

change 

EPS'  Worst 

Price 

change  EPS6 

OneComm 

27  Vs 

48%  $ 

-2.06  MicroAge 

9V8 

-44%  $1.62 

Hondo  Oil  &  Gas 

141/2 

47 

-0.50     Regency  Health  Svcs 

8 1/2 

-42  0.60 

McKesson 

100  7/8 

40 

3.36  Synergen 

4V8 

-40  -3.10 

Digital  Microwave 

15'/4 

39 

0.82     Quickturn  Design  Sys 

6V4 

-39  0.55 

Gupta 

12 

36 

-0.28     Shaw  Group 

10 

-31  0.91 

The  best  and  worst  performing  industry  factors7 

2-week 

Since 

2-week 

Since 

Best 

change 

12/31/93  Worst 

change 

12/31/93 

Forest  products 

7.0% 

-9.8%  Airtransport 

-4.7% 

-16.5% 

Aluminum 

6.7 

12.7 

Household  products 

-4.3 

-10.1 

Cosmetics 

5.9 

3.7 

Oilfield  services 

-4  0 

2.1  | 

Oil  refining,  distributing 

4.8 

14.2 

Real  estate 

-3.5 

-22.5 

Paper 

4.3 

-7.7 

Photographic,  optical 

-2.7 

-5.0 

te:  Data  for  period  ending  7/21/94.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  common  U.S.  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  trading  on 
>.  markets.  ADRs,  REITs  and  closed-end  funds  are  excluded.  1  Total  return  of  a  portfolio  of  more  than  150  large-capitalization  stocks  that  has  high  historical  earnings  growth  and  has  predicted  above-average 
nmgs  growth. 2  Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios.  J  A  dollar-denominated  capitalization-weighted 
■ex  of  more  than  1,000  stocks  from  Europe,  Australia,  New  Zealand  and  the  Far  East.  Source:  Morgan  Stanley  Capital  International  Perspective.  4  Index  of  21  commodity  futures.  5  Source:  Knight-Ridder 
lancial  Information.  'Estimate.  Source:  IBES,  Inc.  'Shows  return  to  the  industry  factor  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have 
iportional  contributions  in  two  or  more  groups.  Principal  source:  Barra,  Inc.,  Berkeley.  Calif. 
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DIVIDENDS  REVIEW 

BY  GILBERT  STEEDLEY 

Corporate  vs.  government  yields 


Corporate  dividend  revisions 


3000 


2500 


2000 


1500 


1000 


500 


I  Positive 
!  Negative 


87    '88    '89    '90    '91    '92   '93  '94 


Representative  industry  yields2 


Yield 

Payout 

Yield 

Payout 

Industry 

ratio 

P/E 

Industry 

ratio 

P/E 

Auto  &  truck  mfg 

2.1% 

34% 

11.6 

Household  products 

2.2% 

45% 

17.6 

Banking 

3.0 

37 

10.8 

Petroleum 

4.3 

73 

17.9 

Basic  chemicals 

4.0 

85 

24.5 

Pharmaceuticals 

3.2 

47 

17.4 

Electric  utilities 

5.6 

77 

10.9 

Retailing 

1.0 

22 

20.5 

Electrical  equipment 

2.6 

46 

16.3 

Telecommunications 

3.6 

62 

16.7 

Utility  stocks  that  have  raised  their  dividends 


Dividends  of  the  Standard  &  Pen 
500  are  now  expected  to  rise  only 
for  all  of  1994.  Just  three  months  ; 
s&p  500  dividends  were  expectecj 
increase  7%  this  year.  Arnold  Ka 
man,  editor  of  Standard  &  Poc 
Outlook  newsletter,  thinks  the  si 
down  in  dividend  growth  is  a  resi 
in  part,  of  U.S.  corporations'  us 
excess  cash  to  buy  back  shares. 

American  investors  seeking  bet 
dividend  growth  may  want  to  inv 
tigate  foreign  markets.  Wal 
Patanella,  managing  director  of  j 
World  Equities  database,  based 
France,  says  that  over  the  past  t 
years  dividends  increased  almost  1 
on  a  weighted  basis  in  Europe  and 
growing  fastest  in  the  U.K. 

For  example,  Cadbury  Schwepp 
the  British  confectionery  and  bev 
age  giant,  is  expected  to  raise  its  c 
idend  12%  this  year,  but  its  payc 
rate  should  still  be  less  than  half 
net  earnings. 

The  table  below  lists  seven  ot 
European  companies  with  payoi 
below  60%  that  are  expected 
increase  their  dividends  this  year. 

Back  in  the  U.S.,  utilities  are  out 
favor.  But  the  eight  stocks  (bela, 
left)  recently  raised  their  dividenc 
yield  3.9%  or  more  and  pay  out  1 
than  78%  of  profits  in  dividends 


Estimated  dividends  &  payouts  for  foreign  stocks 


'84      '86      '88      '90      '92  '94 
Through  June  30,  1994 


Company 

Price 

Yield 

Payout 
ratio3 

Trailing 
EPS 

Company/country 

Business 

—  Estimated  — 
payout 
yield4  ratio4 

Baltimore  Gas  &  Electric 

223/8 

6.8% 

78% 

$1.96 

B.A.T  Industries/UK 

tobacco 

5.3% 

54% 

CMS  Energy 

213/4 

3.9 

43 

1.95 

Banco  Totta  e  Acores/Portugal 

banking 

7.5 

57 

Consolidated  Edison 

287/8 

6.9 

71 

2.81 

Cadbury  Schweppes/U  K 

candy,  beverages 

3.7 

49 

General  Public  Utilities 

257/8 

7.0 

60 

3.00 

CPR/France 

financial  services 

4.8 

45 

New  England  Electric 

327/s 

7.0 

73 

3.17 

General  Accident/UK 

insurance 

5.0 

46 

Niagara  Mohawk  Power 

157/8 

7.1 

63 

1.78 

Scottish  Power/UK 

water  utility 

3.6 

40 

Scana 

44V8 

6.4 

75 

3.77 

Seeboard/UK 

water  utility 

3.7 

33 

TECO  Energy 

193/4 

5.1 

73 

1.38 

Tomkins/UK 

multicompany 

3.6 

49 

Data  as  of  7/21/94.  Yield  on  30-year  Treasurys  adjusted  for  inflation  using  the  trailing  12  months'  increase  in  the  Consumer  Price  Index.  2Capitahzation-weighted.  Divided 
divided  by  net  income;  all  extraordinary  items  are  excluded.  Average  during  the  latest  four  quarters.  4Based  on  7/21/94  price  and  estimated  dividend  and  earnings  for  19i) 
Sources:  Value  Line  Database  Service  via  OneSource  Information  Services;  Standard  &  Poor's  Dividend  Record;  UBS  Securities;  World  Equities. 
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A  PUBLIC  SERVICE  OF  THIS  MAGAZINE 


The  partnership  between  the  banking  community  and  the  Treasury 
Department,  in  support  of  the  U.S.  Savings  Bonds  Program,  has  lasted 
over  a  half  century  on  the  basis  of  mutual  interests  and  a  shared  philoso- 
phy —  that  America  and  its  people  benefit  from  increased  saving  in  all 
forms.  That  partnership  has  been  one  of  remarkable  success,  and  today, 
largely  because  of  your  efforts,  Americans  now  hold  Savings  Bonds 
worth  over  $175  billion,  making  them  the  most  widely  held  security  in 
the  country. 

Bankers  have  been  in  the  forefront  of  promoting  Savings  Bonds  right 
from  the  beginning.  You  have  served  as  volunteer  leaders  on  the  local, 
state  and  national  levels.  Providing  your  customers  with  excellent  sale, 
redemption  and  information  services  continues  to  be  a  key  element  in  the 
success  of  the  Program. 

We  are  determined  to  make  your  continued  support  for  the  Program 
as  easy  as  possible.  Savings  Bonds  are  an  effective  means  of  financing  the 
national  debt,  while  at  the  same  time  contributing  to  the  financial  security 
of  millions  of  American  households. 

In  sum,  bankers  and  Bonds  are  inextricably  linked  in  this  national 
effort  to  help  our  citizens  increase  their  personal  savings  and  at  the  same 
time  participate  in  the  financing  of  their  country.  Your  continuing  sup- 
port will  be  a  major  factor  in  the  success  of  the  Savings  Bonds  Program 
in  1994. 


Lloyd  Bentsen 

Secretary  of  the  Treasury 
Washington,  D.C. 


IHtl-UNUb 

EDITED  BY  JASON  ZWEIG 

Your  risk  of  losing  money  in  mutual  fund  mischief  is 
very  low.  But  it  is  not  zero.  Don't  let  your  guard  down. 

Foxes 

in  the  henhouse 


I 


The  $2  trillion  mutual  fund  industry 
is  proud  of  a  record  that,  in  modern 
times,  has  been  remarkably  free  of 
fraud  or  sleaze.  Not  entirely  free:  In 
1986  a  swindler  got  control  of  the  ISI 
funds  and  dissipated  $4  million  be- 
fore being  booted  by  independent 
directors.  On  rare  occasions  in  the 
past  decade  the  Securities  &  Ex- 
change Commission  has  ordered 
management  changes  at  funds  it  felt 
were  not  being  run  in  the  interests  of 
investors.  Investors  lost  a  bundle  in 
Robert  Vesco's  Investors  Overseas 
Services,  but  that  scandal  is 
more  than  two  decades  old 
and  didn't  involve  Un- 
registered funds. 

And  then  there  is  the  sad 
tale  of  the  Afuture  Fund,  a 
remnant  of  the  go-go  years 
of  the  1960s  that  fell  on 
hard  times  and  then  fell 
into  bad  hands. 

The  fund,  renamed  Cen- 
turion Growth  in  1992,  has 
been  the  eighth-worst  fund 
around  over  the  past  de- 
cade, returning  0.05%  a 
year.  No  wonder  that  Cen- 
turion has  but  $3.3  million  in  assets. 

Performance  was  not  the  only 
problem  at  Centurion.  A  crescendo  of 
chaos  finally  ended  in  spring,  with  the 
SEC  asking  for  a  court-appointed  re- 
ceiver. At  that  point  Centurion  had 
no  investment  adviser,  no  legal  coun- 
sel, no  underwriter,  no  president,  no 
secretary,  no  treasurer  and  only  one 
director. 

Four  percent  of  Centurion's  assets 
were  in  an  unregistered  junk  bond 
issued  in  May  1992  by  an  El  Paso- 
based  "holding  company'"  called  Ar- 
cee-Texas  Corp.  Arcee,  which  never 
even  had  a  bank  account,  has  been  in 


receivership  at  least  since  July  1993, 
when  the  SEC  moved  to  shut  it  down 
for  securities  fraud. 

That  made  Arcee's  debt  worthless, 
yet  Centurion's  administrator  contin- 
ued valuing  the  debt  at  100  cents  on 
the  dollar  until  last  December,  when 
it  finally  wrote  it  down  to  zero.  Thus 
the  fund's  net  asset  value  was  overstat- 
ed by  4%  for  at  least  five  months.  Why? 
Perhaps  because  an  Arcee  subsidiary, 
Portfolio  Asset  Management,  became 
Centurion's  main  distributor  in  June 
1993 — just  before  the  SEC  shut  Arcee 


down.  The  head  of  Arcee  and  Port- 
folio Asset,  Ronald  Combs,  is  a  con- 
victed felon  whose  securities  license 
was  revoked  two  weeks  before  Centu- 
rion hired  his  firm. 

But  the  folks  who  were  running 
Centurion  at  the  time  were  probably 
not  overly  concerned  about  doing 
business  with  a  fishy  character  like 
Combs.  Carlisle-Asher  Management 
Co.  of  Palm  Beach,  Fla.,  then  the 
fund's  investment  adviser,  had  its  own 
share  of  question  marks.  One  of  the 
firm's  two  original  principals,  Milton 
Barbarosh,  used  to  be  a  broker  for  the 
penny-stock     buckctshop  Stuart- 


James  Co.  The  other,  Ronal 
Mitchellette,  has  been  sued  by  credi 
tors.  A  former  vice  president  for  oper 
ations  used  to  work  for  Blinder,  Rob 
inson  &  Co.,  the  granddaddy  of  a 
penny-stock  boiler  rooms. 

Another  former  associate  of  Car 
lisle-Asher,  a  Stuart- James  alumnu 
named  Gary  Williky,  has  been  sued  b; 
regulators  for  violating  capital  re 
quirements  and  improperly  treating 
customers  at  his  now  defunct  broker 
age  firm,  Chelsea  Street  Securities 
(What  about  that  other  curious  even 
in  his  past — involvement  in  a  skeletoi 
theft?  Nothing  but  youthful  indiscre 
tion,  evidently.)  Chelsea  Street  toolj 
in  39%  of  Centurion's  brokeragt 
commissions  in  1991. 

Such  resumes  go  a  long  way  towart 
explaining  why  the  fund  owned  sucl 
trash  as  Arcee-Texas  and  a  smattering 
of  other  arcane  outfits,  like  Ocear 
Optique,  a  distributor  of  eyeglasses 
(total  market  value,  $5  million) 
Jansko,  a  manufacturer  of  office  furni 
ture  ($10  million);  and  Adage,  a  pa 
per  recycler  and  maker  of  garage  doon  | 
openers  ($25  million). 

The  future  is  finally  look 
ing  up  for  Centurion's 
1 ,100  hapless  shareholders 
Carlisle-Asher  has  been1 
thrown  out,  and  the  portfo 
lio  is  being  purged  of  penny 
stocks.  Centurion's  receiv 
er,  Daniel  Aronson,  says  the 
fund  is  no  longer  in  disarray 
and  hopes  it  will  soon  have 
stable  management. 
A  few  lessons: 
Before  buying  an  ob 
'^sLjN  sen  re  fund,  insist  that  the 
fund  give  you  its  Form  ADV 
an  SEC  filing  that  profiles 
the  fund's  investment  advisers.  If  any 
have  suspicious  employment  histo 
ries,  get  a  background  check  from  the 
National  Association  of  Securities 
Dealers  at  800-289-9999  or  from 
your  state  securities  commissioner. 

Better  yet,  think  twice  before  buy 
ing  a  fund  from  a  little-known  spon 
sor.  There's  usually  no  need  to.  Big 
reliable  firms  like  Fidelity,  T.  Rowe 
Price,  Scudder  or  Vanguard  all  offer  a 
tremendous  range  of  funds. 

You  can  delegate  stock-picking  to  a 
professional,  but  you  darned  wel 
better  know  something  about  that 
professional.  -J.Z. 
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empted  to  invest  in  franchising  outfits? 
)on't  overlook  a  couple  of  key  ratios. 

Franchise  primer 


Dne  of  the  most  sizzling  new  issues 
f  1993  was  Boston  Chicken,  a  res- 
lurant  operator  and  franchisor. 
Management  couldn't  have  picked  a 
etter  time  to  sell  shares  to  the  public, 
[hey  could  show  a  dazzling  record, 
hareholders'  equity  increased  more 
nan  seventyfold  between  December 
989  and  the  end  of  last  year,  or  195% 
n  an  annualized  basis.  Sales  quintu- 
led  in  1993  alone.  It  didn't  seem  to 
ccur  to  the  buyers  that  records  like 


that  can't  possibly  last.  Nor,  appar- 
ently, did  it  occur  to  them  to  read  the 
finer  print  in  the  reports. 

Boston  Chicken  collected  $5.2 
million  in  initial  franchise  and  area 
development  fees  last  year.  That's 
12%  of  sales  and  three  times  pretax 
income.  The  point  is:  This  is  one-shot 
stuff.  The  company  probably  would 
have  lost  money  last  year  were  it  not 
for  those  fees,  paid  by  new  franchisees 
for  the  right  to  open  their  doors. 


What  happens  when  expansion 
slows?  Those  one-shot  fees  start  to 
dwindle.  McDonald's  showed  a  gain 
of 634  franchised  outlets  last  year,  but 
the  $24  million  it  got  from  initial  fees 
was  minuscule  against  McDonald's 
S 1 . 1  billion  in  net  profits. 

The  table  lists  ten  publicly  traded 
companies  with  franchise  operations. 
The  first  six  get  most  of  their  sales  and 
earnings  from  company  stores  and 
from  collecting  continuing  royalties 
from  franchisees.  In  H&R  Block's  case, 
continuing  revenue  also  comes  from 
Block's  CompuServe  computer  net- 
work, which  has  more  than  2  million 
U.S.  and  foreign  computer  subscrib- 
ers. Medicine  Shoppe  International,  a 
franchisor  of  pharmacies,  collected 
only  2.3%  of  its  $45  million  in  1993 
revenues  from  initial  franchise  fees 
and  only  5%  of  its  pretax  earnings. 

Contrast  this  with  the  four  fran- 
chise companies  in  the  second  group, 
all  extremely  dependent  on  initial 
franchise  fees.  Mail  Boxes  Etc.  has 
been  on  Forbes'  Best  Small  Compa- 
nies list  four  times  in  the  last  five  years 
and,  so  far,  has  been  very  successful. 
But  one-time  franchise  fees  amount- 
ed to  17.5%  of  Mail  Boxes'  1994 
revenues.  Here's  a  company  whose 
earnings  growth  will  come  to  a 
screeching  halt  soon. 

Good  franchises  have  made  mil- 
lionaires of  many  an  early  franchise 
buyer.  Bad  ones  have  sent  their  buyers 
to  the  poorhouse.  The  same  can  be 
said  of  franchise  stocks.  Wk 


Want  to  own  a  franchise  stock?  Shop  carefully. 


Company/business 

Recent 

 Latest  fiscal  year — 

Franchise  fees  as 

Price/ 

Adjusted 

price 

sales 

franchise 

pretax 

earnings 

 a  percent  of  

earnings 

price/ 

($mil) 

fees1 

earnings 

per 

sales 

pretax 

earnings2 

($mil) 

($mil) 

share 

earnings 

Applebee's  International/restaurants 

14V2 

$117 

$3.0 

$15.4 

$0.44 

2.5% 

19% 

33 

36 

H&R  Block/tax  services 

381/4 

1,525 

none 

295.3 

1.68 

0.0 

0 

23 

23 

McDonald's/restaurants 

281/4 

7,408 

23.5 

1,675.7 

1.46 

0.3 

1 

19 

20 

Medicine  Shoppe  International/pharmacies 

22 

45 

1.0 

19.8 

1.62 

2.3 

5 

14 

14 

Staff  Builders/home  health  care 

31/a 

245 

0.7 

4.7 

0.20 

0.3 

16 

16 

17 

Supercuts/barbershops 

12 

59 

1.1 

10.5 

0.63 

1.8 

10 

19 

20 

Boston  Chicken/restaurants 

37% 

43 

5.2 

1.6 

0.13 

12.3 

317 

287 

NM 

Discovery  Zone/playgrounds 

19 

59 

1.9 

3.5 

0.08 

3.1 

53 

238 

271 

Grow  Biz  International/specialty  retailing 

12 

52 

2.7 

0.6 

0.06 

5.3 

449 

200 

NM 

Mail  Boxes  Etc/postal  services 

7 

44 

7.7 

10.2 

0.49 

17.5 

75 

14 

23 

1One-time  fees  paid  by  new  franchisees,  hypothetical  P/E  ratio,  assuming  half  of  one-time  franchise  fees  are  lost  and  company  is  in  40%  income  tax  bracket. 
NM:  Not  meaningful. 

ine-time  fees  pump  up  profits,  especially  for  the  franchisors  at  the  bottom  of  this  table.  The  hypothetical  P/E  ratio 
hows  what  the  stocks  would  look  like  if  each  franchisor  lost  half  its  franchise  initiation  fees. 
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MONEY  a  INVESTMENTS 

bro  coupon  municipal  bonds  are  good  bets  for  high- 
'acket  investors  who  are  prepared  to  be  true  long-term 
jvestors. 

3ne-decision 
>onds 


Y  BEN  WEBERMAN 


Weberman  is  a  columnist  for 
:bes  magazine, 
■earch:  Stephen  S.  Johnson. 


RO  coupon  bonds,  the  kind  that 
y  all  their  return  in  a  lump  sum  at 
iturity,  have  a  bad  image.  They  are 
atile,  they  might  be  callable  and 
ly  are  expensive  to  trade. 
Despite  these  difficulties,  I  think  a 
od  case  can  be  made  for  zeros,  for 
'estors  who  know  what  they  are 
tting  into.  In  this  column  I  will 
:us  on  tax-free  zeros.  Yields  are  very 
ractive  these  days,  ranging  from 
?%  for  a  high-grade  muni  zero  due 
12  months  to  5.9%  for  one  due  in 
years.  The  latter  figure  is  equiva- 
lt  to  a  10%  yield  for  a  top-bracket 
:payer — more,  if  the  investor  is  able 
avoid  state  and  federal  taxes. 
The  fact  that  a  zero  pays  all  its 
erest  at  maturity  can  be  a  good  or  a 
d  thing,  depending  on  your  needs, 
wiously,  if  you  need  current  in- 
me,  it  would  be  a  mistake  to  put  all 
ur  capital  into  zero  coupon  bonds, 
t  if  your  zero's  maturity  is  timed  for 
pecific  need  such  as  education  or 
irement,  it  may  be  a  considerable 
vantage  that  you  don't  have  semi- 
nual  coupon  payments  coming  in 
at  have  to  be  invested. 
The  trouble  with  reinvesting  is  that 
u  don't  know  when  you  buy  a 


coupon  bond  what  kind  of  yield  you 
will  earn  investing  the  coupons.  Also, 
the  amounts  may  be  too  small  to 
warrant  further  bond  purchases. 

Let's  take  the  three  big  drawbacks 
one  at  a  time.  First,  volatility.  It  is  true 
that  a  ten-year  zero  is  a  third  again  as 
volatile  as  a  coupon  bond  due  in  ten 
years.  But  if  volatility  bothers  you,  the 
answer  does  not  have  to  be  to  avoid 
zeros.  Why  not  get  a  zero  of  a  shorter 
maturity — a  seven-year  zero,  say,  in- 
stead of  a  ten-year  coupon  bond? 

Next,  callability.  This  is  what  gave 
muni  zeros  a  bad  name  in  the  1980s. 
Investors  took  big  chances  buying 
long-term  zero  coupon  bonds  from 
states  and  cities,  at  a  time  when  it  was 
not  clear  that  inflation  would  ever  be 
tamed.  Then,  when  inflation  came 
down,  and  with  it  bond  yields,  the 
issuers  called  in  the  bonds  early.  The 
all -too -common  plight  of  a  bond 
buyer:  Heads  you  lose,  tails  you  are 
not  permitted  to  win. 

In  response  to  investors'  gripes, 
issuers  have  been  selling  a  lot  more 
noncallable  zeros.  Yields,  of  course, 
are  a  bit  less  than  on  callable  paper, 
but  the  give-up  is  worth  the  bet. 
Certainly  anyone  hopeful  of  a  down- 
ward trend  in  interest  rates  should 
stick  to  noncallable  bonds. 

There's  a  fair  amount  to  pick  from. 
Securities  Data  Co.  estimates  that 
$14  billion  (market  value)  of  noncall- 
able zero  munis  have  been  issued 
since  January  1990.  In  April  Con- 
necticut put  out  an  $8 1  million  series 
of  noncallable  AA-rated  general  obli- 
gation zeros,  with  yields  ranging  from 
5. 1%  for  the  tranche  due  in  June  1999 
to  6.3%  for  the  June  2013  maturity. 
The  prices  that  correspond  with  these 
two  yields:  $777  per  $  1 ,000  of  par  for 
the  five-year  bond  and  $307  per 


$1,000  for  the  2013  bond. 

In  July  the  District  of  Columbia 
offered  a  series  ofMBlA-insured  gener- 
al obligation  zeros  due  in  2012-14  at 
a  yield  of  6.6%  to  6.65%,  noncallable. 
In  Texas  there's  a  constant  stream  of 
noncallable  issues  by  school  districts. 

How  do  you  know  if  an  issue  is 
callable?  Ask  your  broker.  Insist  on 
seeing  the  page  in  the  "official  state- 
ment" declaring  the  bond  cannot  be 
called  before  maturity.  As  a  rule  of 
thumb,  anything  with  the  word 
"housing"  in  the  title  is  callable,  so 
don't  waste  your  time  looking  at  it. 

Last  problem  with  zeros:  limited 
liquidity.  It  costs  a  lot  to  trade  these 
things.  So  don't  invest  unless  you  are 
confident  you  won't  need  the  money 
before  maturity.  That's  one  good  rea- 
son for  never  reaching  out  beyond  1 5 
years  or  so  on  a  zero.  How  do  you 
know  what  you  are  going  to  be  doing 
22  years  from  now?  Also,  yields  on  the 
longest  zeros  are  only  a  quarter  of  a 
point  better  than  on  the  12-  to  15- 
year  zeros.  You  don't  get  paid  for 
reaching. 

Suppose  that  you  do  need  to  cash  in 
early.  How  badly  will  you  be  nicked 
selling  the  bond  in  the  open  market? 
You  will  probably  never  know,  since 
your  confirmation  ticket  will  recite  a 
net  price  with  no  disclosure  of  the 
markdown. 

No  broker  will  give  me  a  straight 
answer  to  the  question,  What  is  the 
typical  spread  between  what  a  retail 
buyer  pays  and  a  retail  seller  realizes 
on  a  trade  of  muni  zeros?  But  here's 
some  circumstantial  evidence.  That 
Connecticut  issue,  which  was  not 
available  to  institutional  investors, 
came  out  with  an  underwriting  mar- 
gin of  1.5%  for  the  longer  maturities. 
That  corresponds  to  a  round- trip 
bid/ask  spread  of  3%.  This,  mind  you, 
is  a  case  where  the  broker's  markup  is 
disclosed.  It  seems  safe  to  say  that  a 
bond  changing  hands  in  the  aftermar- 
ket,  where  no  disclosure  is  required, 
commands  a  fatter  cushion  for  the 
middlemen  to  sit  on. 

If  you  are  in  a  high  tax  bracket,  if 
you  want  to  lock  up  money  for  a 
period  of  time,  and  if  you  know  a  call 
provision  when  you  see  one,  a  zero 
muni  may  be  for  you.  If  you  have  any 
doubts  about  these  things,  buy  a  no- 
load  muni  bond  fund  and  let  someone 
else  do  the  worrying  for  you.  H 
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The  hot  stocks,  the  concept  stocks,  have  taken  a  beating, 
but  they  are  going  to  get  murdered  before  it's  over.  More  than 
ever,  stick  with  value  stocks  with  reasonable  multiples. 

A  replay  of  1983 


BY  DAVID  DREMAN 

m  mam 

David  Dreman  is  chairman 
of  Dreman  Value  Management,  LP., 
Investment  Counsel,  New  Jersey,  and  author 
of  The  New  Contrarian  Investment  Strategy. 


Here's  something  I  wrote  about 
nearly  11  years  ago  in  this  column 
(Oct.  10,1983): 

"Sad,  but  it  had  to  happen  .  .  .  the 
recent  wilting  of  the  fun  part  of  the 
market,  the  fast-moving  new  issues 
and  emerging  growth  companies.  It 
was  some  joyride.  But  if  market  histo- 
ry repeats  itself,  a  very  high  probabili- 
ty with  manias,  the  worst  is  yet  to 
come.  When  the  bubble  breaks,  the 
damage  will  be  every  bit  as  devastat- 
ing as  in  the  past.  ...  If  you  own  any 
of  these  companies,  my  advice  is  to 
sell  them  right  away." 

If  I  were  describing  today's  market 
rather  than  yesteryear's,  I  wouldn't 
write  it  any  differently.  Then,  many  of 
the  recently  hot  issues  had  already 
begun  to  free-fall,  but  as  the  column 
back  then  all  too  accurately  predicted, 
the  worst  was  yet  to  come.  The  super- 
charged ipo  and  concept  sectors  were 
obliterated  starting  in  1983 — it 
wasn't  a  "reaction";  it  was  a  crash. 

Today  the  list  of  fallen  former 
superstars  is  large  and  rapidly  grow- 
ing. Gupta  Corp.,  down  from  32  to  9 
(before  a  moderate  bounce);  Check- 
ers Drive  In,  from  15  to  5;  Cisco 
Systems,  42  to  20;  Borland,  21  to  10; 
and  Littlefield,  Adams  &  Co.,  from 
20  to  5. 

As  much  as  these  sectors  are  down. 


I  think  it's  only  prologue.  Many  of 
these  stocks  trade  at  10,  20  or  more 
times  revenues,  with  significant  earn- 
ings often  years  away. 

You  don't  have  to  be  ancient  to 
remember  the  crash  that  began  in 
1983.  It  wiped  out  new  issues  and  hot 
small  issues  while  leaving  the  broader 
market  relatively  unscathed.  I'm  sim- 
ply predicting  a  replay  of  that,  repeat- 
ing that  the  wipeouts  in  this  sector  so 
far  are  only  a  beginning. 

Since  it  is  impossible  to  pinpoint 
with  any  accuracy  when  the  second 
stage  of  the  crash  will  come  in  these 
stocks,  I  strongly  recommend  closing 
out  any  remaining  long  positions  you 
may  have  in  these  red-hot  sectors  of 
the  market. 

How  do  you  recognize  such  stocks? 
A  good  rule  today  is  to  sell  companies 
with  price-to-revenues,  price-to-earn- 
ings  or  price-to-book  in  the  strato- 
sphere. Ditto  for  high-flying  compa- 
nies that  are  fueled  only  by  concept. 
There  are  many  wildly  overvalued 
stocks  in  these  categories,  so  eyeball 
this  part  of  your  portfolio  carefully. 

Here  are  a  number  of  examples 
of  companies  I  would  sell  pronto: 
Applied  Digital,  Boston  Chicken 
(possibly  healthy  for  you,  probably 
unhealthy  for  your  pocketbook), 
Fore  Systems,  Infosoft  Internation- 
al, Panda  Project  and  Starbucks, 
where  the  coffee  is  great  but  the 
price — of  the  stock,  not  the  bever- 
age— is  in  outer  space. 

Fortunately,  the  overall  stock  mar- 
ket still  appears  to  be  reasonably 
priced,  particularly  with  the  steady 
pace  of  economic  recovery.  It  also  has 
a  number  of  pockets  of  excellent  val- 
ue, while  a  lower  dollar  will  prove 
beneficial  to  multinational  companies 
with  major  stakes  in  Europe  and  the 
Far  East. 

Here  are  three  industrial  stocks  that 
have  large  international  earnings  you 
might  look  at  today: 


Compaq  (31 )  is  one  of  the  lead 
manufacturers  of  personal  comp 
ers.  The  company  reported  a  v 
strong  second  quarter,  and  with 
successful  introduction  of  new  lin 
should  continue  to  stay  near  the  he 
of  the  pack  in  this  rapidly  growi 
field.  Foreign  sales  are  49%  of  the  tc: 
and  continue  to  show  the  fast 
growth.  Trades  at  a  P/E  of  12  on  t 
year's  estimates. 

Merck  &  Co.  (30)  is  a  major  ph 
maceutical  manufacturer,  44% 
whose  sales  are  abroad.  Earnings  af 
the  acquisition  of  Medco,  the  leadi 
pharmacy  benefits  management  coi 
pany,  should  increase  at  a  rate 
approximately  10%  annually.  T 
stock  trades  at  a  P/E  of  15  on  19 
estimates,  yielding  3.7%. 

Hewlett-Packard  (74)  is  a  multir 
tional  designer  and  manufacturer 
precision   electronic   products  ai 
computer  equipment.  Foreign  sa 
54%  of  the  total,  are  continuing 
show  good  growth.  Earnings  shou 
be  up  by  more  than  25%  this  ye 
with  further  gains  ahead.  The  sto 
trades  at  a  price/earnings  ratio  of 
and  yields  1.6%. 

There  are  still  good  buys  in  tl 
financial  field.  A  couple  of  stocks 
look  at  here: 

American  International  Grot 
(91 )  is  a  major  life,  health,  property 
casualty  insurance  company.  Consi 
ered  to  be  one  of  the  best- manage 
companies  in  the  industry,  earnin 
have  grown  at  a  14.6%  rate  over 
past  decade  and  should  be  up  12%  t 
year.  The  stock  trades  at  a  P/E  of  J 
and  yields  0.5%. 

Barnett  Banks  (44)  is  a  major 
gibnal,  headquartered  in  Florid 
Cost  reductions,  together  with  tl 
writedown  of  most  of  its  problemat 
cal  real  estate  loans,  should  result  in 
15%  gain  in  earnings  this  year.  T 
stock  trades  at  a  multiple  of  10  an 
yields  3.7%. 
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For  Your  Next  Meeting,  Aim  a  Little  Higher. 


Deep  in  the  Southern  Rockies  lie  two  hundred  and  fifty  spectacular  square  miles 
known  as  Forbes  Trinchera.  Its  tallest  peak  reaches  14,345  feet  into  the  Colorado  sky,  and  its 
mountains  sweep  down  into  valleys  as  green  and  fertile  as  a  Kentucky  meadow. 

This  historic  tract  of  land  was  bought  by  publisher  Malcolm  S.  Forbes  in  1969  as 
a  natural  escape  to  a  place  far  from  Wall  Street  and  corporate  stress.  It  is  this  aspect  of  this 
wonderful  land  that  the  Forbes  family  have  decided  to  share  with  like-minded  colleagues. 

The  buildings  of  Forbes  Trinchera  have  been  remodeled  to  provide  superb 
accommodation,  but  it  is  still,  essentially,  a  ranch. 

Whilst  there,  you  can  ride  the  land  on  horseback,  or  on  trail-bike.  You  can  fly-fish  on  its  miles 

of  streams,  or  hike  its  thousands  of  trails.  You  will  have  special  rights  at  a  nearby 
golf  and  swimming  club,  or  you  can  shoot  skeet  until  every  clay  looks  as  big  as  a  house. 
And,  when  there's  work  to  be  done,  our  main  conference  room  can  seat  up  to  sixty. 

However  you  choose  to  use  it,  Forbes  Trinchera  will  provide  a  lookout  point  from  which  to  view 
the  world.  Two  hundred  and  fifty  square  miles.  Fifty  staff.  Mountains.  Valleys.  Lakes.  Streams. 

Call  1-800-FORBES-5,  and  allow  us  to  tell  you  more. 

Forbes  Trinchera  Ranch 

A  Forbes  Executive  Retreat 
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EDUCATIONAL  SERVICE1 


Receive  Value  Line 
for  only  $85  $55 

An  Introductory  subscription  to  The  Value  Line  Investment  Survey 

brings  you  the  2000-page  Investors  Reference  Library — Value  Line's  most 
recent  Ratings  and  Reports  on  1 700  stocks  and  the  practical  guide  How  to 
Invest  in  Common  Stocks.  You  will  also  receive  analyses  of  about  1 30  stocks 
each  week  for  10  weeks  for96S$55.  Available  only  once  every  three  years  to 
any  household.  SPECIAL  BONUS:  With  your  subscription  you  also  will 
receive  a  copy  of  WALL  STREET  WORDS,  an  accessible  dictionary  of  over 
3.500  terms  (retail  price  $8.95).  In  addition  to  clear  definitions,  this 
convenient  guide  features  special  explanations,  helpful  hints,  and  case 
histories  on  87  topics  of  special  interest,  contributed  by  32  industry 
professionals — plus  48  case-example  paragraphs  by  the  author.  (Available 
while  supplies  last.)  Your  subscription  to  Value  Line  may  be  tax-deductible. 
Consult  your  tax  advisor.  Send  check  or  money  order  along  with  name, 
address  and  zip  code  together  with  this  ad  or: 

Call  Toil-Free  1-800-833-0046 

(Ext.  2903-Dept  416D15)American  Express,  MasterCard  or  Visa  24  hours  a  day, 
7  days  a  week  30  day  Money-Back  Guarantee  Allow  4  weeks  for  delivery. 
NY  residents  add  sales  tax.  Foreign  rates  upon  request. 

The  Value  Line  Investment  Survey* 

220  East  42nd  Street 
NY.  NY  10017-5891 


FINANCIAL  SERVICES 


FINANCIAL  SERVICES 


CALL  OR  WRITE  FOR  FREE  PACKAGE! 

FX.C.  INVESTORS  CORR 

62-19  Cooper  Avenue 
Glendale,  Queens,  N.Y.11385 
(718)  417-1330 

PORTFOLIO  MGMT 
SERVICES:  Equity-Fixed 
Inc-Balanced  F.X.C.  NEWS- 
LETTER: Semi-monthly 
($190.00  Annually) 
RANKED  #1  throughout  past 
1 0  years  by  Piper  TAA 
(Rogers  Casey  Associates) 
Universe  in  Pension  &  Invest- 
ments out  ot  3,000  institutional 
products  from  over  1 ,000  reg- 
istered investment  advisors. 
RANKED  #1  in  ASSET  ALLO- 
CATION plus  timing  by  The 
Hulbert  Financial  Digest  over 
the  last  5  years. 
Credited  by  the  Wall  Street 
Journal  &  Washington  Post  tor 
calling  the  1,000  point  1987 
Stock  Market  Crash. 


|  NLoy^  Fifty  People 
S — Buy  This 

,  ^v&"    Most  are 
«_J  Millionaires 

WEALTH: 
An  Owner's  Manual 

By  Michael  Stolper 
Published  by  Harper  Business 
$  1 1 .00  plus  $3.00  postage  &  handling 


Call  1-800-426-6502 


BUSINESS  OPPORTUNITIES 


THE  AMERICAN  HEART 

ASSOCIATION 
MEMORIAL  PROGRAM . 

«**  American  Heart 
"  Assentation 


This  space  provided  as  a 
public  service 


INCORPORATE  IN  DELAWARE! 


Specialists  In  setting  up  Delaware 
Corporations.  General,  Aircraft. 
Boat  A  Shell  Corporations. 

Veiuu*  ire  C**™'** ,or  KrT: 

%%mtry, 


P.O.  BOX  464-FB 
Wilmington,  OE  19899 

800-321  -CORP  •  302-652-6532 


$  OVER  ONE  BILLION  $ 


WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 
Major  Maruttacluring  to  Small  Retail  Shops 

No  Brokerage  Fees 
To  Buy  or  Sell 
1-800-999-SALE 
GREAT  WESTERN  business  services,  inc. 


NATIONWIDE 


Announcing  the  First 

HEDGE 


International  Conference  on 
Hedge  Fund  Investments. 
Bermuda,  October  23-25,  1994. 
For  the  hedge  fund  manager 
and  investor. 

For  information. 
Managed  Account  Reports  Inc.. 
220  Fifth  Ave.,  NY,  NY  10001 
or  call  Jeannie  Lee 
(212) 213-6202 


University  Degree 


Sell  Paced      Home  Study 
Associate  Batchelor  Master  Di 
Business  Admin,  Psychology,  Flnan 
Tech  Mgmt,  Law.  Paralegal, 
Int'l  Business,  Health  Care,  pr 
Human  Resources  Admin.    J  f 

(800)477-2254  (24  hrs)  4K 
Southern  Calilornia  University  ^§jgi 
202  Fashion-F.  Tustin,  CA  92680 


BUSINESS  SERVICES 


COLLEGE  DEGR 

BACHELOR'S  •  MASTER'S  •  DOCTO 

For  Work,  Life  and  Academic  Expertl 

Earn  your  degree  throl 
convenient  home  sti 
(800)  423  3244  ex. 
Fax:  (310)  471-645 

send  detailed  resume  lot  Fnce  evm 

Pacific  Western  Univer 

600  N  Sepulveda  Btvd ,  Depl  185,  Los  Angeles,  CA 


0 
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Now  it's  time  to  protect  yourself! 

We  REMAIL  everything  from  a  private  or 
business  address  in  the  Netherlands. 
All  clients  are  PASSWORD  PROTECTED. 
Many  arrangements  are  possible. 
WORLDWIDE  PRIVACY  INC. 
Fax+31  1142  723 

Minderbroedersstr.3-Bus  219, 4560AE, 
Hulst,  the  Netherlands. 


EXTERNAL  DEGREE) 

BA/BS  MS/MBA  PhD/JD 
|  Credit  for  work  /life  exp  •  Accredi| 
(800)  955-8879  (24  hrs.) 

LaSalle  University! 

I  Dept.  879  Mandeville,  LA  70470-4 1 


guild  your  busine 

with  books  from  the  U.S.  Governmel 

Whether  you're  interested  in  exporting,  selling 
to  the  Government,  accounting  and  taxation, 
patents  and  trademarks,  or  general  business  .  . 
you'll  find  the  best  the  Government  has  to 
offer  in  this  FREE  catalog  of  business  books 
available  for  sale  from  the  Superintendent  of 
Documents. 

For  your  FREE  catalog,  write  to: 
Free  Business  Catalog 
U.S.  Government  Printing  Office 
Office  of  Marketing— Stop  SM 
Washington,  DC  20401 
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MISCELLANEOUS  FOR  SALE 


Iestment  GEMSTONES! 
[bRANTEED  LIQUIDITY!!! 

We  buy  &  sell  Diamonds 
and  all  Precious  Gemstones. 
e  w  holesale  catalog  since  1967! 
'  Member:  Jewelers  Board  of 
'rade  &  Chamber  of  Commerce. 


GREETING  CARDS 


BUSINESS  OPPORTUNITIES 


HOUSE  OF  ONYX 
.lain  St.,  Greenville,  KY  42345 
)-844-3100  or  FAX  502-338-9605 


FORBES  BINDERS 


CASE 


/E  YOUR  COPIES  OF  FORBES 

;e  custom-made  cases 
binders  protect  your 
able  copies  from  dam- 
They  hold  about  half  a 
s  issues  Made  from  re 
ced  board  covered  with 
.ler-hke  material  in 
Title  is  hot-stamped 
ild  Binders  have 
:ial  spring  mechanism 
lid  snap-in  rods  BINDER 
ss:1-$7.95    3-S21  95    6-S39  95 
lers:  1-19  95   3-S27  95    6-S52  95 
ER  FROM  Jesse  Jones  Industries,  Dept  FB 
East  Erie  Ave  ,  Phila  ,  PA  19134  Enclose 
i,  address  (no  P  O  Box)  &  payment  Add  $1  per 
>r  PSH  Outside  USA  $2  50  per  unit  (U  S  lunds 
Pa  residents  add  6%  sales  tax  Credit  card 
s  call  1-800-825-6690lmm  $15)  Please  allow 
weeks  for  delivery  Satisfaction  Guaranteed 


Let  The  Elephant  Secretary  deliver 
on-time  greeting  cards  to 
your  loved  ones  &  associates, 
while  you  take  all  the  credit. 
Save  tons  of  time,  money,  &  guilt! 
Box  755,  Valley  Forge,  PA  1 9482 

l-gOO-7-ELEPHANT 


EXECUTIVE  GIFTS 


Permanently  end  back  pain 
by  training  your  back  to 
properly  support  itself. 

Endorsed  by  Health 
Care  Professionals 

PosturEvolution 

Posture 
Education 
Products 

43  Katonah  Avenue 
Katonah,  NY  10536 

800-392-0363 


FORBES  MARKET/CLASSIFIED 

To  spotlight  your  specialty  product  or 
service  to  an  affluent  proven  responsive 
executive  audience: 

WRITE,  CALL  OR  FAX:  LINDA  LOREN 
FORBES  MARKET/CLASSIFIED 

60  Fifth  Ave.,  N.Y.  N.Y.  10011 

(212)  620-2440 
(212)  620-2472  (FAX) 


Steel  Framed  Homes 

for  LASTING  VALUE 


♦  Energy  Efficient  9"  (R-30)  Insulation 

♦  Unmatched  Protection  from  Wind,  Fire, 
Termites,  Snow,  ond  even  Earthquakes 

♦  American-Made  Steel  (66%  Recycled) 


DISTRIBUTORS  WANTED 


♦  Simple,  Bolt-Together  Construction 

♦  Refundable  Investment,  Full  Training 

♦  1 8-Year  Industry  Leader  with  Homes  in 
all  50  States  and  26  Countries 

Call  for  ERIE  Into  Pack  or  '9"  VIDEO 


1-800-TRI-STEEL 


1  80OI74-7I33 

(817)  497-7070    far.  (817)  497-7497 
"1ri-Ste6l    5400  S  Slemmons  F.wy  .  Denton.  TX  76205 


RANCHES 


ONE  OF  A  KIND 

Colorado  Mtn.  Ranch 

Offered  at  $980/acre  for 
18,369  +/-  deeded  acres 
Plus  State,  BLM,  Forest  leases 
Abundant  water  &  reservoir 

rights.  Tree  cover,  lakes, 
creeks,  views,  adjoins  forest, 
abundant  wildlife.  24  miles 
from  Mt.  Werner  Ski  area  at 
Steamboat  Springs.  Year 
around  Colo,  recreation. 
Call  Jack 
ORR  LAND  COMPANY 
5040  Acoma  St.,  Denver  CO  80216 
(303)295-1313  FAX  (303)  295-1256 


SELF-  IMPROVEMENT 


Learn  the  Secrets  of  Successful 

SPEAKERS 

FREE:  Former  President  Reagan's  Director  of  Speech- 
writing  reveals  little-known  secrets  of  how  top  business 
&  political  leaders  spellbind  and  motivate  their  listeners— 
and  how  you  can  do  it  too!  For  your  FREE  COPY  of 
"11  Inside  Secrets",  wnte  to:  Amencan  Speaker, 
1101  30th  Street,  Alt.  GK,  NW,  Washington,  DC  20007 


AUDIO  BOOKS 


BOOKS 
ON  TAPE 


■  World's  Largest  Selection  of  Audio  Books 

'Bestsellers  1 

on  Cassette  i 

Full-length  " 

Readings  I 

Call  for  Free  | 

Brochure  * 


(800)  626-3333 


***** 


EXECUTIVE  GIFTS 


CARVED  MAHOGANY 
IRDS 


•  16"  lo  22"  models  ore  hond- 
crafted  from  solid  mahogany  with 
handpomted  markings  and  details 

•  Over  160  models  in  slock 

•  Pnced  from  $99.50 

•  Satisfaction  guaranteed 

Call  1-800-950-9944 


II  \l  Hill 


WOUJ)  SHADING  HAKItt 
01  FIN! 

ahosojutuks 

11255  No*  79»Strw 
16071 9911811  — - 


FINANCIAL  SERVICES 


STOCK  OPTIONS 

The  only  way  to  beat  the  market 
whether  it  goes  up  or  down. 

Exciting  and  profitable! 
Monthly  Newsletter  with  three 
best  option  picks. 
JOHN  BENGEL, 
Box  1373,  Tavernier,  Fl.  33070 


Forbes: 
Capitalist 

TooP 


REACH  THE  PEOPLE  WHO  OWN 
AND  RUN  AMERICA'S  BUSINESS 


olnCClWMLlVtn 


EDITED  BY  THOMAS  JAFFE 


Vulture  bait 

THE  VULTURES  are  circling.  Lastyear  a 
record  S55  billion  in  high-yield  debt 
was  issued.  Defaults  on  even  5%  to 
10%  of  that  paper  would  mean  plenty 
of  supply  for  vulture  investors  who 
have  been  starved  of  meat  lately. 

They  should  have  their  carrion  by 
year's  end,  says  distressed-securities 
analyst  Raymond  Cheesman  of  Los 
Angeles'  Jefferies  &  Co.  While  the 
overall  junk  bond  market  is  down  no 
more  than  2%  so  far  in  1994,  he  notes 
some  of  the  more  speculative  bonds 
have  fallen  over  25%  since  January.  So 
Cheesman  has  compiled  a  list  of  50 
companies  whose  junk  bonds  have 
dropped  below  80  cents  on  the  dollar 
or  are  yielding  14%  or  more. 

Cheesman  isn't  predicting  default 
for  the  entire  list,  but  he's  betting  at 
least  some  of  them  will  go  under 
before  1994  is  out  (see  table).  He 
notes  that  although  computer  retailer 
CompUSA  still  covers  interest  pay- 
ments nearly  three  times  over,  the 
margin  is  shrinking  and  the  firm's 
SI  10  million  of  9l/2%  senior  subordi- 
nated notes,  issued  in  June  1993, 
recently  fell  to  78  cents  on  the  dollar. 

Others  on  Cheesman's  potential 
carrion  list:  Greyhound  Lines,  a  vic- 
tim of  the  airfare  war,  whose  bonds 
have  dropped  to  79  cents  on  the 
dollar;  Trump  Castle,  whose  securi- 
ties have  traded  down  to  a  recent  66 
on  concerns  that  the  Atlantic  City 
property  will  suffer  if  casinos  open  in 
nearby  Philadelphia. 

It's  probably  too  soon  to  buy  any  of 
these  in  the  hope  of  cashing  in  on  a 
reorganization:  Bond  prices  tend  to 


drop  sharply  once  a  company  defaults 
on  its  debt.  This  is  more  a  list  for 
putting  away  and  taking  out  again 
tow  ard  the  end  of  the  year. 

-Riva  Atlas 

Not  so  capital  an  idea 

When  mergertalks  between  Gener- 
al Motors'  wholly  owned  Electronic 
Data  Systems  and  Sprint  collapsed  in 
June,  one  who  cheered  was  analyst 
Richard  Bove  of  St.  Petersburg,  Fla.'s 
Raymond  James  &  Associates.  "A 
basic  tenet  of  eds'  sales  philosophy 
has  been  that  the  company  is  not  tied 
to  one  vendor,"  says  Bove. 

Bove  expects  eds'  earnings  to  rise 
14%  in  1994  and  15%  in  1995.  He's 
bullish  on  the  Dallas-based,  $8.6  bil- 
lion (estimated  sales)  provider  of 
computer,  telecommunications  and 
consulting  services. 

You  can't  buy  stock  in  EDS  directly, 
but  New  York  Stock  Exchange-listed 
GM  Class  E  stock,  which  trades  sepa- 
rately from  GM  stock,  pays  a  dividend 
based  on  EDS'  income.  Since  GM  E 
stock  was  issued  in  1984,  its  annual 
payout  has  risen  from  just  over  a 
penny  to  48  cents,  and  its  price  has 
gone  from  around  4V2  to  a  recent  34V2 
(yield,  1.4%). 

Bove  thinks  General  Motors  wants 
to  sell  or  spin  off  EDS.  The  way  things 
now  stand,  if  GM  unloads  EDS  it  must 
give  GM  E  holders  GM  stock.  Under 
the  exchange  formula,  for  even'  dol- 
lar's worth  of  GM  E  stock  they  own, 
they  are  entitled  to  $1 .20  worth  ofGM 
stock.  But  GM  recently  proposed  an 
alternative:  swap  their  GM  E  for  newly 


Carrion  list 


Company 

Interest 

Maturity 

Amount 

Price 

Recent 

rate 

outstanding 

1/1/941 

price1 

($mil) 

Bally  Health  &  Tennis 

13% 

2003 

$200 

103 

84 

CompUSA 

9.5 

2000 

110 

100 

78 

Evergreen  Intl  Aviation 

13.5 

2002 

125 

93 

35 

F&M  Distributors 

11.5 

2003 

71 

102 

65 

Greyhound  Lines 

10 

2001 

165 

104 

79 

Kash-N-Karry 

12.375 

1999 

50 

102 

79 

Rally's  Hamburgers 

9.875 

2000 

85 

99 

64 

Trump  Castle 

11.75 

2003 

242 

96 

66 

USAir 

10 

2003 

300 

96 

77 

Wherehouse  Entertainment 

13 

2002 

110 

100 

65 

'Per  $100  of  par  value.   Source:  Jefferies  &  Co. 


issued  eds  capital  stock. 

Says  Bove,  unimpressed:  "This 
giving  up  something  for  nothing.  Til 
GM  E  shareholder  already  has  access 
EDS'  earnings;  he  doesn't  need  to  ovl 
its  assets  to  obtain  the  benefits  frol 
those  earnings."        -MATT  WalJI 

Rohm  roaming 
ahead  of  itself 

Cyclical  stocks  like  Rohm  &  Hal 
Co.,  the  S3. 5  billion  (estimated  salel 
diversified  chemicals  producer,  ha{ 
spectacular  leverage  in  an  econom| 
upturn.  Since  the  fall  of  1990  tlf 
NYSE-listed  shares  have  risen  180'. 
from  24  lA  to  a  recent  68. 

Everything  is  coming  up  rose| 
Philadelphia-based  Rohm  had  a  gre;[ 
second  quarter,  thanks  in  part  to  till 
weak  dollar  (over  40%  of  sales  ail 
overseas).  Morgan  Stanley  chemical 
analyst  Leslie  Ravitz  estimates  Rohil 
will  earn  S3. 60  a  share  this  year,  ul 
38%  over  1993,  excluding  nonrecuil 
ring  items.  He's  looking  for  S4.25  il 
1995  and  thinks  that  by  1997,  thl 
peak  of  Rohm's  current  cycle,  earn| 
ings  will  be  in  the  56  range. 

But  sometimes  cyclicals  like  Rohrl 
can  get  ahead  of  themselves.  Thl 
stock  sells  for  16  times  next  yean 
anticipated  earnings,  versus  the  1)1 
P/E  that  Morgan  Stank}'  puts  on  thl 
S&P  500's  projected  1995  earning'! 
Fully  valued,  says  Ravitz.  Don't  bull 
Rohm  stock  unless  it  trades  off  inttf 
the  low  60s. 

Value  that  cannot 
be  ignored 

Speaking  of  cyclical  stocks,  here" 
one  that  looks  dirt  cheap  to  Salomoil 
Brothers  paper  and  forest  product! 
analyst  C.A.  Dillon  III:  $5.4  billioil 
(estimated  sales)  James  River  Corp.  ol 
Virginia,  in  paper  products  and  pack! 
aging.  The  Richmond-based  compa 
ny  makes  everything  from  bathroom 
tissue  and  paper  towels  to  communi  f 
cations  papers  and  packaging  for  foocl 
and  consumer  products.  At  a  recen  [ 
price  of  19V8  on  the  New  York  Stodl 
Exchange,  James  River  stock  is  down 
56%  from  its  1987  high  of  43%. 

True,  after  peak  earnings  of  S2.87 ; 
share  in  1988,  the  company  has  run  ii  I 
the  red  for  the  past  two  years  and  will 
again  this  year.  More  important 
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ough,  Dillon  thinks  James  River 
11  recover  to  $1.35  in  1995  and  go 
i  to  earn  $3.50  by  1997. 
Dillon  is  bullish  on  the  w  hole  paper 
dustrv,  including  James.  But  he- 
inks  the  average  paper  stock  has 
'■>%  to  40%  upside  over  the  next  two 
:ars,  while  James  River's  82  million 
ares  could  go  as  high  as  35,  or  more 
an  an  80%  gain. 

iains  for  Gannett 

annett  Co.'s  stock  has  gone  no- 
here  over  the  last  12  months.  Re- 
:nt  NYSE  price:  50x/2.  Good  buying 
Iportunity,  says  Dillon,  Read  analyst 
dward  Atorino. 

'  He  ticks  off  a  number  of  factors  that 
ill  work  in  favor  of  the  newspaper 
Liblisher,  which  also  owns  TV  and 
dio  stations  and  billboards:  cost 
xntrols;  stronger  newspaper  adver- 
ting; improved  results  at  its  flagship, 
fA  Today;  higher  broadcasting  in- 
line since  the  sale  of  some  unprofit- 
ble  stations  earlier  this  year.  Atorino 
liinks  growth  in  advertising  and  cir- 
Lilation  revenues  will  help  offset  in- 
reased  newsprint  costs. 
I  Atorino  expects  Gannett  to  earn 
B.15  a  share  this  year,  up  16%  over 
993,  and  is  looking  for  $3.52  in 
995.  For  a  leading  company  in  its 
Hdustry,  14  times  next  year's  project- 
ti  earnings  is  eminently  reasonable, 
le  says. 


?he  right  time  for  Times? 

,ast  fall,  after  New  York  Times  Co. 
squired  Affiliated  Publications,  Kid- 
er,  Peabody  analyst  Douglas  Arthur 
^commended  New  York  Times' 
unex-listed  stock  to  Streetwalker  at 
4,  expecting  it  to  rise  to  the  low  30s 
ithin  a  year  or  so. 

It  almost  got  there  early  this  year, 
learly  touching  30,  but  has  since 
alien  back  to  23V2.  Behind  the  prill  - 
tack,  says  Arthur,  is  a  10%-to-15% 
orrection  by  newspaper  stocks  over 
he  past  few  months.  "We've  been 
wimming  upstream,"  he  says.  But 
uthur  is  still  bullish,  noting  that  New 
'ork  Times  just  reported  second- 
[uarter  earnings  of  32  cents  a  share, 
ersus  24  cents  for  the  same  period 
vst  year,  on  a  pro  forma  basis.  "The 
lock's  more  attractive  than  ever," 
Vrthur  says.  WM 
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THE   PEN  INSULA 


Service 
as  smooth  as 
silk 

iqi— (pi 


2.  iff  tt  <5 

THE  PALACE  HOTEL 

Beijing 

J  h  a  «  i     1  h  i  I '■  '  \  r  I  K  i  i  \ 


Tollfrce:  (800)  22<  6800 

Tollfrce:  <K()0)  12.<  7S(K) 
The  Peninsula;  Honit  Konf»  • 
iinilil  •  New  Yc.rk  •  Beverly  Hill-  • 

Hie  Palace  Hotel  Beijing  • 
The  Kowloon  Holel  llon^  K.inii 


Honoring  a 
friend  or 
loved  one 
has  never 
been  easier. 


1-800-242-8721 


The  American  Heart 
Association  Memorial  Program. 
An  Investment  in  Life. 

American  Heart  Association  fyp 

This  space  provided  as  a  public  service. 
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jjie  more  things  change . . ." 
Ill  years  ago  in  Forbes 

■dm  the  issue  of  Aug.  15,  1924) 


the  word  'Code'  in  a  business  group 
is  like  striking  a  match  in  a  room 
filled  with  explosive  vapors." 


In  1924  dredging 
and  draining  the 
Everglades  was 
applauded  as 
loudly  as  it 
is  denounced 
today. 


ven  greater  than  the  estimated 
rease  of  a  billion  dollars  in  the 
rket  value  of  our  farmers'  products 
been  the  increase  during  the  last 
weeks  in  the  market  value  of 
cks  and  bonds.  The  average  quo 
ion  for  representative  shares  listed 
the  New  York  Stock  Exchange 
ebrated  the  opening  of  August  by 
ng  to  the  highest  point  touched 
ce  1920." 

he  Mechanics  &  Metals  National 
nk  estimates  that  half  the  world's 
}ply  of  gold  is  now  held  in  the  U.S., 
*  total  here  being  $4.5  billion.  This 
mpares  with  $2.8  billion  in  the 
eningof  1921." 

years  ago 

vom  the  issue  of  Aug.  15,  1934) 
he  most  potentially  serious  of 
ent  strikes  is  that  of  workers  in 
licago's  Union  Stock  Yards.  The 
3st  troublesome  issue  in  this  strike  is 
e  question  of  what  can  be  done 
out  the  so-called  'extra  men'  whom 
e  yards  companies  must  carry  on 
eir  lists  as  a  reserve  for  peak  periods, 
lese  men  demand  that  they  be  guar- 
teed  a  satisfactory  total  wage,  re- 
rdless  of  the  number  of  hours  they 
z  needed  in  any  one  week.  ..." 

Vyear  ago  (July  17)  the  first  NRA 
:xie  became  effective.  Today, 
"nerican  businessmen  are  strug- 
ing  under  the  limitations  of  496 
odes,  141  supplementary  Codes. 
"A  year  ago  Washington  hotels 
ere  crowded  with  businessmen 
)me  to  request  Codes  for  their 
vn  industries.  Today,  to  mention 
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years  ago 


(From  the  issue  of  Aug.  15, 1944) 
"President  Roosevelt's  injunction 
to  'hold  the  line'  is  being  commend- 
ably  observed.  The  cost  of  living  is 
being  held  down  extraordinarily  well. 
Since  January  1 ,  and,  indeed,  during 
the  last  12  months,  the  rise  has  been 
negligible." 

"A  telephone  cord  that  won't  snarl 
will  soon  quiet  the  growls  of  phone 
users.  Auto-retractable,  the  cord  is 
spirally  molded  with  a  Neoprene  or 
Buna-S  jacket." 

25  years  ago 

(From  the  issue  of  Aug.  15,  1969) 


"Three  months  ago  Black  &  Decker, 
the  smallish  Towson  (Md.)  portable 
tool  maker,  reduced  the  suggested 
retail  price  of  its  quarter- inch  drill 
from  $10.99  to  $8.88.  Whereupon 
giant  General  Electric,  which  had  in- 
vaded the  portable -tool  business  two 
years  earlier,  quietly  folded  up  its 
toolbox  to  exit  from  the  market.  Thus 
did  a  great  blue-chip  company  pay 
eloquent  testimony  to  the  company 
which,  dollar  for  dollar,  is  surely  one 
of  the  toughest  competitors  in  U.S. 
business." 

"The  joint  U.S. -Japanese  trade  talks 
now  going  on  in  Japan  have  Detroit 
auto-makers  among  their  most  inter- 
ested spectators.  Some  161 ,000  Japa- 
nese cars  were  sold  in  the  U.S.  last 
year,  and  Detroit  wants  a  chance  to 
manufacture  in  Japan." 

10  years  ago 

(From  the  issue  of  Aug.  13,  1984) 


Testing  a  Black  &  Decker  battery- 
powered  drill  designed  for  use 
on  the  moon. 


Biltmore,  the  Vanderbilt  family's  cozy 
retreat  in  Asheville,  N.C. 


"  'Single  family  contemporary,' 
says  the  county  assessor's  card, 
of  a  house  just  outside  of  Asheville, 
N.C.  'Full  basement.  Plumbing 
fixtures:  adequate.  Replacement  val- 
ue, $65,483,469.'  Quite  a  house. 
This  is  Biltmore,  a  254-room,  turn- 
of- the -century  landmark  and,  most 
rare,  a  landmark  that  makes  a  profit." 

"How  would  magazine  and  newspa- 
per business  editors  invest  $  1 0,000?  A 
survey  of  71  of  them  by  Crittenden 
Research  of  Novato,  Calif,  posed  that 
question,  assuming  the  investors  were 
a  couple  with  two  children,  a  home,  a 
$25,000-a-year  income  and,  of 
course,  $10,000  to  invest.  The  scriv- 
eners put  caution  first.  Individual  Re- 
tirement Accounts  got  the  biggest 
score,  with  90%  recommending  an 
average  $1,842  investment .  .  ."  ■■ 
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Rightly,  we  constantly 
berate  ourselves — mostly 
everybody  else  but  me  and 
thee — about  the  things 
wrong  in  our  country. ... 
Something  has  to  account, 
though,  for  this  country's 
o nflo i ng  greatn  ess,  i n  n a te 
and  actual.  And  I  think  the 
Conference  Board's  latest 
survey  has  put  a  finger  on 
that  something — four  out 
of  five  Americans  are 
"satisfied  with  their  jobs,  " 
one-third  of  those  "very 
satisfied.  "  // 's  not 
surprising  that  "job 
satisfaction  climbs  with 
earnings,  "  but  more  signif- 
icant is  the  fact  that  such 
satisfaction  climbs  with 
age  [with]  SO%  of  those 
55  and  over  happy  at  what 
they're  doing  

-Mai  (  oi  m  FORBES 


A  Text... 

There  be  three 
things  which  are  too 
wonderful  for  me, 
yea,  four  which  I 
know  not:  The  way 
of  an  eagle  in  the 
air;  the  way  of  a 
serpent  upon  a  rock; 
the  way  of  a  ship  in 
the  midst  of  the  sea; 
and  the  way  of  a 
man  with  a  maid. 
Proverbs  30:18-19 


Sent  in  by  Dr.  R.E.  Nordlmg, 
Bryson  City,  N.C.  What's  your 
favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the 
Business  of  Life  is  presented  to 
senders  of  texts  used. 


"More  funds,  more  funds!" 

the  spenders  cry, 
"( )ur  present  means 

won't  get  us  by; 
Nor  can  we  cut  the 

current  cost 
Our  re  di  ction 

might  be  lost." 
-Art  Buck 

Experience  is  the  comb  that 
Nature  gives  us  alter  we 
are  bald. 

-Belgian  proverb 

We  are  no  more  free  agents 
than  the  queen  of  clubs  when 
she  victoriously  takes 
prisoner  the  knave  of  hearts. 
-Law  Mary  Worti  i  v  Montagu 

No  minute  lost 
Comes  ever  hack  again. 

l  ake  heed  and  see 
Yc  nothing  do  in  vain. 

London  clock  tower  motto 
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A  Christian  is  perpetually 
balanced  between  a  Christian 
ideal  of  loving  his  enemies, 
a  pagan  ideal  of  punishing 
his  enemies,  and  a  chivalric 
ideal  of  only  fighting 
his  enemies  fairly. 
-c;.K.  Chesterton 

Gratitude:  A  lively  sense 
of  future  benefit. 

-French  definition 

In  the  takeover  business, 
it  you  want  a  friend,  you 
buy  a  dog. 
-Carl  Icahn 

More  than  9,000  "Thoughts,"  indexed  by  author  and 
subject,  are  available  in  a  three -volume  boxed  set  at 
$69.50  ($27.50  per  volume  if  purchased  separate- 
ly). Also  available,  a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $27.50.  Send  check  and  order  to 
Forbes  Books,  P.O.  Box  11234,  Des  Moines,  IA 
50340.  Add  sales  tax  on  orders  in  New  York  State 
and  other  states  where  applicable.  For  faster  service 
call  1-800-234-4553  and  charge  to  your  credit  card. 


When  one  door  closes  another 
door  opens;  but  we  often  look 
so  long  and  so  regretfully 
upon  the  closed  door  that  we 
Jo  not  sec  the  ones  which 
( >pcn  lor  us. 

-Al.KXANDHR  CiRAl  1AM  Bi  l  l. 

Bureaucracy  is  the  death  of 
any  achievement. 
-Albert  Einstein 

'Tis  all  a  chequerboard 

of  nights  and  days 
Where  Destiny  with  men 

for  pieces  plays: 
Hither  and  thither  moves, 

and  mates,  and  slays, 
And  one  by  one  back  in 

the  closet  lays. 
-Omar  Khayyam 

When  you  arrive  at  your 
future,  will  you  blame 
your  past? 
Rom  i<  i  I  Iai  i 

Two  things  we  ought  to  learn 
from  history:  one,  that  we 
are  not  in  ourselves  superior 
to  our  fathers;  another,  that 
we  are  shamefully  and  mon- 
strously inferior  to  them,  if 
we  do  not  advance  beyond  them. 
-Thomas  Arnoi  d 

Impotent  hatred  is  the  most 
horrible  of  all  emotions; 
one  should  hate  nobody  whom 
one  cannot  destroy. 

-Goethe 

Make  it  a  point  to  do 
something  every  day  that 
you  don't  want  to  do.  This 
is  the  golden  rule  for 
acquiring  the  habit  of 
doing  your  duty  without  pain. 
Mark  Twain 

What  is  conservatism?  Is  it 
not  adherence  to  the  old 
and  tried,  against  the  new 
and  untried? 

-Abraham  Lincoln 
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No  matter 
how  fast  your 
company  moves, 
our  employee 
benefits  give  you 
an  edge. 

The  Principal  Edge. 

No  matter  how  fast  you  go  or  grow,  employee 
benefits  from  The  Principal  Financial  Groupware 
uniquely  tailored  to  keep  pace. 

The  Principal*  provides  the  flexibility  you  want  in  life, 
health  and  disability  insurance,  as  well  as  pension  plans. 
With  the  quick  response  you  need,  at  an  average  claims 
payment  turnaround  of  eight  days. 

And,  The  Principal  services  more  401  (k)  plans  than  any 
other  life  company.  Bring  your  benefit  plan  up  to  speed. 
With  The  Principal  Financial  Group.  For  more  information, 
call  1-800-986-EDGE(3343). 


Your  edge  on  the  future: 


Financial 
Group 


©1994  Principal  Mutual  Life  Ins.  Co.,  Des  Moines,  IA  50392-0150 
Products  and  services  offered  through  Principal  Mutual  Life  Insurance  Company  (The  Principal)  and  its  subsidiaries. 
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We  knew  'em  when 

The  mutual  fund  industry  was  born  when  Congress  passed  the 
Investment  Company  Act  of  1940,  but  World  War  II  and  memories 
of  the  1929  crash  kept  the  funds  to  a  slow  start.  So  when  the  first 
regular  Forbes  mutual  fund  survey  appeared,  in  the  summer  of 
1956,  it  did  not  burst  upon  an  eagerly  waiting  world.  The  fewer  than 
200  funds  in  existence  commanded  total  assets  of  just  $9  billion. 
Fidelity  Fund,  from  which  Fidelity  Investments  grew  into  a  firm 
managing  $250  billion,  then  managed  one-thousandth  of  that.  The 
Dreyfus  Fund  had  less  than  $7  million.  But  we  were  convinced  the 
business  had  great  potential. 

Most  funds  were  sold  as  a  way  to  "invest  in  America" — i.e.,  as 
diversification — not  on  investment  performance.  A  considerable 
number  were  devoted  to  a  single  industry,  including — how  times 
change! — Atomic  Development  Fund  and  Group  Securities  Tobac- 
co Shares.  Nearly  all  the  big  funds 
charged  loads  ranging  up  to  9%.  The 
handful  of  no-loads  were  almost  un- 
known before  Forbes  brought  them 
to  public  attention. 

The  sort  of  information  we  provid- 
ed in  that  survey — on  relative  fees,  up- 
market and  down-market  perfor- 
mance—was available  nowhere  else  to 
the  general  investing  public.  The  few 
manuals  covering  the  field  were  ex- 
pensive and  pretty  much  restricted  to 
professionals,  not  all  of  whom  wel- 
comed our  airing  of  the  numbers. 
Some  pros  groused  that  we  were  con- 
fusing the  public,  but  others,  especial- 
ly those  with  good  records,  welcomed 
what  we  were  doing. 

Our  first  survey  did  it  all  in  9  pages.  The  39th  Annual  Mutual 
Funds  Survey,  which  starts  on  page  129  of  this  issue,  is  105  pages. 
The  180  mutual  funds  have  become  1,819;  the  $9  billion  in  assets, 
$2  trillion.  Mutual  fund  surveys  have  proliferated,  and  nearly  every 
newspaper  now  carries  fund  quotations  and  analyses.  But  if  we  are  no 
longer  alone  in  rating  the  funds,  we  remain  unique.  No  other 
publication  can  match  the  depth  of  our  experience  in  covering  funds 
or  the  user-friendliness  of  our  consistency  ratings,  our  Honor  Roll 
and  our  Best  Buy  selections. 

When  I  joined  the  staff  in  1954, 1  was  told  to  cover  mutual  funds. 
When  I  asked  my  editor  what  he  expected,  he  snapped,  "Just  make  it 
interesting"  and  walked  away.  In  retrospect,  I  don't  think  he  could 
have  given  sounder  advice. 

Mary  Beth  Grover,  who  covers  funds  for  us  now,  didn't  need  to  be 
told  that.  A  graduate  of  the  State  University  of  New  York  at  Buffalo, 
she  earned  an  M.B.A.  from  Baruch  College,  joined  Forbes  in  1990 
after  a  stint  at  the  New  York  Times  and  has  covered  the  industry  since 
1992.  "A  lot  of  people  in  our  profession,"  she  says,  "think  funds  are 
boring.  Judging  from  the  phone  calls  and  mail  I  get,  the  public 
doesn't  think  they  are  boring." 


Mary  Beth  Grover 


Editor 
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We  have  the  edge  you  need  to 
stay  on  course  for  retirement. 


The  Principal  Edge® 


There  are  lots  of  ways  to 
reach  the  kind  of  retirement  you 
want.  But  which  financial  direction 
do  you  take?  How  do  you  stay 
on  course? 
The  Principal  Financial  Group®  has  all 
the  tools  you  need,  from  mutual  funds  to 
annuities,  life  insurance  to  IRA's.  And,  The 
Principal®  services  more  401  (k)  plans  than  any 
other  life  company. 
With  over  a  century  of  experience,  we  can  guide 
you  safely  and  securely  to  your  financial  destination. 
For  more  information,  call  1-800-986-EDGE(3343). 


the; 

Your  edge  on  the  future: 


Financial 
Group 


Products  and  services  offered  through  Principal  Mutual  Life  Insurance  Company  (The  Principal)  and  its  subsidiaries.  Mutual  funds  distributed  through  Princor 
Financial  Services  Corporation,  a  registered  broker  dealer  (prospectus  available  upon  request).   ©1994  Principal  Mutual  Life  Ins.  Co.,  Des  Moines,  IA  50392-0150 


you  don't  have  to  drive 
In  These  Places  To  Appreciati 
Cars  That  Were  Designed 

For  Them. 


Optional  features 

MictonAir a  registered  U.S.  trademark  of  Firma  Carl  Freudenberg. 


Vhether  you  live  in  Manchester,  England,  or  Lancaster,  Pennsylvania,  you'll  love  Ford  Motor 
ompany's  NEW  GLOBAL  CARS.  Because  our  best  designers  and  engineers  around  the  world 
<uilt  them  for  drivers  in  75  countries.  Which  is  why  they  created  safety  Je  atur  es  designed  to  meet 
'998  standards.  And  a  COMPUTERIZED  TRANSMISSION  system  that  adjusts  as  easily  to  the 
•  pen  stretch  of  the  Autobahn  as  it  does  to  the  bustling  streets  oj  Tokyo.  It's  why  they  inc  or  po- 
oled the  Micron  Air*'  Filtration  System*  that  can  keep  even  the  dust  oj  the  Mojave  or  the  pollen 
<f  Holland  from  getting  inside.  And,why  they  created  the  DURATEC  V-6  engine*  which  can  go 
f  0  0,0  0  0  miles  before  its  first  scheduled  tune -up.  World-class  features,  in  a  MORE  AFFORD- 
\BLE   CLASS  OF  CAR.  And,  starting  September  29th,  you'  11  be  able  to  drive  one  for  yourself. 


FORD  CONTOUR 


W     MERCURY       M   Y   S   T    I    Q_  U  E 


EDITED  BY  NEIL  WEINBERG 


President  and  Editor-in-Chief 

MALCOLM  S.  FORBES  JR. 
Chairman 

CASPAR  W.  WEINBERGER 
Vice  Chairman 
CHRISTOPHER  FORBES 
Executive  Vice  President 
LEONARD  H.  YABLON 
Publisher 

JEFFREY  M.  CUNNINGHAM 
Vice  President-Administration: 
Scott  R.  Yablon 
Vice  President-Treasurer: 

Joel  I?.  Redler 

Vice  President-General  Counsel: 

Terrencc  O'Connor 

Vice  President-Secretary: 

Sean  P.  Hegarty 

Vice  President-Consumer  Marketing: 

John  M.  Thornton 

Vice  President-Business  Development: 

Gregory  J.  Zorthian 

Director  of  Circulation: 

Lawrence  B.  Freeman 

Director  of  Administrative  Resources: 

Marv  Ann  Danner 

Director  of  Corporate  Communications: 

Bruce  H.  Rogers 

Director  of  Corporate  Press  Relations: 

Elizabeth  S.  Ames 
Director  of  Public  Affairs: 

Margaret  Kelly 

Director  of  Information  Technology: 

Thomas  J.  Casey 

Controller: 

Larry  E.  Kayne 

Director  of  Purchasing: 

Teresa  Franciosa 

Vice  President-Advertising 

and  Promotion 

STEPHEN  G.  NICOLL 

Director  of  Advertising: 

William  J.  Flatley 

Director  of  International  Advertising: 

Peter  M.  Schoff 

Director  of  Advertising  ASAP: 

Ted  Gramkow 

Director  of  Advertising  ASAP:  East 

Ellen  Baum 

Director  of  Advertising  FYI: 

Martin  Shapiro 

Director  of  Conference  Sales: 

Deborah  Bancroft 
New  York:  Russell  Cherami,  Mgr.; 
George  C.  Clissold,  Cons.  Adv.  Mgr., 
Evelyn  Mitchell,  Adv.  Mgr.,  FYI 
Arnold  J.  Prives,  Dir.  Special  Projects 
Susan  D.  Toscani,  Dir.  Special  Sections  Sales; 
Peter  T.  Malloy,  Dir.  Econ.  Dev. 
Christopher  Clark,  Joseph  A.  Gutherz, 
Michael  McCormack,  Hunter  G.  Millington 
Donna  Tarr,  Linda  Loren,  Sarah  Madison 
Atlanta:  John  H.  Reock,  Mgr. 
Boston:  Jean-Nicolas  Carter,  Mgr. 
Chicago:  William  J.  Powers  Jr.,  Mgr.; 
James  W.  Wall 

Dallas:  Fred  H.  Wellington,  Mgr. 
Detroit:  David  Forgione,  Mgr.; 
Michael  A.  Woods 
Los  Angeles:  Eric  Rucker,  Mgr.; 
[ill  S.  Harris 

San  Francisco:  Candace  J.  Alexander,  Mgr.; 

Washington,  D.C.:  Kelly  Emery,  Mgr. 

International:  James  VV.  LaCirignola, 

Dir.,  Intl.  Adv.,  Latin  America, 

Philippines,  Korea;  Christian  M.  Frost 

Hong  Kong:  Jane  G.  Flowers,  Dir.,  Intl. 

Adv.,  Southeast  Asia 

London:  Steven  Ran,  European  Mgr. 

Tokyo:  Hirowo  Itow,  Japan  Regional 

Adv.  Dir.;  Hiroyuki  Nakagawa, 

Japan  Adv.  Sales  Mgr. 

Market  Development:  Marisa  Marks, 

Carol  Nelson,  Frank  Dolcimascolo 

Advertising  Business  Manager: 

Marc  R.  Handler 

Patricia  Deckelnick,  Adv.  Services  Manager; 
John  Weinberg,  Ana  Maria  Miranda, 
Diane  Contonzo 

Joyce  McCracken,  Mgr.  Sales  Information 


Turkish  bath 

Turkey's  stock  market  was  boom- 
ing last  fall,  and  we  concluded  that 
Morgan  Stanley's  Turkish  Invest- 
ment Fund  was  the  way  to  cash  in 
(Opt.  25,  1993).  Our  thinking:  The 
Istanbul  Stock  Exchange  was  trading 
at  a  modest  12  times  expected  1993 
earnings  despite  a  183%  gain  year-to- 
date  in  dollar  terms;  and  Morgan's 
fund  was  at  a  2%  discount  to  net 
asset  value. 

We  couldn't  have  been  more 
wrong.  The  net  asset  value  of  the  New 
York  Stock  Exchange-listed  closed- 
end  fund  fell  58%  in  the  first  half  of 
1994.  That  ranked  it  dead  last 
among  649  funds  tracked  by  Micro- 
pal  Emerging  Markets  Research. 

What  happened?  The  fund  got  hit 
by  the  double  whammy  of  a  plunging 
currency  and  tumbling  stock  prices. 


The  trouble  began  in  January  when 
Turkish  sovereign  debt  was  down- 
graded by  Standard  &  Poor's  and 
Moody's.  That  sent  the  Turkish  lira 
into  a  tailspin,  and  domestic  investors 
scrambled  to  sell  lira-denominated 
assets.  By  April  the  local  currency  and 
stock  index  were  each  down  more 
than  50%. 

Is  the  fund  now  a  buy?  We  don't 
think  so,  given  the  34%  premium  to 
net  asset  value  it  commands. 

-Michael  Schuman 


Fabio's  falling  star 

How  has  Fabio  the  superhunk 
fared  in  turning  himself  into  Fabio  the 
miniconglomerate?  As  our  look  at 
the  model  turned  romance  author 
and  900  hotline  proprietor  suggest- 
ed (July  6,  1992),  Arnold  Schwarzen- 
egger can  rest  easy. 

Sales  of  calendars,  perfume,  vid- 


Supermodel  Fabio 

Trying  to  pump  up  a  sagging  career. 


eos  and  magazines  featuring  Fabio's 
fulsome  physique  have  been  dismal. 
Workout  video  Fabio  Fitness  has  sold 
just  1,200  copies.  His  recording  de- 
but, Fabio  After  Dark,  12,000.  Worse 
yet,  Avon  Books  is  thinking  of  re- 
placing Fabio  as  romance  novel  cover- 
boy  with  John  D'Salvo,  a  former 
Bronx  construction  worker. 

Acting  hasn't  gone  any  better. 
Plans  for  a  $25  million  action  movie 
blew  up.  Fabio  also  recently  walked 
off  the  set  of  TV  series  Acapulco  Heat 
because  his  part  turned  out  to  be 
more  style  than  substance,  gripes  his 
manager,  Peter  Paul. 

Paul's  latest  plan?  Buy  an  undis- 
closed public  corporation.  "We'll 
turn  it  into  a  multifaceted  company 
that  starts  with  Fabio  and  goes  be- 
yond Fabio,"  he  says.  Whatever  that 
means.  -James  Samuelson 

Other  people's  money 

Last  fall  Forbes  reported  on 
James  T.  Sullivan's  effort  to  break  into 
the  lucrative  printing  market  for 
coupon  pamphlets  inserted  into 
newspapers  (Sept.  27,  1993).  It 
looked  promising:  Sullivan  had  $40 
million  of  Morgan  Stanley  money 
and  seemed  poised  to  take  market 
share  from  Rupert  Murdoch's 
News  America  and  Kerry  Packer's  Va- 
lassis  Communications. 

But  the  venture  quickly  went 
awry:  The  two  rivals  began  cutting 
prices  to  defend  their  duopoly.  By 
February  Sullivan  was  losing  an  esti- 
mated $1  million  per  publication. 

Morgan  tried  to  float  $185  mil- 
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Your  urinary  symptoms  may  be  caused  by  a  condition  called  benign  prostate 
enlargement  or  BPH.  BPH  is  not  cancer  and  does  not  lead  to  cancer,  although 
the  two  conditions  can  exist  at  the  same  time.  Remember,  only  a  doctor  can 


evaluate  your  symptoms  and  their 

Is  this  you? 

Yes 

No 

possible  causes. 

Do  you  get  up  more  than  once  or  twice  a  night  to  urinate? 

□ 

□ 

Today,  symptomatic  BPH  can 

Do  you  often  have  sudden,  uncontrollable  urges  to  urinate? 

□ 

□ 

be  treated  by  your  doctor  in 

Do  you  have  a  hesitant  or  slow  urine  stream? 

□ 

□ 

several  ways.  The  options  are 

Do  you  have  a  frequent  need  to  urinate? 

□ 

□ 

monitoring  the  condition  with 

If  you  answered  yes  to  even  one  question,  tell  your  doctor. 

regular  checkups,  surgery,  or  oral 

medicines.  One  oral  medicine  is 

PROSCAR,  the  only  prescription  medicine  for  the  treatment  of  symptomatic 
BPH  that  can  shrink  the  prostate. 

PROSCAR  works  by  blocking  a  hormone  that  can 
cause  the  prostate  to  enlarge.  But  it  is  important  to 
know:  PROSCAR  doesn't  work  for  everyone. 
Although  the  prostate  may  shrink,  there  may  not  be 
an  improvement  in  urinary  symptoms.  However,  in 
clinical  studies  with  PROSCAR,  some  men  have  seen 
an  improvement  in  their  urinary  symptoms  after  2 
weeks.  Others  have  found  that  PROSCAR  took  up  to  several  months  to  help 
them.  Because  all  men  are  different,  you  and  your  doctor  will  need  to  deter- 
mine how  PROSCAR  is  working  for  you. 

If  you  have  any  urinary  symptoms,  see  your  family  doctor  or  a  urologist  soon, 
and  ask  about  PROSCAR.  For  free  information  to  help  you  discuss  your 
symptoms  with  your  doctor,  call  1-800-261-5564. 

For  the  treatment  of  symptomatic  BPH 


©1994,  Merck  &  Co.,  Inc. 
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[FINASTERIDE) 

The  only  medicine  that  can  shrink  the  prostate. 

Please  see  patient  information  on  the  next  page. 


The  prostate  surrounds 
part  of  the  urethra, 
the  tube  that  carries 
urine  from  the  bladder. 
As  the  prostate  enlarges, 
it  can  squeeze  the 
urethra  and  cause 
urinary  problems. 
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PATIENT  INFORMATION  ABOUT 

PROSCAR®  (Prahs-car) 

Generic  name:  finasteride  (fin-AS-tur-eyed) 

PROSCAR  is  for  the  treatment  of 
symptomatic  benign  prostatic  hyperplasia 
and  for  use  by  men  only. 

Your  doctor  may  prescribe  PROSCAR  if  you 
have  a  medical  condition  called  benign  prostatic 
hyperplasia  or  BPH.  This  occurs  only  in  men. 

Please  read  this  information,  as  well  as  the  leaflet 
which  accompanies  your  medication,  before  you 
start  taking  PROSCAR.  Also,  read  the  leaflet 
each  time  you  renew  your  prescription,  just  in 
case  anything  has  changed.  Remember,  this 
leaflet  does  not  take  the  place  of  careful  discus- 
sions with  your  doctor.  You  and  your  doctor 
should  discuss  PROSCAR  when  you  start  taking 
your  medication  and  at  regular  checkups. 

What  is  BPH? 

BPH  is  an  enlargement  of  the  prostate  gland. 
After  age  50,  most  men  develop  enlarged 
prostates.  The  prostate  is  located  below  the 
bladder.  As  the  prostate  enlarges,  it  may  slowly 
restrict  the  flow  of  urine.  This  can  lead  to 
symptoms  such  as: 

•  a  weak  or  interrupted  urinary  stream 

•  a  feeling  that  you  cannot  empty  your  bladder 
completely 

•  a  feeling  of  delay  or  hesitation  when  you  start 
to  urinate 

•  a  need  to  urinate  often,  especially  at  night 

•  a  feeling  that  you  must  urinate  right  away. 

Treatment  options  for  BPH 

There  are  three  main  treatment  options  for  BPH: 

•  Program  of  monitoring  or  "Watchful 
Waiting".  If  a  man  has  an  enlarged  prostate 
gland  and  no  symptoms  or  if  his  symptoms  do 
not  bother  him,  he  and  his  doctor  may  decide 
on  a  program  of  monitoring  which  would 
include  regular  checkups,  instead  of  medica- 
tion or  surgery. 

•  Medication.  Your  doctor  may  prescribe 
PROSCAR  for  BPH.  See  "What  PROSCAR 
does"  below. 

•  Surgery.  Some  patients  may  need  surgery. 
Your  doctor  can  describe  several  different  sur- 
gical procedures  for  BPH.  Which  procedure  is 
best  depends  on  your  symptoms  and  medical 
condition. 

What  PROSCAR  does 

PROSCAR  lowers  levels  of  a  key  hormone  called 
DHT  (dihydrotestosterone),  which  is  a  major 
cause  of  prostate  growth.  Lowering  DHT  leads 
to  shrinkage  of  the  enlarged  prostate  gland  in 
most  men.  This  can  lead  to  gradual  improve- 
ment in  urine  flow  and  symptoms  over  the  next 
several  months.  However,  since  each  case  of 
BPH  is  different,  you  should  know  that: 

•  Even  though  the  prostate  shrinks,  you  may 
NOT  see  an  improvement  in  urine  flow  or 
symptoms. 

•  You  may  need  to  take  PROSCAR  for  six  (6) 
months  or  more  to  see  whether  it  helps  you. 

•  Even  though  you  take  PROSCAR  and  it  may 
help  you,  it  is  not  known  whether  PROSCAR 
reduces  the  need  for  surgery. 

What  you  need  to  know  while  taking 
PROSCAR 

•  You  must  see  your  doctor  regularly. 

While  taking  PROSCAR,  you  must  have  regu- 
lar checkups.  Follow  your  doctor's  advice 
about  when  to  have  these  checkups. 

•  About  side  effects.  Like  all  prescription 
drugs,  PROSCAR  may  cause  side  effects.  Side 
effects  due  to  PROSCAR  may  include  impo- 
tence (or  inability  to  have  an  erection)  and  less 
desire  for  sex.  Each  of  these  side  effects 
occurred  in  less  than  4%  of  patients  in  clinical 
studies.  In  some  cases  side  effects  went  away 
while  the  patient  continued  to  take  PROSCAR. 

Some  men  taking  PROSCAR  may  have  a 
decrease  in  the  amount  of  semen  released  dur- 


ing sex.  This  decrease  does  not  appear  to 
interfere  with  normal  sexual  function.  Rarely, 
some  men  have  reported  breast  swelling 
and/or  tenderness  or  allergic  reactions  such  as 
lip  swelling  and  rash. 

You  should  discuss  side  effects  with  your  doctor 
before  taking  PROSCAR*  (Finasteride)  and  any- 
time you  think  you  are  having  a  side  effect. 

•  Checking  for  prostate  cancer.  Your  doctor 
has  prescribed  PROSCAR  for  symptomatic 
BPH  and  not  for  cancer — but  a  man  can  have 
BPH  and  prostate  cancer  at  the  same  time. 
Doctors  usually  recommend  that  men  be 
checked  for  prostate  cancer  once  a  year  when 
they  turn  50  (or  40  if  a  family  member  has  had 
prostate  cancer).  These  checks  should  contin- 
ue while  you  take  PROSCAR.  PROSCAR  is 
not  a  treatment  for  prostate  cancer. 

•  About  prostate  specific  antigen  (PSA). 

Your  doctor  may  have  done  a  blood  test  called 
PSA.  PROSCAR  can  alter  PSA  values.  For 
more  information,  talk  to  your  doctor. 

•  A  warning  about  PROSCAR  and 
pregnancy. 

PROSCAR  is  for  use  by  MEN  only. 

PROSCAR  is  generally  well  tolerated  in  men. 
However,  women  who  are  pregnant,  or  women 
who  could  become  pregnant,  should  avoid  the 
active  ingredient  in  PROSCAR. 

If  the  active  ingredient  is  absorbed  by  a 
woman  who  is  pregnant  with  a  male  baby,  it 
may  cause  the  male  baby  to  be  born  with 
abnormalities  of  the  sex  organs.  Therefore, 
any  woman  who  is  pregnant  or  who  could 
become  pregnant  must  not  come  into  direct 
contact  with  the  active  ingredient  in 
PROSCAR. 

Two  of  the  ways  in  which  a  woman  might 
absorb  the  active  ingredient  in  PROSCAR  are: 

Sexual  contact.  Your  semen  may  contain 
a  small  amount  of  the  active  ingredient 
of  the  drug.  If  your  partner  is  pregnant,  or 
if  you  and  your  partner  decide  to  have 
a  baby,  you  must  stop  taking  PROSCAR  and 
talk  to  your  doctor.  If  your  partner  could 
become  pregnant,  proper  use  of  a  condom  can 
reduce  the  risk  of  exposing  her  to  your  semen 
(discuss  this  further  with  your  doctor). 

Handling  broken  tablets.  Women  who 

are  pregnant  or  who  could  become  pregnant 

must  not  handle  broken  tablets  of  PROSCAR. 

PROSCAR  tablets  are  coated  to  prevent  con- 
tact with  the  active  ingredient  during  normal 
handling.  If  this  coating  is  broken,  the  tablets 
should  not  be  handled  by  women  who  are 
pregnant  or  who  could  become  pregnant. 

If  a  woman  who  is  pregnant  comes  into  contact 
with  the  active  ingredient  in  PROSCAR,  a  doc- 
tor should  be  consulted.  Remember,  these 
warnings  apply  only  if  the  woman  exposed  to 
PROSCAR  is  pregnant  or  could  become  pregnant. 

How  to  take  PROSCAR 

Follow  your  doctor's  advice  about  how  to  take 
PROSCAR.  You  must  take  it  every  day.  You 
may  take  it  with  or  between  meals.  To  avoid 
forgetting  to  take  PROSCAR,  it  may  be  helpful 
to  take  it  the  same  time  every  day. 

Do  not  share  PROSCAR  with  anyone  else;  it 
was  prescribed  only  for  you. 

Keep  PROSCAR  and  all  medicines  out  of  the 
reach  of  children. 

FOR  MORE  INFORMATION  ABOUT 
'PROSCAR'  AND  BPH,  TALK  WITH  YOUR 
DOCTOR.  IN  ADDITION,  TALK  TO  YOUR 
PHARMACIST  OR  OTHER  HEALTH  CARE 
PROVIDER. 


A  MERCK 

©  1994,  Merck  &  Co.,  Inc. 
West  Point,  PA  19486 
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I  Jim  Sullivan 
I  Sitting 

pretty 

while 

everyone 

around  him 

loses 

a  bundle. 


lion  in  junk  bonds.  But  investors 
wouldn't  bite,  so  Sullivan  accepted 
an  estimated  $15  million  from  News 
America  and  quit  the  business.  Va- 
lassis,  also  out  tens  of  millions  in  prof- 
its from  the  price  war,  paid  off  Sulli- 
van this  summer  to  get  him  to  drop 
antitrust  charges.  Morgan's  losses: 
an  estimated  $35  million.  What  of  Jim 
Sullivan?  He's  still  chairman  of  pri- 
vately held  $415  million  (fiscal  1994 
sales)  Sullivan  Communications, 
which  continues  to  print  Sunday 
comics  and  other  newspaper  inserts. 
Unlikely  he'll  have  to  clip  coupons 
anytime  soon. 

Reheated  idea 

For  decades,  Chock  Full  o'  Nuts 
consistently  disappointed  investors  as 
management  set  off  in  one  direction 
after  another.  Forbes  figured  Chock 
had  the  right  brew  two  years  ago 
(June  22,  1992)  when  its  focus  on 
institutional  sales  and  premium  cof- 
fees started  pushing  the  stock  to  9%2 
from  a  low  of  39/i6  in  October  1990. 

Nobody's  perfect.  Chock's  stock 
is  now  languishing  around  6  amid  yet 
another  new  strategy.  For  cash,  new 
Chief  Executive  Marvin  Haas  last  year 
sold  profitable  Hillside  Coffee, 
which  Chock  acquired  only  in  1991. 
Management's  new  taste?  Coffee 
bars  reminiscent  of  Chock's  coffee 
shop  origins.  The  first  outlet 
opened  in  Manhattan  in  June. 

"We  think  the  concept  fits  into  a 
nontraditional  growth  market,"  ex- 
plains Haas.  Even  if  it  does,  earnings 
won't  percolate  to  the  bottom  line  for 
years.  Among  the  skeptics:  Mario 
Gabelli,  whose  Gabelli  Funds  Inc. 
owns  almost  20%  of  the  company. 
"I  don't  like  their  concept.  I  don't 
like  their  stores.  But  I  didn't  like 
E.T.  either,"  says  Gabelli.  HE 
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Now  Doing  Business  In  The  Big  Apple 
Is  Almost  As  Easy  As  Pie. 


At  Con  Edison,  we're  working  with  the  City  of  New  York  to  help  your  business 
take  advantage  of  the  worlds  greatest  marketplace. 

Together  we're  making  it  easier  for  you  to  move  here  by  among  other  things 
helping  you  cut  through  red  tape. 

And  we're  making  it  easier  for  you 
to  do  business  here  by  offering  reduced 
energy  rates  and  much  more. 

To  find  out  about  all  we  can  do  for 
you,  call  Con  Edison  at  21 2-460-4000. 

Come  take  your  slice  of  the  Big 
Apple  Pie.  And  get  ready  to  taste  new 
profits. 


Mail  this  coupon  to 
CON  EDISON  ECONOMIC  DEVELOPMENT 
PO  BOX  900.  NEW  YORK.  NY  10003 

Please  send  me  a  free  Economic  Development  booklet 
(please  print] 

NAME  

COMPANY  NAME  __ 

ADDRESS  

CITY  


STATE. 


-ZIP- 


-PHONE  | 
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After  being  charged  in  that  brutal 
double  murder,  O.J.  Simpson  re- 
signed as  a  director  of  the  $103  mil- 
lion (sales)  Forschner  Group,  exclu- 
sive U.S.  and  Canadian  distributor 
of  the  Victorinox  Original  Swiss  Army 
Knife.  He  also  quit  the  board  of 
Infinity  Broadcasting,  a  leading  radio 
broadcaster,  but  is  still  a  director  of 
Kushner- Locke,  a  small  television 
production  firm,  and  Cyrk,  in  cus- 
tomized promotional  products  and 
sportswear.  His  shares  and  options 
in  all  four  are  worth  $1 .7million. 

-T.J.  and  Mary  Shenouda 

Strikeouts 

Who'd  get  hurt  most  by  a  baseball 
strike?  Try  San  Francisco  Giants  third 
baseman  Matt  Williams.  This  year 
the  quiet  slugger  has  homered  at  a 
pace  to  break  the  game's  most 


The  Giants'  Matt  Williams 

A  strike  derails  his  run  at  Maris'  record. 


glamorous  record — Roger  Maris1  61 
home  runs  in  a  season.  That  a  sea- 
son-ending strike  will  cost  Williams 
$1  million  or  so  of  his  $4  million 
salary  is  peanuts  compared  with  the 
windfall  from  endorsements  and 
memorabilia  deals  he'd  collect  for 
surpassing  Maris.  A  good  guess  is 
$10  million;  and  up  to  double  that 
over  time,  if  the  public  took  to  him. 

Other  big  losers  in  a  strike:  All- 
Stars  Barry  Bonds,  Frank  Thomas, 
Ken  Griffey  Jr.,  Jeff  Bagwell  and 
Albert  Belle.  All  have  knocked  balls 
out  of  the  park  at  a  near- record  pace 
and,  in  a  full,  162-game  season,  stand 
outside  shots  at  Maris'  1961  record. 


Finally,  the  owners  wind  up  losers 
if  a  strike  ends  this  home  run  derby. 
An  assault  on  Maris'  record  could 
fill  ballparks  with  thousands  of  extra 
fans  and  boost  baseball's  TV  ratings, 
lining  the  owners'  pockets  with  tens 
of  millions.  -Randall  Lane 


So  much  for  smarts 

After  being  ousted  as  chairman  of 
staid  British  Petroleum,  iconoclast 
Robert  Horton  landed  the  job  of 
running  Railtrack,  a  new,  state- 
owned  company  that  runs  part  of 
Britain's  nationalized  rail  system. 
Since  June  Railtrack's  signalmen 
have  been  staging  disruptive  strikes 
because  the  hard-nosed  Horton  re- 
fuses to  give  them  a  pay  increase  much 
above  inflation.  Criticized  over  his 
own  pay,  Horton  offered  to  donate  to 
charity  the  $105,000  difference  be- 
tween his  $180,000-a-year  salary  and 
that  of  the  signalmen's  union 
boss — if  the  union  would  end  the 
strikes.  No  sale.     -Peter  Fuhrman 


Clipped  rotor? 

Is  choppermaker  Sikorsky  Aircraft 
about  to  hit  a  downdraft?  The  $2  bil- 
lion (revenues)  subsidiary  of  United 
Technologies  enjoys  a  fat  multiyear 
contract  to  build  60  Blackhawk  he- 
licopters a  year  for  the  Army.  But 
some  people  in  Congress  want  to 
cut  Blackhawk  to  free  up  money  for 
the  Comanche,  a  reconnaissance - 
attack  Army  helicopter  due  to  enter 
full  production  in  the  late  1990s  at  a 
total  program  cost  of  $60  billion.  Si- 
korsky shares  the  Comanche  with 
Boeing  but  was  counting  on  Black- 
hawk to  keep  it  busy  well  into  1997; 
if  Blackhawk  is  cut,  there  will  be  a  big 
gap  in  business  before  Comanche 
gears  up.  That  would  be  bad  news  for 


The  Blackhawk 
helicopter 
Chopped  short 
by  Congress? 


Sikorsky  workers  and  for  United 
Technologies,  for  whom  Sikorsky  is  a 
big  earner.  -Howard  Banks 

Kremlin  hide  'n'  seek 

Russia's  domestic  economy  may  be 
chaotic,  but  this  year  its  exports — ex 
eluding  those  to  the  former  Soviet 
republics — are  surging  toward  a  rec- 
ord $40  billion.  By  law  most  of  the 
foreign  exchange  earned  from  these 
exports  must  be  sold  to  the  Russian 
government.  Yet  Russia's  official  for 
eign  exchange  reserves,  excluding 
gold,  are  expected  to  rise  only  from 
about  $5  billion  to  $8  billion  or  so. 
What's  happening  to  the  rest  of  the 
export  earnings?  Informer  hears  it  is 
being  parked  in  bank  accounts  con- 
trolled by  state-owned  Russian 
companies.  Why?  Because  Moscow 
wants  to  cry  poor  mouth  to  the  In- 
ternational Monetary  Fund,  hoping 
the  fund  will  persuade  the  West  to 
reschedule  a  substantial  portion  of  its 
$89  billion  foreign  debt.  -P.F. 

Not  so  Big  Easy 

Perhaps  because  of  their  high  visi- 
bility, the  irs  is  bullying  the  Brennans, 
the  New  Orleans  restaurant  opera- 
tors. Led  by  matriarch  Ella  Brennan, 
the  clan  runs  one  of  the  city's  most 
popular  eateries,  Commander's  Pal- 
ace, plus  three  other  restaurants 
there  and  tvvo  in  Houston.  There's  no 
problem  with  the  family's  own  tax- 
es, but  the  IRS  wants  to  punish  the 


New  Orleans' 
Commander's 
Palace  restaurant 
Its  owners,  the 
Brennan  family, 
are  slugging  it 
out  with  the  IRS. 
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prennans  because  it  thinks  some  of 
their  employees  are  cheating  on  their 
taxes.  Here's  the  sad  story: 

Restaurant  owners  are  required 
to  report  their  revenues  to  the  IRS. 
The  agency  can  use  these  figures  to 
decide  if  it  thinks  employees  are  un- 
derreporting tip  income.  The  IRS 
concluded  that  waiters  at  two  Bren 
nan  restaurants  had  indeed  done  so. 
It  went  after  a  few  of  the  alleged  tax 
cheats,  but  mainly  it  went  after  the 
Brennans  for  not  paying  $317,754  in 
payroll  taxes  on  the  phantom  "•in- 
come.'" Seems  more  than  a  bit  unfair 
considering  that  federal  labor  laws 
allow  restaurateurs  no  way  to  keep 
tabs  on  their  employees'  tips. 

In  this  same  spirit,  the  IRS  is  now 
asking  restaurateurs  to  sign  a  "Tip 
Rate  Determination  Agreement" 
under  which  employees  are  supposed 
to  report  a  certain  percentage  of 
revenues  as  tip  income.  The  implicit 
threat:  Don't  sign,  and  you  may  be 
audited  and  held  liable  for  back  taxes, 
as  the  Brennans  were. 

"It'll  probably  cost  us  $150,000 
to  fight  this  in  court,"  says  Alex  Bren- 
nan-Martin,  Ella's  son,  who  recent- 
ly was  invited  to  Washington  by  the 
Republican  Task  Force  on  Compet- 
itiveness to  describe  his  family's  tra- 
vails. "We're  a  $30  million  [reve- 
nues] business.  We  can  afford  it.  But  a 
lot  of  people  can't."     -Toni  Mack 

Childers'  brainchild 

Last  year  Clark  Childers  decided 
that  the  cover  he  bought  to  protect 
his  14-foot  Sunfish  sailboat  from 
the  intense  Texas  sun  was  inadequate. 
So  he  designed  his  own,  and  had  a 
local  canvas  shop  make  it  up. 

Childers  then  placed  ads  for  the 
cover,  dubbed  QuickSkin,  and  got  a 
big  order  from  Sunfish/Laser  Co., 
the  Sunfish's  maker.  Backed  by  a 
$27,000  startup  loan,  he  founded 
QuickSkins  Boat  Covers.  QuickSkins, 
which  retail  for  $200,  are  cut  in  the 
U.S.  and  assembled  by  Mexico's 
Tight  Stitches  Co.,  which  makes 
carrying  cases  for  Apple  laptops.  In  his 
first  year  in  business,  Childers 
earned  $9,000  on  sales  of  $45,000. 

Last  year  he  also  earned  an  "A" 
on  a  paper  he  wrote  on  his  business 
venture  for  school.  Childers  is  15. 

-Gram  Gt  moi  is  m 
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PUT  YOUR  MIND  AT  EASE 


Never  could  yon  do  so  much 
with  something  so  small. 
And  beautiful. 

An  Olympus  ^ 
Microcassette'"  Recorder  \^ 
slips  out  of  your  pocket 
as  easily  as  a  pen, 


word  for  word. 
All  with  just  the  touch 
of  your  finger. 
So  consider  the  possibilities. 
At  home,  on  the  road 
or  wherever 
■  g,       a  thought  may  strike. 


Neve    r     Hffi  '    s    |      ^^^^   °    t~   h    e    r  O 

OLYMPUS 

Call. us  lor  more  information,  at  1-800-221-3000.  Or  write  Olympus  America  Inc.,  145  Crossways  Park.  Woodbury.  NY  It 797-2087. 
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Investor's  Business  Daily 

FREE  FOR  2  WEEKS!! 

Just  call  the  toll-free  number  listed  below  and  you'll  receive 
2  weeks  (10  issues)  of  Investor's  Business  Daily  ABSOLUTELY 
FREE  ...  no  strings  attached.  Plus,  you'll  also  receive  a  FREE 
audio  tape,  "100  Ways  to  Improve  Your  Investment  Results." 

Investor's  Business  Daily  gives  you... 


•  The  New  America 

•  News  For  You 

•  The  Economy 

•  Computers  &  Automation 

•  Leaders  &  Success 

•  Executive  Update 


800-453-5757 

24  hours  a  day,  7  days  a  week! 

Investors  Business  Daily 

12655  Beatrice  Street,  Los  Angeles,  CA  90066 

Subscribers  within  the  last  4  months  not  eligible. 
Offer  expires  12/95  and  good  only  in  the  U.S. 


•  Smart  Stock  Tables 

•  Expanded  Bond  Tables 

•  Company  Earnings 

•  "Stocks  In  The  News" 

•  Mutual  Fund  Coverage 


FREE  WITH 
YOUR  ORDER! 


Save  UpTo 

70%  On 
Life  Insurance. 


SHOP  AND  COMPARE 
Super  Select  Monthly  Premiums: 
Years  1-10  Male  Preferred  Non-Smoker 

Age  $100,000  $250,000  $500,000 
35  $  13.12  $  22.96  $  39.37 
45  $  20.38  $  41.12  $  75.68 
55     $  39.28      $  88.37  $170.18 


If  you're  65  or  under,  in  good  health 
and  a  non-smoker  you  may  qualify 
for  our  10  year  Super  Select  Term 
Life  Insurance.  We  offer  a  guaran- 
teed level  premium  for  ten  years,  a 
free  no  hassle,  no-obligation  quote 
and  the  security  of  a  company  rated 
"excellent"  for  financial  strength. 
Call  us  today  and  see  how  you  may 
save  up  to 
70%  on  your 
life  insurance 


ZURICH  DIRECT 
800-370-0549 


Zurich  Direct  Insurance  Agency,  Super  Select  Term  policies  are  issued 
by  Zurich  Life  Insurance  Company  of  America.  Schaumburg,  Illinois, 
Ratings:  A.M.  Best  A,  Standard  &  Poor's  AA-,  Moody's  Aa3.  Available  in 
most  states,  Policy  Form  #  L3  10458-A.  70%  savings  based  on  compar- 
ison to  leading  life  insurance  companies.  L6-10707-A  0  261 


'T,V 


THE  MEDICINE  LA8EL.  THE  FIRST  STEP  TO  GETTING  BETTER. 
A  MESSAGE  BY  THE  COUNCIL  ON  FAMILY  HEALTH  AND  THE 

Foon  and  Drug  Administration. 


READERS  SAY 


All  grown  up 

Sir:  Re  "Battling  the  bureaucrats" 
(July  4).  As  a  child  of  the  1960s  I  grew 
up  thinking  that  proper  government 
programs  would  solve  the  social  issues 
facing  our  country.  Now,  30  years 
later,  I  am  a  lot  less  confident.  I.  think 
it  hypocritical  and  shameful  that  you 
suggest  tactics  for  the  rich  to  avoid  the 
high  costs  of  nursing  home  care  by 
disposing  of  their  assets  so  that  they 
can  qualify  for  Medicaid.  I  don't  think 
as  a  wage  earner  I  should  be  paying  for 
a  rich  person's  long-term  nursing 
home  care  any  more  than  I  should  pay 
for  a  smoker's  cancer  treatments 
through  higher  health  insurance  pre- 
miums. The  article  is  inconsistent 
with  what  I  perceive  to  be  your  basic 
philosophy;  along  with  the  rewards  of 
financial  success  comes  the  responsi- 
bility to  provide  for  yourself. 
-Walter  N.  Plaut  Jr. 
Lubec,  Me. 

Coughing  up  for  college 

Sir:  Re  "Taxation  without  represen- 
tation" (July  18).  Without  us,  there 
would  be  thousands  of  students  each 
year,  from  all  socioeconomic  classes, 
unable  to  attend  college. 
-Howard  Leslie 

Director  of  Student  Financial  Services 
Office  of  Financial  Aid 
School  of  Visual  Arts 
New  York,  N.Y. 

Land  sharks 

Sir:  That  our  government  knowingly 
and  willfully  seizes  individuals'  and 
corporations'  land,  even  for  a  noble 
cause,  such  as  the  environment  or 
endangered  species,  is  tantamount  to 
theft  ("No  dream  house  for  Mr.  Bur- 
ns," July  18). 
-Shawn  M.  Hurwitz 
Vice  President 
Maxxam  Property  Co. 
Houston,  Tex. 

Stone  walls 
a  prison  make? 

Sir:  Re  Fact  &  Comment  (Aug.  1).  It 
is  no  wonder  why  people  commit 
crimes.  They  get  three  meals  a  day,  a 
roof  over  their  heads,  health  club, 
televisions,  oak  bunk  beds  and,  best  of 
all,  they  are  now  neighbors  with  all 


their  other  friends  of  the  criminal 
world.  I'm  planning  a  trip  back  East 
for  Christmas,  maybe  I'll  plan  on 
spending  a  long  weekend  at  Connect- 
icut's newest  resort. 
-David  P.  Floyd 
Richmond,  Calif. 

Sir:  Not  only  is  Correction  Commis- 
sioner Larry  Meachum  providing  a 
hotel  environment  for  the  criminals, 
he  is  also  doing  this  with  an  incredibly 
small  number  of  staff.  This  jeopar- 
dizes the  security  of  the  corrections 
officers  who  risk  their  lives  every  day 
and  of  the  people  who  live  near  the 
facility.  Mr.  Meachum  should  be 
forced  to  put  on  a  uniform  and  guard 
these  prisoners  to  see  what  they  are 
really  all  about. 
-Rafael  A.  Carvajal 
New  York,  N.Y. 

Dave's  defense 

Sir:  Re  "Was  he  born  on  Friday  the 
13th?"  (Aug.  1).  I  had  what  I  consid- 
er "the  opportunity  of  a  lifetime"  to 
work  for  Dave  Wallace  for  six  years  as 
a  chief  executive  in  a  similarly  trou- 
bled organization.  No  executive  I 
have  ever  encountered  was  more 
competent,  hardworking,  honest, 
practical,  empathetic,  professional 
and  fair. 

-Mark  L.  Lipson 
Greenwich,  Conn. 

Inventive  alternative 

Sir:  Changing  our  patent  system  to 
be  like  the  "international  norm"  is 
only  -valid  if  we  want  a  weak  system 
that  helps  foreign  competitors 
(What's  Ahead  For  Business,  Aug.  1). 
We  can  comply  with  gatt  without 
weakening  this  proven  system  by  in- 
creasing our  patent  term  to  20  years 
from  grant  (versus  the  proposed  20 
years  from  filing).  Let's  not  blame  or 
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penalize  the  inventor  because  of  de- 
lays controlled  by  the  Patent  Office. 
-Dana  Rohrabacher 
U.S.  Representative  (R-Calif.) 
Washington,  D.C. 

Feel-good  jobs 

Sir:  In  reading  your  clear  analysis  of 
President  Clinton's  welfare  reform 
plan,  it  occurs  to  me  that  one  of  the 
most  nonsensical  aspects  of  the  plan  is 
the  jobs  program  (Commentary,  July 
18).  It  is  full  of  loopholes,  which  can 
lead  to  a  permanent  subsidized,  "feel- 
good'''' jobs  program,  which  could 
cost  as  much  or  more  than  welfare  as 
we  know  it.  The  reduction  in  costs  to 
offset  the  President's  plan  are  all 
"soft"  reductions — either  wishful 
thinking  or  outright  lies  to  defraud 
the  American  people. 
-Amaury  Piedra 
Boulder,  Colo. 

Schaeffer's  shares 

:SlR:  Re  "Paychecks  of  America's  800 
top  chief  executives"  (May  23).  You 
cite  Leonard  D.  Schaeffer,  chairman 
and  chief  executive  of  WellPoint 
Health  Networks,  as  owning  $24.5 
million  in  WellPoint  common  stock, 
listed  as  0.8%  of  the  stock.  This  is 
incorrect.  In  fact,  Schaerfer  owns  800 
shares,  totaling  $20,700  at  [a  recent] 
257/8  per  share. 
'-Ann  F.  Monroe 
Senior  Vice  President 
WellPoint  Health  Networks 
Woodland  Hills,  Calif. 

Singapore  by  the  Charles 

j  Sir:  Re  "Cigar  power"  (Aug.  1). 

I  Those  of  us  choosing  to  dine  in  the 
People's  Republic  of  Brookline  are 

j  denied  the  pleasure  of  a  postprandial 
smoke  of  any  kind.  My  local  bartend- 
ers tell  me  their  tip  income  is  off  by 

!  50%  since  the  [smoking]  ban  went 

j  into  effect.  I  personally  shall  boycott 
all  white  wine,  Brie,  and  overpriced 
fancy  coffees  and  ice  creams  with  cute 

,  names,  and  hope  others  will  join  me. 

!  Unfortunately,  there  is  no  way  to 
outlaw  those  things  at  the  present 

I  time.   I  eagerly  await  a  smokers' 
Stonewall. 
-Alrert  S.  Kirsch 
Brookline,  Mass. 
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e  insure  the  largest  collection  of  collectors  in  the  world- 
Whatever  the  collection— photographs,  fine  art,  antique  guns,  wines,  coins  and  stamps,  toys  and 
dolls,  or  memorabilia— more  likely  than  not,  it's  insured  by  Chubb.  Private  collectors  who  value  their 
collections  know  the  value  of  Coverage  from  Chubb. 

Our  knowledge  of  art,  antiques,  and  collectibles  goes  back  over  a  hundred  years.  Our  swift  and  fair 
response  to  a  claim  is  a  matter  of  record.  And  our  financial  strength  offers  priceless  peace  of  mind.  If 
you  have  a  valuable  collection,  ask  your  agent  or  broker  for  the  one  piece  that  will  make  it  complete: 
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Insure  your  world  with  Chubb 
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"With  all  thy  getting  get  understanding" 

Fact  and  Comment 


By  Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


TRY  IT  AGAIN 

Congress  should  drop  its  efforts  to  pass  a  comprehen- 
sive health  care  bill  this  year.  There  is  no  consensus  on 
what  should  be  done.  Legislators  should  wait  to  see  if  a 
mandate  emerges  from  this  fall's  congressional  campaigns. 

Despite  public  uneasiness,  Democrats  and  certain 
weak-kneed  Republicans  are  now  making  a  final  push  to 
get  something — anything — that  can  be  labeled  "health 
care  reform"  through  the  national  legislature.  This  fren- 
zied drive  is  destructive  as  well  as  politically  corrupt. 

Liberals  such  as  House  Majority  Leader  Richard  Gep- 
hardt (D-Mo.)  know  that  this  is  their  last  chance  to 
substantially  expand  Washington's  power,  that  the  public- 
is  becoming  increasingly  disenchanted  with  big  govern- 
ment. They  hope  to  browbeat  through  a  bill  that  will 
hook  the  middle  class  to  a  health  care  entitlement  and 
hoodwink  people  into  believing  they're  getting  some- 
thing for  nothing.  This  is  a  raw  exercise  in  vote-buying. 


NEXT  YEAR 

Many  Democrats  and  most  Republicans  recognize  that 
any  bill  likely  to  pass  this  Congress  would  do  our  massive, 
infinitely  intricate  health  care  system  (not  to  mention  the 
nation's  pocketbook)  more  harm  than  good.  More  and 
more  of  our  medical  care  would  be  subjected  to  govern- 
ment dictates  and  regulation.  Businesses  would  be  hit 
with  an  ever  growing  share  of  costs.  Job  creation  here 
would  sink  to  European  levels.  Medical  care  quality  would 
suffer,  and,  most  tragically,  advances  in  medical  proce- 
dures and  technology  would  dramatically  slow  down  as 
the  emphasis  on  "containing"  short-term  costs  grew. 

But  these  pols  fear  being  accused  of  "gridlock"  or 
"obstructionism."  Pathetically,  they  can  find  neither  the 
backbone  nor  the  intellectual  energy  to  forthrightly, 
nondefensively  hammer  home  to  the  public  the  point  that 
obstructing  a  harmful  bill  is  acting  responsibly,  that  doing 
this  is  defending  the  true  public  interest. 


Any  American  who  still  has 

socialized,  single-payer  health  care  system  is  what  we 
should  have  here  must  read  the  July  25  cover  story  of 
Maclean's,  Canada's  leading  newsweekly  magazine. 

The  article  details  how  a  major  hospital  is 
coping  with  cost  pressures  and  deteriorating 
services.  Politicians  are  slashing  health  care 
budgets.  Specialized  services  are  under  pres- 
sure. There  has  been  no  capital  for  new  equip- 
ment in  two  years.  Hospital  personnel  salaries 
have  been  cut.  Layoffs  are  constant.  Nation- 
wide, waiting  lists  for  major  surgery  are  grow- 
ing. Medical  research  is  being  cut.  Workloads 
are  increasing,  as  is  stress.  More  doctors  and 
nurses  are  yearning  to  flee  to  the  U.S.  The 
dean  of  a  Canadian  medical  school  noted, 
"Of  the  1 1  people  who  qualified  as  neurosur- 
geons in  Canada  two  years  ago,  10  went  to  the  U.S." 

American  critics  of  our  system  now  acknowledge  that 
people  can  get  medical  care  here  by  simply  going  to  the 
emergency  room,  but  they  say  that  this  is  a  grossly 


NIGHTMARE  IN  THE  NORTH 

illusions  that  Canada's    inefficient  way  to  deliver  medical  services.  They're  right. 

Ironically,  though,  Canada  has  something  of  a  similar 
problem:  "The  emergency  department,  because  of  easy 
access,  has  become  a  kind  of  surrogate  family  doctor  for 
hundreds  of  thousands  of  Canadians." 

Advocates  of  socialized  medicine,  or  even 
of  managed  care,  should  note  that  these  sys- 
tems inevitably  create  overwhelming  pres- 
sures to  skimp  on  treatments  in  order  to  save 
on  costs.  The  magazine  describes  daily  hospi- 
tal life:  "Bob  Johnston,  the  director  of  emer- 
gency medicine,  wants  to  do  a  CAT  scan  on  a 
young  man  whose  legs  went  numb  while  he 
was  driving  home.  Johnston  is  trying  to  con- 
vince the  radiologist  that  it  is  worth  spending 
the  money."  A  cardiologist  was  asked  if  he 
had  lost  patients  who  might  have  been  saved 
with  more  resources.  The  cardiologist  answered,  "Oh, 
sure.  Whenever  you  try  to  cut  corners,  somebody's  going 
to  be  left  out  of  the  loop.  There  are  judgments  made  that 
this  is  an  acceptable  loss  rate." 


REMEMBERING  THE  MOON  LANDING     '  ' 
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How  lh«  money 
crunch  hurts 
hospital  care 

Four  days 
in  Iht  He  ol 
a  big-aty 
hospital 

RUSSIAN  ROULETTE 

Millions  OF  Russian  investors  have  lost  fortunes  in  the  hasn't  seen  such  spectacular,  delusionary  speculation  since 
collapse  ofacompanythatnooneseemedtoknowanything  the  Mississippi  and  South  Sea  bubbles  of  nearly  300  years 
about — only  that  the  stock  had  gone  up  and  up.  The  world    ago.  Moscow  is  now  the  financial  equivalent  of  a  theme- 
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park  thrill  ride.  Along  with  severe  inflation  and  distress  is  a 
wild,  woolly,  growing  economy  of  dizzying  activity. 

Russia  has  become  a  de  facto  dollar  economy  since  the 
rubbling  of  the  ruble.  There  are  some 
15  billion  to  20  billion  American 
dollars  lubricating  commerce  there 
today,  with  the  greenback's  being 
preferred  to  other  sound  moneys. 
Banks  are  paying  interest  rates  of  10% 
a  month  (down  from  a  year  ago's  25% 
a  month)  for  dollar  deposits  (there  is 
no  deposit  insurance).  Countless  en- 
trepreneurs find  that  they  can  finance 
inventories  at  these  loan-shark  rates 
and  still  turn  a  profit.  Many  fly  to 
China  and  elsewhere  with  satchels 


Enraged  Russian  shareholders  storm  stock  ex 
change  after  collapse  of  speculative  company 


full  of  cash  to  scoop  up  clothing,  electronic  goods  ancj 
other  products  and  return  to  sell  them  at  a  hefty  markup. 
Moscow  and  St.  Petersburg  look  to  have  more  Mer 
cedes  and  BMWs  than  any  other  cit 
ies  on  earth.  Car  theft  is  rampant.  Nql 
one  bothers  with  auto  insurance! 
Owners  figure  companies  wouldn'll 
pay  up  anyway. 

Businesses  are  resigned  to  paying  ofjl 
local  mafias  for  protection,  conclud-l 
ing  this  form  of  extortion  is  similar  to  I 
taxes  and  gains  them  a  level  of  service| 
they  would  never  get  from  the  state. 

The  inevitable  reckoning  has  be- 
gun. How  Yeltsin  responds  will  be  crit- 
ical to  how  Russia  evolves  politically. 


WE  CAN'T  PUNT  IN  EUROPE 


On  his  European  trip  in  July,  President  Clinton  pro- 
claimed that  the  U.S.  would  establish  a  special  relation- 
ship with  Germany,  implying  it  would  involve  the  kind  of 
folksiness  we  once  had  with  Britain.  Teutons  are  privately 
uneasy,  fearing  that  the  U.S.  will  pull  out  of  Europe  and 
leave  the  business  of  stabilizing  the  continent  to  Berlin. 

Germans  and  other  Europeans  know  from  bitter  experi- 
ence there  is  no  substitute  for  a  strong  U.S.  presence.  Chan- 
cellor Helmut  Kohl  has  often  indicated  that  Europe  can't 
be  left  to  its  own  devices.  It  was  U.S.  leadership  that  made 
NATO  an  effective  protector  against  the  powerful  Soviet 
Union.  It  was  the  U.S.,  constandy  prodding,  that  helped 
eliminate  formidable  intra- European  trade  barriers  and 
served  as  midwife  to  the  European  Economic  Community. 

Western  Europeans,  particularly  the  French,  resent 
America's  unique  role  but  know  they  can't  do  without  it. 

SLICK 

The  Clinton  Administration  is  wisely  moving  to  end 
the  20-year  export  ban  on  Alaskan  oil.  The  lifting  of  this 
prohibition  will  enormously  benefit  Alaska  and  the  U.S. 

Petroleum  sales  to  the  booming  Pacific  Rim,  including 
Japan,  should  grow  mightily  in  the  years  ahead,  as  long  as 
we  don't  require  shipping  on  overly  expensive  American 
vessels.  This  increased  demand  for  Alaskan  oil  will  stimulate 
more  investment  and  production.  (Most  major  U.S.  oil 
companies  are  shifting  exploration  capital  overseas.)  Re- 


European  interests  are  too  diverse,  their  parochial  domes 
tic  lobbies  too  strong,  for  governments  to  come  up  with  an 
effective  policy  by  themselves.  In  Yugoslavia,  Western 
Europe  could  do  nothing  meaningful,  despite  the  dangers 
that  war,  rampant  nationalism,  murderous  ethnic  cleans 
ing  and  the  massive  flow  of  refugees  posed  to  its  own  long- 
term  stability  and  safety.  The  West  should  have  extended  a 
helping  hand  to  the  democracies  that  emerged  from  the 
former  Soviet  bloc.  Instead,  the  European  Community's 
initial  reaction  was  to  retreat  behind  barriers,  hobbling 
these  nations'  efforts  to  reconstruct  their  economies. 

It  would  be  true  folly  for  the  U.S.  to  take  a  powder  on 
its  international  responsibilities.  One  need  only  look  at 
Russia  to  imagine  the  consequences  of  U.S.  disinterested- 
ness as  rapid  inflation  pushes  millions  of  Russians  to 
support  extremists  such  as  Vladimir  Zhirinovsky. 

MOVE 

moval  of  the  ban  will  also  stimulate  new  thinking  on  how  to 
sell  our  49th  state's  immense  stores  of  natural  gas,  which  are 
currently  being  pumped  back  into  the  ground  because 
there  is  no  way  to  get  the  stuff  affordably  to  a  market. 

The  ban  was  enacted  in  an  era  when  many  policymakers 
still  believed  government  could  wisely  manipulate  mar- 
kets. The  justification  used  for  the  ban  was  "national 
security."  Retarding  trade  never  enhances  the  wealth  of 
the  nation — and  rarely  its  safety. 


IT'S  AS  BAD  AS  YOU  FEARED 


The  Agenda — by  Bob  Woodward  (Simon  & 
$24).  Soap-operaesque  tale  of  the  formulation 
sage  of  President  Clinton's  "deficit  reduction" 
Politicos  and  government  officials  opened  up  to 
Woodward  as  if  he  were  a  tight-lipped  therapist 
or  priest.  Passing  laws  may  be,  as  Bismarck  once 
remarked,  like  the  making  of  sausages — it's 
better  not  seen.  But  the  book  confirms  your 
worst  fears  about  this  Administration — the 
President's  lack  of  an  inner  core;  his  unfocused, 
hit-or-miss  work  habits;  his  frighteningly  fre- 
quent, volcanic  losses  of  temper;  the  continuing 
chaos  in  the  White  House  staff;  the  tendency 
to  confuse  the  superficial  with  the  substantial. 


24 


Schuster,  The  big  surprise:  how  closely  Greenspan  worked  with  the 
and  pas-  White  House  in  formulating  the  President's  plan.  Alas,  he 
package,  and  Administration  officials  are  slaves  to  the  bogus  theory 
that  the  key  to  prosperity  is  to  lower  interest 
rates  by  raising  taxes  to  reduce  the  deficit,  a 
prescription  that  always  ends  in  failure. 
Excerpt:  "Who  the  hell  could  make  such  a  dumb 
f*ck@#jj  mistake?"  the  President  bellowed  out. 
He  raged  on.  In  the  confined  spaces  of  the  plane, 
Clinton  stormed  on  and  on.  It  was  truly  awful, 
on  the  edge  of  controlled  violence.  Clinton 
screamed.  Gergen,  watching  the  outburst,  was 
stunned.  He  had  never  quite  seen  an  adult,  let 
alone  a  President,  in  such  a  rage.  Ml 
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From  the  Managers  of  America's  First  International  Fund 


America's  1st  International  Fund! 

International  Fund  offers  you 

long-term  growth  potential  from  a 
diversified  portfolio  of  foreign  stocks. 

AVERAGE  ANNUAL  RETURNS  AS  OF  6/30/94 

1  Year  19.27% 
5  Years  9.56% 
10  Years  16.67% 

Morningstar  *  *  *  */** 

Global  Fund  offers  long-term 

growth  potential  from  U.S.  and  foreign 
companies  that  seem  likely  to  capi- 
talize on  worldwide  growth  trends. 

AVERAGE  ANNUAL  RETURNS  AS  OF  6/30/94 

1  Year  13.18% 
5  Years  10.76% 
Since  inception  12.45% 

(7/23/86) 

tPerformance  is  historical  and  not  a  guaran- 
tee of  future  results.  Investment  return  and 
principal  value  fluctuate,  so  you  may  have  a 
gain  or  a  loss  when  you  sell  your  shares. 


'Global  investing^  Scudderis  the  first  name  I  think  of" 


Icudder  has  been  helping  people  like  you  find  investment  opportunities 
ibroad  for  over  40  years  —  since  we  started  America's  first  international 
und  in  1953.  So  if  you're  looking  to  diversify  overseas,  Scudder's  expertise 
:an  help  you  manage  the  risks  inherent  in  foreign  markets,  such  as 
;urrency-exchange  and  share-price  fluctuation.  For  help  choosing  a  Scudder 
mre-no  load  "  international  fund,  call  today. 


SCUDDER 

STEVENS  &  CLARK,  INC. 

Celebrating  75  years 
of  serving  investors 


1-800-225-2470  ext.7551 


Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  5/31/94  and  are  subject  to  change  every  month.  The  ratings  are  cal- 
ulated  from  the  Fund's  3-,  5-,  and  10-year  average  annual  returns  and  a  risk  factor  that  reflects  Fund  performance  relative  to  3-month  T-bill  month- 
y  returns.  10%  of  the  funds  in  an  asset  class  receive  5  stars,  and  22.5%  receive  4  stars.  Contact  Scudder  Investor  Services,  Inc.,  Distributor,  for  a 
ree  Fund  prospectus  with  more  complete  information  on  management  fees  and  other  expenses.  Read  it  carefully  before  you  invest  or  send  money. 


,  A  Division  Of  Toyota  Motor  Sales,  U.S.A.,  Inc.  Lexus  reminds  you  to  wear  seat  belts  and  obey  all  speed  laws.  For  more  information,  call  800-872-5398.  *This  performance  capacity  figure  is  fc 
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SUNSET 


.he  new,  1995  Lexus  SC  400  has  a  32-valve,  250-hp  engine  that  is  capable  of  going  from  0  to  60  mph  in  a  mere  6.9  seconds!  Y< 


Other  Comments 


Heat  Rash 

With  Haiti  alone,  the  United  States 
seems  to  change  policies  more  often 
than  most  of  us  seem  to  change  shirts. 
And  it  is  July  here  in  Washington. 
-James  A.  Baker  III,  former  Secretary 
of  State,  New  York  Times 

Malpractice 

Ira  Magaziner  still  hoped  to  claim 
some  savings  from  health  reform;  the 
others  maintained  it  was  impossible. 
In  the  end,  they  threw  in  arbitrary 
numbers  they  had  essentially  made  up. 
-Bob  Woodward,  The  Agenda 

Technological  No-How 

The  medical  technology  industry 
controls  health  care  costs  by  bringing 
lifesaving,  cost-effective  technologies 
to  the  market.  Innovation  that  leads 
to  new  ways  to  deliver  quality  care  at 
dramatically  lower  costs  is  the  key  to 
long-term  health  care  cost  contain- 
ment, according  to  a  Harvard  Busi- 
ness School  study. 

Government-directed,  regulation- 
heavy  reform  would  severely  damage 
potential  advancement  in  medical 
technology.  Rigid  price  controls  and  a 
mandated  benefits  package  would 
hinder  innovation  and  lock  us  into 
existing  technology  for  years,  particu- 
larly if  each  new  product  or  variation  of 


an  existing  product  requires  the  ap- 
proval of  a  "National  Health  Board," 
as  in  the  President's  legislation. 

Medical  technology  changes  rapid- 
ly. Stifling  innovation  will  deprive 
consumers  of  high-quality,  cost-ef- 
fective treatment  methods  and  curtail 
the  growth  of  this  important  sector. 
-Congressman  Jim  Ramstad 
(R-Minn.),  Journal  of  Commerce 

Special  Effects 

Although  language's  poise  is  some- 
times in  displacing  experience,  it  is  not 
a  substitute  for  it.  Language  arcs  to- 
ward the  place  where  meaning  may  lie . 
When  a  President  of  the  U.S.  thought 
about  the  graveyard  his  country  had 
become,  and  said,  "The  world  will 
little  note  nor  long  remember  what  we 
say  here.  But  it  will  never  forget  what 
they  did  here,"  his  simple  words  are 
exhilarating  in  their  life -sustaining 
properties  because  they  refused  to  en- 
capsulate the  reality  of  600,000  dead 
men  in  a  cataclysmic  race  war.  Ac- 
knowledging their  "poor  power  to 
add  or  detract,"  his  words  signal  defer- 
ence to  the  uncapturability  of  the  life 
[they]  mourn.  It  is  the  deference  that 
moves  [us],  the  recognition  that  lan- 
guage can  never  live  up  to  life  once  and 
for  all.  Nor  should  it.  Language  can 
never  "pin  down"  slavery,  genocide, 


war.  Nor  should  it  yearn  for  the  arro- 
gance to  be  able  to.  Its  force,  its  felicity 
is  in  its  reach  toward  the  ineffable. 
-Toni  Morrison,  author,  remarks  to 
the  Nobel  Foundation,  on  receiving 
the  1993  Nobel  Prize  for  literature 


Hard  times  have  a  way  of  teach- 
ing us  lessons  that  we  refuse  to 
learn  in  good  times.  That  is  the 
one  university  we  all  get  to  at- 
tend— tuition  free.  And  learn- 
ing the  lessons  that  we  must 
learn  cannot  forever  be  avoided 
by  sweeping  our  difficulties  un- 
der the  rug  of  societal  blame. 
-Clarence  Thomas,  Associate 
Justice,  U.S.  Supreme  Court,  in 
Hillsdale  College's  Imprimis 

Social  Security 

Peggy  always  asked  questions  and  ap- 
peared to  be  listening  to  the  responses, 
which  she  punctuated  with  lively  "No, 
she  did>"s  and  "She  didn't?"s  and 
"Really?"s.  But  this  was  merely  a  social 
technique,  not  an  indication  of  deep 
interest,  since  she  eventually  admitted, 
"I've  spent  all  my  life  asking  questions 
I  didn't  hear  the  answers  to." 
-Pepi£iy:  The  Wayward  Gtijj/jenheim, 
by  Jacqueline  Bograd  Weld 

Fine,  If  You're  Not  Riding 

The  New  York  City  Transit  Authority 
recently  printed  750,000  new  bus 
maps  with  incorrect  route  designa- 
tions. "Mapmakers  used  an  old  map  as 
a  guide  without  checking  the  new 
routes,  which  often  change,"  says  an 
NYCTA  source.  "They  caught  the 
mistake  before  the  maps  were  distrib- 
uted, but  people  in  charge  didn't  print 
new  ones  because  we  were  under  bud- 
get. A  correction  box  was  printed  on 
the  map,  but  not  everyone  reads  it." 

"The  maps  came  back  with  three 
bus-route  numbers  misprinted,"  says 
an  NYCTA  spokesman.  "We  would 
rather  have  a  map  with  some  misin- 
formation than  no  map  at  all." 
-Jeannette  Walls, 
New  York  magazine  HB 
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An  expansion  plan 
with  low  capital  requirements. 


A  successful  company  needs  room 
to  grow.  And  a  good  place  to  begin  the 
expansion  is  with  your  corporate  jet 

By  stepping  up  from  a  light  jet  to 
the  Citation  VI,  you'll  make  huge  gains 
in  cabin  space.  You'll  gain  the  comforts 
of  stand-up  headroom,  individual 
seating  for  up  to  seven,  and  stretch-out 
leg  room.  You'll  gain  a  beautifully 
appointed  private  lavatory.  And 
you'll  achieve  all  those  gains  for  a 
surprisingly  modest  investment. 

Because  the  Citation  VI  is  the  most 


affordable  midsize  jet  in  the  world. 
Yet  it  outperforms  most  of  its  higher- 
priced  competitors. 

With  a  maximum  cruise  speed 
of  543  mph,  the  Citation  VI  is  faster 
than  every  other  midsize  jet  being 
built  today,  except  the  Citation  VII. 
Citation  VI  climb  and  cruise  altitude 
performance  are  outstanding,  as  is 
fuel  efficiency,  especially  as  com- 
pared to  slower  jets.  Yet  no  other 
business  aircraft  offers  more  speed 
and  more  spaciousness  for  less  money. 


The  Citation  VI  is  more  than 
the  world's  most  affordable  midsize 
jet.  It's  the  expansion  plan  that  will 
pay  off  big  and  pay  off  fast. 

For  more  information,  call 
Gary  W  Hay,  Senior  Vice  President 
of  Marketing,  at  1-800-4-CESSNA. 

Citation  VI  51 

Cessna 

A  Textron  Company 


Congratulations. 


YOU  VE  JUST  BECOME 


THE  PROUD 


PARENTS 


of  a  beautiful 


gg  Year 

/  TV  IW 


Old 


Man. 


>ii  l.ii  i:  Inm  rjwck  Company  ok  America 

\     .l'.MtlV:xNn,  MImAu  swies  Kxi-h.n  NY) 


First  Unum  Life  Insurance  Company  |\ew  York.  State  Only] 

i  16  White  Plains  Rd.  Tarrvtowx,  NY  10591 


You  grow  up  looking  to  your  parents  as 
your  providers  and  protectors,  then  one  day, 
sometimes  quite  suddenly,  the  shoes  on  the  other 
foot.  As  you  yourself  grow  older,  how  can  you 
be  assured  that  you  wont  be  forced  to  depend  on 
your  own  children  for  your  care  and  security? 

We're  Unum,  the  disability  insurance  leader, 
and  we  have  some  thoughts  on  the  subject.  For 
instance,  we  pioneered  the  idea  of  making  long 
term  care  coverage  a  natural  extension  of  short 
and  long  term  disability  insurance.  To  protect 
a  lifetime  of  savings  even  after  retirement, 


and  allow  people  to  remain  independent  into 
their  later  years.  And  our  long  term  care  poli- 
cies offer  a  number  of  innovations  that  can  help 
people  live  more  comfortably,  by  doing  things 
like  compensating  family  members  or  friends 
to  take  care  of  their  loved  ones  at  home. 

Its  simple.  Because  we're  continually  looking 
toward  the  future,  we  can  help  you  be  prepared 
when  it  gets  here.  For  more  infor- 
mation about  the  Unum family  (Jfjj 
of  companies,  contact  your  broker,   y  j 

Unum 

Here's  to  a  long  life.  tVe  see  farther 


mum  Limited  (UK| 

Dorking,  England 


Commercial  Life  Insurance  Company 
Piscataway,  NJ  (All  states  except  NY) 


Colonial  Life  &  Accident  Insurance  Company 

Columbia,  SC  (All  states  except  NY) 


You  can  yt  work  any  harder, 
but  maybe  your  assets  can. 


hard  to  properly  manage  your  assets. 


At  U.S.  Trust,  we've  been  successfully  providing  clients  and 
their  families  with  comprehensive  asset  management  for  over  140 
years.  Our  investment  strategy  combines  a  disciplined  search  for  value 
with  appropriate  asset  diversification  to  limit  risk  and  maximize 
returns.  What's  more,  we  create  highly  individualized  plans  to  help 
each  client  meet  their  specific  financial  objectives. 

If  you're  interested  in  having  your  assets  work  harder,  please 
contact  Richard  E.  Foley,  Senior  Vice  President,  at  1-800-U.S.  TRUST. 
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Commentary 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Chairman 


HOW  TO  LOSE  A  "PEACEKEEPING  FORCE" 


There  is  constant  misuse  of  the  term  "peacekeeping 
forces.'1  This,  coupled  with  Mr.  Clinton's  extraordinarily 
erratic  attempts  at  dealing  with  foreign  policy  matters, 
makes  the  next  several  months  a  period  of  great  potential 
danger  to  our  security  and  to  that  of  our  allies. 

To  the  United  Nations,  to  much  of  the  press  and  to  most 
of  the  Clinton  Administration  (except  the  military,  which 
knows  better),  the  term  "peacekeeping  force"  seems  to 
apply  to  any  military  effort  dealing  with  a  difficult  foreign 
policy  situation.  For  example,  U.N. 
forces  in  Bosnia  are  called  peace- 
keeping forces — as  are  those  in  So- 
malia and  Rwanda,  and  as  those  in 
Haiti  will  be,  when  and  if  we  invade . 

Designating  an  effort  as  "peace- 
keeping" is  done  to  engender  pub 
lie  support,  but  in  almost  ever)'  case 
U.N.  peacekeeping  forces  have 
been  sent  to  areas  where  there  is  no 
peace.  These  troops  are  generally 
lightly  armed,  without  heavy  weap- 
ons, artillery,  tanks  or  any  other 
paraphernalia  essential  in  a  ground 
war.  Aid  rules  of  engagement  usu- 
ally make  it  difficult  for  forces  to  protect  themselves. 

During  the  Rwandan  crisis,  when  the  Hutus  and  Tutsis 
were  slaughtering  each  other,  the  most  dangerous  and 
ineffective  thing  to  do  would  have  been  to  send  in  a 
lightly  armed  peacekeeping  force.  That  is  not  to  say  that 
the  military  should  not  participate  in  humanitarian  ef- 
forts to  provide  relief  from  the  resulting  disease,  famine 
and  general  misery.  It  is  part  of  our  country's  history  and 
ethos  to  help  those  who  have  suffered  a  disaster.  It  is  in 
keeping  with  that  noble  tradition  that  we  have  dispatched 
troops  to  Zaire,  where  the  Anerican  military  can  provide 
fresh  water  to  millions  and  can  treat  cholera,  dysentery 
and  other  problems  that  occurred  when  over  a  million 
people  fled  in  terror  to  a  neighboring  country. 

For  a  year  or  two — until  the  damage  done  by  savage 
budget  cuts  catches  up — our  military  can  do  much  to  help 
countries  suffering  such  a  tragedy.  On  a  smaller  scale  we 
gave  help  to  the  starving  peoples  of  Somalia.  The  danger 
comes  when  military  forces  engaged  in  humanitarian  relief 
are  called  upon  to  expand  their  mission  without  any 


U.N.  forces  under  fire  in  Bosnia:  Will  the  American 
public  support  its  troops'  being  placed  in  jeopardy? 


happened  in  Somalia  when  we  yielded  to  U.N.  demands  to 
start  "rebuilding  the  nation."  Our  initial  mission  was  to 
deliver  food  and  medicine  to  the  starving  Somalis.  Chang- 
ing that  mission  led  to  our  troops' — equipped  and  sized 
only  for  humanitarian  relief — being  forced  into  combat. 

We  risk  the  same  sort  of  situation  in  Rwanda  unless  we 
refuse  any  U.N.  blandishments  to  participate  in  ending 
the  war  between  the  Hutus  and  the  Tutsis.  Their  murder- 
ous internecine  struggle  has  nearly  destroyed  their  entire 
country,  and  if  we  participate  in 
that  kind  of  enterprise,  which  is 
clearly  not  in  our  national  interest, 
we  will  need  the  full  panoply  of 
Anerican  military  might. 

The  risk  is  even  greater  in  Bos- 
nia, where  the  U.S.  has,  to  its 
eternal  discredit,  joined  in  design- 
ing and  advocating  a  plan  that 
rewards  Serbian  aggression  with 
49%  of  Bosnia.  The  U.N.  is  telling 
us  two  things:  First,  if  the  peace 
plan  is  accepted,  far  more  than  the 
present  35,000  "peacekeepers"  in 
the  former  Yugoslavia  will  be  re- 
quired; second,  the  U.N.  is  considering  withdrawing  its 
totally  inadequate  and  ill-armed  force  in  any  event. 

The  chances  of  this  plan's  producing  any  kind  of  peace, 
even  if  initially  accepted,  are  virtually  nonexistent.  The 
Administration  has  said  that  if  this  unjust  agreement  is 
accepted  we  will  join  the  U.N.  in  sending  a  large  "peace- 
keeping force"  into  this  cauldron .  Ifwe  do,  it  is  inevitable — 
as  it  was  in  Lebanon  in  1983,  when  we  sent  lightly  armed 
and  heavily  restricted  Marines  into  a  situation  where  peace 
was  the  last  intention  of  a  great  many  armed  groups — that 
another  tragedy  involving  American  troops  will  occur. 

If  it  is  in  the  U.S.'  interest  to  end  the  war  in  Bosnia  and 
if  it  is  still  our  policy  not  to  allow  aggression  to  succeed, 
we  should  lift  the  arms  embargo  against  Bosnia  and  send 
combat-ready,  combat-equipped  air  units  designed  and 
sized  to  bring  peace  to  the  region.  Our  ground  forces 
would  not  be  needed.  The  worst  will  happen  if  we  try  to 
take  a  middle,  compromising  course  and  send  troops,  but 
not  enough,  with  a  vague  and  unattainable  mission. 
One  Somalia  is  enough.  Let  us  hope  that  Mr.  Clinton 


improvement  in  equipment  or  capability.  That  is  what    will  recognize  this  and  act  accordingly. 
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Introducing 


Funny  thing  about 
PC  networks.  As  soon  as 
folks  get  on  them,  they 
want  more. 

So  here's  the  first  line 
of  servers  designed  to 
give  you  more. 


You  want  to 
upgrade? 

No  matter 
where  you  start,  our 
unique  daughter 
cards  easily  take  you 


servers  tor  the 


You  want  more 
performance? 

Our  DECpc'MXL 
Servers  are  built  around 
a  PCI  local  bus  that's 
three  times  faster  than 
the  EISA  bus  others 
use.  They  give  you  an 
integrated  Fast  and  Wide 


through  100  MHz 
and  future  Pentium 
chips,  or  over  to  our 
mind-bending  Alpha 
AXP™  processor,  if  you 
opt  for  RISC. 

You  want  to  expand? 

You  can  add  obscene 
amounts  of  RAM  and 


So  why  try  to  predict 
your  network's  demands? 

Now  that  you  no 
longer  have  to. 

Call  1-800-700-5904. 

Please  reference  BEC  when  you  call. 
8:30  a.m.  to  8:00  p.m.  Mon-Fri  ET. 


c 


hro 


SCSI  2  disk  controller 
that's  twice  as  quick  as 
the  competitions.  And 
you  can  run  a  66  MHz 

chip,  or  a  60  or  66 
MHz  Pentium  "  processor. 


nically  demanding. 

cache.  Plus  all  the 
slots,  bays,  and  ports  a 
sane  person  would  want. 

You  also  get  the  widest 
range  of  software  support 
in  the  industry  and  our 
unbeatable  3-year  on-site 
limited  warranty. 


EH 

II 

D 

t 

a 

D 

PC 

Beyond  the  box. 
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Growing  pies  versus  redistributed  pies 


Economic 
growth  and  rising 
productivity 
since  1991 
have  boosted 
U.S.  living  stan- 
dards as  those  in 
other  industrial 
countries  have 
lost  ground. 


The  White  House  corridors  and  the  pages  of 
some  business  magazines  now  resonate  with  the 
fear  that  economic  inequality — the  gap  be- 
tween the  best-  and  worst-paid  workers — is 
growing,  and  somehow  hurting  the  U.S. 
economy.  There  is,  however,  one  inconvenient 
fact.  Americans  aren't  getting  poorer.  They're 
getting  richer. 

It's  true  that  the  gap  between  top-  and 
bottom-income  households  has  widened.  In 
1967  households  in  the  lowest  one-fifth  of 
incomes  had  a  mean  annual  income  that  was 
8.9%  of  the  mean  income  of  households  in  the 
top  one-fifth.  This  gap  narrowed  to  around 
9.3%  in  1979,  and  is  now  back  to  around  8%. 

But  so  what?  The  widening  gap  notwith- 
standing, there  are  fewer  households  that  are 
truly  poor.  In  1967  nearly  26%  of  households 
had  incomes  under  $15,000  a  year  (all  money 
figures  in  inflation  adjusted  1992  dollars). 
Today  the  $15,000-and-under  portion  is  down 
to  24%.  And  the  very  poorest,  with  incomes 
under  $10,000,  have  declined  from  17.2%  in 
1967  to  14.6%  of  households  now. 

Now  look  at  households  in  the  higher-in- 
come group,  with  annual  incomes  of  $50,000 
and  above.  They  have  increased  from  just  un- 


der 16%  of  all  households  in  1967  to  over 
27%  now. 

Thank  women  for  this  astonishing  im- 
provement. According  to  a  study  by  Lynn  A. 
Karoly  of  the  Rand  Corp.  and  Gary  Burtless  of 
the  Brookings  Institution,  earnings  gains  by 
better-educated — and  therefore  better- 
paid — women,  who  tend  to  be  concentrated  in 
already  affluent  families,  account  for  almost 
40%  of  the  rise  in  what  they  call  "inequality" 
since  1979. 

This  reflects  improving  women's  pay.  Ac- 
cording to  Department  of  Labor  statistics,  the 
median  earnings  of  women  working  full  time 
in  the  second  quarter  were  76%  of  those  for 
men,  up  from  60%  in  1979. 

It  is  worth  noting  that  the  poorest  income 
groups  are  heavily  weighted  with  individuals 
living  alone  and  retirees,  many  of  whom  own 
their  homes  and  therefore  aren't  nearly  as  poor 
as  their  incomes  suggest.  Moreover,  these  in- 
come figures  do  not  include  company-paid 
benefits,  or  realizing  capital  gains  (arising,  for 
example,  from  selling  a  home).  Neither  do  they 
include  Medicare  and  Medicaid,  food  stamps, 
or  the  recently  expanded  Earned  Income  Tax 
Credit,  which  helps  the  lowest  paid. 


An  income  gap  that  does  matter 


Further  evidence  that  the  material  welfare 
of  virtually  all  Americans  is  stronger  than  ever 
comes  from  comparing  international  purchas- 
ing power  parities — what  the  same  basket  of 
goods  and  services  costs  in  different  countries. 
These  ppps  (see  chart)  show  that  the  gap  in  living 
standards,  defined  as  gross  domestic  product 
per  capita,  between  the  U.S.  and  its  main  eco- 


The  gap  widens 

Standard  ot  living  (using  purchasing  power  parities) 
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nomic  rivals  has  been  widening — Americans 
are  getting  richer  than  the  citizens  of  other 
countries.  Canadian  living  standards  are  now 
84%  of  U.S.  levels,  down  from  89%  in  1988.  And 
the  relative  improvement  in  Germany's  and 
Japan's  living  standards  vis-a-vis  the  U.S.  in  the 
late  1980s  (which  led  some  to  predict  that  the 
gap  would  soon  disappear)  has  reversed. 

According  to  the  Organisation  for  Eco- 
nomic Cooperation  &  Development,  the  two 
countries  with  the  freest  labor  markets  and 
the  largest  pay  differentials  are  the  U.S.  and 
Britain.  Policies  and  proposals  issuing  from 
the  White  House  suggest  these  are  bad  things. 
But  the  oecd  sees  the  results:  The  U.S.  and 
Britain  are  also  the  two  countries  creating  the 
largest  numbers  of  new  jobs.  In  the  U.S.  the 
labor  participation  rate  (the  percentage  of 
people  available  to  work  who  have  jobs)  is 
now  over  66%,  around  the  peak  reached  in  the 
Bush  years. 

It's  that  old  economic  question:  Would  you 
rather  have  a  growing  pie?  Or  the  kind  of  cer- 
tainty that  comes  from  a  stagnant  pie  whose 
slices  never  alter  size?  Most  voters  worry  wheth- 
er they're  worse  or  better  off  than  they  were 
last  year,  not  how  they  stack  up  against  some 
other  income  group.  Ml 
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THE  FORBES  INDEX 

BY  ERIC  8.  HARDY  


T!ie  Forbes  Index  (i  967=100) 

255  Current  263. 6t 
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Do  rising  interest  rates  threaten  the  housing  recovery 
Definitely,  argues  economist  Sam  Nakagama  of  NakagaJ 
ma  &  Wallace,  a  New  York-based  economic  consultant 
firm.  Nakagama  thinks  that  June's  9%  decline  in  new  housl 
ing  starts  marks  the  beginning  of  a  long-term  decline  w 
the  housing  industry.  For  the  overall  economy  for  the  res) 
of  the  year,  Nakagama  expects  a  substantial  slowdown  ii 
gross  domestic  product  growth  during  the  third  quarter 
and  thinks  GDP  might  drop,  in  absolute  terms,  in  the 
fourth  quarter. 


Other  key  rates 

Source 

Status 

HOT  -JLIOTIK1H— — — — I 

Prime  rate 

Chase  Manhattan  Bank 

7.25% 

Auto  sales  year  to  date  vs  1993' 

Ward's  Automotive 

8.2% 

Index  of  leading  indicators  June  vs.  May 

Dept  of  Commerce 

0.2% 

Trade  balance  12  months  ended  May  1 994 ' 

Dept  of  Commerce 

-$92  bil 

All-commodity  producer  price  index  lune  vs  May1 

Dept  of  Labor 

0.4% 

GDP  2nd  quarter  vs.  1st — annualized  growth 

Dept  of  Commerce 

3.7% 

M2  (3-month  change) — annualized  growth4 

Federal  Reserve 

1.0% 

'  U.S. -based  manufacturers,  excludes  imports,  as  of  7/31/94, 2Total  goods  and  services.  'Wholesale  goods. 
'  Includes  Ml  (public  currency  and  checking  deposits)  plus  savings  accounts  and  money  market  funds. 


Index  components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  8  equally  weighted  elements:  The  cost  of 
services  relative  to  all  consumer  prices,  the  level  of  new 
orders  for  durable  goods  compared  with  manufacturers' 
inventories,  total  industrial  production,  new  housing 
starts,  personal  income,  new  claims  for  unemployment 
compensation,  total  retail  sales,  total  consumer 
installment  credit. 

To  measure  these  8  elements,  Forbes  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  in  these  charts. 
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Industrial  production  index  (1987=100), 
seasonally  adjusted  (Federal  Reserve) 
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New  unemployment  claims  average  (or  montt 
(thousands),  seasonally  adjusted  (Dept  of  Labor) 
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Consumer  price  indexes  (1982-84  average=100) 
all  urban  consumers,  unadjusted  (Dept  of  Labor) 
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New  housing  starts  (thousands)  privately  owned, 
unadjusted  (Dept  of  Commerce) 
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Retail  sales  ($billions), 
seasonally  adjusted  (Dept  of  Commerce) 
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Inventories    •   New  orders 
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Manufacturers'  new  orders  and  inventories 

($billions),  seasonally  adjusted  (Dept  of  Commerce) 
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Personal  income  (Sbillions)  wage  and  salary 
disbursements,  seasonally  adjusted  (Dept  of  Commerce) 
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In  the  business  of  computer  hardware, 
putting  your  distribution  network  together 
is  no  peripheral  issue. 
Indeed,  your  strategy  for  getting  product  to  market  can  be 
a  major  competitive  strength.  And  a  means  of  adding  profits 
to  the  bottom  line.  Provided  you  connect  with  a  creative 
logistics  partner  like  Menlo  Logistics,  a  CF  company. 

Forward-thinking  companies  in  many  industries  have 
shortened  response  times  and  cut  both  inventory  and 
transportation  costs  by  working  with  Menlo  Logistics.  Our 
experienced  professionals  design  and  administer  state- 
of-the-art  solutions  customized  to  your  logistical  needs. 

Using  the  most  advanced  information  technology, 
we'll  handle  everything  from  dedicated  warehousing 
and  contract  carriage  to  inventory  control  and  order  ful- 
fillment. So  you're  free  to  focus  on  running  your  business. 

As  part  of  the  CF  family  of  companies,  Menlo  Logistics  brings  you  a  solid  foundation  of 
transportation  know-how.  Along  with  a  commitment  to  satisfying  customers  -  ours  and  yours. 

So  get  an  edge  on  your  competition.  Hook  up  with  Menlo  Logistics.  And  see  what  a  better 
logistics  network  can  do  for  your  net  profits.  For  more  information,  call  (415)  327-1693. 


COnSOLIDRTED  FREIGHTUJfWS,  NIC. 


WE  PUT  YOU  MILES  AHEAD 


The 
Company 


Menlo  Logistics,  our  comprehensive  logistics  management  services  company. 


TRW  Today 


We  used  to  say  "Tomorrow  is  Taking  Shape  at  a 
3mpany  Called  TRW."  While  TRW  has  been  helping 
shape  our  world,  we  have  also  been  working  hard  to 
•eamline  and  strengthen  our  company. 

We  have  set  a  course  that  aims  to  delight  our  three 
y  constituent  groups  -  customers,  shareholders,  and 
jnployees  -  by  providing  each  with  superior  perfor- 
mance. The  facts  demonstrate  we  are  doing  just  that. 

Several  years  ago,  we  set  for  ourselves  some  tough 
bjectives.  We  are  meeting  those  objectives.  Today,  we 
re  number  one  in  our  key  markets.  We  are  the  world 
jader  in  occupant  restraints,  in  steering  systems,  in  cer- 
in  automotive  electronics  markets,  in  advanced  space- 
aft  technology,  in  defense  communications,  and  in 
msumer  credit  information,  among  others.  We  are 
so  the  world  leader  in  complex  systems  integration. 

Our  businesses  are  in  segments  of  industries  that  are 
ltgrowing  the  markets  themselves,  and  we  are  managing 
at  growth  for  profit.  Cost  structures  have  been  improved 
;amatically,  and  we  are  beginning  to  experience  the  ben- 
its  of  our  strategic  investments  over  the  past  five  years. 
Further,  technology  leadership,  always  a  core 


TRW  strength,  is  now  helping  to  make  us  more  com- 
petitive in  all  of  our  businesses. 
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TRW  aerospace  technology  is  contributing  to  the  rapid  growth 
of  TRW's  automotive  business. 

Management  is  also  stronger.  Supporting  a  seasoned 
group  of  top  managers,  we  have  a  highly  qualified, 
energetic,  and  experienced  team  around  the  globe. 

What  are  our  priorities?  Delivering  on  our  commit- 
ments to  customers,  shareholders,  and  employees.  We 
are  positioned  for  sustainable,  significant  increases  in 
both  sales  and  earnings. 

We  are  doing  what  we  say  we  will  do,  and  we  will 
continue  to  deliver  on  our  promises. 

Automotive.  Aerospace.  Information.  Innovation. 


or  a  TRW  Annual  Report,  write  TRW  Inc.,  Dept.  F,  1900  Richmond  Rd..  Cleveland,  Ohio  44124-3760. 

TRW  Inc .  1S94  TRW  is  the  name  and  mark  of  TRW  Inc 
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Asian  countries  desperately  need  electricity  and  foreign  capital  to  build  power  plants,  || 
and  the  U.S.  is  in  a  good  position  to  supply  them. 

Electricity 
for  the  lamps 
of  China 


By  Gale  Eisenstodt 

This  month  construction  will  finally 
begin  on  Indonesia's  first  major  pri- 
vately owned  and  operated  power 
plant — a  $2.5  billion,  1,230-mega- 
watt  coal-fired  plant  in  East  Java.  Like 
many  developing  Asian  countries,  In- 
donesia badly  needs  electricity. 


General  Electric  figures  Asian 
countries — especially  Indonesia,  In- 
dia and  China — need  to  add  as  much 
as  460,000  megawatts  in  new  capacity 
over  the  next  ten  years,  nearly  twice  as 
much  as  the  U.S.,  Canada  and  Latin 
America  will  add.  Cost:  roughly  $460 


billion. 

Governments  can't  foot  the  bill. 
Neither  will  institutions  like  the 
World  Bank.  That  leaves  the  field 
open  for  the  private  sector — banks, 
equipment  suppliers  and  dealmakers. 

But  anyone  who  thinks  it  is  easy  to 


Preparing  food 
in  Bangkok 
Where  there's 
a  need  there's 
a  way:  Over  the 
next  decade 
Asian  countries 
will  spend  rough- 
ly $460  billion 
for  new  power 
generation 
capacity. 


Forbes  ■  August  29,  1994 


I  put  one  of  these  deals  together  is  due 
for  a  shock.  Says  Edward  Muller,  pres- 
;  ident  of  Irvine,  Califs  Mission  Ener- 
I  gy  Co.,  which  will  own  32%  of  Indo- 
j  nesia's  East  Java  project:  "You  are 
blazing  a  trail,  and  that  takes  a  lot  of 
I  creativity." 

Mission  Energy's  Ernest  Gerloff, 
who  heads  the  Indonesian  opera- 
tions, describes  some  of  the  hurdles 
that  had  to  be  cleared  on  the  deal. 
After  considering  nearly  50  Indone- 
sian partners,  Mission,  a  subsidiary  of 
Los  Angeles-based  SGEcorp.,  chose  to 
hook  up  with  P.T.  Batu  Hitam 
Perkasa,  headed  by  businessman 
Hashim  Djojohadikusumo.  Ha- 
shim  could  supply  the  low-sulfur 
coal  that  Mission  wanted.  Also 
important  were  Hashim 's  politi- 
j  cal  connections:  His  brother  is 
married  to  President  Suharto's 
daughter.  Other  members  of  the 
joint  venture:  GE  Capital  and  Mit- 
sui &  Co.,  the  big  Japanese  trad- 
ing company  that  has  done  busi- 
ness in  Indonesia  for  decades. 

Then  came  the  hard  part.  From 
August  1992  until  last  February, 
Mission  was  locked  in  intense  and 
often  frustrating  negotiations 
with  the  Indonesian  govern- 
ment. The  stickiest  issue  was  how 
to  price  the  power  that  was  to  be 
sold  to  Indonesia's  state-owned 
utility.  Mission  and  its  partners 
weren't  going  to  proceed  unless 
they  could  get  a  return  worth  the 
risk  of  a  project  that  won't  gener- 
ate a  penny  in  cash  until  1998. 
The  Indonesian  government,  for 
its  part,  had  to  bargain  hard  lest  it 
be  accused  of  a  giveaway  to  for- 
eign interests. 

Or  take  the  $1 .8  billion  Hub  Power 
project,  Pakistan's  first  private  power 
venture.  This  deal,  which  has  finally 
reached  the  financing  stage,  was 
stalled  for  more  than  five  years.  The 
biggest  problem  was  coming  up  with 
financing  gimmicks  in  case  Pakistan 
decided  to  apply  its  Islamic  prohibi- 
tion against  payment  of  interest.  (So- 
lution: The  World  Bank  agreed  to 
guarantee  the  interest  payments.) 

On  paper  India  has  one  of  the  most 
advanced  legislative  frameworks  for 
dealing  with  private  power.  Unfortu- 
nately, many  of  the  Indian  State  Elec- 
tricity Boards  that  will  be  buying  the 
power  are  insolvent.  Thus  developers 


are  asking  for  payment  guarantees 
from  the  central  government.  Local 
opponents  to  private  power  in  India 
say  the  foreigners  are  demanding  too 
much.  "You  become  mired  in  this 
web  of  bureaucracy  and  politics," 
sighs  Glen  Davis,  who  is  negotiating  a 
$650  million  coal-fired  project  in 
Orissa  in  eastern  India  for  Arlington, 
Va.-based  aes  Corp. 

But  the  Asians  involved  in  the  ne- 
gotiations aren't  simply  being  dila- 
tory. Radicals,  chauvinists,  religious 
fanatics  are  eager  to  accuse  them  of 


A  Philippine  family 

The  Philippines  was  early  in  luring  private  power 


selling  out  to  foreigners.  "People  are 
betting  their  political  future  on  these 
issues,"  says  Rebecca  Mark,  head  of 
Enron's  Houston- based  subsidiary, 
Enron  Development  Corp.  Mark  met 
everybody  from  the  prime  minister  to 
local  village  heads  in  putting  together 
a  2,0 15 -megawatt  power  project  in 
Dabhol,  India.  After  two  years  nego- 
tiations are  now  nearly  completed, 
and  Enron  and  its  partners  are  prepar- 
ing the  financing. 

China  is  proving  to  be  the  stickiest 
market.  Last  year  developers  swarmed 
into  the  market.  In  March  AES  Corp. 
raised  roughly  $150  million  in  an 
initial  public  offering  on  Nasdaq  of  a 
subsidiary  that  has  no  operations  oth- 


er than  preliminary  proposals  for  six 
coal-fired  plants  in  China.  But  most 
projects  in  China  are  stalled.  The 
Chinese  government  has  said  it  will 
cap  returns  at  12%  to  15%,  considera- 
bly less  than  the  20%  or  so  foreign 
investors  are  seeking.  But  compro- 
mise is  in  the  air.  Peregrine  Brokerage 
Ltd.,  a  Hong  Kong-based  brokerage 
firm,  figures  that  China  is  likely  to 
turn  to  foreign  capital  for  $16.4  bil- 
lion, or  25%  of  its  power  construction 
costs,  over  the  next  six  years. 

So  the  game  is  clearly  worth  the 
trouble.  Now  that  the  first  deal  is 
~  done  in  Indonesia,  other  devel- 
opers are  moving  ahead.  Enron 
Corp.  is  negotiating  a  500-mega- 
watt  gas-fired  plant  in  Indonesia. 
Industry  participants  figure  that 
the  private  sector  will  build  any- 
where from  30%  to  50%  of  Indo- 
nesia's new  power  capacity  over 
the  next  decade. 

Foreign  firms,  which  face  slug- 
gish demand  for  new  power  proj- 
ects in  their  home  markets,  are 
eager  for  the  business.  Benjamin 
Rose,  a  Chicago-based  invest- 
ment banker,  reports  that  on  a 
recent  trip  to  New  Delhi  he  kept 
running  into  acquaintances  from 
the  power  business  in  the  U.S. 

Several  funds  have  also  been  set 
up  to  invest  in  power  deals. 
American  International  Group, 
for  example,  recently  launched 
the  $1.1  billion  AIG  Asian  Infra- 
structure Fund.  Donald  Roth, 
former  treasurer  of  the  World 
Bank  and  an  adviser  to  the  fund, 
notes  that  regional  stock  markets 
now  have  sufficient  depth  to  al- 
low power  projects  to  go  public, 
thereby  giving  investors  a  measure  of 
liquidity. 

When  the  contracts  start  going  out, 
U.S.  companies  are  likely  to  fare  bet- 
ter than  the  Japanese,  whose  heavily 
regulated  utilities  are  not  allowed  to 
invest  abroad.  Mitsubishi  Corp., 
which  owns  five  power  plants  in  the 
U.S.,  is  just  starting  to  look  at  projects 
in  Asia.  Japan's  other  trading  firms  are 
getting  into  private  power  in  Asia  by 
finding  U.S.  partners.  "We  know  a  lot 
about  doing  business  in  the  region," 
says  Ichiro  Kuroiwa,  a  general  manag- 
er at  trading  company  Marubeni, 
"but  we  don't  know  how  to  run  a 
power  plant."  Bi 
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Two  years  ago  Caterpillar  took  on  the  autoworkers 
union  over  pattern  bargaining. 
Now  it's  the  tiremakers'  turn. 

Breaking 
the  pattern 


By  Gary  Samuels 

In  June  the  United  Rubber  Workers 
ratified  a  new  three-year  contract  with 
Goodyear  Tire  &  Rubber  Co.  Among 
Goodyear's  generous  concessions:  a 
16%  increase  in  wages  and  benefits, 
and  health  insurance  at  no'  cost  to  the 
workers. 

The  Rubber  Workers  union  figured 
other  tire  companies  would  quickly 
fall  in  line  and  sign  contracts 
similar  to  Goodyear 's.  Since 
1946  the  union  has  relied  on 
pattern  bargaining.  Using  this 
strategy,  a  union  targets  one 
company  in  an  industry,  forces 
it  under  threat  of  strike  to  sign 
a  contract,  and  then  imposes 
that  contract  on  the  rest  of  the 
industry. 

But  soon  after  Goodyear 
signed  its  contract  with  the 
urw,  four  foreign  tire  compa- 
nies with  big  U.S.  operations 
refused  to  become  a  part  of  the 
Goodyear  pattern.  The  Rub- 
ber Workers  union  promptly 
struck,  first  at  Sumitomo  Rub- 
ber's Dunlop  Tire  plant  in 
Huntsville,  Ala.  The  strike  has 
since  spread  to  U.S.  plants 
owned  by  Japan's  Bridgestone 
Corp.  and  Yokohama  Tire 
Corp.,  and  Italy's  Pirelli  Arm- 
strong  Tire  Corp.  Some  8,000 
rubber  workers — 9%  of  the  URW's 
membership — are  now  on  strike  at 
ten  plants. 

All  four  manufacturers  are  keeping 
their  plants  running  with  salaried  em- 
ployees, though  at  far  below  normal 
production  levels.  Bridgestone/Fire- 
stone,  for  example,  is  aiming  to  match 
only  15%  or  20%  of  normal  produc- 
tion during  the  strike,  and  will  proba- 


bly bring  in  tires  from  its  Japanese 
plants  if  supplies  run  low. 

This  is  the  second  serious  challenge 
to  pattern  bargaining  in  recent  years. 
The  first  began  when  Caterpillar  Inc. 
refused  to  sign  a  labor  agreement 
negotiated  between  the  United  Auto 
Workers  and  Deere  &  Co.  late  in 
1991.  There  ensued  a  bitter  strike, 


Striking 
No  Bill 


a  Bridgestone/Firestone  plant  in  Decatur,  II 
Clinton  this  time. 


during  which  then  candidate  Bill 
Clinton  walked  the  picket  line  at  Cat's 
big  plants  in  East  Peoria,  111. 

Cat  kept  its  lines  going  with  salaried 
employees.  The  uaw's  members 
quickly  returned  to  work  after  Cat 
threatened  to  hire  permanent  replace- 
ments for  those  workers  who  didn't. 
(Currently,  the  uaw  is  on  strike  again 
over  unfair  labor  practices;  Cat  says 


the  issue  is  still  pattern  bargaining.) 

Labor  leaders  hoped  that  Presiden 
Bill  Clinton  would  deliver  a  law  ban 
ning  companies  from  hiring  replace 
ment  workers.  But  the  White  Housi 
has  had  other  things  to  worry  about 
and  the  Senate  killed  a  bill  banning 
striker-replacements  last  month. 

Dunlop  Tire  is  now  advertising  fo 
replacement  workers  at  its  Huntsvilh 
plant.  Says  Roger  Gates,  president  o| 
the  URW  local  in  Decatur,  111.,  when; 
Bridgestone/Firestone  has  a  bi^ 
plant:  "They're  not  threatening  u 
with  replacement  workers  yet,  but  we 
expect  to  get  to  that  stage." 

The  tire  companies'  main  econom 
ic  goal  in  these  negotiations  is  cutting 
costs  and  boosting  productivity.  Fot 
example,  all  four  want  workers  tcj 
cover  part  of  their  health  care  costs 
This  is  standard  practice  now  in  man) 
unions.  But  Goodyear  agreed  to  pay 
all  its  workers'  health  insurance  costs 
until  1997. 

Another  potential  pattern-breaker 
Some  of  the  foreign  tire 
companies  want  to  do  away 
with  guaranteed  cost-of-living 
adjustments  and  replace 
them  with  performance-basec 
incentives. 

Compared  with  the  bitte 
Caterpillar/UAW  struggle,  the 
tussle  between  the  tiremakers 
and  the  Rubber  Workers  is 
fairly  mellow  affair,  so  far.  In 
Decatur,  for  example,  where 
1,270  rubber  workers  are  on 
strike,  urw  pickets  sit  languid 
ly  in  folding  lawn  chairs  at  two 
entrances  to  the  gigantic  Fire 
stone  factory.  Some  protec 
themselves  from  the  hot  sum 
mer  sun  with  beach  umbrellas 
The  end  of  pattern  bargain 
ing  could  well  hasten  a  new 
wave  of  investment  in  the  U.S 
tire  industry.  Last  year,  for  ex- 
ample, Bridgestone/Fire- 
stone threatened  to  shut  an 
inner  tube  plant  in  Russellville,  Ark., 
which  employed  300  urw  members, 
unless  it  got  concessions  from  the 
Rubber  Workers  union.  The  union 
went  along,  and  now  Bridgestone  is  in 
the  process  of  doubling  the  plant's 
output  so  it  can  move  inner  tube 
production  from  a  European  plant  by 
the  end  of  next  year.  Today  the  plant 
employs  425  urw  members.  ■■ 
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Abbott  Labs  is  quite  content  to  leave  the  vision  thing 
to  its  rivals.  It's  more  interested  in  the  bottom  line  thing. 

Aloof  but 
not  asleep 

By  Marcia  Berss 

As  ITS  RIVALS  scurry  to  buy  drug  dis- 
tributors, Chicago's  Abbott  Labora- 
tories stands  aloof.  This  year  drug- 
makers  SmithKline  Beecham  and  Eli 
Lilly  have  lavished  $6.3  billion  on 
acquiring  drug  benefit  managers  in 
deals  similar  to  Merck's  November 
acquisition  of  Medco  Containment 


for  $6.6  billion. 

Is  Abbott  asleep?  After  all,  its  pros- 
tate disorder  drug  called  Hytrin  is 
directly  competitive  with  Merck's 
Proscar.  Isn't  Abbott  afraid,  now  that 
Medco  belongs  to  Merck,  that  Medco 
will  push  Proscar  instead  of  Hytrin? 
Not  very.  It  faced  a  similar  chal- 


Abbott 

Chief  Executive 
Duane  Burnham 
(left) 

and  President 
Thomas  Hodgson 
Burnham's  cen- 
tralized, lean-to- 
the-bone  style 
isn't  always 
popular,  but  the 
results  speak  for 
themselves. 


Drugged 


Company 

1993 

sales 

return 

R&D/ 

($bil) 

on  equity 

sales 

Abbott 

$8.4 

39.8% 

10.5% 

Eli  Lilly 

6.5 

10.2 

14.8 

Merck 

10.5 

28.8 

11.2 

SmithKline  Beecham 

9.2 

50.0 

9.3 

*For  period  1992-93. 
Source:  company  reports. 


Change     Change    Recent     Latest  Dividend 


in 

vs  in 

price 

12-mo 

yield 

sales* 

R&D* 

EPS 

7.1% 

14.1% 

2V/2 

$1.77 

2.8% 

4.6 

3.2 

50 

1.55 

5.0 

7.0 

5.5 

29% 

2.33 

4.0 

18.1 

20.2 

32% 

2.36 

3.2 

Abbott  has  boosted  its  spending  on  R&D  as  a  percent  of  sales 
much  faster  than  its  biggest  competitors,  partly  explaining 
why  its  stock  has  held  up  better  than  most. 


lenge  once  before.  In  the  early  1980s 
Baxter  International  Inc.  was  Ab- 
bott's fiercest  competitor  in  hospital 
supplies — things  like  intravenous  so- 
lutions and  drug  delivery  systems. 
When  the  federal  government  tight- 
ened hospital  reimbursement  policies 
for  Medicare  patients  in  1983,  Baxter 
paid  $3.8  billion  for  American  Hospi- 
tal Supply  Corp.,  a  big  distributor. 
But  Baxter's  move  backfired.  Hospi- 
tal customers  didn't  like  having 
American  Hospital  Supply  restrict 
their  choice  of  products  to  Baxter's 
goods.  In  1992  Baxter  was  forced  to 
stop  rewarding  its  sales  force  more  for 
selling  Baxter  goods. 

As  Baxter  struggled  to  consolidate 
American  Hospital  Supply,  Abbott 
started  a  price  war  on  intravenous 
solutions,  important  both  to  it  and  to 
Baxter.  Preoccupied  with  its  merger, 
Baxter  failed  to  respond  and  Abbott 
walked  away  with  several  points  of 
market  share. 

When  the  smoke  cleared,  Abbott 
had  clearly  won — and  Wall  Street  re- 
warded it  accordingly.  In  1983,  at  the 
start  of  hospital  cost  containment, 
Baxter's  stock  market  capitalization 
was  $3.6  billion,  to  Abbott's  $5.4 
billion.  Today  the  score  is  $7  billion 
for  Baxter,  $23  billion  for  Abbott. 
Quite  clearly,  owning  distribution 
does  not  guarantee  success. 

These  lessons  have  not  gone  unno- 
ticed in  the  trade.  In  May  drugmaker 
SmithKline  Beecham  bought  distrib- 
utor Diversified  Pharmaceutical  Ser- 
vices for  $2.3  billion.  SmithKline 
makes  an  antidepressant,  Paxil,  which 
competes  against  Eli  Lilly's  market- 
leading  Prozac.  But,  says  Diversified's 
president,  Henry  Blissenbach:  "I'd  be 
foolish  to  sell  only  Paxil  when  the 
market  wants  Prozac.  The  market 
says,  T  want  a  choice.'  " 

Pvather  than  invest  in  acquiring  dis- 
tribution, Abbott  made  a  firm  deci- 
sion to  invest  in  research  instead.  In 
1982  Abbott  spent  just  5.2%  of  sales 
on  research  and  development.  Today 
it  spends  over  10%,  and  the  percent- 
age is  growing  at  one  of  the  fastest 
clips  among  all  the  big  drug  compa- 
nies (see  table). 

Pharmaceuticals  account  for  only 
about  25%  of  Abbott's  $8.4  billion  in 
revenues;  the  balance  is  divided 
equally  among  hospital  supplies,  nu- 
trition products  and  diagnostics  such 
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Abbott  Laboratories 


as  lab  tests.  But  for  the  last  decade 
dings  have  provided  most  of  Abbott's 
profit  growth — a  clear  payoff  from 
the  increased  investment  in  R&D. 

Marketing  savvy,  too,  has  contrib- 
uted to  Abbott's  success.  For  years 
Abbott's  key  drug  was  erythromycin, 
a  widely  prescribed  antibiotic.  When 
erythromycin's  patent  expired  in  the 
1970s,  Abbott  shrew  dly  dropped  its 
price  to  compete  against  generic  ver- 
sions of  the  drug.  As  a  result,  Abbott 
continues  to  hold  40%  of  the  U.S. 
erythromycin  market. 

Abbott  used  the  same  hold-on-to- 
share  strategy  during  the  nutrition 
products  price  wars  a  few  years  back. 
In  the  late  1980s  state  govern- 
ments— which  buy  35%  of  all  infant 
formula,  for  welfare  babies— began 
competitive  bidding  and  sole  sourc- 
ing  contracts  (Forbes,  Oct.  26, 1992). 
Formula  prices  plunged.  Abbott  held 
on  to  share  by  cutting  its  price  to 
government  buyers,  and  raised  prices 
in  the  consumer  market  to  offset  the 
damage  to  profits.  Today  Abbott  con- 
tinues to  dominate  both  the  govern- 
ment and  commercial  segments,  with 
about  a  55%  share  of  each. 

Abbott's  stick-to-its-business  strat- 
egy has  paid  off.  Last  year  was  Ab- 
bott's 22nd  consecutive  year  of  rising 
earnings.  Return  on  equity  was  nearly 
40% — and  Abbott's  is  not  a  skimpy 
equity  base:  Debt  is  a  modest  21%  of 
capital.  Most  large  drug  and  health 
care  stocks  are  oft' 30%  to  50%  in  the 
past  few  years;  Abbott  is  off  only  20%. 

Since  Robert  Schoellhorn,  archi- 
tect of  the  Abbott  strategy,  stepped 
down  in  1990,  his  successor  as  chief 
executive,  Duane  Burnham,  has  stuck 
to  the  same  strategy. 

Not  everyone  likes  Burnham's 
highly  centralized,  lean-to-the-bone 
style,  his  refusal  to  follow  industry 
trends.  Several  high-ranking  execu- 
tives have  quit  since  Burnham  took 
over,  including,  most  recently,  Ab- 
bott's longtime  chief  counsel,  Lael 
Johnson. 

Burnham  wouldn't  talk  to  Forbes 
about  his  strategy  and  his  record.  But 
at  a  meeting  of  top-level  managers  he 
expressed  delight  with  last  summer's 
comment  by  IBM  chief  Louis 
Gerstner:  "The  last  thing  IBM  needs 
right  now  is  a  vision."  Burnham's 
more  interested  in  the  bottom  line 
than  he  is  in  vision.  H 
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For  years  the  Philippines  has  been 
the  Sick  Man  of  Asia.  Now  the  economy 
is  perking  up,  adding  enormously  to 
Henry  Sy's  already  considerable  fortune. 

"We  work  harder 
during  a  crisis" 


By  Andrew  Tanzer 

Even  by  Philippine  standards,  1983 
was  not  a  propitious  year  to  make  a 
big  investment.  That  was  the  year 
opposition  politician  Benigno 
Aquino  was  assassinated,  which  ulti- 
mately forced  Ferdinand  Marcos  and 
his  wife  to  flee  the  country.  Interest 
rates  shot  up  to  more  than  40%,  and 
the  peso  was  devalued  by  over  50%  as 
the  fragile  Philippine  economy  fell 


into  a  severe  recession 


Yet  1983  was  also  the  year  Henry 
Sy  (pronounced  See),  now  69,  chose 
to  start  building  a  huge  shopping 
mall,  SM  City,  on  the  northern  out- 
skirts of  Metro  Manila.  "People  said 
I  was  crazy,"  recalls  Sy,  who  had  to 
finance  the  project  from  his  own 
resources.  So  why  did  he  move 
ahead  with  the  investment?  "We 
work  harder  during  a  crisis,"  Sy 
replies. 


Opened  in  late  1985,  SM  City  was 
;  an  immediate  hit  with  Manila's  mid- 
I  die-class  consumers.  On  weekdays 
•  200,000  people  visit  the  shopping 
center  every  day.  On  weekends  the 
j  head  count  jumps  to  350,000.  The 
i  land  underneath  the  2.6-million- 
square-foot  mall  has  appreciated  by 
f  over  30  times. 

Henry  Sy  may  not  be  the  Philip 
pines'  wealthiest  man,  but  he's 
;  getting  there.  He  was  12  when  he 
|  immigrated  to  Manila  in  1936 
I  from  China's  Fujian  province.  His 
I  parents  opened  a  tiny  variety  shop, 
which  became  Sy's  classroom  for 
;  retailing. 

In  1945,  just  after  the  end  of  World 
War  II,  Sy  opened  the  fust  of  several 
small  shoe  stores.  In  1955  he  visited 
his  shoe  and  shoe  accessory  suppliers 
in  the  U.S.  and  returned  home  brim- 
ming with  ideas.  Three  years  later  he 
opened  his  first  ShoeMart,  a  spacious 
American -style  shoe  store  with  a 
modern  interior  and — a  novelty  in 
those  days — air-conditioning.  After 
building  ShoeMart  into  the  largest 
shoe  store  chain  in  the  country,  in 
1972  Sy  opened  his  first  department 


store,  in  Manila.  Today  there  are  nine 
SM  Department  Stores  scattered 
around  the  country.  Sales:  about 
$400  million. 

Sy's  four  existing  shopping  malls, 
all  anchored  by  his  department 
stores,  have  a  combined  gross  floor 
space  of  9  million  square  feet.  The 
biggest,  SM  Megamall  in  central  Met- 
ro Manila,  is  Asia's  biggest  and  one  of 
the  world's  largest  shopping  malls. 
Its  3.6  million  square  feet  on  six 
levels  encompass  500  shops,  a  48- 
lane  bowling  alley,  the  country's  first 
ice  skating  rink  and  12  multiplex 
movie  theaters — another  concept  Sy 
imported  from  the  U.S. 

Sy  will  open  his  fifth  mall  at  the  end 
of  this  year  and  is  constructing  five 
more,  four  of  them  outside  Metro 
Manila.  He'll  soon  break  ground  in 
Xiamen,  China,  not  far  from  his  an- 
cestral home.  Meanwhile,  his  Banco 
de  Oro,  the  Philippines'  second-larg- 
est savings  bank,  helps  finance  his 
suppliers  and  issues  a  credit  card  to 
shoppers. 

Sy's  $750  million  (sales)  retail 
group  is  privately  owned  by  Sy  and 
his  family.  But  the  shopping  malls  are 
owned  by  a  family  subsidiary  called 
sm  Prime  Holdings.  Sy  took  sm 
Prime  Holdings  public  on  the  Philip- 
pine Stock  Exchange  last  month.  The 
offering  (of  1 7%  of  the  equity)  valued 
Sy's  stake  in  SM  Prime  at  over  $1 
billion,  and  the  share  price  has  al- 
ready advanced  by  20%.  Add  in  his 
retail  and  other  holdings,  and  Sy's 
rapidly  growing  net  worth  is  pushing 
$2  billion. 

Annual  sales  per  square  foot  in  Sy's 
malls  are  about  $190,  comparable  to  a 
good  U.S.  shopping  mall.  Yet  the 
annual  per  capita  income  in  the  Phil- 
ippines is  just  $800,  about  3%  of  the 
U.S.  figure. 

How  to  explain  this  apparent 
anomaly?  One  factor  is  sheer  people 
volume:  Attracted  by  the  air-condi- 
tioning and  all  the  things  to  see,  buy 
and  eat,  on  weekends  1  million 
Filipinos  a  day  visit  Sy's  four  malls  in 
Metro  Manila  and  Cebu,  in  the 
southern  Philippines.  (Metro  Manila 
has  a  population  of  10  million;  the 
Philippines  has  67  million  people.) 
Besides,  says  Sy,  government  eco- 
nomic statistics  don't  account  for  the 
country's  vast  underground  econo- 
my, nor  all  the  remittances  from 


Filipinos  working  overseas,  by  far  the 
country's  largest  source  of  foreign 
exchange. 

In  designing  his  malls,  Sy  zones 
shops,  putting  computer  stores  to- 
gether on  one  floor,  home  interior 
stores  on  another.  He  aggressively 
balances  the  tenant  mix  to  appeal  to 
a  wide  variety  of  shoppers.  The  idea 
is  to  get  the  whole  family  to  come  in 
from  the  tropical  climate  and  spend 
the  entire  day.  There  is  baby-sitting 
for  toddlers,  video  arcades  for  kids, 
boutiques  for  women,  hardware 
stores  for  men,  cheap  fast  food  joints 
and  expensive  restaurants.  Says  Alan 
Scholnick,  a  Hong  Kong-based  retail 
consultant:  "Sy  understands  how  a 
customer  thinks  when  he  walks  into 
a  mall." 

Most  of  Sy's  mall  tenants  pay  a 
percentage  of  gross  sales.  About  85% 
of  SM  Prime's  gross  rent  is  generated 
this  way.  To  ensure  that  tenants  don't 
underreport  revenues,  Sy  hooks  up  all 
the  cash  registers  in  die  malls  to  his 
computer  system. 

Under  the  steadying  hand  of  Presi- 
dent Fidel  Ramos,  the  Philippine 
economy  is  looking  its  healthiest  in 
years.  Real  economic  growth  should 
top  4%  this  year  and  6%  in  1995.  A 
sizable  slice  of  the  growth  will  be 
funneled  to  the  shopkeepers  in  Sy's 
malls,  thence  to  Sy.  Baring  Securities 
predicts  SM  Prime's  aftertax  earnings 
will  hit  $39  million  this  year  and  will 
quadruple  by  the  year  2000. 

Like  most  overseas  Chinese  busi- 
nesses, Sy's  sm  Group  is  a  close-knit 
family  affair.  Every  Sunday  the  patri- 
arch buys  seafood  in  Manila's  wet 
markets  and  cooks  lunch  for  his  chil- 
dren and  grandchildren.  All  six  of  Sy's 
children  work  in  the  business.  His 
heiress-apparent  is  eldest  daughter 
Teresita  Sy  Coson,  43,  currently  pres- 
ident of  ShoeMart,  Inc.,  the  depart- 
ment store  chain,  and  Banco  de  Oro. 

Sy  tells  Forbes  he  was  recently  in 
Las  Vegas,  where  he  visited  Caesars 
Palace  and  mgm  Grand.  Is  that  a  hint 
of  Sy's  next  move?  Sure  enough,  Sy 
confides  that  over  the  years  he  has 
procured  large  sites  at  several  of  the 
country's  leading  tourist  areas,  where 
he'll  develop  resort  hotels  and  amuse- 
ment parks.  When  you  think  about  it, 
with  his  highly  popular  shopping 
malls,  isn't  Sy  already  in  the  amuse- 
ment park  business?  Hi 
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With  earnings  under  pressure,  why  are  big 
pharmaceuticals  offering  huge  premiums 
to  buy  other  pharmaceutical  companies? 

Eat  or  be  eaten 


By  Howard  Rudnitsky 

It  started  with  the  $5-billion-plus 
cash  offer  in  May  for  Syntex  by  Swiss 
drug  giant  Roche  Holding  Ltd.  Then 
in  August  American  Home  Products 
weighed  in  with  its  unsolicited  $8.5 
billion  cash  tender  offer  for  American 
Cyanamid. 

These  drug  company  takeover  of- 
fers were  made  at  large  premiums  to 
market  value,  premiums  doubly  wel- 
come to  shareholders  because  of  die 
battering  pharmaceutical  stocks  have 
taken  during  the  last  couple  of  years. 

Consolidation  is  clearly  the  phar- 
maceutical industry's  favored  re- 
sponse to  the  perils  of  socialized 
medicine,  expiring  patent  protection 
and  managed  care  operators  demand- 
ing lower  drug  prices.  Does  the  re- 
sponse make  sense?  Martin  Wygod, 
who  built  Mecico  Containment  Ser- 


vices, is  one  of  the  smartest  observers 
of  the  business.  He  is  also  probably 
one  of  the  richest,  being  worth 
around  $300  million  as  a  result  of  his 
1993  sale  of  Medco  to  Merck.  He 
explains  what  he  thinks  is  going  on. 

"Drug  companies  now  have  to  fo- 
cus on  horizontal  consolidation — 
with  one  drug  manufacturer  acquir- 
ing another."  To  compete,  a  drug 
company  has  to  have  a  complete  line 
of  complementary  drug  products  and 
extensive  distribution  capability,  and 
it  has  to  be  highly  cost  efficient. 

Wygod,  who  resigned  from  Merck 
earlier  this  year,  contends  that  in  three 
or  four  years  consolidation  will  leave 
just  four  large  pharmaceutical  compa- 
nies, compared  with  more  than  a  doz- 
en last  year. 

With  those  fat  70%  gross  margins  of 


recent  years  under  siege,  Wygod  fig 
ures  drug  company  managements  will 
have  to  squeeze  costs  every  way  the^l 
can,  and  consolidation  makes  it  possi] 
ble  to  close  plants  and  cut  out  dupli- 
cating overhead.  This  is  a  high-costl 
industry — as  one  might  expect  from 
an  industry  with  plump  profit  man 
gins.  U.S. -based  firms  employ  some 
350,000  people  worldwide,  some  ex- 
tremely highly  paid.  Experienced 
salespersons  among  them  can  cost  up 
to  $130,000  per  year,  including 
benefits.  Nor  do  top  research  Ph.D.s 
come  cheap. 

Most  of  the  big  companies  have 
already  whittled  away  at  labor  costs, 
but  only  whittled — about  10%  on  av- 
erage. This,  says  Wygod,  is  only  the 
beginning. 

Drug  company  mergers  will  make 
the  cutting  easier,  in  part  because  it's 
easier  to  cut  someone  else's  personnel 
than  your  own.  Says  Oppenheimer  & 
Co.  drug  analyst  Steven  Gerber,  "I've 
talked  to  several  drug  company  exec- 
utives. They  figure  in  an  acquisition  or 
merger  they  could  reduce  selling, 
general,  administrative  and  research 
costs  by  50%."  (See  table.)  That 
means  a  lot  of  unemployed  salespeo- 
ple, Ph.D.s  and  managers. 

But  what's  painful  for  the  employ- 
ees isn't  necessarily  painful  for  share- 
holders. The  potential  savings  are  so 
great  that  the  mergers  are  unlikely  to 
cause  long-term  earnings  dilution, 
even  though  they  are  taking  place  at 
premiums  of  50%  or  more  over  mar- 
ket value. 

In  Roche  Holding's  cash  deal  for 
Syntex,  Roche's  earnings  could  bene- 
fit in  the  first  year.  Roche  also  owns 
65%  of  San  Francisco-based  biotech 
company  Genentech,  close  to  Palo 
Alto,  where  Syntex  is  situated.  So,  says 
Jack  Lamberton,  a  drug  analyst  with 
NatWest  Securities,  "they  could  find 
plant  consolidation  benefits  as  well  as 
research  cross-fertilization." 

It's  kind  of  odd.  Here's  an  industry 
under  severe  pressure,  but  big  compa- 
nies are  buying  other  big  companies 
at  huge  premiums.  Says  Gerber, 
"There's  a  sense  of  panic.  It's  acquire 
or  be  acquired."  But  the  panic  could 
have  beneficial  results.  There's  a  like- 
lihood that  the  potential  savings  will 
both  justify  the  premiums  and  ensure 
survival  in  a  once  comfortable  busi- 
ness that  has  now  changed  forever.  Mi 


How  much  is  a  drug  company  worth? 

Company 

Cash  flow 

 Consolidation- 

Recent 

Premium/(discount) 

per 

cash  flow 

value 

price 

over  recent  price 

share1 

per  share2 

—range3— 

 range  

Allergan 

$2.30 

$5.00 

$30 

$38 

24% 

21%  54% 

American  Home  Products 

5.50 

9.50 

60 

75 

56% 

5  32 

Bristol-Myers  Squibb 

5.00 

8.50 

50 

65 

537/8 

(7)  21 

Glaxo 

1.35 

2.75 

17 

18 

18% 

(8)  (3) 

Eli  Lilly 

5.90 

9.00 

54 

62 

50 

8  24 

Marion  Merrell  Dow 

2.15 

4.00 

24 

30 

21% 

11  39 

Merck 

2.60 

3.60 

22 

25 

297/a 

(26)  (16) 

Pfizer 

4.50 

9.00 

54 

72 

62% 

(14)  15 

Rhone-Poulenc  Rorer 

4.40 

9.50 

57 

78 

36Va 

58  116 

Schering-Plough 

4.95 

9.10 

55 

67 

657/a 

(17)  2 

SmithKline  Beecham 

2.20 

5.00 

30 

45 

32% 

(8)  37 

Upjohn 

4.30 

8.30 

50 

60 

32% 

53  84 

Warner-Lambert 

6.00 

12.70 

76 

110 

74V4 

2  48 

'Trailing  calendar  year,  before  extraordinary  items.  'Reported  cash  flow  plus  one-half  of  R&D,  selling,  general  and 
administrative  expenses  (net  of  taxes).  ^Defined  as  6  times  consolidation  cash  flow  per  share  or  4  times  gross  profits 

per  share. 

Source:  Oppenheimer  &  Co.  estimates. 


If  big  pharmaceutical  companies  merge,  cost-cutting  will  follow.  Estimating 
the  potential  savings  is  one  way  to  come  up  with  acquisition  values. 
Above  are  Oppenheimer  &  Co.  analyst  Steven  Gerber's  estimates. 
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AT&T  and  some  of  the  Bell  operating  companies 
stand  to  make  a  killing  in  the  British  telephone 
market.  Forbes'  man  in  London  explains  why. 

"We'll  get  back 
to  you" 


By  Peter  Fuhrman 


One  of  Margaret  Thatcher's  greatest 
lasting  achievements  was  making 
Britain  the  only  European  country 
with  a  competitive  telephone  indus- 
try. The  state-owned  phone  monopo- 
ly, British  Telecom,  was  privatized  in 
1984;  a  new  company,  Mercury 
Communications  Ltd.,  was  licensed 
to  offer  competing  phone  service  for 
business  customers.  More  recently 
the  authorities  licensed  AT&T  and 
three  of  the  regional  Bell  operating 
companies  (Nynex,  U  S  West  and 
Southwestern  Bell)  to  compete  with 
Mercury  and  British  Telecom. 

The  competition  has  given  Brits 
Europe's  lowest  phone  tariffs  by  far. 
But  to  judge  from  my  own  recent 
experience  in  trying  to  get  a  tele- 
phone, the  U.S.  companies  stand  to 
walk  all  over  Mercury  and  British 
Telecom.  Here's  what  happened: 

For  the  last  five  years,  Forbes'  Eu- 
ropean Editorial  Bureau  in  London 
has  been  a  Mercury  customer.  We 
recently  decided  to  move  our  office  to 


a  new  building  80  yards  across  Berke- 
ley Square  from  our  old  location,  and 
planned  to  stick  with  Mercury. 

Three  months  before  the  sched- 
uled moving  date,  I  rang  Mercury  to 
ask  them  to  make  the  switch.  The 
company  confirmed  it  had  a  fiber- 
optic cable  running  beneath  the  curb 
5  yards  in  front  of  the  new  premises. 
But  there  was  a  problem.  "Last  year 
your  total  billings  were  only  £7,500 
[$11,200],"  the  Mercury  engineer 
said.  "We'll  only  wire  up  a  new  build- 
ing if  we  have  a  commitment  to  spend 
at  least  £1 5,000  a  year." 

I  called  the  real  estate  agent  respon- 
sible for  the  building,  and  learned  that 
another  floor  in  the  building  had  just 
been  let  to  a  company  that  was  also  a 
Mercurv  customer.  Together  we 
cleared  the  £15,000  billing  hurdle.  I 
called  Mercury  to  make  sure  they'd 
wire  up  our  new  office.  "We'll  get 
back  to  you  by  the  end  of  the  week," 
the  Mercury  man  promised. 

One  week  passed.  Then  a  second. 


And  a  third. 

Finally,  a  Mercury  woman  returnee 
my  calls.  "Sorry,"  she  chirped.  "W< 
have  a  little  backlog.  We'll  need  8(] 
days  for  this  job." 

Time  to  try  another  telephone 
company.  First  stop  was  British  Tele- 
com, which  already  had  phone  line? 
into  the  new  building.  After  three 
days  of  calling  different  parts  of  the  Bl 
bureaucracy,  I  was  told  it  would  cost 
$100  per  line  to  connect  each  of  the 
seven  lines  our  office  would  need 
Worse,  BT  has  an  antiquated  billing 
system:  Not  all  calls  are  itemized,  and 
calls  are  charged  not  by  the  second, 
but  by  the  unit;  only  British  Telecom 
knows  how  many  seconds  are  in 
each  unit. 

Next  I  called  the  Bell  operating 
companies.  Highly  efficient  by  British 
standards,  the  Bells  are  already  sign- 
ing up  telephone  customers  as  fast  as 
they  can  lay  cable — 300,000  have 
signed  up  so  far,  and  projections  show 
that  number  rising  to  5  million  by  the 
end  of  the  decade. 

I  soon  discovered,  however,  that 
the  Bells  have  been  frozen  out  of  the 
central  London  market.  They  were 
originally  licensed  to  provide  only 
cable  television  service;  later  they 
were  allowed  to  offer  telephone  ser- 
vice, but  only  in  their  CATV  franchise 
areas.  But  the  only  company  with  a 
CATV  franchise  for  central  London 
is — you  guessed  it — British  Telecom. 
Not  surprisingly,  BT  has  chosen  not  to 
compete  with  itself  by  offering  phone 
service  to  its  cable  subscribers. 

There  was  one  hope  left:  AT&T.  Last 
month  it  received  a  license  in  Britain 
to  own  and  operate  its  own  nation- 
wide network. 

Unfortunately  AT&T  is  a  year  away 
from  launching  its  service  in  Britain. 
Why  the  delay?  Over  the  course  of  the 
last  year  AT&T  held  secret  detailed 
negotiations  to  take  control  of  Mer- 
cury by  buying  its  parent,  Cable  & 
Wireless  Pic.  During  the  talks  AT&T 
held  back  on  plans  for  launching  its 
own  service. 

Two  months  ago  AT&T  abandoned 
the  takeover  talks.  "After  having  a 
good  look  at  Mercury'  and  its  service," 
a  senior  AT&T  executive  tells  me,  "we 
decided  we  could  make  a  lot  more 
money  competing  against  them  than 
owning  them." 

I  could  have  told  them  that.  SB 
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he  trouble  with  dreczTrts 

is  that  they're  just  synaptic 

meanderings- 


mind  fiction 

so  that  one  minute 

everything  is 
and  this  thing  you've  been  chasing 

is  so  CLOSE 

you  can  almost 
inhale  it, 

and  the  next, 


It's  gone, 


and  you're  back  in  reality 

because  no  matter 

how  wonderful  a  dream  is,  it's 


f 


Introducing  the  32-valve,  250-hp,  V8, 100,000-miles-without-a-tune-up,  magnetic  speed  variable  assist  steerj 
i  Aurora,  by  Oldsmobile.  If  you  still  need  more  information,  call  1-800-718-7778  for  the  Aurora  ret 


range  traction  control,  memory-controlled  driver's  seat  and  outside  mirrors,  take-the-road-in-both- 
lest  you.  And  see  what  happens  when  you  Demand  Better.     /\  n  America  n  /  >  re  a  m 


Richard  Bernstein  made  a  killing 

in  Western  Publishing,  but  the  company 

and  its  public  shareholders  got  slaughtered, 

Sorry  about 
that,  folks 


By  Gary  Samuels 

ONCE  upon  a  time  there  was  a 
wealthy  real  estate  entrepreneur  from 
New  York  City  named  Richard  Bern- 
stein. He  owned  some  nice  proper- 
ties— among  them  the  former  News- 
week Building  on  Madison  Avenue 
and  the  old  Columbia  Pictures  Build- 
ing on  Fifth  Avenue.  But  Richard 
Bernstein  wanted  to  be  more  than  just 
a  landlord. 

In  1984,  with  help  from  Goldman, 
Sachs  &  Co.,  he  bought  Western 
Publishing  Co.  from  Mattel  Inc. 
Based  in  Racine,  Wis.,  Western  is  the 
country's  largest  publisher  of  chil- 
dren's books;  its  bestsellers,  under  the 
Golden  Book  imprint,  include  The 
Poky  Little  Puppy,  Pat  the  Bunny  and 
Richard  Scarry's  Best  Word  Book  Ever. 

Bernstein  knew  a  good  thing  when 
he  saw  it.  Western  had  very  little  debt 
and  around  S29  million  in  cash.  The 
total  price  was  $115  million,  but  this 
deal  allowed  Bernstein,  Western  man- 
agers and  a  few  friends  to  buy  the 
company  for  just  $10  million  of  their 
own  money — half  of  it  Bernstein's. 
The  rest  of  the  price  was  paid  with 
Western's  own  cash  and  with  a  bor- 
rowed $76  million. 

There  was  yet  more  gold  in  Golden 
Books.  By  1986,  with  a  hot  market  for 
new  equities,  Bernstein  took  Western 
Publishing  Group,  Inc.  public,  raising 
$80  million  for  the  company. 

In  addition,  Bernstein  personally 
sold  3  million  of  his  8  million  shares 
for  $60  million.  This  left  him  with 
around  25%  of  the  company,  a  stake 
then  valued  at  about  $100  million, 
plus  his  cash  profit  of  $60  million.  All 
this  on  an  initial  investment  of  $5 
million.  Dozens  of  other  inside  stock- 
holders— investors  and  employees— 


likewise  sold  3  million  shares  collec- 
tively and  wound  up  with  25%  of  the 
company.. 

In  1987  Western  came  out  with  a 
blockbuster  game  called  Pictionary; 
earnings  hit  a  record  $30  million  on 


revenues  of  $550  million  in  fiscal 
1989.  Western's  stock  market  value 
climbed  to  $470  million. 

Bernstein  got  cocky.  To  sell  more 
books  he  hired  an  army  of  800  mer- 
chandisers and  supervisors  in  an  effort 
to  get  more  shelf  space  for  Western 
in  every  kind  of  store  imaginable— 
not  just  toy  and  book  stores  but  dis- 
counters, supermarkets  and  drug 
chains.  The  merchandising  force 
added  around  $20  million  to  Wes- 
tern's costs. 

Toys  "R"  Us  Chairman  Charles 
Lazarus  agreed  to  test  a  concept 
whereby  Western  would  run  book- 
stores inside  Toys  "R"  Us  stores. 
Bernstein  spent  another  $10  million 
to  build  warehouses  and  install  com- 
puter systems  to  track  inventory  for 
the  eventual  rollout  to  hundreds  of 
Toys  "R"  Us  stores. 

Alas,  after  testing  the  bookstore 


fYSIIStum* 

Richard  Bernstein  of  Western  Publishing  Group 

"I  am  the  source  of  profit  prevention  at  Western." 
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THE  NYMEX-COMEX  MERGER. 


Energy  met  metal  on  August  3rd.  The  reaction  was 
earth-shaking  for  the  futures  industry.  Two  powerful 
forces  —  NYMEX  and  COMEX  —  combined  to  form  the 
largest  physical  commodity  futures  and  options  exchange 
in  the  world. 

With  the  NYMEX-COMEX  merger,  you  have,  at  one 
exchange,  the  most  effective  risk  management  and  invest- 
ment tools  in  the  world  today  —  futures  and  options 
contracts  in  crude  oil,  heating  oil,  gasoline,  natural  gas, 
gold,  silver,  copper,  and  platinum  group  metals.  With 
NYMEX  ACCESSSM  —  our  global  after-hours  electronic 
trading  system  —  you  have  virtual  24-hour  liquidity, 
24-hour  opportunity. 

In  a  global  community  that's  shrinking  every  day, 
it's  becoming  more  of  a  challenge  to  claim  your  corner 
of  it.  That's  why  you  need  the  security  and  strength  of  the 
New  York  Mercantile  Exchange.  We're  bigger 
and  more  powerful  than  ever  before. 


ft 


New  York 
Mercantile  Exchange 

NTMEX/COMEX.  Two  divisions,  one  marketplace 


How  a  religious  order  helps  bring  capitalism 
to  Colombia's  working  poor. 

Jesuit 

moneylenders 


\  P*e9flKI      -  -  —  — —  

Western  Publishing 

11    i  a-store  notion,  Lazarus  decid- 
Id  sell  books  without  Bern 
n's  help.  Stuck  with  empty  ware- 
ouses   and    underused  computer 
systems,  Bernstein  is  now  trying  to  sell 
the  concept  to  Wal-Mart,  Caldor  and 
Fred  Meyer. 

According  to  former  Western  exec- 
utives, sometime  around  1992  Bern- 
stein began  telling  his  managers  to 
make  sure  no  retailer  ever  lost  a  sale 
because  Western  books  were  out  of 
stock — "delighting  the  customer,1'' 
Bernstein  called  this  policy. 

It  was  a  disaster.  Western's  big 
printing  operations  in  Racine  were 
soon  spewing  out  excess  inventories. 
Western,  which  like  all  publishers 
must  take  back  retailers'  unsold  stock, 
is  still  trying  to  unload  huge  quanti- 
ties of  books,  especially  those  licensed 
from  owners  of  formerly  hot  charac- 
ters, like  Batman,  for  as  little  as  5  cents 
on  the  retail  dollar. 

Western  financed  all  these  moves 
with  debt,  which  now  mounted  to 
$250  million.  For  fiscal  1994,  ended 
last  Jan.  29,  Western  lost  $55  million 
($2.70  a  share)  on  sales  of  $617  mil- 
lion. Last  September  Moody's  Inves- 
tors Service  downgraded  Western's 
bonds  to  junk  grade.  Since  January 
Western's  stock  has  fallen  by  50%,  to  a 
recent  lOVi.  Funds  managed  by 
Mario  Gabelli  own  18%  of  Western 
and  are  said  to  be  down  about  $30 
million  on  their  investment.  Gabelli 
declines  to  discuss  the  matter. 

Late  last  year  Bernstein  put  West- 
ern on  the  block,  with  no  takers.  So  he 
has  been  liquidating  piecemeal,  sell- 
ing Western's  puzzles  and  games 
business — the  one  that  spawned  Dic- 
tionary— to  Hasbro  for  $100  million. 
The  deal  is  expected  to  close  this  year. 
The  proceeds  will  be  used  to  pay 
down  debt. 

Is  Bernstein  alarmed?  No.  Why 
should  he  be?  He  has  already  made  a 
huge  profit.  So  in  Western's  annual 
report  for  1992,  he  wrote  in  breezy 
fashion:  "What  are  we  doing  wrong 
or  what  should  we  be  doing  to  really 
grow  our  profits?  .  .  .  Undoubtedly  I 
am  the  source  of  profit  prevention  at 
Western.  You  are  entitled  to  know 
why  this  is  and  what  we  will  do  in  the 
future  short  of  getting  rid  of  me 
(which  is  always  a  possibility)-" 

Not  a  bad  idea.  But  who  will  make 
public  shareholders  whole?  m 


By  Joel  Millman 

In  Ciudad  Bolivar,  a  neighborhood 
more  than  an  hour's  bus  ride  from  the 
center  of  Bogota,  a  storefront  bank  is 
doing  a  brisk  business.  Caja  Social  de 
Ahorros — loosely,  Social  Savings  & 
Loans — opened  in  1991.  Today  over 
10,000  local  shopkeepers,  street  ped- 
dlers and  housewives  have  accounts. 

Caja  Social  is  the  only  bank  servic- 
ing a  slum  of  at  least  1  million  people. 
Many  of  Caja  Social's  126  branches 
are  in  such  areas.  "Before,  I  had  to 
ride  a  bus  into  the  [city]  center  to  get 
money,"  says  Hernando  Orozco,  a 
loyal  customer  who  employs  27  peo- 
ple in  his  tailor  shop  in  Ciudad  Boli- 
var. "Now  I  come  almost  every  day." 

Who  brought  banking  to  the  work 


ing  poor  of  Bogota?  Not  the  estab- 
lished banks,  which,  quite  naturally, 
prefer  to  do  business  in  more  affluent 
areas.  Caja  Social  is,  in  essence,  a 
religious  bank.  It  traces  its  roots  to  a 
Jesuit  priest  and  today  functions  as  an 
autonomous  organization  whose 
board  of  directors  is  appointed  by 
Jesuits.  In  addition  to  its  banks  in; 
Ciudad  Bolivar  and  other  poor  areas, 
Caja  Social's  parent  organization,  the 
Fundacion  Social,  owns  a  savings  and 
loan,  an  insurance  company,  a  con- 
struction company  and  a  private  pen- 
sion fund.  Fundacion  Social's  con- 
solidated assets:  $1.3  billion. 

Although  controlled  by  the  Jesuits, 
Fundacion  Social's  financial  services 


Busy  tellers  at  a  Bogota  branch  of  Caja  Social  de  Ahorros 

The  customers  accept  negative  real  interest  to  protect  their  cash  from  theft. 
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Why  A  Stagnant  Economy 
Is  Good  For  Business. 


Oh,  to  be  young  and  brilliant  in  the  worst  days  of  the  Great  Depression.  In  1930,  Michael  Cullen  went 
to  his  employer,  the  Kroger  Grocery  Company,  with  an  idea.  He  envisioned  a  new  kind  of  grocery  store,  vast 
and  w  ith  no  frills.  Run  according  to  Ins  Iih.hk  i  il  strategy,  ^^^^B  it  would  create  great  public  excitement 
—  and  huge  profits.  In  short,  Cullen  would  ^^ggjfp&'l  V  price  300  items  at  cost.  Vnothei  ^00  bareh, 

above  cost.  And  the  remaining  600  wj  Wf^^^^^^k%    or  so  at  a  \cr\  hcalthv  margin.  ()1 

course,  he'd 

he  believed  pcoph  would   break  n,\   ^\S.m^^^^^^^^^^^^^'',:',l':''     '"  in."  When  Kroger 

declined,  Cullen  decided  to  lead  the  revolution  himself.  Within  fi\e  years  he  owned 

15  King  Kullen  Supermarkets.  He  put  many  smaller  specialty  stores  out  of  business.  And  he  put  the  national 
grocery  chains,  including  his  former  employer,  on  notice:  Fight  me  or  join  me. 

Capitalism  has  never  been  for  cowards.  Hard  times  —  call  them  depressions,  recessions,  downturns, 
or  anything  else  you  like  —  serve  us  well.  They  create  winners  and  losers  at  an  astonishing  clip.  And  they 
remind  us  never  to  take  that  next  dollar  for  granted. 

Of  course,  the  recent  recession  brought  its  own  changes.  The  move  to  intermodal  transportation  was 
among  the  most  dramatic.  Intermodal  grew  by  14%  as  the  economy  shrank  around  it,  and  we  expect  records 
will  continue  to  shatter.  We're  the  only  transportation  company  in  the  country  with  truck,  rail,  and  terminal 
operations  stretching  across  all  of  North  America.  With  the  efficiency  this  system  creates,  companies  are 
improving  margins.  Protecting  themselves  from  escalating  fuel  costs  and  driver  shortages.  And  competing 
with  new  enthusiasm. 

What  have  the  last  few  years  done  to  your  business?  Have  they  made  you  long  for  the  good  old  days? 
Or  made  you  more  ferocious?  If  you'd  like  to  speak  with  us,  we  encourage  you  to  call  1-800-279-6779.  Like 
Mr.  Cullen,  we  don't  know  why  you  wouldn't  break  our  door  down  this  minute.  Or  at  least  go  for  the  phone. 


01994  CSX  Intermodal.  Part  of  (he  CSX  Klol>.<l  iranspurution  network. 


n  American  banking 

;anics    function  like 
of  her   in  Colombia, 

mpeting  in  the  market- 
place and  paying  most  reg- 
ular taxes.  Caja  Social  and 
Colmena,  the  savings  and 
loan,  also  manage  portfo- 
lios of  stocks  and  bonds. 
The  two  banks  have  even 
issued  some  100,000  Mas- 
terCards and  Visa  cards. 
Last  year  the  Fundacion 
earned  an  impressive  $38 
million  on  consolidated 
revenues  of  $344  million.  It 
allocated  more  than  $3  mil- 
lion of  these  earnings  to 
charity,  and  plowed  the  rest  ■Mm 
back  into  its  growing  finan- 
cial businesses. 

"The  Fundacion  acts  like  any  pri- 
vate shareholder,1'  says  Enrique  An- 
drade,  a  layman  who  has  worked  for 
the  Fundacion  since  1986.  "We  rein- 
vest profits,  and  we  never  sacrifice 
business  for  charity.  We  want  to  stick 
for  the  long  term." 

Fundacion  Social  traces  back  to 
1911,  when  Jose  Maria  Campoamor, 
a  Jesuit  priest,  arrived  from  Spain  and 
founded  the  Circulo  de  Obreros,  a 
workers'  club,  in  Bogota.  The  Jesuits 
had  been  expelled  from  Colombia 
twice  since  the  1500s,  but  Padre 
Campoamor  came  to  stay.  In  running 
church  programs  for  local  shoemak- 
ers, bricklayers  and  carpenters,  he 
learned  that  their  greatest  need  was 
cheap  housing.  That  led  him  to  start  a 


Fundacion  Social  general  manager  Alvaro  Davila 
Established  banks  prefer  business  in  more  affluent  areas. 


savings  bank,  owned  by  the  Circulo 
de  Obreros,  which  later  evolved  into 
the  diversified  financial  holdings  that 
today  make  up  Fundacion  Social. 

Caja  Social's  prevailing  interest 
rate,  19%  on  passbook  accounts,  does 
not  keep  up  with  Colombia's  22%-a- 
year  inflation.  But  Caja  Social  does 
give  more  important  protection — 
keeping  its  poor  clients'  money  safe  in 
a  crime-ridden  area.  It  is  even  open  on 
Sundays.  The  extra  personnel,  plus 
the  cost  of  handling  tons  of  coinage 
each  week,  raises  expenses  for  the 
Jesuits. 

But  Caja  Social  is  no  charity.  For 
the  past  two  years  the  trade  magazine 
America  Economia  has  ranked  it  as 
Latin  America's  most  profitable  bank, 
with  a  return  on  assets  of  8%.  Salomon 


Brothers,  which  recently 
published  an  exhaustive  re 
port  on  the  Colombian 
banking  system,  ranked 
Caja  Social  first  in  return  on 
equity — a  way-ahead -of- 
inflation  143%  in  1993. 

The  high  return  can  part- 
ly be  explained  by  the  fact 
that  Caja  Social  is  thinly 
capitalized.  And  even 
though  the  interest  rate  it 
pays  depositors  trails  Co- 
lombia's inflation,  the  de- 
posit base  now  exceeds 
$280  million.  Some  3,000 
customers  visit  Caja  So- 
cial's Ciudad  Bolivar 
branch  every  day,  making 
deposits  and  withdrawals  of  as  little  as 
$5  at  a  time.  In  this  high-crime  area, 
people  don't  like  to  carry  much  cash 
on  them,  or  leave  it  at  their  homes. 

Today,  with  almost  a  million  de- 
positors, Caja  Social's  average  savings 
account  is  just  over  $200;  three-quar- 
ters of  loans  are  under  $3,000,  yet  the 
default  rate  is  almost  nonexistent.  "If 
they  don't  borrow  from  us,  they  have 
to  go  to  the  loan  sharks,"  says  Enri- 
que Andrade.  "They'll  do  almost  any- 
thing to  repay  on  time." 

Alvaro  Davila,  general  manager  of 
Fundacion  Social,  uses  wit  to  describe 
the  Fundacion's  curious  mixture  of 
business  and  charity  when  he  tells 
Forbes:  "Some  companies  start 
foundations.  We're  a  foundation  that 
started  a  bunch  of  companies."  HE 


Meanwhile, 
in  Mexico . . . 


Commercially  clever  as 
they  are,  the  Jesuits  who 
run  Colombia's  Funda- 
cion Social  have  nothing  on 
their  brothers  in  Mexico. 
Since  1 986  the  Mexican  or- 
der's Foro  de  Apoyo  Mu- 
tuo  Mexico  has  been  tap- 
ping the  world's  second- 
ary debt  markets  to  raise 
cash  for  its  many  projects. 

After  Mexico  City  was 
shattered  by  an  earthquake 
in  1985,  Father  Enrique 
Gonzalez  Torres,  a  Jesuit 
trained  at  Stanford  LTni- 
versity,  came  up  with  a 
scheme  to  leverage  cash 
donations  flooding  in  from 


Catholic  charities  over- 
seas. Father  Gonzalez,  then 
46,  arranged  a  triangular 
swap  plan.  He  used  $200 
million  in  dollar  dona- 
tions from  abroad  to  buy 
Mexican  sovereign  debt 
securities  in  Europe  at  a  dis- 
count— about  45  cents 
on  the  dollar.  He  then  sold 
those  securities  back  to 
the  Mexican  government, 
now  marked  up  to  60%  to 
80%  of  par,  but  in  pesos.  By 
1990  Father  Gonzalez 
had  earned  some  $80  mil- 
lion on  his  original  $200 
million  stake. 

With  the  improving 


Mexican  economy,  the 
spreads  on  sovereign  debt 
have  shrunk  considerably. 
Father  Gonzalez  still 
plays  the  secondary  mar- 
kets, but  now  in  much 
smaller  bites.  In  March 
Foro  de  Apoyo  did  a  $  1 0 
million  deal,  buying  debt  at 
80  cents  on  the  dollar  and 
putting  it  to  the  govern- 
ment at  90  cents. 

Says  Dr.  Enrique  Brito, 
assistant  to  Father  Gonza- 
lez: "Magazines  like 
Forbes  tell  the  world  how 
rich  Mexico  is.  We  don't 
get  as  many  donations  as 
before."  -J.M.  HI 
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Advertisement 

The  business  of  small 
steps  and  giant  leaps. 


The  Apollo  11  moon  landing,  whose  25th 
anniversary  we  marked  this  year,  was  one  of 
America's  finest  hours.  That  breathtaking  voy- 
age perfectly  embodied  the  American  spirit: 
the  drive  to  be  first,  coupled  with  the  urge  to 
bring  something  new  into  the  world. 

Today,  American  companies  are  striving 
to  recapture  that  classic  blend  of  competitive- 
ness and  innovation.  The  liberation  of  market 
economies  worldwide  and  the  easing  of  trade 
barriers  are  creating  a  high-intensity  global 
marketplace,  where  a  competitive  edge  can 
vanish  in  a  twinkling. 

That's  why  smart  companies  are  examining 
every  aspect  of  their  organization,  to  step  up 
quality  and  seize  leadership  in  their  industry. 
Increasingly,  when  they  look  at  transportation 
they're  finding  that  intermodal,  with  its  reliable 
mix  of  rail  and  motor  carrier  services,  is  a  superior 
alternative  for  speeding  their  products  to  market. 

How  does  intermodal  help  companies  become 
more  competitive?  Many  American  companies 
have  revitalized  their  business  through  down- 
sizing. This  process  often  creates  a  myriad  of 
transportation  challenges.  For  example,  when 
Procter  &  Gamble  consolidated  facilities  and 
streamlined  operations,  they  faced  the  need  to 
move  products  longer  distances  between  plant, 
distributor,  and  customer. 

Intermodal  transport  provides  the  solution 
through  a  multifaceted  logistics  program  that 
allows  P&G  to  cover  those  distances  without 
missing  a  beat. 


Companies  today  often  have  to  go  the  extra 
mile  to  meet  specific  customer  needs.  Toshiba 
American  Consumer  Products,  which  supplies 
color  TVs  to  retailers  nationwide,  needed  to 
respond  to  their  customers'  requests  for  delivery 
the  last  week  of  each  month — the  peak  period 
for  TV  sales.  Intermodal's  ability  to  smoothly 
coordinate  schedules,  combined  with  pre- 
dictable service,  enabled  Toshiba  to  meet  the 
critical  goal  of  just-in-time  delivery.  The  result: 
stronger  sales  in  the  showrooms  stepped  up 
business  for  Toshiba. 

In  an  economy  emerging  from  recession, 
pricing  becomes  a  compelling  factor.  Today's 
companies  are  challenged  to  hold  the  line  on 
prices,  without  sacrificing  quality.  Intermodal 
is  helping  Georgia  Pacific's  Building  Products 
Division  design  customized  loading  techniques 
that  will  cut  time  and  reduce  costs  for  large 
home  centers  nationwide.  This  creative  use  of 
intermodal  is  helping  Georgia  Pacific  maintain 
competitive  pricing  on  their  lumber  products, 
while  significantly  enhancing  service. 

Stronger  customer  relationships.  New 
market  opportunities.  Innovative  strategies. 
Progressive  companies  like  Procter  &  Gamble, 
Toshiba,  and  Georgia  Pacific  have  discov- 
ered that  intermodal's  efficiencies  and  mix 
of  services  give  them  a  decided  edge.  For 
companies  reaching  for  the  moon,  one  small 
step  toward  intermodal  can     ^m^h  w 
become  one  giant  leap  toward  t 
business  success.  INTERMODAL 


le  of  Hollywood's  most  troubled  studios,  Orion, 
Is  out  of  Chapter  11.  But  under  terms 
that  make  operation  almost  impossible. 

King  Leonard 
the  Last? 


By  Lisa  Gubernick  and  Maria  Matzer 


Orion  Pictures  chief  Leonard  White 
"I'm  not  in  the  Hollywood  mode." 


Inthf.  1991  hi  i  ,\i  Kins  Ralph,  come- 
dian John  Goodman  played  a  good 
natured  Las  Vegas  lounge  singer  with 
fuzzy  genealogical  ties  to  the  throne 
of  England,  who,  through  a  predict- 
able series  of  disasters,  ends  up  on 
the  throne. 

Gut  to  reality.  The  year:  1987. 
Leonard  White,  a  burly,  good-na- 
tured 47-year-old  video  executive,  ar- 
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rives  at  Orion  Pictures  as  president  of 
the  film  distributor's  $26  million  (reve- 
nues) home  video  operation.  There 
follows  an  improbable  series  of  disas- 
ters— White's  boss  dies  of  cancer,  the 
studio  slips  into  Chapter  1 1 ,  Orion's 
president  leaves  for  a  better  job. 

So  it  was  that  in  February  1992 
White,  almost  by  default,  became 
head  of  the  entire  $491  million  ( 1992 


revenues)  operation. 

White's  throne,  however,  is  not 
very  comfortable.  During  the  last  four 
years  Orion  has  lost  $250  million. 
Although  its  library  does  include  a  fevvj 
big  hits  (Silence  of  the  Lambs,  Dances\ 
With  Wolves,  RoboCop),  most  of  the 
pictures  created  during  the  compa- 
ny's 12  years  in  business  have  been 
mediocre  performers.  The  man  be- 
hind the  throne,  billionaire  John 
Kluge,  who  has  poured  $200  million 
into  the  business  and  has  absolute- 
control,  is  doubtless  unhappy. 

Orion  released  just  four  films  in  the 
last  fiscal  year  (ended  Feb.  28).  They 
included  RoboCop  3  and  the  film  ver- 
sion of  the  situation  comedy  Car  54, 
Where  Air  Ton?  None  of  the  four 
grossed  over  $10  million.  In  all,  the 
company's  movie  business  lost  $67 
million  last  year. 

The  only  new  picture  (financed  by 
KJuge's  Metromedia  with  Orion)  was 
deemed  unusable  for  theatrical  re- 
lease: Dead  On  went  straight  to  vide®. 
The  best  Orion  could  muster  for  the 
Cannes  Film  Festival  this  year  was  a 
U.S.  distribution  deal  for  Bullet,  a 
new  film  starring  Mickey  Rourke,  an 
actor  whose  most  notable  attribute  is 
his  lack  of  appeal  in  the  U.S.,  and 
Nostradamus,  an  unlikely  biography 


RoboCop  3 

Another  lackluster  performer. 


of  the  16th-century  prognosticator. 

In  fairness,  under  the  bankruptcy 
plan  Orion  had  been  drained  of  capi- 
tal by  creditors.  White  is  hamstrung  in 
dealing  with  this  mess  under  the 
terms  of  the  reorganization.  Orion  is 
essentially  precluded  from  holding  a 
majority  stake  in  a  production  compa- 
ny, and  without  production  financing 
there  will  be  no  product  to  sell.  For 
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SAKS 
FIFTH  AVENUE 


Some  Hollywood  studios  have  made  money  all  the  way 
to  bankruptcy.  Proposed  new  accounting  rules  would 
make  that  feat  harder— but  not  impossible. 

Reel  numbers 


the  last  year,  White  has  been  promis- 
ing that  a  joint  production  deal  was 
imminent. 

At  last  month's  annual  meeting 
White  announced  Orion  would  be 
the  U.S.  distributor  for  films  financed 
by  CineFin,  a  newly  formed  French 
company.  CineFin,  though,  has  yet  to 
set  up  its  first  film. 

So  what  can  White  do?  Finding  a 
buyer  for  the  company  will  be  all  but 
impossible  with  so  little  product  in 
the  pipeline  and  a  good  many  of  the 
rights  to  the  film  library  already  sold 
to  raise  cash. 

Leonard  White  came  to  Holly- 
wood from  a  non- Hollywood  back- 
ground. He  spent  four  years  at  Fox 
Video  and  another  seven  as  a  sales 
executive  in  the  appliance  manufac- 
turing business.  But  since  becoming  a 
small-scale  movie  mogul,  White  has 
picked  up  a  lot  of  local  habits.  Exces- 
sive optimism,  for  one.  "I  am  very 
confident  about  the  future  of  this 
company,"  he  insists.  "I  think  Orion 
will  come  to  be  known  as  one  of  the 
best  overall  distribution  operations  in 
America.11 

White  likes  to  say:  "I'm  not  in  the 
Hollywood  mode."  To  prove  it  he 
points  out  that  he  recently  sold  the 
company  Mercedes.  He  replaced  it 
with  a  new  Jaguar. 

The  real  question  is,  why  does  John 
Kluge  want  to  keep  this  man  on  the 
throne?  MB 


By  Riva  Atlas 

Hollywood  may  not  want  to  clean 
up  its  movies  and  TV  programs,  but 
some  studio  bosses  do  want  to  sani- 
tize their  industry's  financial  state- 
ments. Representatives  of  the  major 
studios  began  getting  together  two 
years  ago  under  the  auspices  of  the 
California  Society  of  CPAs.  Last 
month  they  proposed  changes  to  the 
rules  governing  how  entertainment 
companies  keep  their  books.  The  pro- 
posals are  expected  to  be  forwarded 
this  month  to  the  Financial  Account- 
ing Standards  Board. 

The  rules  badly  need  reforming.  In 
the  mid-1980s,  for  example,  schlock 
moviemaker  Cannon  Group  so 
abused  the  rules  (Forbes,  Sept.  8, 
1986)  that  in  1987  the  Securities  & 
Exchange  Commission  sought  a  per- 
manent injunction  to  restrict  it  from 
overestimating  anticipated  revenues. 
Cannon's  stock  dropped  from  over 
40  in  1986  to  nearly  3,  and  the  com- 
pany ultimately  became  a  part  of  trou- 
bled mgm.  More  recently  Orion  Pic- 
tures has  bent  the  rules  to  make  its 
finances  seem  more  solid  than  they 
really  were.  "Investors  have  a  very 
negative  perception  of  Hollywood," 
says  Shadi  Sanbar,  a  partner  with  Ar- 
thur Andersen  in  Los  Angeles. 

The  main  rules-change  the  Holly- 
wood group  is  now  advocating  in- 
volves limiting  the  number  of  years 
over  which  studios  can  amortize  the 
costs  of  making  movies.  This  is  a 
sensitive  area  for  the  studios;  these 
numbers  can  be  enormous.  Most  of  a 
movie  company's  expenses  involve 
the  costs  of  making  films — Time 
Warner,  for  example,  carried  $1.7 
billion  in  unamortized  film  costs  on 
its  balance  sheet  last  year.  At  Walt 
Disney  the  figure  is  about  $560  mil- 
lion; at  Paramount,  $332  million. 

There's  ample  scope  for  abuse  here. 
When  a  film  is  made,  the  cost  is 


capitalized  and  then  amortized  over  a 
period  of  time.  But  how  much  of  the 
film's  cost  should  be  written  off,  and 
when?  If  the  amortization  period  is 
unrealistically  long,  the  company 
overstates  its  earnings — one  of  Can- 
non Group's  favorite  tricks. 

To  determine  the  appropriate  am- 
ortization charges,  current  movie  ac- 
counting rules  tell  studios  to  divide  a 
film's  current  revenues  by  the  reve- 
nues expected  in  future  years,  and  to 
apply  that  fraction  to  the  cost  of  the 
film.  Example:  Suppose  a  movie  costs 
$10  million  to  make,  and  the  produc- 
er thinks  it  will  ultimately  bring  in  $20 
million  in  revenue.  The  first  year  it 
makes  $5  million,  or  25%  of  its  poten- 
tial. In  the  first  year  he  writes  off  25% 
of  the  cost,  or  $2.5  million,  leaving 
$7.5  million  in  unamortized  cost. 
This  process  is  repeated  until  the 
film's  cost  has  been  fully  amortized. 

The  key  point:  Determining  the 
denominator  of  the  amortization 
fraction  is  entirely  up  to  management. 
(If  the  outside  accountants  disagree, 
they  can  resign.) 

Say  a  studio  boss  spends  $100  mil- 
lion to  make  Gone  With  the  Winos.  If 
he  predicts  it  will  earn  $500  million 
over  30  years,  who's  to  say  he's 
wrong?  But  when  the  first  year's  reve- 
nues come  in  at  a  mere  $10  million, 
management  charges  only  one-fifti- 
eth— $2  million — of  the  bomb's  cost 
against  earnings.  The  other  $98  mil- 
lion remains  as  an  asset  on  the  balance 
sheet,  to  be  dealt  with  later. 

There's  a  related  problem.  When 
estimating  a  film's  earning  potential, 
management  can  include  in  the  pro- 
jections the  film's  earnings  in  ancillary 
markets — TV,  cable,  videocassette, 
pay-per-view,  CD-ROM,  plus  licensing 
revenues  from  products  tied  to  the 
film.  These  are  important  revenue 
sources.  A  decade  ago  most  of  a  mov- 
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NO  ONE 

FLIES 

ALONE. 


Boeing  invests  billions  in 
research  and  development. 
About  $6.5  billion  in  the 
last  5  years  alone.  What  dis- 
tinguishes our  approach  to 
technology  is  this  deceptively 
simple,  thoroughly  human 
question: "Who  needs  it?"  Tech- 
nology becomes  product  when 
the  answer  is:  "Our  Customer.'- 


Warner  Bros.'  Wyatt  Earp 

As  it  should  be:  a  disappointing  premiere,  a  quick  writedown  of  the  movie's  capitalized  costs. 


ie's  sales  came  from  distribution  to 
U.S.  movie  theaters.  Today  domestic 
box  office  accounts  for  just  21%  of 
revenues;  video  and  premium  cable 
channels,  40%;  foreign  and  product 
sales,  the  other  39%,  says  David  Davis, 
an  analyst  with  Paul  Kagan  Associates. 

Estimating  these  ancillary  revenues 
is  especially  dicey.  Did  Disney  have 
any  idea  how  many  licensed  dolls,  T 
shirts,  lunch  boxes  and  the  like  The 
Little  MeYmaid  and  Aladdin  would 
move?  NO,  yet  the  studio  had  to  make 
a  guess  and  incorporate  that  guess 
into  the  amortization  fraction. 

In  accounting  matters  Disney  con- 
servatively estimates  its  films'  future 
revenues,  meaning  the  profits  Disney 
is  currently  showing  on  its  megahit 
films  could  be  way  too  low. 

Time  Warner,  too,  is  conservative. 
Warner  Bros,  decided  to  write  down  a 
significant  amount  of  its  $40  million 
investment  in  Wyatt  Earp,  the  west- 
ern starring  Kevin  Costner  that 
bombed  last  month,  in  this  year's 
second  quarter  after  just  one  week- 
end's box  office  receipts  were  in.  But 
there  was  a  silver  lining:  Other  Warner 
films  made  money  that  quarter,  in- 
cluding Maverick  and  the  interna- 
tional release  of  The  Bodyguard  on 
video.  "These  helped  offset  the  losses 


from  Wyatt  Earp"  says  Christopher 
Dixon,  an  entertainment  analyst  at 
PaineWebber. 

The  California  reform  group's  pro- 
posed changes  would  remove  some  of 
studio  managements'  accounting 
prerogatives  by  requiring  studios  to 
amortize  100%  of  a  film's  costs  within 
ten  years.  But  a  ten-year  limit  still 
leaves  plenty  of  room  for  an  aggressive 
studio  to  delay  writing  oft'  unprofit- 
able pictures.  Virtually  all  of  a  film's 
revenues  are  realized  within  five  years. 

So  the  reformers  are  recommend- 
ing studios  be  made  to  disclose  the 
percentage  of  their  unamortized  film 
costs  that's  over  three  years  old  on 


Arthur  Andersen's  Shadi  Sanbar 
Fixing  Hollywood's  image. 


their  filings  with  the  Securities  & 
Exchange  Commission.  This  require- 
ment would  follow  current  practices 
by  Walt  Disney,  Paramount  and 
Warner.  Last  year  all  three  told  share- 
holders they  expected  to  amortize  at 
least  84%  of  their  film  inventory  over 
the  next  three  years. 

What  about  the  difficult  area  of 
projecting  a  film's  earnings  in  ancil- 
lary markets?  The  California  commit- 
tee proposes  that  producers  be  barred 
from  including  in  their  estimates  sales 
to  markets  where  they  have  no  prior 
experience.  That  means,  for  example, 
Disney  can't  include  projected  reve- 
nues from  its  Broadway  production  of 
Beauty  and  the  Beast  when  it  amor- 
tizes production  costs  of  the  movie  on 
which  it  was  based.  But  Disney  can 
include  projections  for  sales  of Beauty 
and  the  Beast  dolls,  games,  T  shirts 
and  other  licensed  products:  Licens- 
ing is  a  business  Disney  understands. 

The  new  rules  are  sensible,  but 
don't-  think  that  they  alone  will  save 
you  from  another  Cannon  Group. 

"Investing  in  movies  has  always 
been  speculative,"  says  Harold  Vogel, 
Merrill  Lynch's  veteran  entertain- 
ment industry  analyst.  "Unfortunate- 
ly, investors  don't  always  pay  atten- 
tion to  the  numbers."  H 
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FREE  TRADE 


With  the  final  approval  of  the  North  American  Free 
Trade  Agreement  (NAFTA)  last  year  and  the  Mexican 
Congress'  revamped  Foreign  Investment  Law, 
it  appears  that  democracy  and  institutional 
stability  have  arrived  in  Mexico.  The  present 
internationalization  of  the  Mexican  economy  is 
irreversible  -  a  product  of  the  nation's  shift  from  a 
government-run  to  a  free-market  economy.  Mexico's  pri- 
vate businesses  are  flourishing  in  a  viable  economic  environ- 
ment. Strong  legislation  -  offering  foreign  investors  full  pro- 
tection-has incited  a  surge  of  capital  flow  into  the  country. 


ing  the  past  12  years,  the 
steps  taken  in  Mexico  toward 
free  international  trade  have 
withstood  internal  political  pres- 
sures. One  proof  of  the  govern- 
ment's commitment  to  a  free 
economy  is  the  divestiture  of 
909  out  of  1 , 1 1 5  of  its  state- 
owned  firms  in  order  for  private 
investment  (national  and  inter- 
national) to  run  the  companies. 
As  a  reward  for  those  efforts, 
and  for  the  entire  economic 
modernization  process,  Mexico 
has  been  admitted  into  the  25- 
nation  Organization  of 


exico: 
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Economic  Cooperation  and 
Development  (OECD). 

Mexico,  however,  faces  slow 
economic  growth  for  1994. 
Government  economists  fore- 
cast that  GDP  will  advance  only 
1.5%  to  2%  in  1994.  But  lack  of 
immediate  growth,  experts  say,  is 
only  the  result  of  the  belt-tight- 
ening economic  policies 
imposed  by  outgoing  President 


Carlos  Salinas  de  Gortari.  Bring- 
ing down  inflation  from  160%  in 
1987,  President  Salinas'  stern 
economic  measures,  such  as  the 
Pact  for  Stability,  Employment 
and  Productivity,  have  succeed- 
ed in  stabilizing  the  economy. 
Inflation  for  1994  will  remain  in 
the  single-digit  range,  with  fore- 
casters from  the  second-largest 
banking  institution,  Bancomer, 
foreseeing  at  most  an  8%  infla- 
tion rate  for  the  year,  down  one 
percentage  point  from  1993. 

Pablo  Aveleyra,  head  analyst 
for  Mexico's  largest  banking 
institution  Banamex-Accival, 
believes,  "It  is  unreal  to  think 
1   that  Mexico,  after  putting  its 

a 

<§   public  finances  in  order,  reduc- 

s 

|   ing  inflation,  canceling  a  public- 

o 

g   spending  deficit  and  even 
getting  a  surplus,  could  achieve 
relevant  growth." Aveleyra  added 
that  regardless  of  the  growth 
rate,  the  economy  at  mid-year 
was  beginning  to  move  ahead, 
and  sectors  like  auto  parts  and 
construction  could  grow  rapidly 
by  the  year's  end. 


Mexico 
Prepares  for 
Bank  Wars 


The  negotiations  for  NAFTA 
included  the  opening  of  the 
Mexican  market  to  foreign 
banks.  For  the  first  time  in  mod- 
(continued  on  page  6) 


Mexico's  Monument  to  Independence,  located 

on  Mexico  City's  fashionable  Paseo  de  la  Reforma. 


Av.  Roble  300  mezzanine  Torrealta 
C6I.  Valle  del  Campestre 
Garza  Garcia,  N,L  Mexico.  FAX:  (8)  356*7332 
MONTERREY 


Pulsar 

Pulsar  Internacional ,  S.  A.  de  C.V. 


Mazarik  29  25  piso 

Col.  Chapultepec  Morales 

Mexico.  1 1570,  D.F.  FAX:  (5)  227-8259 

MEXICO 
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ASEMEX-BANPAIS: 

Solidly  Positioned 
to  Compete  in  the  World 

The  dynamic  and  competitive  growth  in  Mexico's  banking  industry  is  best  reflected  in  the  unique 
expansion  efforts  of  the  Asemex-Banpais  Financial  Group,  chaired  by  35-year-old  magnate  Angel  Rodriguez  Saez 

The  group  began  in  1990  owning  a  brokerage,  insurance,  leasing  and  factoring  operation  under  the  name 
Mexival.  In  1991,  it  bid  for  and  won  the  divestment  auction  of  Banpais,  a  100-year-old  bank  with  101  offices 
throughout  Mexico  at  the  time  of  privatization.  In  September  1993,  Mexival-Banpais  won  an  auction  for  the 
government's  largest  insurance  company,  Aseguradora  Mexicana,  or  Asemex.  This  expansion  led  to  the 
group  s  final  name  change:  Asemex-Banpais.  For  members  of  the  original  management  group,  names  may 
have  changed,  but  the  original  strategic  course  -  aiming  for  growth  and  market  domination  -  is  the  same. 

In  July  1994,  Asemex-Banpais  added  the  finest  jewel  to  its  crown  as  Banpais,  S.A.,  one  of  its  two  major 
subsidiaries,  became  Mexico's  first  bank  to  be  listed  on  the  New  York  Stock  Exchange. 
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Changes  in  Banking 

Changes  in  Mexico's  banking  scene  have 
been  dramatic  over  the  past  four  years 
and  Angel  Rodriguez  has  been  a  first- 
hand participant  in  the  move  toward  an 
open-market  economy.  "Over  the  past 
three  years  we  have  witnessed  a 


aadquarters  of  the 
Financial  Group. 


total  and  radical  change  in  Mexico's 
financial  system.  We  have  seen  the  big 
banks  lose  ground  to  midsize  banks 
such  as  ours  and  to  the  new  credit  insti- 
tutions -  now  there  are  17.  We  are  on 
the  eve  of  seeing  foreign  banks  enter  the 
Mexican  market.  But  at  Asemex-Banpais, 
we  have  managed  to  position  ourselves 
quite  well  in  this  environment  by  contin- 
uously strengthening  our  institution," 
says  Rodriguez. 

In  two  years,  Asemex-Banpais  has 
gone  from  being  among  the  top  ten 
Mexican  banks  to  winning  a  place 
among  the  top  six  -  a  quantum  leap  for 
a  budding  financial  institution  operating 
in  an  intensely  competitive  environment. 
Before  launching  full-fledged  operations 
in  1990,  Rodriguez  and  his  group  of 
financiers  spent  two  years  planning  a 
strategy  to  achieve  both  positioning  and 
growth.  From  the  start,  Asemex  aimed  at 
taking  advantage  of  market  niches  the 
big  banks  could  not  address  or  had  alto- 
gether neglected.  Rodriguez  explains, 
"We  have  been  better  at  detecting  those 
niches  and  at  improving  the  quality  of 
our  assets.  As  part  of  our  philosophy,  we 
are  among  the  top  three  in  controlling 
overdue  loans.  It's  an  achievement  in  a 
market  like  Mexico." 

Larger  banks,  under  government 
ownership,  controlled  the  Mexican 


banking  scene  during  the  1980s,  leaving 
few  alternatives  to  midsize  customer 
companies.  According  to  Rodriguez, 
"When  the  spectrum  of  alternatives 
opened,  businessmen  turned  to  smaller 
banks  such  as  ours  where  they  could  get 
a  competitive  edge  in  rates,  and  where 
treatment  became  personal.  We  enjoyed 
the  opportunity  of  being  the  second 
bank  to  be  divested,  and  we  took  advan- 
tage of  the  head  start." 

Foreign  Competition 

Rodriguez  foresaw  the  competition  from 
foreign  banks  when  the  Asemex-Banpais 
Financial  Group  was  first  conceived. 
"We  anticipated  foreign  competition  in 
three  different  ways,"  he  says.  "We 
focused  on  human  resources  -  hiring 
the  finest  personnel  available  and  train- 
ing them  in  quality  management.  We 
benefited  through  the  financial  capital- 
ization of  the  institution,  and  we  posi- 
tioned ourselves  commercially.  We  now 
have  a  4.5%  share  of  the  Mexican  mar- 
ket. Regarding  funds,  we  have  made  sev- 
eral debt  issues  such  as  $200  million  in 
Euronotes.  We  got  a  $100  million  loan 
for  the  holding  company  from  ING  and 
Union  Charter,  and  this  summer  we 
placed  the  bank  on  the  NYSE.  All  these 
were  positioning  moves  anticipating  for- 
eign competition." 


Ini 
ion 


- 


ADVERTISEMENT  5 


market  Niches 

ervicing  neglected  market  niches  such 
s  midsize  industries  and  companies 
as  been  part  of  the  success  of  Asemex- 
lanpais.  Rodriguez  describes  how:  "We 
ave  made  a  great  effort  to  sell  ourselves 
)  the  corporate  sector  of  midsize  indus- 
ies.  And  we  have  also  been  successful 
/ith  large  projects  where  a  personal 
Relationship  between  company  and  bank 
wners  has  made  the  difference." 

The  Asemex-Banpais  Financial  Group 
ias  also  been  openly  involved  in  import- 
xport  markets  through  the  National 
oreign  Trade  Bank,  which  has  proven 
3  be  an  excellent  source  of  business. 


housing  Financing 

Jleviating  Mexico's  pressing  need  for 
ffordable  housing  is  a  large  part  of 
isemex-Banpais'  strategy.  So  far  the  bank 
ias  established  links  with  eight  state  gov- 
rnments  throughout  Mexico  (and  nego- 
iations  are  in  progress  with  seven  more) 

0  finance  39,000  low-cost,  low-interest- 
ate  housing  units  for  state  workers. 
Lsemex-Banpais  has  signed  contracts 
vith  the  National  Workers  Housing 
'romotion  Institute  (Infonavit),  the  state 
;overnment  and  the  parastate  oil  com- 
>any  Pemex  to  further  this  program. 

"We  partially  justify  our  existence  as 

1  financial  company  in  the  sense  that  we 
ave  something  back  to  the  community," 


Rodriguez  notes.  Two  years  ago,  Asemex- 
Banpais  began  a  low-cost  housing  pro- 
gram financing  1,000  houses.  By 
midsummer  14,000  housing  loans  had 
been  awarded.  Asemex-Banpais  is  a  pio- 
neer in  this  profitable  market  of  high 
demand  and  low  interest  rates. 

Banking  Divestment 
and  Employees 

When  Mexico  divested  its  banks,  compe- 
tition in  headhunting  the  finest  brains 
and  talent  in  the  financial  market 
became  intense.  "With  bank  divest- 
ment," says  Rodriguez,  "the  human  fac- 
tor in  financial  banking  has  changed  a 
lot.  We  now  emphasize  training  courses 
for  everybody  from  cashiers  to  managers. 
This  is  very  important  for  us  because  we 
have  increased  our  branches  from  101 
when  we  took  up  the  bank  to  158, 
adding  at  least  1,000  new  people  to  our 
company.  Many  people  came  from  other 
banks,  but  many  we  trained  from 
scratch.  Human  resource  programs  have 
been  crucial  and  we  now  have  several 
alliances  with  universities." 

Linking  to  Asemex 

Bidding  and  winning  the  auction  for  the 
formerly  state-owned  insurance  company 
Asemex  -  the  largest  casualty  and  dam- 
age insurance  company  in  Mexico  - 
worried  people  at  Banpais.  Chairman 
Rodriguez  and  his  management  team  had 


to  do  a  lot  of  groundwork  to  smooth  the 
road  for  a  happy  marriage  between  the 
financial  group  and  Asemex. 

What  this  acquisition  did  for  us  was 
balance  the  group,"  Rodriguez  notes, 
"Both  companies  were  comparable  in 
size  except  for  Asemex's  larger  share  of 
the  insurance  market.  When  we  changed 
the  name  of  our  group  to  Asemex- 
Banpais,  we  enabled  the  two  companies 
to  have  a  joint  identity  which  will  cer- 
tainly be  strengthened  with  time." 


Angel  Rodriguez  Saez,  chairman  of  Mexico's  dynamic 
Grupo  Financiero  Asemex-Banpais,  in  his  offices 
overlooking  Mexico's  Independence  Monument. 


ASEMEX 
BANPAIS 

GRUPO  FINANCIERO 


Av.  Paseo  de  la  Reforma  359 
Col.  Cuauhtemoc 
CP.  06500  Mexico,  D.F. 
Tel.  208-2044  ext.  4012 


JOINING  THE  NYSE 

BEING  ACCEPTED  as  THE  FIRST  of  the  new  generation  of  Mexican  banks  to  be  quoted  on  the  New  York  Stock  Exchange  was  both  a 
matter  of  pride  for  Asemex-Banpais  and  "a  great  responsibility,"  says  Asemex-Banpais  Financial  Group  Chairman  Angel  Rodriguez  Saez. 

"It  is  an  achievement,  and,  just  as  we  have  succeeded  in  our  tactical  efforts  to  link  our  company  to  international  markets,  we 
want  to  succeed  internationally.  Now  you  can  find  us  -  listed  as  BPS  -  on  any  Quotron  machine.  It  was  not  easy,  but  it's  part  of 
the  formula  to  take  Mexico's  financial  system  to  international  markets.  As  a  registered  company,  the  market  widens  for  us.  We  are 
now  open  to  the  most  important  institutions  in  the  world,  and  to  retail  in  the  U.S." 

Banpais  placed  3,785,000  American  depository  shares,  each  representing  six  Series  L  shares  on  the  New  York  Stock  Exchange. 
Bear  Stearns  &  Co.  Inc.  and  S.G.  Warburg  and  Co.  Inc.  of  New  York  directed  the  global  coordination  of  the  July  8,  1994  delivery. 
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Interceramic 


Interceramic  is  the  largest 
glazed-ceramic-floor-tile  man- 
ufacturer in  North  America.  By 
the  end  of  1994,  after  14 
years  of  operations,  the  com- 
pany will  have  an  installed 
capacity  of  over  200  million 
sq.  ft.  in  four  totally  indepen- 
dent manufacturing  facilities, 
three  in  Chihuahua,  Mexico 
and  one  in  Garland,  Texas. 

Since  the  company  began  the 
operation  of  its  own  R&D 
center  in  1988,  Interceramic 
has  become  exceptionally  competitive,  using  this  unique 
facility  to  develop  and  absorb  the  latest  technology  for 
the  manufacturing  of  ceramic  tile. 

Interceramic  has  made  strategic  moves  through  joint 
ventures  with  three  companies  in  the  United  States.  The 
first  one  was  made  in  1990  with  Armstrong  World 
Industries,  one  of  the  largest  companies  in  the  building 
materials  industry.  In  1992,  a  strategic  alliance  was 
formed  with  Eljer  Industries,  one  of  the  largest  man- 
ufacturers of  plumbing  products  in  the  United  States.  By 
the  end  of  1993,  a  new  joint  venture  was  entered  with 
Custom  Building  Products  for  the  manufacturing  and 
marketing  of  special  products  for  the  installation  of  high 
quality  ceramic  tile. 

Perhaps  one  of  the  most  ambitious  projects  for  Inter- 
ceramic is  the  opening  of  two  new  wall-tile  man- 


amic  store. 


ufacturing  plants  being  built  in  1994,  one  in  Chihuahua 
and  another  one  in  Garland,  TX.  With  these  new 
facilities,  Interceramic  will  be  a  much  stronger 
competitor  in  the  North  American  Market,  offering  the 
complete  package  of  wall  and  floor  tile. 

Interceramic's  goal  is  to  be  a  top-world  competitor, 
focusing  in  having  the  best  distribution  channels  in 
North  America  and  bringing  high  quality  products  with 
innovative  designs  to  the  market  place  to  please  the 
most  demanding  consumers. 

By  utilizing  its  latest  technology,  Interceramic  can 
manufacture  products  with  great  efficiency  and  strict 
cost  controls  to  make  sure  that  our  products  are  highly 
competitive  in  price  against  the  most  effecient  man- 
ufacturers in  the  world.  ♦ 


Interceramic: 
The  Advantage  of  Being  Small 

A share  of  the  marketplace  can  be  obtained  with  management  simplicity  in 
mind.  This  is  the  case  of  Interceramic,  a  wall  tile  and  bathroom  fixture  man- 
ufacturer based  in  the  northern  Mexico  state  of  Chihuahua. 
International  publications  are  raving  about  Interceramic's  market  performance. 
The  influential  magazine  Euromoney  praised  Interceramic  for  its  "outstanding  man- 
agement and  success  in  the  highly  competitive  tile  market,  at  home  and  abroad,  based 
in  part  on  superior  distribution  capability  and  attention  to  customer  service,"  while 
FORBES  included  Interceramic  as  one  of  the  "best  small  companies  in  the  world." 

Since  Internacional  de  Ceramica  began  operations  in  1979,  it  has  increased  its 
installed  capacity  tenfold.  But  more  importantly,  the  company  has  also  expanded  its 
operations  with  two  new  plants  -  one  in  Chihuahua  City  and  the  other  in  Garland, 
Texas  -  opening  in  1994.  Interceramic's  impressive  network  of  nearly  100  distribu- 
tors and  representatives  throughout  Mexico  is  the  result  of  the  day-to-day  operations 
of  Oscar  Almeida,  chairman  of  the  board  and  enterprise  founder. 

A  growth-oriented  company,  Interceramic  grabbed  the  opportunity  afforded  to 
North  America  under  NAFTA,  and  continues  to  grow  and  compete  in  Mexico, 
the  United  States  and  Canada.  In  addition  to  strengthening  its  human  resources, 
state-of-the-art  designs  and  product  manufacturing,  Interceramic's  goals  are  to 


improve  as  well  as  develop  new  dis- 
tribution channels  and  to  continue 
conquering  the  new  markets  avail- 
able under  NAFTA. 


interceramic 


Prol.  Ave.  Pacheco  y  Vias  del  FFCC  Ch-P 

Chihuahua,  Chih.,  Mexico 

Tel.  52(14)291111  •  Fax:  52  (14)  29  11  66 


(continued  from  page  2) 
ern  history,  Mexican  banks  face 
a  new  kind  of  competition  and 
are  preparing  for  what  is  being 
labeled  as  the  "bank  wars."  At 
least  20  foreign  banks  -  from 
practically  all  over  the  world  - 
will  set  up  shop  in  Mexico 
before  the  end  of  the  year; 
according  to  some,  the  new 
banking  law  makes  establishing 
a  bank  in  Mexico  even  easier 
than  in  the  U.S. 

James  F.  McCabe,  a  Bank- 
America  representative  in 
Mexico,  says  BankAmerica  will 
be  expanding  its  operations 
throughout  the  country. 
Formerly  restricted  to  Mexico 
City,  BankAmerica  has  already 
received  permission  from  the 
Finance  Secretariat  to  open 
offices  in  Monterrey.  The  com- 
pany is  also  restructuring  its  ser- 
vice strategy.  In  the  past,  it 
specialized  in  short-term  paper 
placements.  Now,  says  McCabe, 
"We  are  considering  servicing 
middle-sized  Mexican  compa- 
nies, but  this  decision  will 
depend  on  access  to  trustwor- 
thy credit  information." 

Spain's  Santander  Bank  will 
also  be  operating  in  Mexico. 
Santander  is  establishing  a  finan- 
cial group  in  Mexico  through  its 
U.S.-based  subsidiary,  Santander 
Investment,  which  is  protected 
under  the  NAFTA  umbrella. 
"Mexico  represents  for 
Santander  Investment,  and  for 
the  Santander  Group  in  general, 
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e  nation  with  the  biggest 
>otential  for  our  business  both 
11  the  short-term  and  long-term," 
ays  Frederico  Ysart,  a  spokes- 
>erson  for  Santander. 

Mexican  bankers,  on  the  other 
land,  are  getting  ready  to  meet 
nternational  competitors  head- 
>n.  By  consulting  with  foreign 
riends  that  may  not  enter  the 
narket  -  including  the  German 
)eutsche  Bank,  Dresdner  Bank 
md  Commerzbank  -  several 
Mexican  banks  are  benefiting 
rom  the  European  knowledge 
)f  systems,  products,  infrastruc- 
ure  and  operations.  Most  of  the 
ncoming  banks  are  expected  to 


FREE  TRADE 


exploit  niches,  rather  than  com- 
pete in  the  open  market,  but  all 
newcomers  agree  that  the  Mexi- 
can market  potential  is  great. 

Foreign  competitors  do  not 
pose  an  immediate  threat  to 
Mexican  bankers,  however. 
There  are  limitations  for  foreign 
banks,  well  stipulated  under 
NAFTA,  in  addition  to  the  still- 
wary  approach  of  foreign 
bankers.  An  analysis  by  broker- 
age CBI  observes:  "U.S.  and 


Canadian  bankers  have  been 
reported  as  saying  that,  insofar 
as  the  rules  are  concerned,  it  is 
easier  to  start  a  bank  in  Mexico 
than  in  their  home  country.  The 
rules  are  not  an  obstacle.  What 
counts  is  whether  market 
prospects  make  it  reasonable  or 
not  to  invest  the  money." 


Foreign 
Investment 

While  the  Mexican  economy 
experienced  its  most  spectac- 
ular year-to-date  in  1993  -  with 

(continued  on  page  10) 


MEXICO  CITY'S 
SMALL  LUXURY 

"Not  only  is  the  service  exceptionally  personalized," 
says  one  satisfied  guest,  "but  the  Marquis  Reforma  is 
perfectly  equipped  for  the  business  traveller.  The 
corporate  center  and  its  excellent  bilingual  staff 
were  a  tremendous  help  in  meeting  all  our  business 
needs.  Plus  we  had  in-room  fax  and  computer  hook- 
ups, 24-hour  room  service  and  an  outstanding  con- 
cierge. We  were  really  impressed!" 
On  your  next  business  trip,  treat  yourself  to  luxuri- 
ous comfort,  excellent  service,  a  fully  equipped 
health  club  and  two  premier  restaurants.  The  Mar- 
quis Reforma...  the  demanding  business  traveller's 
hotel  of  choice. 

Paseo  de  la  Reforma  465,  Mexico,  D.F.  (525)  21 1-36-00 
For  reservations  call  1-800-525-4800 
TOLL  FREE  U.S.A.  &  CANADA 
(800)  235-23-87  (800)  223-65-10 
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Tribasa: 

Earning  Che 
Returns  From 

Privatized 
infrastructure 

□ rivatized  infrastructure  projects  are  not  just  a  fad  for  Tribasa, 
a  Mexican  construction  company  that  over  the  past  five  years 
has  leapt  to  the  top.  Tribasa  is  one  of  Mexico's  top  construc- 
tion enterprises  and  is  quoted  on  the  New  York  Stock 
Exchange.  Chief  Financial  Officer  Christopher  Lee,  formerly  with  Lehman 
Brothers,  says  that  at  Tribasa,  "We  are  now  world  leaders  in  having  what  it 
takes,  not  only  to  build  projects,  but  to  finance  and  operate  them  in  this 
new  era  of  privatized  infrastructure." 

Tribasa's  Construction  Vice  President  Hendrikus  van  den  Brink  reveals 
the  key  to  the  company's  success:  "We  look  at  most  of  our  jobs  as  a 
solution  for  our  clients  rather  than  as  construction  jobs  for  us."  Tribasa 
took  off  in  its  new  era  with  the  concession  and  later  securitization  of  the 
Mexico  City  toll  road,  literally  paving  the  road  to  a  new  way  of  doing 
business  in  Mexico  under  the  government's  public  works  concession 
program  for  private  entrepreneurs  (see  sidebar  on  page  10). 

Says  CFO  Lee,  "We've  been  real  innovators  and  I  take  pride  in  leading 
the  way  for  Mexico.  We  did  the  first  securitization  of  infrastructure  in  a 
very  controversial  deal  that  worked  out  very  well,  namely  the  Toluca 
highway.  Now  even  the  government  is  following  our  lead  and  they  will 
soon  be  securitizing  one  of  their  roads. 

"Each  deal  we  do,  however,  is  better  than  the  last.  The  Toluca  securi- 
tization was  for  10  years,  a  long  time  by  Mexican  standards  in  1992.  But 
last  year  we  did  an  18-year  deal  and  now  we  are  looking  at  other  securi- 
tizations. I  think  we'll  always  be  a  little  ahead  of  the  game." 


Technological 
Alliances 

Tribasa  (which  stands  for  Triturados 
Basalticos,  Sociedad  Anonima)  has  been 
unique  in  its  approach  to  international  mar- 
kets both  in  terms  of  financing  and  technol- 
ogy. Over  the  last  two  years  the  company 
diversified  from  its  main  staple  -  toll  road 
construction  and  operation  -  into  other  pro- 
jects, which  range  from  water  and  solid- 
waste  treatment  to  power  plants  and  mass 
[ran  soortation  rail  systems. 


"We  are  looking  for  technology  partners 
to  supply  us  with  the  technical  knowledge  that 
we  need.  We  do  all  the  financing  and  solve  all 
local  labor  and  equipment  problems,"  says 
van  den  Brink.  To  this,  Andres  Caire,  develop- 
ment vice  president,  adds,  "We  adjust  to 
companies.  We  don't  just  team  up  with  a  huge 
technology  company  as  our  competitors  did. 
We  try  to  focus  on  specific  problems  with  a 
specific  company  to  bring  a  solution  to  a  spe- 
cific project.  And  we  are  entering  markets  as 
they  become  available  to  us." 


Illustration:  Robert  Pasternak 


Helping 
Governments 

In  a  nation  where  the  need  for  a  solid  infra- 
structure is  enormous,  Lee  says  that  privatized 
infrastructure  is  one  of  the  finest  investment 
ventures  around.  According  to  Lee,  "If  you 
look  at  the  basic  need  for  irifrastructure  and 
the  fact  that  the  main  priority  is  to  allocate  the 
resources  of  the  government  to  education  and 
social  welfare,  it  just  makes  good  business 
sense  to  look  to  the  private  sector  to  build  the 
infrastructure  -  freeing  government  resources 
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for  other  crucial  areas.  So,  I  think  this  is  an 
idea  whose  time  has  come  not  only  in  Mexico 
but  elsewhere  in  the  world.  Even  in  the  United 
States  we  are  starting  to  see  privatized  infra- 
structure." 

Tribasa  is  already  expanding  to  other 
Latin  American  nations  which  see  privatized 
infrastructure  as  a  means  to  solve  gridlock  in 
transportation  and  in  public  service  utilities. 
Lee  adds  that  "The  Chilean  government  has  a 
program  of  private  concessions  starting  with 
toll  roads  and  water  projects,  and  we  have  put 


The  Sky  Train  -  serving  Mexico  City's  northern 
suburbs  -  will  cut  commuting  times,  relieve 
Mexico  City's  traffic  congestion  and  reduce  pollution. 

in  place  a  partnership  with  several  Chilean 
entities  that  will  be  bidding  on  those  projects. 
I  think  that  we  have  a  lot  of  expertise  in  pro- 
ject financing  and  management  as  well  as  in 
construction  which  gives  us  a  valuable  com- 
petitive edge."  Elsewhere  in  Latin  America, 
Tribasa  is  preparing  to  bid  on  potential  pro- 
jects in  Peru,  Costa  Rica  and  Bolivia. 

Tribasa1 fs  Quality 
Materials 

To  combat  its  infrastructure,  construction 
operation  and  maintenance  concerns, 
Tribasa  wields  the  largest  Caterpillar  equip- 
ment fleet  in  Mexico. 

Van  den  Brink  explains  that  Tribasa 
sticks  to  Caterpillar  equipment  for  two  rea- 
sons: "We  obtain  very  good  prices  due  to  the 
large  amount  of  equipment  we  buy  and  we 
have  a  deal  with  suppliers  and  dealers  that 
they  will  take  care  of  maintenance  and 
repair.  This  is  a  relief  because  equipment 
maintenance  is  always  a  headache." 

Tribasa's  quality-oriented  operations 
depend  very  much  on  the  company's  ability 
to  produce  its  own  construction  materials. 
"We  are  totally  vertically  integrated,"  says 
van  den  Brink.  "We  produce  a  lot  of  our 
own  materials,  especially  concrete  and  pre- 
fabs. We  have  our  own  asphalt  plants  which 
produce  the  asphalt  concrete  for  the  roads. 
We  are  concessionaires  as  well  as  construc- 
tors, so  we  are  distinctive  and  quality  ori- 
ented. We  have  made  a  definite  decision  to 
have  better  quality  in  order  to  have  less 
maintenance  in  our  projects." 

Captive  Insurance 
Company 

Insurance  for  infrastructure  projects  can  be 
very  expensive.  In  order  to  cut  down  on 
costs,  CFO  Lee  proposed  and  managed  to  get 
a  captive  insurance  company 
for  Tribasa. 

Lee  explains:  "The  bonds 
"  in  securitization  are  non- 
recourse, forcing  bond  holders 
to  rely  only  on  the  cash  flow 
generated  by  each  project. 
Therefore,  they  want  to  make 
sure  the  project  isn't  destroyed 
by  an  earthquake  or  what  have 
you.  But  there's  a  real  shortage 


of  availability  for  earthquake  insurance  glob- 
ally, particularly  in  Mexico.  So  a  captive 
insurance  company  for  Tribasa  is  a  cost- 
effective  way  of  bringing  insurance. 

"It  is  another  example  of  how  we  are 
constantly  innovating  and  using  the  best  ideas 
available  to  us  to  lower  our  financing  cost 
and  make  our  projects  more  cost-effective." 

Criticism  and  the 
Future 

Tribasa  is  under  daily  scrutiny  from  the  news 
media  in  Mexico.  Although  criticism  over  the 
past  five  years  has  been  heavy,  officers  van 
den  Brink  and  Lee  are  busy  looking  toward 
the  future.  "Everybody  likes  to  Monday 
morning  quarterback  our  deals,"  says  Lee. 
"There's  been  massive  commentary  in  the 
press,  a  lot  of  it  very  critical,  but,  except  for 
our  company,  nobody  has  been  able  to  solve 
crucial  infrastructure  problems.  I'd  love  to 
see  our  critics  do  what  we  are  doing,  to  see 
how  they  do." 

Geared  to  take  on  the  needs  of  the  coun- 
try, Tribasa  will  not  change  with  the  political 
structure.  "Tribasa  has  a  great  future," 
according  to  van  den  Brink.  "We  rely  on  our 
technical  capacity  to  bring  solutions  to  our 
clients  -  that's  the  basis  for  our  operations. 
We  are  in  for  the  long  haul.  The  needs  we 
service  are  able  to  bring  solutions  to  some  of 
Mexico's  infrastructure  problems." 

"And  bring  in  earnings  while  we  do  it," 
adds  CFO  Lee.  "In  tackling  our  problems  we 
are  like  the  marines  -  we  do  the  difficult 
things  today.  The  impossible  takes  a  little 
longer." 

35  Grupo 
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Bosque  de  Cidros  173 
Bosques  de  las  Lomas 
05120  Mexico,  D.F. 


More  frequently,  drivers  are  opting  to  pay  the  toll  on  the  Mexico 
City-Toluca  Highway  in  order  to  gain  the  benefits  of  the  Tribasa  road. 
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How 


Work  for 
Tribasa 

□ nder  Mexico's  concession  program  for  infra- 
structure development,  the  government  grants  to 
private  companies  the  right  to  finance,  build  and 
operate  public  works  projects  and  to  collect  user 
fees  from  their  operations  for  a  specified  period  of  time. 

The  concessionaire  to  whom  the  project  is  awarded  may 
be  a  single  company  or  a  group  of  companies  in  partnership. 
Partners  in  the  concessionaire  perform  construction  work 
and  invest  equity  in  the  project,  forgoing  a  portion  of  their 
construction  revenues  in  cash.  The  forgone  cash  component 
of  construction  revenues  is  booked  as  an  equity  investment 
in  the  concession.  This  investment  is  intended  to  be  recov- 
ered on  a  cash  basis,  either  through  the  cash  flow  generated 
by  operating  the  project  through  the  life  of  the  concession, 
or  by  securitizing  these  cash  flows  in  the  capital  markets. 

In  securitizing  concession  investments,  Tribasa  places 
non-recourse  debt  securities  in  Mexican  and  international 
markets  that  are  serviced  by  revenues  generated  by  certain  of 
its  concessions.  These  non-recourse  securities  are  removed 
from  Tribasa's  balance  sheet  and  proceeds  gained  from  plac- 
ing the  securities  are  used  to  repay  construction  debt  and 
recover  equity  investment  on  a  cash  basis. 

The  concession  program  has  evolved  over  time.  In  early 
structures,  maturities  were  short,  with  the  government  guar- 
anteeing a  minimum  traffic  flow  over  the  life  of  the  conces- 
sion. Tolls  in  most  instances  were  quite  high  with  consequent 
traffic  shortfalls,  resulting  in  the  extension  of  the  conces- 
sion's duration. 

The  concession  period  is  intended  to  be  of  sufficient 
length  for  the  concessionaire  to  cover  the  target  rate  of 
return  on  its  investment.  The  structure  of  some  agreements 
allows  the  concessionaire  to  request  an  extension  of  the  con- 
cession period  if  revenues  fall  below  the  original  projections. 
At  the  end  of  the  concession  period,  the  right  to  collect  rev- 
enues from  the  project  reverts  to  the  government. 


(continued  from  page  7) 
incoming  capital  accounts  put  at 
$31  billion -forecasts  for  1994 
are  close  to  $24  billion.This  esti- 
mate brings  net  foreign  invest- 
ment in  Mexico  up  to  more  thar 
$  100  billion,  with  a  high  percent 
age  in  stocks.  Direct  investment 
is  placed  at  more  than  $50  billion, 
mostly  in  the  service  sector. 

Foreign  investment  is  no 
longer  just  a  figure  to  ornament 
public  accounting,  but  money 
that  really  works  for  the 
Mexican  economy  Companies 
are  issuing  paper  galore,  both  at 
home  and  abroad,  with  news 
about  a  placement  breaking 
every  day  With  this  kind  of  con- 
fidence from  investors,  Mexico 
is  enjoying  a  new  internationally 
oriented  economy. 

New 
Competition  for 
Industry 

Mexico's  largest  companies  are 
experiencing  a  bonanza,  as 
reflected  in  their  performance 
both  on  the  Mexican  Stock 
Exchange  and  in  their  place- 
ment of  paper  abroad.  Industrial 
leaders  believe,  however,  that 
new  emphasis  should  be 
focused  on  micro-,  small-  and 
medium-size  companies,  with 
financing  available  to  all  of  them. 

According  to  Fernando 
Cortina,  president  of  the  Con- 


federation  of  Industrial 
Chambers,  Mexico's  industrial- 
ists should  shed  all  fears  and 
work  to  be  competitive  in  both 
domestic  and  international  mar- 
kets. "We  foresee  a  change  in 
two  directions  in  national  indus- 
try," Cortina  says,  "One  of  struc- 
tural competitiveness,  which  is 
defined  by  the  economic  condi- 
tions of  a  society,  and  a  micro- 
economic  competitiveness, 
which  is  more  of  a  cultural 
mature  and  depends  on  quality, 
I  technological  innovation,  prod- 
uct diversification,  financial  intel- 
iligence  and  environmental 
consciousness." 
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FREE  TRADE 


Cortina,  a  staunch  defender 
of  the  current  economic  model, 
probes  into  the  problems  small 
businesses  must  solve  in  order 
to  pull  ahead:  "Microeconomic 
problems  such  as  overdue  credit 
accounts,  unfair  trading  prac- 
tices and  market  rigidity  are  not 
caused  by  economic  policy  per 
se,  but  by  structural  phenomena 
which  we  have  to  revert  in  order 
to  help  our  companies  and  their 
overall  economic  performance." 


This  productive  and  competi- 
tive mentality  is  new  to  Mexico. 
Mexican  industrialists  have 
responded  by  revamping  their 
industries  and  implementing 

Pemex — Mexico's  state-owned  oil 
company — is  working  with 
private  businesses  to  help  expand 
Mexico's  industrial  base. 


CEMEX 

Growth 

is  based  on  solid  fundamentals 
cement  and  ready-mix  concrete 


Cemex  is  No.l  in  the  Americas  and  Spain  and  the  future  is  bright. 
Cemex's  vigorous  earnings  growth  is  founded  on  a  sound  financial  structure, 
increasing  cash  flow,  a  commanding  presence  in  expanding  world  markets, 
and  proven  management. 


Cemex's  Spanish  acquisitions  -La  Valenciana  and  Sanson-  together  witii  its  program 
facilities  modernization,  expansion  and  new  construction  in  Mexico,  have  positioned 
the  Company  for  many  years  of  expansion  into  the  future. 

In  Mexico,  Cemex  is  consolidating  its  leadership  position  by  meeting  the  growth 
demands  of  its  home  market.  Our  domestic  investment  of  nearly  US  $2  billion  over 
a  3  year  period  will  increase  our  installed  capacity  by  more  than  35  percent  by  1995. 
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exico: 


total  quality  management  pro- 
grams in  order  to  succeed  in 
increasingly  narrowing  markets. 


NAFTA  & 
Latin  America 


NAFTA  is  beginning  its  regula- 
tion of  transborder  trade  -  mak- 


FREE  TRADE 


ing  a  "Latin  jaguar"  out  of  Mexico 
in  terms  of  manufacturing 
competitiveness  -  and  exports 
are  growing  at  an  unprece- 
dented pace.  U.S.  Commerce 
Undersecretary  David  Barram 


believes  that  over  the  past  year 
Mexico  has  grown  to  be  easily 
the  third-largest  trading  partner 
of  the  U.S.  When  the  U.S.  Com- 
merce Department  presents  to 
Congress  its  report  on  the  devel- 
opment of  NAFTA  at  the  end  of 
the  year,  Barram  forecasts  the  out 
look  will  be  nothing  but  positive 

With  the  advent  of  NAFTA, 
many  other  Latin  American 
nations  are  looking  to  join  the 
trade  pact.  In  fact,  Barran  adds, 
this  will  be  a  key  issue  in  the 
upcoming  Presidents  of  the 
Americas  gathering  to  be  held 
in  Miami  in  December.  U.S. 
Secretary  of  State  Warren 
Christopher  has  stated:  "We  are 
advancing  in  presenting  propos- 
als for  further  tariff  reductions, 
and  we  are  talking  about  the 
way  in  which  we  can  expand 
the  principles  of  free  trade  to 
other  interested  nations. 
No  doubt  the  Latin  jaguars  are 
now  in  hot  pursuit  of  the 
Asian  tigers." 

With  signs  of  confidence 
coming  from  all  places,  Mexico 
is  leaving  the  scourge  of  pover- 
ty and  underdevelopment 
behind  and  looking  to  enter 
the  year  2000  as  a  fully  devel- 
oped nation. 
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This  special  Mexico  supplement 
was  produced  by 
Robert  S.  Benjamin  & 
Associates,  Mexico  City, 
with  Ricardo  Castillo. 
Design:  Zaino  Design,  NYC 
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|\re  the  homeless  simply  "people  just  like  us" 
vho  have  fallen  on  hard  times?  The  truth  is 
more  complex  and  more  painful. 

Ideology  versus 
reality 


i>r.  Thomas  Sowell  is  an  economist 
nd  a  senior  fellow  at  the  Hoover  Institution 
j  Stanford,  Calif. 


Vhat  is  so  rare  as  a  day  in  June?  A 
ational  discussion  of  public  policy  by 
i  liberal  academic.  That  is  what  makes 
The  Homeless,  by  Professor  Christo- 
)her  Jencks  of  Northwestern  Univer- 
ity,  such  a  welcome  addition  to  the 
liscussion  of  the  issues  involved  in 
his  painful  and  apparently  intractable 
ocial  problem. 

There  is  already  an  excellent  analysis 
)f  homelessness  from  a  conservative 
perspective  in  The  Excluded  Americans 
yy  William  Tucker.  Those  who  like  to 
•ead  bodi  sides  of  an  issue  will  find  both 
X)oks  very  worthwhile — and  perhaps 
ilso  discover  that  die  real  dichotomy  in 
ihis  area  is  not  between  the  political  left 
md  the  political  right  but  between  those 
Lvho  engage  in  rational  analysis  and 
chose  who  indulge  in  political  rhetoric. 

Professor  Jencks  does  not  hesitate  to 
ihoot  down  some  of  the  pet  explana- 
tions of  homelessness  by  his  fellow 
iberals.  One  popular  liberal  explana- 
:ion  of  homelessness  during  the  1980s 
was  that  the  Reagan  Administrations' 
cutbacks  in  appropriations  for  housing 
(subsidies  left  many  of  the  poor  with  no 
place  to  live  except  on  the  streets. 
Jencks  punctures  diat  balloon. 
Pointing  out  that  appropriations  are 


legal  audiority  to  spend  money  in  the 
future,  Jencks  shows  that  while  such 
authority  declined  sharply  during  die 
Reagan  years,  the  federal  govern- 
ment's actual  current  expenditures  on 
housing  subsidies  rose  continuously 
during  bodi  Reagan  Administrations 
and  beyond.  He  also  debunks  at  the 
outset  the  inflated  numbers  of  home- 
less people  produced  out  of  thin  air  by 
homeless  advocates  and  repeated  end- 
lessly by  the  media — a  process  once 
called  "lying  for  justice." 

The  Homeless,  however,  is  not  a  book 
about  debunking.  It  is  a  careful  and 
painstaking  analysis  diat  sifts  through 
the  many  possible  reasons  for  the  dis- 
turbing increase  of  people  living  on  die 
streets  of  American  cities.  It  also  wres- 
des  with  various  possible  ways  of  trying 
to  make  their  plight  better.  While  these 
policy  explorations  lean  toward  die 
various  liberal  ways  in  which  "we"  can 
alleviate  "their"  problem,  die  underly- 
ing premise  is  diat  choices  must  be 
made  among  the  alternatives  actually 
available — and  that  is  a  fundamentally 
different  vision  from  the  traditional 
liberal  view  that  what  is  really  needed 
are  "will"  and  "compassion." 

If  the  homeless  were  simply  "peo- 
ple just  like  us"  who  have  fallen  on 
hard  times  through  bad  luck,  as  so 
many  media  and  academic  intellectu- 
als have  striven  so  hard  to  convince  us, 
then  the  liberal  nostrums  would  all 
make  sense.  Jencks  clearly  does  not 
believe  this.  He  shows  the  deadly  role 
of  drugs,  alcohol  and  mental  illness  in 
making  the  homeless  difficult  to  deal 
with,  whether  by  family  members, 
shelter  managers  or  one  another. 

The  sordid  story  of  how  die  doors  of 
the  mental  hospitals  were  flung  open, 
and  how  inmates  were  first  let  out  and 
then  pushed  out,  is  analyzed  in  terms 


of  the  mixtures  of  ideological,  fiscal, 
professional  and  administrative  inter- 
ests that  resulted  in  the  tragedy  and 
disgrace  of  dumping  thousands  of 
hopelessly  confused  people  on  the 
streets  of  American  cities. 

According  to  Jencks,  "someone  has 
to  be  responsible  for  every  individual's 
actions."  For  those  "too  young,  too 
retarded,  or  too  deranged  to  be  held 
responsible,"  some  other  individual 
must  take  that  responsibility. 

In  short,  libertarian  ideology  must 
yield  to  human  realities.  We  cannot 
have  helpless  and  confused  people 
sleeping  on  the  streets  in  wintry  weath- 
er, oblivious  to  the  dangers  of  urban 
traffic  and  prey  to  vicious  hoodlums. 
While  only  about  a  diird  of  the  home- 
less are  said  to  have  severe  mental 
disorders,  still  that  is  a  large  number — 
and  their  situation  is  radically  different 
from  that  of  others  who  know  better 
but  who  do  not  choose  to  do  better. 

For  people  without  inherent  men- 
tal disorders,  the  arrival  of  crack  co- 
caine during  the  1980s  created  men- 
tal, economic  and  social  problems  for 
many,  including  the  problem  of 
homelessness.  Another  problem  was 
the  dif  ficulty  of  building  new  housing 
sufficiently  inexpensive  to  be  afford- 
able by  very  poor  people. 

While  Jencks  argues  that  it  was  not 
the  destruction  of  existing  "single  room 
occupancy"  hotels  that  caused  the 
growing  homelessness  of  die  1980s,  he 
also  argues  that  it  was  the  inability  to 
recreate  such  inexpensive  housing  after 
much  of  it  had  been  destroyed  by  urban 
renewal  which  exacerbated  the  problem 
of  housing  the  growing  numbers  of 
people  living  on  the  streets. 

The  Homeless  is  less  successful  in  dis- 
puting William  Tucker's  argument  in 
The  Excluded  Americans  that  such  lib- 
eral policies  as  rent  control,  stringent 
building  codes  and  environmental  re- 
strictions explain  why  there  is  more 
homelessness  in  some  cities  with  a  rela- 
tively stationary  population  than  in  oth- 
er cities  with  rapidly  growing  popula- 
tions. Jencks  treats  the  differences  as 
differences  in  perceptions,  when  in  fact 
Tucker's  analysis  is  based  on  hard  data. 

Still,  The  Homeless  is  a  very  useful 
exploration  of  a  very  painful  social 
problem.  It  also  demonstrates  that 
sociology  can  be  clear,  concise  and 
free  of  jargon.  That  too  is  an  all  too 
rare  feat.  n 
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it  takes  more  than  great  technology  to  sell  products. 
Having  learned  that  lesson,  Quidel  Corp. 
is  on  the  right  track  now. 

Hope  and  fear  as 
marketing  tools 


By  Rita  Koselka 

Walk  into  an  Osco  drugstore,  and 
on  a  shelf  near  the  ovulation  testing 
kits  you1!!  find  Conceive  brand  preg- 
nancy tests.  A  cherubic  infant  smiles  at 
you  from  the  pink  box.  Price:  $9.99. 

A  little  farther  down  the  aisle,  and 
near  the  condoms,  you'll  find  another 
pregnancy  test,  called  RapidVue.  The 
package  features  no  smiling  baby,  just 
brick- red  lettering  against  a  mauve 
background.  Price:  $6.99. 


Both  tests  are  products  of  San  Die- 
go-based Quidel  Corp. — and  they  are 
identical  except  for  the  packaging. 
What's  different  is  the  market.  "The 
market  definitely  divides  between  the 
women  who  want  babies  and  those 
who  don't,"  explains  Quidel  Chief 
Executive  Steven  Frankel.  He  ex- 
plains why  the  smiling  baby  sells  for 
more  than  the  plain-wrapper  product: 
"It's  like  what  Charles  Revson  said 


about  cosmetics:  People  buy  hope.  I 
our  case,  they  pay  more  for  hope  thai 
for  possible  relief." 

Founded  in  1979,  Quidel  special 
izes  in  rapid  diagnostic  tests — test 
that  can  be  done  at  home  or  in  | 
doctor's  office  in  minutes  withoui 
expensive  lab  equipment.  In  addition 
to  pregnancy  and  ovulation  tests,  tha 
company  makes  tests  for  allergies 
strep  throat  and  autoimmune  disj 
eases,  like  lupus  and  rheumatoid  ar 
thritis.  Last  year  Quidel's  sales  topped 
$28  million. 

But  while  the  tests  are  simple  to 
administer,  the  science  behind  them  is 
complex.  Quidel's  tests  use  mono- 
clonal antibodies  to  search  out  infec- 
tious diseases  or  measure  hormone! 
levels  in  small  blood  or  urine  samples] 
The  antibodies,  developed  and  pro- 
duced in  Quidel's  labs,  are  tagged 
with  a  marker  and  designed  to  bind 
with  specific  metabolic  substances.  Ifj 
they  find  what  they're  looking  for,  the 
test  materials  change  color. 

Marketing  costs  money.  After  earn- 
ing $600,000  the  prior  year,  Quidel 
lost  almost  $2  million  last  year. 

Until  recently,  Quidel  did  almost 
no  consumer  marketing.  It  focused  its 
attentions  on  doctors.  That's  fine  for 
lupus  tests.  But  not  so  great  for  preg- 
nancy and  ovulation;  there,  for  exam- 
ple, Quidel  has  80%  of  the  $6  million 
doctors'  market,  but  only  18%  of  the 
$20  million  consumer  market. 

Hence  the  new  marketing  strategy, 
segmenting  the  pregnancy-testing 
market  between  the  hopeful  and  the 
fearful.  Until  1992  Quidel's  distribu- 
tion was  farmed  to  Becton  Dickinson, 
the  Franklin  Lakes,  N.J. -based  medi- 
cal products  manufacturer,  which 


Quidel  Corp.  Chief  Executive  Steven  Frankel; 
pregnancy  tests 

"The  market  divides  between  women 
who  want  babies  and  women  who  don't." 
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i)ld  the  products  under  its  own  name. 
)uidel  Chairman  Scott  Glenn,  who 
ame  to  the  company  in  1982,  decid- 
d  he  could  do  better  on  his  own.  He 
ired  Steven  Frankel,  former  head  of 
ecton  Dickinson's  business  in  Asia, 
rankel  developed  die  market  seg- 
lentation  strategy  and  is  now  chief 
xecutive. 

Expanding  that  strategy,  Frankel  is 
Poking  to  broaden  the  market  for 

fertility  tests  even  more — ovulation 
:sts  for  women  who  want  to  get 
regnant  and  a  similar  test  for  women 
/ho  do  not.  This  fall  the  company  will 
•egin  marketing  the  "'birth  control" 
est  in  Europe,  and  Frankel  has  ap- 
■lied  to  the  Food  &  Drug  Adminis- 
ration  to  market  it  here.  Quidel  is 
dso  experimenting  with  promotions, 
ke  packaging  a  raffle  ticket  with  the 
Conceive  pregnancy  tests.  Prize:  a 
j-ee  college  education  for  the  baby. 
I  To  further  stimulate  sales  the  51- 
^ear-old  chief  executive  is  accelerat- 
ng  Quidel's  push  into  HMOs.  With  or 
Without  health  care  legislation,  man- 
ged  care  will  grow  rapidly,  and  Qui- 
lel  knows  that  tests  that  are  cheaper 
nd  that  don't  require  follow-up  visits 
!>r  that  patients  can  use  at  home  have 
luge  potential. 

For  example,  Quidel  makes  the 
mly  rapid  allergy  test  that  can  be 
lone  using  a  blood  sample.  Most 
llergy  tests  require  scratching  the 
kin,  smearing  an  allergen  into  the 
vound  and  studying  the  results.  Doc- 
lors  get  paid  around  $250  for  this 
orocedure.  To  do  a  one-step  test  us- 
ng  a  Quidel  test  for  ten  allergens 
costs  doctors  only  $25.  Quidel  figures 
f  managed  care  providers  refuse  to 
bay  doctors  for  the  older  procedure, 
hey  will  switch  to  Quidel's  kits. 

Quidel  also  has  a  new  test  for  H. 
lylori  bacteria.  The  National  Insti- 
utes  of  Health  recently  concluded 
hat  ulcers  are  caused  by  stomach 
icids  in  concert  with  H.  pylori  bacte- 
ria. Treat  the  bacteria  with  an  antibi- 
)tic,  and  the  ulcer  can  be  permanently 
:ured.  With  4  million  ulcer  sufferers 
:n  the  U.S.,  the  test  seems  promising. 

Too  bad  there's  no  rapid  diagnostic 
est  for  corporate  strategies.  But  Ruth 
\lon  of  San  Francisco-based  Genesis 
Vlerchant  Group  Securities  thinks  the 
xd  ink  is  behind  the  company  now 
ind  expects  it  to  earn  $1.7  million  this 
/ear.  WM 


For  an  example  of  the  good  things  that  international 
trade  agreements  can  do  for  small  U.S.  companies, 
consider  Wisconsin's  Roth  Kase  USA,  Ltd. 

The  case  of 
the  disappearing 
subsidies 


By  Norm  Alster 

If  Congress  ratifies  the  latest  round 
of  the  General  Agreement  on  Tariffs 
&  Trade  negotiations  next  month, 
Fermo  Jaeckle  will  whoop  for  joy. 
Europe's  gatt  signatories  have 
agreed  to  cut  export  subsidies  by  36% 


on  agricultural  products  by  the  year 
2000.  Already  there  have  been  across- 
the-board  cuts  of  18%  on  European 
cheese  exports. 

This  makes  quite  a  difference  to 
Roth  Kase  USA,  Ltd.,  the  company 


Roth  Kase's 
Fermo  Jaeckle 
As  an  importer 
he  benefited  from 
Europe's  cheese 
subsidies.  Now 
he's  betting  that 
the  subsidies  will 
be  cut. 
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43 -year-old  Jaeckle  and  some  part- 
ners started  three  years  ago.  With  a 
small  plant  in  Wisconsin's  lush  Green 
County,  Roth  Kase  is  the  only  known 
American  producer  of  traditional 
Gruyere  cheese,  and  a  growing  force 
in  the  making  of  other  classic  Europe- 
an specialty  cheeses — Havartis,  fonti- 
nas,  butter  kase  and  raclette. 

Today  Jaeckle's  products  compete 
against  heavily  subsidized  imported 
cheeses  from  Europe.  But  if  GATT  is 
enacted,  Jaeckle  says  he'll  have  a  big 
pricing  advantage  over  his  European 
competition:  Already  he  claims  a  20- 
cent-per- pound  price  advantage  on 
Havarti,  for  example,  and  up  to  75 
cents  a  pound  on  Gruyere. 

Jaeckle  has  played  both  sides  of  the 
subsidies.  Soon  after  graduating  from 
Cornell  University's  College  of  Agri- 
culture &  Life  Sciences  in  1973,  he 
and  his  brother  inherited  a  cheese 
importing  firm.  Then  the  subsidies 
enabled  them  to  buy  cheap  European 
specialty  cheeses  and  sell  them  to  a 
growing  list  of  U.S.  supermarket 
chains.  After  building  their  firm's  rev- 
enues to  $75  million,  they  sold  out  to 
General  Foods  in  1983  for  $20 
million. 

After  working  several  years  as  a 
consultant,  Jaeckle  decided  to  start 
his  own  cheese  business.  He  had  no 
interest  in  making  traditional  Ameri- 
can cheeses  such  as  Muenster,  mozza- 


rella  and  Monterey  Jack — these  have 
become  low-margin  commodity 
products.  In  Wisconsin  alone,  more 
than  100  cheesemakers  have  gone  out 
of  business  (a  44%  drop)  since  1985. 

But  neither  did  Jaeckle  want  to 
resume  importing  European  cheeses. 
The  dollar  had  weakened,  increasing 
import  costs,  and  he  would  have  to 
buy  a  firm  already  holding  cheese 
import  licenses.  But  most  important, 
Jaeckle  sensed  Europe's  farm  subsi- 
dies were  about  to  become  much  less 
generous. 

"In  1988  it  had  already  become 
obvious  to  me  that  agricultural  policies 
would  eventually  bankrupt  the  Euro- 
pean Community,"  Jaeckle  recalls. 
"The  Europeans  had  to  begin  to  re- 
duce their  subsidies  in  their  own  [fi- 
nancial ]  interest  and  because  they  were 
under  external  pressure."  In  short, 
producing  European-style  cheeses  in 
die  U.S.  was  becoming  more  econom- 
ical than  importing  them. 

Jaeckle  lined  up  several  partners 
(including  his  cousins,  Swiss  export- 
ers Felix  and  Ulrich  Roth)  and,  in 
1991,  paid  $575,000  for  a  run-down 
Muenster  cheese  facility  in  Monroe, 
Wis.  The  group  invested  another  $2 
million  to  convert  the  plant  into  a 
modern  facility  capable  of  knocking 
off  European  cheeses.  This  is  more 
complicated  than  it  might  seem.  Just 
making  Gruyere,  for  example,  re- 


quires a  special  copper  vat,  climate- 
controlled  underground  rooms  for 
the  five-month  curing  process  and 
special  red  spruce  boards  (imported 
from  Switzerland)  on  which  Gruyere 
is  traditionally  aged. 

To  supervise  production,  Jaeckle 
hired  Rene  Weber.  Weber,  now  29. 
had  trained  as  a  cheesemaker  in  the 
Swiss  Alps  for  eight  years  before  earn- 
ing his  master  cheesemaker  license, 
one  of  perhaps  2,000  such  licenses. 

To  win  shelf  space  for  Weber's 
products,  Jaeckle  hired  Stephen 
McKeon,  an  energetic  cheese  indus 
try  marketing  veteran,  as  Roth  Kase's; 
president.  McKeon  now  has  supply 
agreements  with  12  of  the  top  15 
supermarket  chains  (including 
Kroger,  Safeway  and  Vons),  and  sev- 
eral of  the  top  food  service  distribu- 
tors, including  Sysco  and  Rykoff-Sex 
ton.  Sysco,  for  example,  will  soon 
start  selling  Roth  Kase's  Havarti,  fon- 
tina  and  Gruyere  cheeses  to  food  ser- 
vice operators  under  Sysco's  new  spe- 
cialty brand,  Block  &  Barrel. 

McKeon  expects  Roth  Kase  to  take; 
in  at  least  $10  million  in  1994,  up 
from  $8  million  last  year,  and  predicts 
sales  will  at  least  double  by  1998. 
McKeon  says  the  company  should 
turn  profitable  later  this  year.  He 
claims  Roth  Kase  now  sells  over  20% 
of  the  Gruyere  consumed  in  the  U.S.; 
virtually  all  the  rest  is  Swiss-made. 

Master  cheesemaker  Rene  Weber 
concedes  that  taking  market  share 
from  European,  especially  Swiss, 
cheeses  isn't,  and  won't  be,  easy.  Not- 
ing that  Gruyere  has  been  made  in 
Switzerland  since  the  8th  century  and 
has  a  taste  that  is  difficult  to  imitate, 
Weber  says:  "Switzerland  takes  milk 
and  cheese  more  seriously  than  any 
country  in  the  world." 

Still,  Weber  can  already  point  to 
some  impressive  victories.  At  the  Wis- 
consin State  Fair  last  month,  the  Roth 
Kase  Gruyere  won  first  prize  among 
23  entries.  A  Roth  Kase  baby  Swiss 
won  a  second  prize. 

"Cheese  is  a  living  thing,"  bubbled 
Weber  after  bursting  into  a  Roth  Kase 
conference  room  to  report  the  news 
of  the  awards.  "The  cheeses — they're 
all  my  children."  Assuming  Congress 
approves  the  new  gatt  rules,  Roth 
Kase  is  one  new  U.S.  business  that 
could  grow  up  into  something 
interesting.  H 
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■The  easy  pickings  are  over  for  the  makers 

jof  generic  drugs.  The  big  pharmaceutical  houses 

Ino  longer  shun  the  business. 

Drag  wars 


By  John  R.  Hayes 


Too  many  players? 


Company 

Sales 

Recent 

EPS 

R&D 

—FDA  drug  approvals— 

($mil) 

price 

estimated 

($mil) 

1991-94 

pending 

Winners 

Copley  Pharmaceutical 

$86 

27% 

$1.23 

$8 

29 

16 

Mylan  Laboratories 

252 

23% 

1.21 

22 

22 

16 

Teva  Pharmaceutical 

502 

28 

1.35 

12 

19 

21 

Watson  Pharmaceuticals 

67 

W/a 

0.94 

10 

8 

8 

Zenith  Laboratories 

106 

I6V2 

1.20 

9 

4 

23 

Losers 

A  L  Laboratories 

338 

13% 

0.57 

17 

12 

20 

Biocraft  Laboratories 

143 

13% 

0.48 

10 

7 

14 

Ivax  Corp 

976 

17% 

1.19 

36 

1 

18 

Pharmaceutical  Resources 

75 

7 

0.30 

2 

0 

27 

Purepac 

71 

9% 

0.36 

6 

9 

8 

Sources:  Lehman  Brothers:  IBES;  company  reports. 


Who  will  survive?  Firms  with  strong  product  pipelines  that  can  get  along 
with  regulators  and  cut  deals  with  the  major  drug  companies. 


Conventional  wisdom  has  it  that 
generic  drug  companies  can't  lose. 
The  reasons  are  obvious.  Some  $25 
billion  of  brand-name  drugs  are  due 
to  come  off  patent  by  the  end  of  the 
decade.  Plus,  managed  health  care 
means  more  business  pushed  away 
from  high-priced  brand  drugs,  which 
typically  cost  50%  to  100%  more  than 
generics. 

You  can't  argue  with  this  number: 
By  next  year  generics  will  have  50%  of 
the  total  drug  market.  All  the  opti- 
mism, however,  overlooks  one  thing: 
competition.  As  their  patents  expire, 
the  big  drug  companies  are  fighting 
to  retain  market  share  by  cutting 
prices  and  by  introducing  generic  ver- 
sions of  their  own  branded  drugs, 
sometimes  even  before  their  brands 
go  off  patent. 

To  understand  how  rough  the  ge- 
neric business  has  become,  consider 
the  battles  for  three  big  markets: 

Naprosyn,  a  $550  million  (1992 
sales)  arthritis  drug  made  by  Syntex. 
With  the  patent  expiring  last  Decem- 
ber, Syntex  launched  a  generic  ver- 
sion in  October.  Usually  the  first  ge- 
neric company  to  start  selling  a  new 
off-patent  drug  wins  the  widest  mar- 
gins and  the  biggest  market  share.  But 
being  first  didn't  help  Syntex. 

It  was  painful,  to  be  sure.  Syntex's 
cheaper  version  flooded  the  market, 
soon  outselling  the  more  expensive 
brand  version  two  to  one.  Within 
months  generic  substitutes  were 
available  from  Mylan  Laboratories, 
Copley  Pharmaceutical  and  five  other 
generic  outfits.  Soon  the  generics 
were  selling  at  one-tenth  the  price  of 
Naprosyn  and  had  over  80%  of  the 
market.  This  May,  its  profits  devasted, 
Syntex  agreed  to  a  buyout  by  Switzer- 
land's Roche  Holding. 

Tagamet,  SmithKline  Beecham's 
$650  million  ( 1993  sales)  ulcer  drug, 
came  off  patent  in  May.  Simulta- 
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Generic  drugs 

neously  Mvlan  and  Smith  Kline  each 
brought  Out  a  generic  equivalent,  but 
SmithKline  complicated  the  situation  ' 
by  offering  up  to  20%  rebates  on 
brand  name  Tagamet. 

Cutting  brand  prices  is  a  new  idea 
for  drug  companies.  The  old  strategy 
was  to  raise  prices  when  patents  ex- 
pired, thus  milking  a  declining  mar- 
ket, but  also  giving  the  generics  wide 
pricing  opportunities. 

Calan  sr,  Searle's  $400  million 
extended-release  hypertension  drug, 
came  off  patent  in  1989.  This  past 
March  Searle  began  manufacturing  a 
generic  substitute,  using  Zenith  Lab- 
oratories, a  generic  company,  to  dis- 
tribute it.  That's  hurting  Ivax  Corp., 
until  then  the  only  generic  company 
that  had  managed  to  make  the  diffi- 
cult-to-develop  drug. 

Does  this  mean  the  companies  that 
live  off  generics  are  doomed?  Not 
necessarily,  but  it  does  suggest  that 
the  big  pharmaceutical  houses  have 
become  a  major  factor.  Like  Smith- 
Kline,  Upjohn  sells  generic  brands  of 
two  of  its  big  drugs — Xanax  and  Hal- 
cion — through  a  subsidiary  of  Ciba. 
Merck  is  talking  to  generic  companies 
about  supplying  it  with  generics  to  sell 
under  its  own  generic  private  label, 
West  Point  Pharma. 

Last  October  Marion  Merrell  Dow 
paid  $280  million  for  privately  owned 
Rugby  Laboratories.  A  month  later 
German  drugmaker  Hoechst  Cela- 
nese  bought  51%  of  Copley  Pharma- 
ceutical for  $546  million. 

"Small  players  looking  for  a  home 
run  in  the  commodity  drugs — look- 
ing for  one  drug  to  double  the  size  of 
the  company — those  days  are  over," 
says  Jack  Lamberton,  a  pharmaceuti- 
cal analyst  with  NatWest  Securities. 

Among  the  dozens  of  generic  pro- 
ducers, Lamberton  likes  Mylan  Lab- 
oratories because  of  its  broad  prod- 
uct line  and  its  new  distribution  deal 
with  Eli  Lilly.  He  also  favors  Nas- 
daq-listed Teva  Pharmaceutical,  an 
Israeli  maker  of  commodity  and 
niche  generics.  Teva  hopes  to  be- 
come one  of  the  largest  suppliers  of 
private-label  generics  to  large  phar- 
maceutical companies  that  want  to 
offer  a  full  line  of  generics.  Teva  is 
thus  well  positioned  for  the  new  dis- 
pensation wherein  the  big  drug 
companies  will  more  and  more  own 
the  generic  market.  EHH 


Here's  a  business  that  pays  far  less  than  the 
minimum  wage  and  has  guaranteed  markets. 
Yet  it  manages  to  lose  money. 

Captive  labor, 
captive  markets 


By  Nina  Munk 

In  his  eight  years  on  the  job  John 
(J.C.)  Bryant  hasn't  missed  a  day  of 
work.  Today  he's  hard  at  work  uphol- 
stering a  new  chair  with  brightly  col- 
ored fabric.  "The  best  thing  about 
this  job,"  Bryant  tells  Forbes,  "is 
seeing  the  chairs  when  they're  ready 
to  go  out  and  knowing  that  I  helped 
make  them." 


For  this  Bryant  gets  only  95  cent 
an  hour,  but  then  he  doesn't  have 
much  choice  in  jobs.  He's  serving  a 
life  sentence  for  murder  at  the  Califor 
nia  Correctional  Institution  in  Te 
hachapi,  northeast  of  Los  Angeles.  In 
California  6,573  inmates  like  Bryant 
work  in  72  different  factories  at  23 
California  state  prisons.  Working  for 


Prison  inmate  J.C.  Bryant 

Making  chairs  for  95  cents  an  hour. 
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When  others  left  for  Europe 
You  left  for  grad  school 
When  others  were  piling  up  debts 

You  were  building  equity 
When  others  settled  for  knockoff s 
You  acquired  antiques 
Now 

Has  your  homeowners  insurance 
kept  pace  with  your  lifestyle? 


Now  that  you've  staked  your  claim  on  the  good  life,  you're  in  a  position  to  choose  a  homeowners  policy  that 
ron't  quibble  over  the  value  of  a  loss.  A  Fireman's  Fund  Prestige  policy  offers  superior  protection  for  your  most  treasured 
cquisitions.  By  adding  our  Valuable  Possessions  coverage  to  your  policy,  you'll  receive  the  full  amount  you're 
isured  for  when  a  valuable  is  lost  or  stolen.  That  may  sound  like  a  standard  feature,  but  it's  not  available 


rith  most  standard  homeowners  policies.  You  can't  buy  better  coverage,  so  why  settle  for  less?  To  learn  all  FilVPltlllS 
bout  the  benefits  of  a  Prestige  policy,  talk  to  an  independent  insurance  agent  representing  Fireman's  Fund.  Fund 

PRESTIGE     HOMEOWNERS  INSURANCE.  DESIGNED  FOR  ACHIEVERS. 


c  1994,  Fireman's  Fund  Insurance  Company  •  Prestige®  is  a  registered  servicemark  of  Fireman's  Fund  Insurance  Company 


California  prisons 


Western  Contract's  David  Purser 
"There's  just  no  way  we  can  compete." 


the  Prison  Industry  Authority,  a  semi- 
autonomous  state  agency,  they  make 
hundreds  of  items,  including  mat- 
tresses, business  card  holders,  state 
flags,  weight-lifting  equipment,  life- 
guard towers  and,  yes,  license  plates. 
Prison  Industry  Authority's  revenues 
for  fiscal  1994  were  $135  million. 
Similar  programs  in  other  states  and  at 
the  federal  prison  level  generate  an- 
other $1.1  billion  a  year  in  sales. 

California's  PIA  should  be  a  low- 
overhead  outfit.  Besides  low  wages,  it 
pays  just  3  cents  a  square  foot  for 
office  and  factory  space  and  a  penny 
for  warehouse  space — roughly  5%  of 
what  private  competing  businesses  in 
the  Sacramento  area  pay  for  similar 
space.  No  insurance  premiums  to  pay, 
no  employee  taxes  or  medical  benefits 
for  inmate  workers.  And  few  market- 
ing expenses.  Under  California  law, 
state  agencies  are  required  to  give  the 
corrections  department  first  crack  at 
supplying  goods,  regardless  of  price 
or  quality. 

Pomona's  California  State  Poly- 
technic University  last  year  needed 
213  chairs  for  a  new  computer  lab.  A 
private  fiirniture  manufacturer  of- 
fered to  deliver  the  chairs  within  six 
weeks  for  $54  apiece.  But  Cal  Poly 
was  obliged  to  buy  Prison  Industry's 
chairs  for  $92  each.  Eight  months 
after  die  order  was  placed,  54  of  the 


213  chairs  have  yet  to  be  delivered. 
Patrice  Hannemann,  director  of  pur- 
chasing and  contracting  at  California 
State  University,  Chico,  placed  an 
order  with  PIA  for  ten  conference 
room  chairs  in  lune  1993.  Delivery 
was  promised  for  October.  The  chairs 
arrived  in  February.  "If  they  were  a 
vendor  in  the  marketplace,  they'd  be 
held  accountable,"  sighs  Hanne- 
mann. "But  there's  nothing  we  can 
do  with  Prison  Industry." 

In  Prison  Industry's  5y2-pound 
catalog,  a  basic  three-ring  vinyl  binder 
lists  at  $2.64,  compared  with  99  cents 
for  the  same  binder  in  Quill  Corp.'s 
office  products  catalog.  The  agency 
penalizes  small  orders.  And  if  you'd 
like  your  binder  order  to  arrive  in  less 
than  60  days,  there's  a  15%  surcharge. 

"Their  [Prison  Industry's]  cost  is 
always  higher  [than  private  sector 
suppliers],"  fumes  Jerry  Schroeder,  a 
California  Department  of  Motor  Ve- 
hicles purchasing  officer.  "Not  some- 
times— always." 

David  Purser  is  vice  president  of 
Rancho  Cordova,  Calif -based  West- 
ern Contract  Furnishers.  In  May 
1993  Western  won  a  three-year  sub- 
contract worth  about  $30  million  to 
supply  modular  furniture  to  state 
agencies  because  the  Prison  Industry 
Authority  lacked  the  necessary  capaci- 
ty. But  after  the  contract  was  signed 


the  authority  expanded  and  now  says 
it's  ready  to  sell  $14  million  of  modu- 
lar furniture  a  year;  Western  Contract 
will  likely  get  whatever  orders  Prison 
Industry  chooses  not  to  fill. 

Stories  like  Purser's  are  certain  to 
multiply.  California's  Department  of 
Corrections  projects  the  state's  pris- 
ons will  hold  245,000  inmates  by  the 
year  1999,  up  from  125,000  today. 
Just  since  1984  pia's  sales  have  risen 
almost  fourfold. 

Adding  insult  to  injury,  Prison  In- 
dustry loses  money:  $2.2  million  last 
year,  $2.4  million  the  year  before.  PIA 
argues  that  it  has  high  hidden  costs: 
unskilled  and  often  illiterate  workers, 
the  need  for  extra  security,  small  pro- 
duction runs  and  so  on.  Others  say  PIA 
has  to  support  too  many  bureaucrats 
to  be  competitive.  One  thing  is  sure: 
With  no  competition  there's  no  in- 
centive to  keep  costs  down. 

Alarmed  by  the  unfair  competition 
that  prison  labor  poses,  private  indus- 
try has  formed  the  Prison  Industries 
Reform  Alliance.  The  Alliance  advo- 
cates that  inmates  should  work  only  in 
businesses  where  private  industry  can- 
not profitably  function.  Sorting  gar- 
bage for  recycling,  for  example,  a 
labor-intensive  business  that  makes 
sense  only  if  the  laborers  earn  50  cents 
or  less  an  hour. 

In  California  a  pilot  project  has 
inmates  sorting  through  100  tons  a 
day  of  solid  waste  from  Folsom,  a 
prison  town  just  outside  Sacramento. 
Cleaned  glass,  plastics,  paper  and 
metal  are  sold  to  brokers  of  recycled 
goods.  Food  and  yard  waste,  wood 
chips  and  some  paper  are  composted. 
An  experiment  is  under  way  to  con- 
vert the  garbage  into  energy. 

But  don't  expect  the  bureaucrats  to 
restrict  themselves  to  useful  projects 
like  that.  Arguing  for  its  usefulness, 
the  agency  claims  it  saved  taxpayers 
$100  million  in  fiscal  1992  and  1993. 
How?  It  claims  that  without  the  fac- 
tories California  would  have  had  to 
spend  $55  million  to  keep  6,000  in- 
mate workers  busy.  Oh,  yes.  And  by 
helping  some  inmates  earn  reduced 
sentences  by  working,  $45  million 
was  saved  by  releasing  these  prisoners 
early.  In  the  lingo  of  government 
bureaucracy,  money  not  spent  is 
money  saved.  Come  to  think  of  it, 
that's  the  same  way  the  federal  gov- 
ernment "cuts"  spending.  HB 


84 


Forbes  ■  August  29,  1994 


/titan  lie 
Ocean 


Atlantic  Ocea~n~, 

I  " 


Be  flexible  ab  out  the  types 
of  investments  you  choose/ 


Founder's  Investment  Principle* 


Templeton  Smaller  Companies  Growth  Fund 

Investment  opportunities  change  constantly— by  company,  by  industry  and 
by  country.  To  make  the  best  of  them  you  may  need  to  be  flexible. 
Exactly  the  kind  of  approach  guiding  the  Templeton  Smaller 

Companies  Growth  Fund  to  an  average  ,  

annual  total  return  of  14.3%  since 
its  inception  in  1981. +  Of  course,  past 
51  8%       performance    does    not  guarantee 
5 -year  future  results. 


233.6% 

1 0-year 


12.8% 

10-year 


8.7% 


5.9% 

1  -year 


Templeton  Smaller  Companies  Growth 
Fund  seeks: 

•  Bargain  securities  in  companies  valued 
between  $50  million  and  $1  billion 

•  Long-term  capital  growth 

Call  your  investment  representative 
or  Templeton  today. 


*5i>  John  Templeton,  who  currently  serves  as  Chairman  of  the  fund's  Board,  is  not  involved  in 
investment  decisions,  which  are  made  by  the  fund's  investment  manager. 

fCumulative  total  returns  show  the  percent  change  in  value  of  an  investment  over  the  10-  and  5-year 
periods.  Average  annual  total  returns  represent  the  average  annual  increase  in  value  of  an  investment 
over  the  indicated  periods.  All  calculations  include  the  maximum  5.75%  initial  sales  charge  and 
assume  reinvestment  of  dividends  and  capital  gains  at  net  asset  value.  Prior  to  July  I,  1 992,  fund 
shares  were  offered  at  a  higher  sales  charge.  Thus,  actual  total  returns  to  purchasers  of  shares  during 
that  period  would  have  been  somewhat  less  than  noted  above. 

There  are  special  risk  considerations  associated  with  international  investments  m  smalkr  companies, 
including  price  volatility,  illiquidity,  currency  fluctuations  and  limited  product  lines,  markets  or 
financial  and  management  resources. 

Principal  Underwriter:  Franklin /Templeton  Distributors,  Inc. 


Call  1-800 
342-FUND 
Ext.  T  3  6  3 


Templeton  Worldwide 

700  Central  Avenue 
St.  Petersburg,  FL  33701-3628 

gte^/l  would  like  a  free  prospectus 
containing  more  complete  information  on 
the  Templeton  Smaller  Companies  Growth 
Fund,  including  charges  and  expenses.  I  will 
read  it  carefully  before  I  invest  or  send  money. 

Q  /  am  currently  a  Templeton  shareholder. 

Name 

Address 

City/State/Zip 

Daytime  Phone 


Templeton 

WORLDWIDE 


A  Member  of  the  $112  Billion  Franklin /Templeton  Group 
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Ail  the  signs  are  that  Americans  won't  go  for 
shelf-stable  milk.  A  smart  Italian  businessman  is 
betting  big  money  he  can  change  our  minds. 

How  about  a  nice 
box  of  warm  milk 


By  Marc  E.  Babej 

Here's  a  real  marketing  challenge: 
Take  a  product  whose  market  is  dwin- 
dling, put  it  in  an  unfamiliar  package 
and  charge  a  10%-to-15%  premium. 
That's  what  Italy's  Parmalat,  the 
world's  leading  marketer  of  liquid 
milk,  is  trying  to  do  with  a  costly  U.S. 
marketing  blitz  for  its  flagship  prod- 
uct: ultra  heat  treated  (uht)  milk, 
which  lasts  for  five  to  six  months 
without  refrigeration  in  unopened 
aseptic  containers. 

Parmalat,  with  some  $1 .8  billion  in 
worldwide  sales  last  year,  has  long 
been  a  powerhouse  in  Europe,  where 
shelf-stable  milk  is  particularly  popu- 
lar. In  Italy,  Parmalat  has  34.6%  of  the 
uht  milk  market — about  50%  of  the 
total  milk  market — even  though  the 
product  costs  15%  to  20%  more  than 
pasteurized  milk. 

But,    unlike    most  Europeans, 
Americans  have  big  refrigera- 
tors and  logically  don't  have 
much  need  for  milk  that  can  be 
stored  on  a  shelf.  New  products 
consultant  Chester  Kane  of  Kane, 
Bortree   &   Associates  explains: 
"Parmalat  is  trying  to  sell  Ameri- 
cans a  product  they  don't  need  in 
containers  they  don't  like." 

But  the  American  market  is  just  too 
big  and  juicy  to  ignore.  Parmalat  is 
doubling  its  U.S.  ad  spending  to  $8 
million  this  year  to  plug  its  Parmalat- 
brand  uht  milk.  For  its  introductory 
splash  last  summer,  it  dropped  an 
extra  $2  million  on  such  gala  shindigs 
as  a  concert  by  tenor- pitchman  Lu- 
ciano Pavarotti  in  New  York's  Central 
Park.  Next  year  Parmalat  plans  to 
double  its  ad  budget  again. 

That's  an  awful  lot  of  money  to 
promote  a  product  with  U.S.  sales  of 


only  $27  million  last  year.  But  Parma- 
lat founder  Calisto  Tanzi,  whose  fam- 
ily owns  50%  of  the  company's  stock, 
figures  he  can  peddle  boxed  milk  to 
Americans  as  successfully  as  he  has 
peddled  it  to  the  rest  of  the  world. 


* 


Parmalat's  new  U.S.  ads 

Will  people  buy  boxed  milk? 


"This  will  not  happen  in  a  week, 
month  or  a  year,  but  ultimately  thi 
publicity  and  the  advertising  will  con 
vince  the  American  public  that  the 
product  is  good,"  says  Tanzi. 

It  will  be  a  tough  sell.  Parmalat's 
own  research  suggests  that  the  Ameri- 
can public's  response  to  UHT  milk  is 
at  best,  lukewarm.  In  focus  groups, 
some  people  feared  the  milk  to  be 
spoiled  or  unsafe.  Some  mothers 
thought  it  tasted  more  like  condensec 
milk  than  pasteurized  milk.  Others 
considered  the  square,  quart- size 
aseptic  containers  more  suitable  for 
dry  food.  The  name  Parmalat  remind 
ed  some  of  popular  baby  formula 
brands  like  Enfamil  or  Similac. 

But  the  skeptics  don't  bother 
Tanzi.  Parmalat  is  currently  airing 
four  30-second  TV  commercials  that 
explain  in  straightforward  fashion  the 
convenience  of  uht  milk,  which  can 
be  bought  in  bulk  and  stashed  away 
for  future  use.  No  fancy  image  stuff 
here,  just  a  straight  product  pitch. 

Parmalat  is  trying  out  nonfood  re- 
tail outlets  like  Toys  "R"  Us,  where 
its  packaged  milk  is  displayed  in  the 
baby  formula  section,  and  drugstores 
Of  course,  none  of  this  distribution 
comes  cheap,  and  Parmalat  admits  it's 
paying  hefty  sums  to  get  its  specia 
displays  into  supermarkets. 

Parmalat  is  bucking  a  declining 
trend  in  the  consumption  of  milk 
Consumption  is  falling  steadily  as 
teenagers  defect  to  soft  drinks 
prompting  the  Milk  Industry  Foun 
dation  trade  association  to  launch  a 
$55  million  ad  campaign  to  boost 
milk  drinking  again. 

The  campaign  isn't  ready  yet,  but 
it's  likely  to  include  appetizing  shots 
of  ice-cold  glasses  of  milk — not  the 
kind  of  image  that  will  do  Tanzi's 
milk-in-a-box  a  lot  of  good. 

Where  Parmalat  treads,  others 
have  trod  before.  Inspired  by  the 
success  of  ultra  heat  treated  milk 
in  continental  Europe,  a  com- 
pany called   Dairymen  Inc 
tried  to  launch  it  in  the  U.S 
.  in  1982.  It  flopped. 
"I    doubt    the    situation  has 
changed  much,"  says  Dairymen  Chief 
Executive  James  Mueller.  "We're  not 
interested  in  pursuing  uht  milk  any 
more,  that's  for  sure." 

So  you  have  to  hand  it  to  Tanzi:  He 
sure  doesn't  discourage  easily.  I 
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COMPUTERS/COMMUNICATIONS 


A  government-subsidized  semiconductor  firm 
vows  to  take  on  Intel  in  microprocessors. 
Lofty  ambition,  limited  means. 


Me  too 


By  Nikhil  Hutheesing 

SGS-Thomson  Microelectronics  is  the 
last  great  hope  for  European  politi- 
cians who  want  a  home-grown  Intel. 
If  for  nothing  else,  you  have  to  admire 
the  company  for  its  self-confidence. 

Here's  a  firm  that  was  constructed 
in  1987  by  the  merger  of  two  ailing 
companies,  the  French  Thomson 
Semiconducteurs  and  the  Italian  SGS 
Microelettronica.  Four  years  after  its 
creation,  SGS-Thomson  still  had  an 
accumulated  deficit  of  nearly  half  a 
billion  dollars.  Its  $2  billion  in  sales 
last  year  gave  it  only  a  2.4%  share  of 
the  worldwide  semiconductor  busi- 
ness. Yet  SGS-Thomson  has  lofty  am- 
bitions. It  is  going  more  heavily  into 
the  microprocessor  business,  taking 
on  dominant  Intel  Corp. 

At  the  same  time  it  tilts  at  that 
windmill,  it  wants  to  capture  a  lead 
position  in  making  a  chip  that  will 
power  a  future  generation  of  digital 
television  sets. 

SGS-Thomson  survives  at  the  suffer- 
ance of  its  principal  owners,  the 
French  and  Italian  governments. 
(Thorn  EMI,  a  private-sector  British 
firm,  owns  a  10%  sliver  of  the  stock.) 
SGS-Thomson  edged  into  the  black  in 
1992,  netting  $3  million  on  sales  of 


$1.6  billion.  Then,  following  a  $500 
million  equity  infusion  from  its  tax- 
payer patrons,  it  reported  a  net  of 
$160  million  for  last  year.  But  don't 
put  too  much  stock  in  either  profit 
figure,  warns  G.  Dan  Hutcheson, 
president  of  VLSI  Research  Inc.  based 
in  San  lose,  Calif.  He  believes  there 
are  indirect  and  unreported  subsidies 
that  are  not  visible  on  the  cursory 
financial  statements  that  SGS-Thom- 
son makes  public.  "Outside  of  gov- 
ernment subsidies,  they  have  lost 
money  to  the  tune  of  several  hundred 
million  dollars  in  the  1990s,"  Hut- 
cheson speculates. 

SGS-Thomson  denies  that  there  are 
any  under-the-table  handouts.  Pas- 
quale  Pistorio,  the  58-year-old  for- 
mer head  of  SGS  Microelettronica  who 
has  been  running  SGS-Thomson  since 
the  1987  merger,  says  business  is 
great  and  the  firm  may  go  public.  "In 
1993  we  projected  that  by  1996  we 


mm* 


would  be  in  the  top  ten  [among  semi- 
conductor makers  in  the  world  ] .  I  will 
be  wrong  by  one  year.  It'll  be  in 
1995,"  declares  Pistorio. 

Say  this  for  Pistorio:  For  the  man- 
ager of  a  company  whose  owners  are 
motivated  by  some  combination  of 
chauvinism  and  job-saving,  he  has 
accomplished  an  admirable  amount 
of  cost-cutting.  He  closed  5  and  sold 
2  of  the  company's  22  factories,  dra- 
matically improving  productivity. 
Then  he  expanded  manufacturing  in 
Asia  and  the  U.S. — areas  the  Euro- 
centric company  had  neglected. 

The  bigger  challenge  is  taking  away 
market  share  from  deeply  entrenched 
competitors.  Intel,  number  one  in 
world  semiconductor  sales,  is  going 
to  spend  $1.1  billion  this  year  on 
research  and  development — more 
than  half  of  SGS-Thomson's  total 
sales.  SGS-Thomson's  R&D  budget  this 
year  will  be  over  $350  million. 

All  this  doesn't  dismay  Pistorio. 
His  growth  plan  is  built  around  two 
big  moves:  a  deeper  foray  into  Intel's 
microprocessor  territory  and  creation 


SGS-Thomson 
Microelectronics' 
Pasquale  Pistorio 
Struggling  to 
become  a  tenth- 
ranking  semicon- 
ductor maker. 
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of  a  new  business  in  video  compres- 
sion chips.  "With  the  Intel-like  chip, 
we  will  meet  a  deficiency  in  our  prod- 
uct line,"  explains  Pistorio.  "The 
compression  chip  will  let  us  play  an 
avant-garde  role." 

SGS-Thomson  is  already  manufac- 
turing clones  of  Intel's  80486  chip, 
which  is  used  in  the  majority  of  per- 
sonal computers  sold  today.  SGS- 
Thomson  aims  to  expand  this  busi- 
ness rapidly  over  the  next  three  years. 
The  firm  had  been  making  Intel 
clones  designed  by  Texas-based  Cyrix 
Corp.  and  distributed  under  the  Cyrix 
label.  In  April  SGS-Thomson  began 
marketing  those  clones  under  its  own 
name  as  well. 

But  the  market  for  the  486  will 
decline  after  1994  as  Intel  phases  in  its 
new  Pentium  chip,  and  SGS-Thomson 
will  be  fighting  over  this  dying  market 
with  the  likes  of  Advanced  Micro 
Devices  Inc.,  a  $1.6  billion  U.S.  com- 
pany whose  Intel  clone  line  dates  back 
to  1975. 

"A  lot  of  me-too  stuff'  is  the  way 
vlsi's    Hutcheson    describes  SGS- 


Thomson's  product  lines. 

Indeed,  SGS-Thomson  copycatted 
several  of  its  older  product  lines.  For 
example,  its  nonvolatile  memory 
chips,  which  store  data  when  a  com- 
puter is  off,  were  pioneered  by 
Toshiba. 

SGS-Thomson  is  originating  one 
new  business,  what  the  company  calls 
a  multimedia  chip.  This  is  a  special- 
ized processor  that  does  just  one 
thing:  decompress  a  digitized,  com- 
pressed video  image  so  your  television 
set  can  display  it.  SGS-Thomson  is 
already  supplying  decompression 
chips  for  the  decoder  box  that  goes 
with  a  Hughes/Hubbard  satellite. 
It's  been  beaming  TV  signals  to  con- 
sumers in  the  U.S.  since  June  17 
(Forbes,  July  4). 

SGS-Thomson  hopes  that  its  multi- 
media decompression  chip  will  be  the 
brains  behind  digital  TV  set-top  box- 
es, much  as  Intel's  Pentium  will  be  for 
the  next  generation  of  PCs.  But  they 
are  not  in  the  same  league  in  market 
potential.  The  Hughes/Hubbard  op- 
eration   expects    to    have  about 


600,000  subscribers  by  the  end  of  the 
year;  Intel  aims  to  sell  7  million  Pen- 
tiums this  year. 

Won't  every  household  have  a  digi- 
tal TV  someday?  Maybe,  but  there's  no 
guarantee  the  boxes  will  use  a  chip  like 
SGS-Thomson's.  sc  .s-Thomson's 
compression  scheme,  a  standard 
known  as  Motion  Picture  Experts 
Group  2,  is  one  of  at  least  three 
competing  formats.  Intel,  for  one,  is 
investing  in  a  rival  compression  tech- 
nology. By  the  time  the  digital  televi- 
sion market  awakens,  the  world  just 
might  have  passed  SGS-Thomson  by. 
The  operation  could  be  as  doomed  as 
the  European  (and  Japanese)  boon- 
doggles in  analog  high-definition 
television. 

If  the  Europeans  want  a  semicon- 
ductor industry  badly  enough,  they 
can  have  one.  (The  profitable  Siemens 
AG  and  Philips  Electronics  already 
make  chips.)  Europe  did,  after  all, 
create  a  viable  aerospace  industry  by 
heavily  subsidizing  the  early  stages. 
But  the  same  strategy  may  not  work  in 
the  fast-changing  chip  business.  BB 


> 
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ADVERTISEMENT 


Partnerships  In 
Engineering 

Parker  Hannifin  Helps  Freightliner  Continue  a 
Legacy  of  Innovation 


It  takes  a  rare  breed  of  company  to  create  a  product 
so  unusual  and  innovative  that  it  qualifies  for  a  berth  in 
the  Smithsonian  Institution's  National  Museum  of 
American  History.  For  Freightliner  Corp.,  such  a  dis- 
tinction typifies  a  50-year  commitment  to  advancing 
the  state  of  truck  engineering. 

Founded  in  1942  by  Leland  James,  the  company 
owes  its  existence  to  a  revolutionary,  lightweight 


design  that  other  truck  manufacturers  could  not  exe- 
cute. By  manufacturing  the  truck  himself,  James 
redefined  industry  standards.  After  logging  four  mil- 
lion miles,  one  of  his  first  trucks  was  donated  to  the 
Smithsonian. 

Today  Freightliner  is  continuing  this  legacy  of  inno- 
vation. Freightliner  engineers  are  teaming  up  with 
Parker  Hannifin  to  extend  the  bounds  of  truck  engi- 
neering. A  global  leader  in  motion-control  compo- 
nents and  systems,  Parker  Hannifin  designed  and 
manufactured  parts  that  ride  on  every  medium-  and 
heavy-duty  Freightliner  sold  throughout  the  world.  It  is 
an  impressive  partnership,  one  that  has  helped 
Freightliner  —  a  member  of  the  Mercedes-Benz  AG 
group  —  claim  nearly  one-fourth  of  the  U.S.  market 
and  worldwide  sales  of  $3  billion  in  1993. 


As  in  its  beginning,  innovation  remains  a  hallmark 
of  the  company.  For  instance,  Freightliner's  70-inch 
Raised  Roof  SleeperCab  has  won  universal  acclaim 
for  its  safety,  efficiency  and  drivability.  The  Sleeper- 
Cab's  expansive,  rich  interior  offers  drivers  unparal- 
leled comfort  and  space.  Its  graceful  aerodynamic 
design,  developed  in  the  famed  Mercedes-Benz  full- 
size  wind  tunnel,  slices  the  wind,  thereby  slashing  fuel 
consumption.  It  is  to  modern  truck- 
ing what  the  new  generation  of  jet- 
liners is  to  aviation. 

To  bring  this  model  to  market, 
Freightliner's  engineers  collaborated 
with  Parker  Hannifin's  engineering 
and  manufacturing  experts  to  cre- 
ate the  number  of  high-tech  compo- 
nents and  systems  needed  for  such 
an  advanced  vehicle.  Engineers 
from  both  companies  worked 
together  to  develop  the  critical 
components  that  constitute  its  anti- 
lock  braking,  power  steering,  lubri- 
cation, air  conditioning  and  fuel  fil- 
tration systems.  It's  the  type  of  teamwork  Parker 
Hannifin  extends  to  all  of  Freightliner's  medium-  and 
heavy-duty  trucks.  From  hoses  to  fittings,  valves  to 
advanced-design  air  brake  harnesses,  connectors  to 
couplers,  Parker  Hannifin  supplies  Freightliner  with 
the  quality  parts  and  engineering  that  an  industry 
leader  requires. 

Freightliner  is  one  of  the  many  leading  companies 
from  around  the  world  —  in  the  automotive,  industrial 
and  aerospace  industries  —  that  rely  upon  the  innova- 
tion and  dependability  of  Parker  Hannifin's  superior 
components  and  systems.  Serving  more  than 
280,000  customers  in  more  than  1,200  markets, 
Parker  Hannifin  consistently  delivers  the  premier  sup- 
port and  service  needed  to  keep  companies  such  as 
Freightliner  on  the  leading  edge  of  innovation. 


freightliner  and  Parker  deliver  the  future  in  large  trucks 


ne  North  American  commercial  truck 
arket  is  growing  steadily,  and  Freightliner 
orporation,  a  member  of  the  Mercedes-Benz 
G  group,  is  maintaining  its  position  as 
orth  America's  largest  Class  8  vehicle 
anufacturer.  Parker  Hannifin,  the  global 
ader  in  motion  control  helps  this  trucking- 
dustry  leader  to  continue  to  innovate. 
By  aggressively  pursuing  new  product 
;velopment,  Freightliner  offers  customers 
le  of  the  most  modern  and  complete  product 
les  in  North  America.  Freightliner' s  dramatic 
owth  has  been  led  by  James  Hebe,  who  has 
Tved  as  President  and  CEO  since  1992.  Hebe 
id  his  team  planned  and  developed  a  variety  of 


new  truck  models  with  new  ergonomic  driver 
environments,  a  wide  range  of  features  and 
options,  and  a  24-hour  on-line  service  network. 

Parker  and  Freightliner  have  collaborated 
to  advance  heavy-duty  truck  technology. 
Their  engineers  worked  together  to  improve 
critical  components  such  as  braking,  power 
steering,  lube  systems,  air  conditioning  and 
filtration  for  fuel  systems.  Parker  equipment 
can  be  found  throughout  Freightliner' s  medium 
and  heavy-duty  trucks.  From  hoses,  fittings 
and  valves  to  advanced-design  air  brake 
harnesses,  connectors  and  couplers,  Parker 
supplies  Freightliner  with  its  well-known, 
high-quality  products. 


A  partnership  in  vital  technologies 


Other  world-class  companies  around 
the  world  —  in  automotive,  industrial  and 
aerospace  markets  —  also  rely  upon  the 
innovation  and  dependability  of  Parker 
technology,  components  and  systems. 
Serving  more  than  280,000  customers  in 
over  1 ,200  markets,  Parker  consistently 
delivers  the  high  level  of  support  and 
service  needed  to  keep  their  worldwide 
partnerships  solid. 

For  our  Annual  Report,  write:  Parker 
Hannifin  Corporation,  Dept.  FB-24,  17325 
Euclid  Ave.,  Cleveland,  OH  44112-1290. 
For  product  information,  call 
1-800-C-PARKER  (1-800-272-7537). 
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COMPUTERS/COMMUNICATIONS 


Gadget  cranch 


COMMENTARY  BY  ANDREW  J.  KESSLER 


Andrew  J.  Kessler  is  a  managing  director  at 
Unterberg  Harris,  an  investment  banking  firm  in 
San  Francisco;  his  MCI  mail  address  is  akessler. 


A  terrible  crisis  is  upon  us,  and 
scarcely  anyone  has  noticed.  To  wit: 
There  aren't  enough  new  electronic 
gadgets  these  days. 

I  am  a  gadget  addict.  I  was  one  of 
the  first  Americans  to  have  a  citizens 
band  radio  in  the  car.  I  bought  Hew- 
lett-Packard's HP-45  scientific  calcu- 
lator as  soon  as  it  came  out  in  1973. 
For  a  while  I  was  buying  a  new  Walk- 
man or  equivalent  at  the  rate,  it  seems, 
of  one  a  month.  Videocassette  re- 
corder, camcorder,  laser  disk  player, 
quadraphonic  hi-fi,  cellular  phone, 
Sharp  Wizard — I  did  them  all. 

Lately  I  have  been  bored  to  tears  by 
what  the  electronic  inventors  have  to 
offer.  Apple's  Newton  personal  orga- 
nizer is  heavy  and  can't  really  recog- 
nize handwriting.  It  might  take  you 
30  seconds  of  tapping  and  menus  to 
locate  a  phone  number.  AT&T's  rival 
product,  the  EO,  added  wireless  com- 
munications, but  wasn't  much  better. 
The  eo  operation  has  been  shut 
down.  The  only  exciting  hardware 
products  at  the  last  semiannual  Con- 
sumer Electronics  Show,  in  Chicago, 
were  patio  rock  speakers  and  cannon 
subwoofers  for  vans. 

You  don't  have  to  feel  sorry  for  me 
and  the  other  people  who  suffer  from 
what  is  known  medically  as  gadge- 
teer's  syndrome.  Feel  sorry  for  the 
$191  billion  consumer  electronics  in- 
dustry. It  has  to  find  something  inter- 
esting to  take  up  the  void  to  be  left 
when  the  last  household  has  bought  a 
CD-ROM  computer. 

Where  is  the  next  round  of  new 
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gadgets  going  to  come  from?  Proba- 
bly not  from  Japan.  That  country's 
strength  is  in  audio  and  video,  a  mine 
that  looks  exhausted.  For  a  long  time, 
resolution  and  sound  quality  went  up, 
while  the  electronic  circuitry  got 
smaller.  Those  trends  have  pretty 
much  played  out  now.  There  isn't 
much  more  to  sell  to  the  consumer. 
And  don't  forget  that  the  Japanese 
consumer  electronics  executives, 
whatever  their  talents  as  engineers 
and  manufacturers,  are  not  imagina- 
tive. They  missed  the  biggest  con- 
sumer device  to  hit  the  U.S.  since 
indoor  plumbing,  namely  the  person- 
al computer. 

For  a  while,  compulsive  gadget 
buyers  will  have  to  satisfy  their  urges 
on  the  software  side.  Instead  of 
marching  through  the  aisles  of  elec- 
tronics stores,  they  live  at  Egghead 
and  Software  Etc.,  fingering  the  new 
videogames,  CD-ROM  titles  and  per- 
sonal productivity  software.  You 
know,  indispensable  tools  like  Talk- 
ing Icons  and  Fonts  from  Freddy. 

Beyond  that,  several  categories  of 
gadgets  offer  the  potential  for  renewal 
of  the  hardware  side.  One  of  them  is 
the  personal  digital  assistant,  typified 
by  the  disappointing  Newton.  For 
now,  this  is  a  cumbersome  and  costly 
way  to  keep  track  of  an  appointments 
calendar. 

I  see  potential  in  turning  the  digital 
assistant  into  an  entertainment  tool, 
like  the  PC.  For  example,  Fathom 
Pictures  is  selling  an  add-in  card,  the 
Gold  Tee,  that  turns  the  Newton  into 
a  golf  game.  We  need  more  here. 

The  defunct  EO  at  least  had  a  built- 
in  cellular  modem.  Marry  the  best 
features  of  the  Newton  and  EO,  add 
games  and  price  it  under  $500 — then 
you  have  a  winner. 

Other  communications  devices  are 
coming.  They  will  combine  paging 
and  cellular  communications  with 
some  computing  power.  A  forerunner 
of  what  is  in  store  is  Motorola's  Em- 
barc,  a  $999  personal  assistant  that 
allows  someone  with  an  E-mail  mes- 
sage to  find  you  anywhere  and  get  a 
brief  typed  response.  Perfect  for  re- 


ceiving a  margin  call  on  your  semi 
conductor  stocks.  IBM  and  BellSouth 
have  a  similar  device,  Simon,  that  is 
more  of  a  phone  than  a  computer. 
Compaq,  a  device  that  is  more  com 
puter  than  phone.  It  will  take  a  few 
more  iterations  before  the  gadget 
makers  get  this  one  right. 

The  television  set  top  will  be  the 
scene  of  the  next  electronic  gold  rush. 
General  Instruments,  Scientific-At 
lanta,  Silicon  Graphics,  Apple  and 
even  Microsoft  all  have  ambitions 
here.  The  big  question  is  whether  this 
territory  will  ultimately  be  won  by 
computers  that  act  as  televisions  or 
TVs  that  acquire  computer  smarts.  I 
bet  my  marbles  on  the  former.  Big 
sales  won't  come  before  1996. 

Nearer  term,  I  am  looking  forward 
to  the  32-bit  videogame  players. 
3DO's  game  player  is  supposedly  in 
that  league  but  is  in  fact  not  much 
more  than  a  warmed-over  16-bit  ma- 
chine. Sega's  Saturn  and  new  entrant 
Sony's  PSX  look  like  hot  3-D  and  video 
machines  for  Christmas  ofT995.  Nin 
tendo  is  not  far  behind.  The  category 
won't  come  alive  until  the  boxes  retail 
for  less  than  $300.  No  problem;  these 
guys  are  accustomed  to  losing  money 
on  hardware  and  making  it  up  on 
software. 

On  the  more  arcane  side,  look  for 
global  positioning  systems.  Trimble 
Navigation,  Magellan  and  Sony  are 
the  big  players  in  the  race  to  provide  a 
handheld  device  that  triangulates  sat- 
ellite emissions  to  peg  your  location 
and  altitude  within  15  feet.  Great  for 
pilots,  salesmen,  fire  departments  and 
surveyors.  The  equipment  is  available 
now  but  costs  over  $1,000,  and  so  is 
of  use  only  to  people  for  whom  it  is  a 
tax  deduction.  When  the  boxes  come 
in  below  that  sweet  spot  in  pricing, 
meaning  under  $300,  then  they  will 
become  accessible  to  gadgeteers  who 
need  them  only  to  find  the  closest 
electronics  store. 

Given  our  strengths  in  computers, 
software  and  communications,  the 
U.S.  has  a  chance  to  retake  the  con- 
sumer electronics  business.  Let's  get 
cracking.  ■! 

Forbes  ■  August  29,  1994 


It's  not  just  a  letter.  It's  a  way  to  get  work  done. 


The  letter  is  X.  The  company  is  Xerox.  And 
he  story  is  all  about  change. 

Change  is  something  we're  comfortable  with 
Xerox.  It's  what  we've  been  doing  since  the  day 
ve  created  the  first  copier,  and  changed  forever 
:he  way  people  work  with  documents. 

Indeed,  we've  built  our  business  by  following 
he  document  wherever  it  takes  us.  Today,  few 
hings  in  business  change  as  fast  as  the  document, 
f  t  begins  on  a  computer  screen.  It  moves  around 
he  world  on  interactive,  electronic  networks.  It 
exists  in  multimedia  environments.  It  can  be 
scanned,  stored,  retrieved,  revised,  distributed, 
printed  and  published  where,  when  and  how  you 
levant  it. 

In  short,  the  document  is  constantly  moving 
rom  digital  form  to  paper,  and  back  again.  Which 
[s  why  now,  more  than  ever,  our  mission  as  The 
Document  Company  is  clear:  to  put  together  the 
innovative  document  services  you  need — the  sys- 


tems, solutions,  products  and  people — to  make 
your  business  more  productive. 

It  is  also  why  this  new  "digitized"  X  is  more 
than  a  letter  to  us.  It  is  a  symbol  of  change  and 
vitality  in  the  newly  emerging  digital  world.  It 
represents  everything  we  do  to  help  you  get  your 
work  done,  and  make  your  life  at  work  a  little 
more  satisfying  and  rewarding. 

We'll  be  using  this  new  symbol  in  many  differ- 
ent ways,  so  keep  your  eyes  open  for  it. 

For  us,  it  signals  the  next  step  in  a  long  Xerox 
tradition  of  taking  the  first  step  into  QQQ 
the  future.  And  in  a  world  that  won't 
stop  changing,  that's  still  the  most  pro-  document 

,       .  Company 

ductive  step  anyone  can  take.  xerox 

The  document  Company 

XEROX 


8  and  The  Document  Company"  and  the  stylized  X  are  trademarks  of  XEROX  CORPORATION  36  USC  380 


INSIGHTS 

SCIENCE  a  TECHNOLOGY 


ust-carry  and 
the  Bill  of  Rights 


COMMENTARY  BY  PETER  HUBER 


Peter  Huber,  a  senior  fellow  of  the  Manhattan 
Institute,  is  the  author  of  Orwell's  Revenge 
(Free  Press,  forthcoming,  fall  1994). 


Some  might  think  that  when  it 
comes  to  television,  Rupert  Mur- 
doch, John  Malone  and  Blockbuster 
Video  are  enough  already.  Five  jus- 
tices of  the  U.S.  Supreme  Court  are 
not  so  sure.  The  Court's  convoluted 
equivocation  on  the  subject  is  set 
out  in  the  case  entitled  Turner 
Broadcasting  v.  FCC,  handed  down 
on  June  27. 

The  High  Court  does  not  often 
produce  five  opinions  in  a  single  case. 
A  plurality  decision  supported  by 
fewer  than  five  justices  is  rarer  still. 
Yet  that  is  what  the  Court  delivered 
in  Turner.  The  cause  of  this  complete 
muddle  comes  down  to  disagree- 
ment about  whether  Americans  still 
have  too  little  access  to  television. 
Why  should  the  Court  even  care? 
The  vitality  of  the  First  Amendment 
depends  on  it. 

Turner  had  challenged,  on  First 
Amendment  grounds,  a  provision  of 
the  1992  Cable  Act  requiring  cable 
companies  to  retransmit  local  over- 
the-air  broadcasts  on  their  wires.  The 
Court  agonized,  then  sent  the  matter 
back  down  for  further  investigation 
of  the  facts.  Similar  constitutional 
challenges  brought  by  telephone 
companies  are  already  on  their  way  up. 

On  issues  like  must-carry,  the  Con- 
stitution itself  is  unhelpfully  succinct. 
Congress  "shall  make  no  law  abridg- 
ing the  freedom  of  speech  or  of  the 


press,"  the  First  Amendment  declares. 
The  original  player  in  the  "must-car- 
ry" business — the  post  office — is  men- 
tioned in  a  quite  different  context: 
Congress  is  simply  authorized  to  cre- 
ate a  postal  service,  and  then  (it  would 
seem)  regulate  however  it  likes.  The 
founding  fathers  didn't  mention 
asymmetric  digital  subscriber  lines  or 
integrated  broadband  service. 

In  Turner,  Justices  Stevens  and 
Blackmun  saw  nothing  much  wrong 
with  imposing  post-office -like  duties 
on  cable.  Three  other  justices  viewed 
the  law  as  economic  regulation,  in- 
tended to  protect  fragile,  vulnerable 
broadcasters  (like  CBS)  from  your  lo- 
cal cable  carrier.  But  even  this  contin- 
gent of  justices  were  dubious  about 
the  factual  underpinnings  of  the  rule. 
Hence  their  vote  to  remand. 

The  four  dissenters  (O'Connor, 
Scalia,  Thomas  and  Ginsburg)  thought 
that  cable  companies,  like  telephone 
companies,  might  be  required  to  open 
some  of  their  channels  to  all  comers, 
but  that  singling  out  broadcasters  as 
special  beneficiaries  would  not  do. 
Their  logic,  though  not  set  out  quite  so 
bluntly,  was  that  Congress  had  caved  in 
to  the  National  Association  of  Broad- 
casters. The  practical  effect  of  must- 
cany,  after  all,  is  to  put  more  Dan 
Rather  on  our  screens  and  less  of  others 
who  lack  similar  influence  over  die 
reelection  of  incumbents. 

Until  recently,  freedom  of  the  press 
for  Gutenberg  did  not  mean  freedom 
for  Marconi  or  Bell.  Newspapers 
couldn't  constitutionally  be  required 
to  earn,'  anything,  not  even  replies  to 
inaccurate  stories.  Common  carriers, 
by  contrast,  were  often  required  to 
dedicate  their  facilities  entirely  to  the 
service  of  others — must-carry  to  the 
max — and  nobody  raised  a  constitu- 
tional whimper.  Broadcasters  were  in 
the  middle,  ostensibly  free  to  publish 
what  they  liked,  but  in  fact  micro- 
scopically regulated  on  matters  of  ad- 
vertising, community  service,  chil- 


dren's programming  and  so  on.  This 
was  constitutionally  rationalized  by 
the  supposed  scarcity  of  spectrum. 

Then  cable  arrived.  From  an  engi- 
neering perspective,  it  abolished  scar- 
city. But  lawmakers  quickly  decided 
that  cable,  in  all  its  multichannel 
abundance,  had  established  a  new 
scarcity — the  economic  scarcity  of  a 
monopoly.  The  implication,  accepted 
by  the  slimmest  margin  in  Turner,  is 
that  entities  like  cable  still  get  only 
First  Amendment  lite.  They  are  seen 
as  quasi-governmental  monopolies, 
much  like  the  post  office,  established 
by  economic  circumstance  rather 
than  by  act  of  Congress. 

The  trouble  with  like-a-newspaper 
or  like -a-post- office  logic  is  that  noth- 
ing in  the  new  telecosm  resembles 
anything  in  the  old.  Any  wire  or  radio 
band  today  can  contain  virtual  news- 
papers, virtual  TV  stations  and  virtual 
post  offices.  Telephone  wires,  de- 
ployed for  carriage,  now  offer  broad- 
cast too — audio  dial-it  services,  say, 
with  video  soon  to  follow.  Cable  is 
moving  into  telephony.  On-line  ser- 
vices like  CompuSene  and  Prodigy 
are  part  press,  part  carrier  ( E-mail )  and 
part  broadcaster  (bulletin  boards). 

Turner  is  a  picture  of  confused 
justices  trying  to  pour  new,  integrated 
technology  into  old,  discrete  legal 
bottles.  Confused?  Of  course  they 
are.  It  can't  be  done. 

Nor  can  the  justices  cling  much 
longer  to  the  idea  that  connections 
between  the  average  American  eye- 
ball and  the  average  peddler  of  soft- 
porn  and  violence  in  Hollywood  re- 
main tragically  limited  by  either  phys- 
ical scarcity  or  economic  monopoly. 
Bandwidth  to  the  home  is  doubling 
every  year  or  two.  By  the  time 
Turner  II  and  its  cousins  are  decid- 
ed, one  or  two  direct  broadcast  sat- 
ellites will  be  delivering  wireless  ca- 
ble nationwide.  Telephone  compa- 
nies will  be  offering  video  on 
demand.  Cable  itself,  with  hundreds 
of  video  channels,  will  be  begging 
for  content  to  fill  them. 

And  Justice  Blackmun  will  have 
been  replaced  by  Justice  Breyer,  the 
technocrat.  Breyer  will  join  the 
Turner  dissenters.  Three  of  the 
Turner  majority  will  face  the  facts, 
and  recant.  Must-cany  will  die. 
Somehow  or  other,  Dan  Rather  will 
adjust.  ■■ 
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A  lot  of  people 
don't  think  twice  about  their  clean  water  supply. 
We  must  be  doing  something  right. 

Did  vou  know  there's  not  one  more  drop  of  water  on  Earth  today  than  when  it  came 
into  being?  And  while  that's  a  lot  of  water,  only  3%  of  it  is  fresh.  Take  away  what's  locked  in 
icecaps  and  glaciers  and  you're  down  to  less  than  1%.  Not  exactly  an  unlimited  supply,  consid- 
ering everything  you  need  it  for.  Not  to  mention  what's  necessary  for  irrigation  and  industry. 

But  before  vou  start  stockpiling,  there  are  some  good  reasons  to  feel  confident  about 
your  clean  water  supply.  Like  what  we're  doing.  In  towns  across  the  country,  we  make  it  possi- 
ble to  treat  wastewater  to  the  point  it  can  be  returned  to  waterways  cleaner  than  the  waterways 
themselves.  We  purify  the  drinking  water  for  over  a  half  million  people.  And  for  industries 
that  need  it,  we  even  ultra-purify  water. 

Altogether,  we  treat  or  purify  over  370  million  gallons  of  water  every  day.  We  may  not 
be  able  to  make  more  water.  But  we  make  more  of  it  clean. 

What  business  do  we  have  saying  we  help  the  environment?  That  is  our  business. 


A 

Wheelabrator  Technologies 

A  WMX  Technologies  Company 


STAYING  HEALTHY 

EDITED  BY  KATABZTNA  WAHDVK 


if  you  have  a  serious  disease  and 
the  approved  drugs  aren't  working, 
experimental  treatment  is  often  the  last  hope. 

What's  to  lose? 


By  Suzanne  Oliver 

Chiron  has  been  unable  to  meet 
demand  for  the  recently  approved 
multiple  sclerosis  drug  Betaseron. 
More  than  20,000  patients  are  on  a 
waiting  list  for  die  $989-a-month 
drug.  Yet  nearly  200  multiple  sclero- 
sis patients  are  receiving  Betaseron 
free  of  charge.  How?  They  participat- 
ed in  clinical  trials  testing  the  drug. 

Before  a  drug  company  presents  a 
new  drug  to  the  Food  &  Drug  Ad- 
ministration for  approval,  it  must 
conduct  years  of  tests  on  animals  and 
then  humans  to  prove  safety  and  ef- 
fectiveness, as  Chiron  has  done  with 
Betaseron.  At  any  time  there  are  thou- 
sands of  trials  running  to  test  treat- 
ments for  everything  from  arthritis  to 
Gaucher's  disease.  Enrolling  in  a  trial 
gives  you  first  crack  at  promising  new 
treatments. 

Clinical  trials  are  generally  run  in 
research  hospitals  or  at  the  National 
Institutes  of  Health  in  Bethesda,  Md. 
During  a  trial's  first  phase,  which 
determines  safety  and  dosage,  as  few 
as  a  dozen  volunteers  may  be  en- 
rolled. In  the  final  phase,  as  many  as 
3,000  patients  may  participate  at  re- 
search centers  across  the  country. 

How  do  you  get  into  a  trial?  Unfor- 
tunately, there  is  no  central  office  with 
information  on  all  current  trials.  But  if 
you  or  someone  you  care  about  has  a 
serious  disease  and  the  usual  drugs 
aren't  working,  start  your  inquiry  by 
calling  the  National  Institutes  of 
Health  at  301-496-4000.  This 
branch  of  the  federal  government 
funds  the  early  phases  of  thousands  of 
trials  each  year.  For  information  on 
NiH-funded  cancer  trials,  there  is  a 
toll-free  number,  800-422-6237. 

Among  the  many  cancer  trials  cur- 
rently seeking  patients  is  one  that  will 
test  whether  injections  of  interferon 
alpha  2b,  a  substance  produced  by 
white  blood  cells,  can  prevent  mela- 


noma from  recurring. 

The  nih  can  also  tell  you  which 
research  centers  specialize  in  your  dis- 
ease. You  or  your  doctor  should  call 
one  of  these  centers:  When  a  center 
begins  a  trial,  it  notifies  its  own  pa- 
tient list  first. 


Clinical  trial  participant  Martha  Krebs 
Helped  by  a  breakthrough  MS  drug. 


Martha  Krebs,  a  36-year-old  bank- 
er who  was  diagnosed  with  multiple 
sclerosis  in  1987,  called  the  Universi- 
ty of  Maryland  after  she  heard  about 
the  Betaseron  trial  there  from  her 
doctor.  She  got  into  the  trial  and 
started  receiving  Betaseron  in  Octo- 
ber of  1988,  five  years  before  it  was 
approved  by  the  FDA.  Her  rate  of 
attacks  has  dropped  from  one  every 
18  months  to  one  in  six  years. 

Associations  are  also  good  sources  of 
information  on  trials.  Examples:  the 
American  Diabetes  Association,  the 


Orphan  Disease  Association  and  th<j 
National  Multiple  Sclerosis  Society. 

Or  use  your  library's  database  - 
searching  tools  to  find  published 
mentions  of  drug  companies  re- 
searching treatments  for  your  disease. 
Then  call  the  companies.  A  search  on 
rheumatoid  arthritis  would  turn  up 
Centocor,  the  Malvern,  Pa.  biotech 
firm,  which  plans  to  begin  enrolling 
rheumatoid  arthritis  patients  for  a 
phase  II  trial  testing  antitumor  necro- 
sis factor  later  this  year. 

Joining  a  trial  means  playing  the 
odds.  For  a  study  to  prove  anything, 
each  participant  has  to  take  the  chance 
of  being  randomly  and  unwittingly 
assigned  to  a  control  group.  That 
could  mean  sugar  pills  or  salt  water 
injections  if  chance  puts  you  in  the 
control  group.  If  you  suffer  from  a 
disease  where  approved  therapies  ex- 
ist, you  might  be  chosen  to  receive  the 
conventional  therapy.  No  guarantee, 
then,  that  you'll  get  the  new  drug. 

But  even  for  control  group  pa- 
tients, there's  a  benefit  to  staying  in  a 
trial.  If  the  trial  ends  with  the  conclu- 
sion that  the  new  drug  works,  the 
guinea  pigs  may  be  offered  the  drug 
free,  at  least  until  it  is  approved  by  the 
FDA.  Krebs  will  receive  Betaseron  free 
of  charge  until  August  1995. 

What  are  your  odds  of  getting  a 
useful  treatment  in  a  trial?  Not  bad. 
Almost  40%  of  the  experimental 
drugs  that  make  it  past  phase  I  are 
eventually  approved  by  the  fda.  To 
reduce  the  chance  of  winding  up  in  an 
unsuccessful  trial,  check  with  special- 
ists and  associations  and  review  the 
medical  journals  to  see  if  there  is 
controversy  about  the  treatment.  If 
there  is,  you  can  decide  whether  or 
not  to  proceed. 

There  is  one  other  way  to  get  an 
experimental  drug  before  it  is  ap- 
proved. In  a  few  cases,  the  FDA  allows 
companies  to  sell  at  cost  or  distribute 
free  an  unapproved  drug  that  treats  a 
serious  illness.  On  this  basis  Teva 
Pharmaceuticals  is  selling  its  unap- 
proved and  unproven  copolymer- 1  to 
multiple  sclerosis  patients  for  $7,500 
a  year.  Check  your  insurance  policy 
before  you  order.  Unless  it  says  that 
experimental  treatment  is  covered,  it 
is  not.  But  a  phone  call  by  your  doctor 
to  the  medical  director  of  your  insurer 
may  convince  the  insurer  to  make  an 
exception  for  you.  WM 
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Its  amazing  how  little 
damage  a  fire  will 
do  when  its  contained 
in  this  small  area. 


A  CASE  IN  POINT:  FOR  CLOSE  TO  TWO 
decades  our  scientists  have  developed 
sophisticated  computer  models  that  create 
simulated  fires  in  a  given  environment.  These 


models  analyze  a  range  of  probabilities, 
No  ONE  REALLY  KNOWS  AT  WHAT  PRECISE      determining  the  likelihood  of  a  particular 
point  fire  was  first  discovered.  But  for  the  sake  of      event  occurring,   and   the  impact  of  the 

available  protection  alternatives. 


argument,  we'll  assume 
it  didn't  take  much 
longer  to  discover  how 
destructive  it  can  be. 
Generations  have 


They  also  evaluate  potential 
routes  the  fire  may  take  and  the 
effects  of  heat  and  smoke.  All  on  a 
computer  screen  no  larger  than  this 


been  trying  to  understand  fire,  to  control  its  page.  All  without  ever  having  to  ignite  a  fire, 
potential,  and  to  minimize  the  damage  it  can  OBVIOUSLY,  THIS  EFFORT  HAS 

cause  to  property.  Which  is  why,  throughout  our  helped  us  better  evaluate  fires, 

history,  we've  worked  to  understand  the  effects  More  important,  the  process  has 

of  fire  through  our  partnership  with  Factory  helped  us  further  understand  each  of  our  cus- 


Mutual  Engineering  &  Research. 


tomers  and  to  create  cost-effective  solutions  tai- 


WHILE  BEST  RECOGNIZED  FOR  LARGE-SCALE  lored  to  each  particular  business, 
fire  testing,  we  have  also  worked  for  well  over  We  BELIEVE  AN  INSURANCE  company  SHOULD 

a  century  developing  new  technologies  to  do  more  than  just  insure  your  property.  So  we  do 

control  fire  and  help  our  customers  reduce  its  everything  in  our  power  to  help  prevent  losses, 


damaging  effects.  It  is  an  effort  that 


minimize  damage  from  them,  and 


has  resulted  in  countless  innovations.   *  >£*«as*a;  eliminate  the  disruptions  they  can  cause 


c  1994,  Allendale  Insurance,  P.O.  Box  7500,  Johnston,  Rhode  Island,  02919. 


Turkey,  where  Asia  and  Europe  meet  and  mingle, 

offers  history,  beaches,  exotic  food— with  a 

touch  of  political  tension  to  keep  things  from  getting  dull. 


The  twain 
do  meet 


By  Richard  C.  Morais 


Byzantine  mosaic  in  Kariye  Church  in  Istanbul 

The  seat  of  consecutive  Christian  and  Islamic  empires. 


Ignoring  the  parrot  fish,  a  solitary 
snorkeler  points  his  speargun  at  an 
octopus  galumphing  off  to  a  hole. 
Suddenly,  an  eerie  wail.  Across  Kalkan 
Bay,  a  muezzin  from  the  white- 
washed turrets  of  a  small  fishing  vil 
lage  is  calling  the  faithful  to  prayer. 
The  octopus  will  have  to  wait. 

In  Turkey,  where  Asia  bangs  up 
against  Europe,  the  20th  century  con- 
stantly clashes  with  ancient  tradition. 
Kurdish  separatists  and  Muslim  fun- 
damentalists occasionally  throw 
bombs;  modern  hotels  carry  CNN  tele- 
casts. No  wonder  Western  visitors  feel 
a  slight  unease  as  they  sample  a  kabob 
of  unspoiled  beauty  and  hidden  ten- 
sions, thrilling  and  uncomfortable  in 
equal  measure. 

Istanbul  is  the  only  city  in  the  world 


to  have  been  the  seat  of  consecutive 
Christian  and  Islamic  empires.  Its  his- 
tory is  written  in  its  architecture. 

The  Christian  Hagia  Sophia,  with 
its  rust-colored  domes,  was  commis- 
sioned in  the  6th  century  by  Emperor 
Justinian. 

The  massive  Blue  Mosque,  built  in 
the  17th  century,  is  still  very  much 
revered  by  Islamic  worshippers.  Situ- 
ated on  a  hilltop,  its  six  minarets  are 
impossible  to  miss,  but  its  interior  is 
disappointing. 

Don't  overlook  the  smaller  Suley- 
maniye  Mosque,  where  ostrich  eggs 
hang  over  the  musty  carpets  to  keep 
away  Islam's  revered  spiders.  Or  the 
fish  -belly  glitter  of  Byzantine  mosaics 
at  the  tiny  Kariye  Church. 

You  can,  enjoyably  and  profitably, 


spend  a  full  day  exploring  Topkapi 
Palace,  with  its  harem  of  baths  and 
pillowed  rooms.  The  Imperial  Trea- 
sury houses  a  jaw-dropping  collection 
of  pendants  and  feathered  head- 
dresses with  uncut  emeralds  the  size 
of  your  fist. 

The  riverfront  19th-century  Dol- 
mabahce  Palace  is  an  Ottoman  Ver- 
sailles, the  last  decadent  gasp  of  the 
Ottoman  Empire,  which  passed  into 
history  after  World  War  I.  It  boasts  a 
stunning  collection  of  gifts  from  con- 
temporary royals — including  a  4-ton 
Baccarat  chandelier  from  Queen  Vic- 
toria and  musty  bearskin  rugs  from 
Russian  czars. 

You  can  imagine  old  Constantino- 
ple in  the  "covered  market,"  a  medi- 
eval tangle  of  4,000  jewelry,  leather 
and  carpet  shops  running  up  and 
down  cobblestone  streets  under  a 
roof  of  curving  arches.  Great  deals  on 
gold  jewelry  and  amber,  but  not  for 
those  in  a  hurry.  Polite  bargaining 
demands  that  you  sit  down  for  apple 
tea  and  haggle  patiendy. 

My  search  for  saffron  took  me  to 
the  spice  market  of  the  Misir  Carsisi, 
Istanbul's  main  market,  behind  the 
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Kalkan  Bay, 
in  southwestern 
Turkey 
Cobalt-blue 
waters,  coves 
reachable  only 
by  boat,  and 
ancient  ruins 
to  explore. 


An  old  Roman 
theater  near 
Patara  Beach 
St.  Nicholas- 
Santa  Claus  to 
Westerners- 
was  born  nearby  in 
the  4th  century. 


train  station  where  Agatha  Christie 
set  off  on  the  Orient  Express.  The 
guide  I  hired — you'll  need  one,  if  only 
to  pick  honest  shopkeepers — led  me 
through  the  cluttered  gloom  to  a 
shopkeeper  who  produced  samples 
whose  origins  ranged  from  Spain  to 
India.  I  settled  on  10  grams  of  Iran's 
finest  for  $12. 

Old  meets  new  at  every  turn  here. 
Next  to  a  stall  selling  power  lawn 
mowers,  an  unshaven  man  in  a  skullcap 
offers  black  leeches  for  bloodletting. 

Istanbul  is  exhilarating  and  ex- 
hausting; the  food  is  eclectic  and 
cheap;  and  its  people  are  justifiably 
proud  of  a  long  tradition  of  hospital- 
ity. But  the  nightlife  is  lacking. 

Kervan  Saray  is  widely  touted  as  the 
best  nightclub,  but  is  just  a  tourist 
trap  with  inedible  food.  The  heavy- 
duty  jiggling  of  the  belly  dancer  was 
ho-hum.  Same  goes  for  Kumkapi,  a 
pretty  but  overhyped  walkway  offish 
restaurants. 

For  a  taste  of  real  Istanbul  go  in- 
stead to  Gelik  Restaurant  in  Bakirkoy. 
Try  the  superb  lamb,  roasted  in  a  pit, 
and  served  with  a  house-baked  crusty 
bread.  Top  off  with  a  potted  dessert  of 


cheese,  walnuts  and  clotted  cream. 
Cost:  $15  a  head. 

If  you  want  to  go  even  more  local, 
head  for  Adana  Ocakbasi,  at  Ergene- 
kon  Cd.  Baysungur  Sok.  No.  8.  The 
owner  lords  over  the  open  hot  coals 
in  a  room  of  just  a  half-dozen  rickety 
tables.  After  a  glass  of  salty  beet  juice 
I  was  served  a  delicious  spit  of 


charred  minced  lamb,  fiery  with  red 
peppers.  I  inquired  about  a  curious- 
looking  kabob  delivered  to  a  nearby 
table.  It  was  a  row  of  sheep  testicles. 
"Delicious,"  insisted  my  guide.  I 
took  his  word  for  it. 

My  next  stop  in  Turkey  was  a  far  cry 
from  this  teeming  city  of  1 0  million — 
the  tiny  fishing  village  of  Kalkan,  on 
the  southwest  coast,  three  hours  from 
the  airport  at  Dalaman. 

Its  cobblestone  streets,  white- 
washed mosques  and  nearby  beaches 
have  only  recently  been  discovered  by 
Western  vacationers,  and  word  is 
spreading  fast.  The  undeveloped 
coast,  with  its  pristine  waters  the  color 
of  cobalt,  and  craggy  coves  reachable 
only  by  boat,  is  already  attracting 
savvy  divers,  snorkelers  and  beach 
bums.  The  turquoise  bays,  the  moun- 
tains dropping  dramatically  into  the 
azure  Mediterranean,  and  the  hun- 
dreds of  miles  of  dry  brush  and  olive 
groves  reminded  me  of  the  unspoiled 
and  rugged  Spain  of  the  1960s.  Com- 
plete with  blackouts. 

Ten  miles  north  of  Kalkan  is  Patara, 
which  in  ancient  times  was  the  princi- 
pal port  of  Lycia  (there  are  plenty  of 


ruins  to  explore).  It  was  also  the 
birthplace  of  St.  Nicholas  (known  to 
us  as  Santa  Claus),  born  in  the  4th 
century. 

A  $1  fee  gets  you  on  Patara's  15 
miles  of  wide,  sandy  beaches,  where 
sea  turtles  nest. 

A  half-hour  drive  south  of  Kalkan, 
along  the  rugged  coastline,  is  Kaputas 
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NOT 
SEEING™ 

VALLEY  FOR 
THE  TREES  CAN 

RESULT  IN 
SHORT- 
SIGHTED^0 

UNFORTUNATE 

DECISIONS. 

MANAGING  MONEY  BASED  on  short-term  goals  can  be  enticing,  but  often  leads  to 
undesirable  outcomes.  So,  at  Putnam  Investments,  we  do  not  time  markets  nor 
make  abrupt  shifts  in  asset  allocations.  Rather,  we  manage  money  with  a 
long-term  perspective.  Through  both  systematic  decision-making  and  fundamental 
research,  coupled  with  a  dedication  to  optimizing  capital  markets,  we  have  achieved 
consistent,  strong  investment  performance  for  more  than  50  years  for  our  over  350 
institutional  clients  and  3  million  individual  investors.  At  Putnam,  we  realize 
that  the  valleys  can  be  negotiated  as  easily  as  the  trees,  given  the  proper  vision. 

A  TIME  -  HONORED  TRADITION   IN  MONEY  MANAGEMENT 

PUTNAM 

INVESTMENTS 


rand  Bazaar,  a  covered  market  in  Istanbul 
reat  deals  on  gold  jewelry  and  amber. 


Quiet  street  in  fishing  village  of  Kas 
Nice  to  visit,  but  stay  elsewhere. 


lorge  and  its  splendid  beach.  The  sea 
ere  can  get  a  bit  rough,  however, 
iurther  on  lies  Kas,  a  fishing  village 
estled  in  a  curved  bay  at  the  foot  of 
igh  cliffs.  Poke  around  a  bit — leather 
[id  carpets  can  be  had  cheaply — but 
ay  elsewhere.  The  place  teems  with 
>w-rent  European  tourists. 
For  more  exploration  of  Lycian  ru- 
ts, drive  on  to  Pinara,  Letoon  and 
lanthos. 

I  Back  in  Kalkan,  dine  at  Akin,  a 
pstaurant  overlooking  the  harbor, 
[here  I  fell  for  the  fresh  starters — 
rilled  eggplant  smothered  in  garlicky 


yogurt;  fried  pancakes  of  goat  cheese; 
a  cold  onion-and-bean  salad. 

Traveler's  notes.  Recommended 
hotels  in  Istanbul:  the  new  Siragan 
Palace  Kempinski  (tel.  90-212-258- 
3377)  or  the  Bosphorus  Swissotel 
(90-212-259-0101). 

Mithat  Seyhan  is  a  reliable  and  hon- 
est guide  (90-212-548-0111  or  fax 
90-212-698-9205).  Daily  rate,  inclu- 
sive of  18-seater  van,  is  S80.  He  can 
also  combine  his  services  with  a  hotel 
package. 

The  liveliest  guidebook  is  the  back- 
packer's Lonely  Planet,  particularly 


good  for  off  the  beaten  track.  The 
best  supplement  is  the  Blue  Guide's 
Istanbul. 

The  best  hotels  in  the  Kalkan  re- 
gion are  the  three -star  Hotel  Pirat 
(90-242-844-3183;  double  room 
$60  in  season )  and  the  more  exclusive 
Hotel  Patara  Prince  (90-242-844- 
3930;  double  room  SI 30).  Far  more 
pleasant,  however,  is  renting  a  villa 
with  pool  and  maid  service  for  some 
$700  a  week.  You  can  arrange  hotels, 
villas  and  yachts  through  the  Califor- 
nia office  of  Savile  Row  Tours  & 
Travels  Ltd.  (714-252-0149).  W 


loaking  up  history 


MONG  Turkey's  many 
tes  worth  visiting  are  Cap- 
adocia  and  Ephesus. 
For  thousands  of  years 
eople  carved  out  homes 
id  churches  from  the 
ift  rock  hills  of  Cappado- 
a,  which  was  a  major  re- 
gious  center  during  the 
yzantine  Empire.  Hun- 
reds  of  cave  churches, 
lost  over  a  thousand 
;ars  old,  still  have  their 
riginal  fresco  paintings, 
he  region's  landscape  is 
ominated  by  eerie  100- 
)ot-tall  "fain-  chimneys," 


conveying  a  lunar  feel. 

Entire  cities  were 
carved  out  of  the  rock  in 
Derinkuyu  and  Kaymakli. 
Up  to  30,000  people  lived 
in  these  vast,  mazelike 
subterranean  complexes 
that  remain  in  roughly 
the  same  shape  they  were  in 
3,000  years  ago. 

Visitors  would  do  well 
to  stay  in  the  tiny  village  of 
Goreme,  smack  in  the 
middle  of  the  area.  The  Ot- 
toman Hotel,  Goreme's 
finest,  runs  about  $120  a 
night.  There  are  also 
some  decent  pensions  at 
reasonable  prices.  Or,  for 
about  $5,  you  can  spend  a 
night  in  a  cave  room,  co- 
zily  decorated  with  Turkish 
rugs  and  army-issue  beds. 


Avoid  the  tours.  They're 
crowded,  boring  and 
brief.  Instead,  rent  a  scoot- 
er to  see  the  region. 

Ephesus  is  probably 
the  best-preserved  example 
of  Greco-Roman  archi- 
tecture in  the  world.  Once  a 
Greek  port,  then  a  major 
Roman  city,  Ephesus,  leg- 
end says,  was  home  to 
both  the  Virgin  Mary  and 
Saint  Paul,  who  resided 
here  late  in  their  lives. 

The  excavated  ruins  re- 
veal grand  marble  boule- 
vards, libraries  and  bath- 
houses, all  of  which  can  be 
explored  and  touched. 
Most  impressive  is  Ephe- 
sus' amphitheater,  a 
20,000-seat  monster  that 
still  boasts  great  acoustics 


and  remains  in  use,  as  it  was 
2,000  years  ago. 

Visitors  can  stay  in  Sel- 
cuk or  Ku§adasi,  on  the  Ae- 
gean Sea.  Ruins  buffs: 
Stick  with  Selcuk,  which 
also  has  die  Ephesus  ar- 
cheological  museum. 

Ku§adasi  boasts  a  good 
social  scene,  decent  beach- 
es and  boat  access  to  the 
Greek  islands. 

The  area's  top  hotels  in 
Ku§adasi  are  Imbat  and 
Korumar.  Rooms  go  for 
between  S150  ancf  $200. 
The  city's  most  popular 
hotel  is  the  Kismet  at  about 
$80  per  night.  Selcuk  has 
the  Kalehen  Hotel  at  SI 20 
a  night  and  the  Hitit  Ho- 
tel at  S80. 

-Randall  Lane  H 
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Three  years  from  now,  all  cars  will  have  to  meet  tougher  side-im 


PERSONAL  AFFAIRS 


Dali  is  back  in  fashion — 
and  prices  are  rising  again. 

Dalivision 


By  Christie  Brown 

Salvador  Dali  (1904-89)  loved  to 
boast  of  his  "pure,  vertical,  mystical, 
Gothic  love  of  cash.1''  He  must  be 
crowing  now. 

Prices  for  many  of  his  trademark 
paintings  sank  50%  after  1990  but 
have  since  bounced  back.  "La  Bataille 
de  Tetouan,"  a  1962  Dali  painting 
that  sold  at  Sotheby's  for  $2.4  million 
in  1987,  was  resold  at  Christie's  in 
May  for  $2.2  million. 

A  new  Dali  retrospective  has  been 
packing  them  in,  fueling  new  buying 
interest.  It  started  out  in  London,  is 
currently  at  New  York's  Metropolitan 
Museum  and  will  travel  to  the  Reina 
Sophia  in  Madrid,  then  on  to  the 
Palau  Robert  Museum  in  Barcelona 
next  year. 

The  exhibit  has  a  twist  Dali  would 
have  loved.  It  shows  many  of  Dali's 
presurrealist  paintings,  done  before 
1926,  admired  by  critics  but  ignored 


Salvador  Dali 
in  1971 
"The  only 
difference 
between  myself 
and  a  madman 
is  that  I  am 
not  mad." 


by  collectors.  Nonetheless,  the  show 
is  helping  to  drive  up  prices  of  his 
later,  flashy  surrealist  works — which 
critics  deride. 

Lunatic  or  genius,  or  both,  Dali  was 
above  all  a  master  manipulator. 

Born  in  the  town  of  Figueras, 
Spain,  Salvador  was  named  after  his 
parents'  first-born  son,  who  had  died 
nine  months  earlier. 

A  prodigy  with  a  brush,  Dali  staged 


Dali's  1952  "The  Disintegration  of  the  Persistence  of  Memory" 
Museums  scorned  Dali,  but  the  Morses  bought  all  they  could. 


his  first  solo  show  at  age  14.  He  went 
to  Madrid's  art  academy,  where  he 
became  pals  with  Luis  Bunuel,  who 
went  on  to  make  such  films  as  The 
Discreet  Charm  of  the  Bourgeoisie  and 
Belle  de  Jour. 

Dali  was  nothing  if  not  versatile. 
He  successfully  mimicked  the  impres- 
sionist, cubist,  pointillist  and  classical 
genres.  But  he  eventually  concentrat- 
ed on  surrealism,  which,  led  by  Andre 
Breton,  was  making  waves  in  Paris  in 
the  late  1920s.  To  attract  attention  he 
and  Buhuel  made  a  gruesome  surreal- 
ist film,  Un  Chien  Andalou,  which 
opens  with  a  scene  of  a  girl's  eyeball 
being  sliced  apart  with  a  razor.  Paris 
loved  it,  and  Dali  became  an  over- 
night celebrity. 

With  his  pointy  waxed  mustache 
and  mink-lined  capes,  Dali  was  ever 
the  showman.  In  New  York  he 
crashed  through  a  display  window  at 
Bonwit  Teller.  In  Paris  he  drove  a 
Rolls-Royce  covered  with  cauli- 
flower. In  London  he  lectured  in  a 
deep-sea  diver's  suit  while  leading 
two  Russian  wolfhounds. 

Crazy?  Like  a  fox.  "The  only  differ- 
ence between  myself  and  a  madman  is 
that  I  am  not  mad,"  Dali  said.  One  of 
his  books  was  The  Diary  of  a  Genius. 

High  society  loved  his  hallucina- 
tory paintings — erotic  women,  skulls, 
burning  giraffes  and  lips  shaped  like 
vulvas.  One  of  his  best-known  sym- 
bols, the  melting  watches,  derived 
from  a  dream  of  runny  Camembert. 
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SITIVELY  ALCOHOL-FREE 


Cool,  natural  triple-mint 
flavor.  Fights  bacteria. 
A  rinse  at  bedtime  helps  pre- 
vent morning  mouth.  If  youVe 
never  used  a  mouthrinse 
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Leaves  Your  Mouth  Cool  and  Clean 
♦ 

Inhibit-.  Bacterial  Growth 
♦ 

Dentist  Formulated  and  Recommended 
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POSITIVELY  FREE. 

Simply  purchase  a  5  oz.  tube 
of  Rembrandt®  Whitening 
Toothpaste  and  get  an  8  oz. 
bottle  of  Rembrandt®  Mouth 
Refreshing  Rinse  free. 
Imagine...  cleaner,  whiter 
teeth  and  sparkling  breath. 
Practically  free! 
Offer  good  while  supplies  last. 


POSITIVELY  DELICIOUS. 


PERSONAL  AFFAIRS 


By  the  late  1930s  he  was  world 
>us.  He  made  the  cover  of  Time  in 
!  936,  did  a  Bromo-Seltzer  ad,  creat- 
ed the  dream  sequence  in  Alfred 
Hitchcock's  film  Spellbound,  and  de- 
signed jewelry,  furniture,  plates,  Steu- 
ben vases,  carpets,  fashions  for  Schia- 
parelli,  and  the  famous  lobster  tele- 
phone. There  was  even  a  line  of  Dali 
perfume.  The  money  poured  in,  to 
the  dismay  of  other  surrealists.  Breton 
snidely  dubbed  him  "Avida  Dollars," 
an  anagram  for  Salvador  Dali  mean- 
ing "money- hungry."  Dali  loved  it. 

So  did  Reynolds  and  Eleanor 
Morse,  who  became  Dali  fans  in  1941 


"Lincoln  in  Dalivision" 


Faked  by  the  thousands. 


after  seeing  an  exhibit  in  Cleveland, 
where  they  both  lived.  Married  in 
1942,  they  went  to  New  York  the 
following  year  and  paid  $1,250  for  a 
Dali  painting,  "Daddy  Longlegs  of 
the  Evening  .  .  .  Hope!" 

They  later  bought  another  small 
painting  for  $500,  entitled  "The  Av- 
erage Atmospherocephalic  Bureau- 
crat in  the  Act  of  Milking  a  Cranial 
Harp."  "It  was  worth  it  for  the  title 
alone,"  laughs  Eleanor. 

Thus  started  what  the  Morses  call 
their  "Dali  adventure."  In  1954  they 
began  visiting  Dali  and  his  wife,  Gala, 
in  Port  Lligat,  Spain,  and  continued 
buying,  searching  out  relatives  and 
friends  of  Dali  to  buy  his  early  paint- 


ings. Fortunately,  Dali  was  on  hand  to 
authenticate.  For  fakes  of  his  works 
were  already  popping  up. 

By  the  late  1970s  the  Morses  had 
accumulated  the  largest  Dali  collec- 
tion in  the  world,  including  94  paint- 
ings, 1,300  prints  and  hundreds  of 
sculptures,  vases,  plates  and  assorted 
Daliana.  In  all,  they  spent  $5  million 
on  their  collection. 

In  1978,  while  updating  their  es- 
tate plan,  the  Morses  realized  that  the 
collection  was  worth  $37  million.  It 
would  have  to  be  liquidated  after  their 
deaths  unless  they  found  it  another 
home.  But  no  museum  wanted  to 
keep  the  collection  intact. 

Finally,  in  1980,  the  city  of  St. 
Petersburg,  Fla.,  desperate  for  tourist 
bait,  came  to  the  rescue.  The  city 
spent  $2  million  converting  an  old 
marine  warehouse  into  a  Dali  muse- 
um, and  in  1982  the  collection  moved 
in.  Eveiy  year  the  Morses  get  a  tax 
deduction,  while  the  museum  gradu- 
ally gains  full  ownership.  The  Dali 
Museum  lures  more  visitors  than  any 
other  art  museum  in  Florida,  and  the 
collection  is  now  valued  at  over  $  1 00 
million.  And  it  is  free  of  fakes — a 
major  problem  with  Dali1s  works,  es- 
peciallv  prints. 

Dali  himself  can  take  some  of  the 
blame  for  that.  To  support  his  lavish 
lifestyle,  Dali  accepted  dozens  and 
dozens  of  contracts  for  prints.  "I  can 
make  $50,000  in  four  minutes,"  Dali 
bragged.  He  had  so  much  work,  and 
traveled  so  much,  publishers  some- 
times simply  sent  him  blank  sheets  of 
paper  that  he  would  sign  at  the  rate  of 
1 ,800  an  hour.  The  images  would  be 
printed  on  the  sheets  later. 

However,  he  kept  no  records  of  the 
images,  or  who  owned  the  rights  to 
them,  and  the  presses  rolled.  Experts 
estimate  that  Dali  himself  designed  or 
authorized  about  1,600  images  to  be 
printed,  usually  in  editions  of  1,000 
each.  That  alone  accounts  for  1.6 
million  legitimate  prints.  But  fakes 
were  churned  out  just  as  fast.  There 
could  well  be  a  million  or  so  of  them 
floating  around. 

Take  "Lincoln  in  Dalivision,"  one 
of  Dali's  best-known  prints.  A  Cali- 
fornia gallery  acquired  a  Dali  painting 
of  die  image  in  1976  and  made  a 
limited  edition  of  1,000  signed  prints 
approved  by  Dali  and  sold  at  $750  a 
copy.  But  thousands  were  knocked 


out.  By  the  mid-1980s  "Lincoln  u 
Dalivision"  prints,  whether  fake  o 
legitimate,  were  selling  in  commercia 
galleries  for  up  to  $25,000. 

Authorities  finally  cracked  down  i 
the  mid-1980s,  but  experts  estimat 
over  $2  billion  worth  of  fake  Dal 
prints  have  been  sold — an  art  worh 
record. 

There's  still  so  much  confusioi 
over  takes  that  auction  houses  refus 
all  but  a  handful  of  Dali  prints.  Man 
of  these  fetch  under  $1,000. 

At  these  prices  the  prints  may  wel 
be  a  bargain.  A  new  catalog,  whicjl 
illustrates  937  authentic  Dali  etching 


Collectors  Eleanor  and  Reynolds  Morse 
A  collection  worth  over  $100  million. 


and  mixed-media  prints,  has  just  been 
published  by  Prestel  ( Dali:  Catalogue 
Raisonne  of  Etchings  and  Mixed-Me- 
dia Prints,  1924-1980;  $120).  Butter- 
field  &  Butterfield  and  Christie's  now 
plan  to  accept  more  etchings,  based: 
on  information  in  the  book. 

Before  buying  or  selling  a  Dali,  you 
can  authenticate  it  through  one  of  the 
three  pros  in  the  field.  Robert  Des- 
charnes,  who  manages  the  rights  to 
Dali's  works,  can  be  contacted  by  fax 
in  Paris  at  33-1-46-33-91-16.  Albert 
Field  has  a  large  print  archive  on  Dali 
(telephone:  718-274-0407).  Bernard 
Ewell  is  a  senior  appraiser  with  the 
American  Societv  of  Appraisers  (tele- 
phone: 800-884- DALI).  m 
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restful  sleep  as  the  great 


Megatop"  747  sped  through 


the  night  on  its  daily  flight 


from  Los  Angeles  to  Taipei. 


She  quietly  brought  me 


a  glass  of  juice  and  a 


refreshing,  warm  towel. 


We've  never  forgotten 


the  little  things. 
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American  Airlines  A*Advantage®  Program  and  Delta  Air  Lines'  Frequent  Flyer  Program  for  First  and  Raffles  Class  only.  Other  restrictions  apply. 
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Still  in  tennis  shoes 

The  consensus  two 
years  ago  when  Thorn  KM  I 
acquired  Virgin  Records 
for  over  $900  million  was 
that  the  British  conglom- 
erate had  wildly  overpaid. 
The  record  label  had 


Hopped  in  America,  and  its 
big  British  recording 
stars— Genesis,  Phil  Col- 
lins, Peter  Gabriel — were 
licensed  to  other  compa- 
nies for  the  U.S. 

Says  Ken  Berry,  42, 
who  took  over  the  label 


NFL  goes  MTV 

If  THERE'S  any  doubt  pro- 
fessional sports  is  just  a  cog 
in  the  global  entertain- 
ment wheel,  consider  Sara 
Levinson.  Last  month 
Levinson,  44,  was  named 
president  of  NFL  Proper- 
ties, the  National  Football 
League's  powerful  licens- 
ing, marketing  and  spon- 
sorship arm.  Her  previ- 
ous stop:  copresident  of 
Viacom's  MTV  network. 

NHL  Properties  is  a  gold 
mine — last  year  $3  billion 
worth  of  N hi. -licensed 
merchandise  was  sold  at  re- 
tail, up  from  $2.5  billion 
in  1992.  But  the  nfl  clearly 


Sara  Levinson  of  the  NFL. 


Virgin 
Records' 
Ken  Berry. 


feels  it  could  use  a  little  of 
the  rock  n'  roll  pizzazz  Le- 
vinson brings  from  MTV. 

For  one  thing,  NFL  ap- 
parel is  something  of  a  uni- 
form with  the  MTV  gener- 
ation— two  thirds  of  the 
audience  is  under  25. 

For  another,  there's  a 
beckoning  football  market 
in  Europe  and  the  Far 
East,  where  Levinson 
helped  pave  the  way  for 
M  i  v.  The  Nil  will  play  ten 
games  in  Europe  next 
year  and  hopes  to  schedule 
more  games  in  Japan.  In 
mid-August  an  nfl  game  in 
Mexico  drew  the  largest 
crowd  in  NFL  history. 

Of  C( hi rse ,  I .cvinson's 
arrival  at  the  button-down 
nfl  may  cause  a  bit  of  a 
culture  clash.  An  nfl  exec- 
utive who  met  with  Le- 
vinson at  MTV  left  shaking 
his  head  over  the  organi- 
zation's buttonless  dress 
code:  high-top  sneakers 
and  baggy  shorts.  "Is  ev- 
eryone here  on  drugs?" 
he  wondered  aloud.  If  so, 
it's  a  drug  the  nfl  thinks 
w  ill  do  it  some  good. 

-Marla  Matzfr 


from  founder  Richard 
Branson:  "Everyone  was 
expecting  Virgin  to 
collapse." 

1  [ardly.  For  the  fiscal 
year  ended  in  March,  Vir- 
gin racked  up  $133  mil- 
lion in  profits  on  sales  of 
$669  million — the  best 
performance  in  Virgin's 
2 1  year  history. 

For  Berry,  who  started 
working  for  Virgin  when  he 
was  2 1  ( his  only  other  job 
experience  was  milking 
cows  in  Denmark),  the 
victory  is  especially  sweet: 
Virgin  is  finally  a  presence 
in  the  U.S.  During  one 
week  last  year  Virgin  had 
three  of  the  country's  top 
ten  albums  on  the  chart: 
Janet  Jackson's  janet 
(worldwide  sales:  over  10 
million  copies  so  far), 

Eagles'  nest  egg 

Irving  Azoff,  organizer 
of  the  Eagles'  current 
comeback  tour,  recalls 
the  time  two  decades  ago 
when  the  rock  group 
didn't  get  the  adjoining 
rooms  it  wanted  on  tour. 
One  of  the  Eagles  entou- 
rage got  a  chainsaw  and 
cut  a  hole  through  the  wall. 

That  sort  of  stuff  is 
kind  of  hard  to  explain  to 
the  front  desk.  But  fortu- 
nately for  Azoff,  46,  the  Ea- 
gles have  mellowed 
somewhat,  and  there  have 
been  no  chainsaw  inci- 
dents this  summer.  What's 
more,  the  tour  is  raking  in 
money.  In  a  year  crowded 
with  overpriced  come- 
back tours,  the  Eagles  are 
one  of  the  hottest  draws, 
grossing  $53  million  in 
their  first  34  appearances. 
The  band  has  about  50  ' 
dates  left  on  the  North 
American  leg,  which 
should  bring  in  a  total 
take  of  around  $100  mil- 
lion. This  despite  a  top 
ticket  price  over  $100. 


Smashing  Pumpkins1  Sin 
mese  Dream(A  million  )  ai 
UB40's  Promises  and  Lie\ 
( 6  million ). 

Another  dicey  gamble 
that  looks  like  it's  paying  c 
is  Virgin's  signing  of  the 
Rolling  Stones — for  a  re- 
ported $30  million.  The 
Stones'  new  album,  Vood* 
Lounge,  has  critics  and 
fans  raving — and  buying. 
Out  just  a  month,  it  has 
already  sold  3  million 
copies.  Berry  says  it  has 
the  potential  to  be  the 
group's  bestselling  album 
ever. 

Best  of  all,  says  Berry, 
he  has  managed  to  main 
tain  Virgin's  iconoclastic 
identity.  "I'm  still  wearing 
my  tennis  shoes,"  he  says, 
sticking  out  a  scuffed  sole  a 
proof.     -Lisa  Gubfrnici 


The  Eagles'  Irving  Azoff. 


Add  in  sales  of  $  1 1  per 
person  on  merchandise, 
worth  roughly  an  addi- 
tional $22  million.  Azoff  s 
cut  from  the  whole  thing: 
easily  over  $10  million. 

The  nostalgia  of  re- 
uniting a  legendary  rock 
band  is  nice.  But  the 
money  is  even  nicer.  "I 
don't  deny  the  financial 
motives,"  says  Azoff. 

-Robert  La  Franco 
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Changing  structure  of  Japanese  economy 
bringing  about  new  industry  trends. 

he  Japanese  economy  is  currently  in  a  transitional 
period  of  unprecedented  structural  change.  The 
economy  having  matured,  business  performance  no 
longer  rise  in  unison  across  corporate  scene;  rather 
disparity  among  individual  companies  are  becoming 
more  pronounced.  To  differentiate  themselves  and 
move  ahead  of  the  competitors,  companies  will  need 
to  anticipate  changes  in  the  business  environment, 
identify  opportunities,  formulate  appropriate 
strategies,  and  develop  resources  for  implementing 
those  strategies. 

One  of  the  increasingly  important  changes  in  Japan 
is  the  deregulation  for  opening  and  expansion  of  the 
domestic  market.  The  Japanese  government's 
Administrative  Reform  Promotion  Headquarters 
recently  compiled  a  report  on  Deregulation  Promotion 
Outline  incorporating  279  measures  for  deregulation. 
This  means  that  the  shift  to  a  new  environment  will 
finally  be  forthcoming  in  the  double  structure  with 
which  Japanese  economy  has  been  operating  (i.e. 
40%  of  the  economy  is  regulated  and  60%  operates 
as  a  Western-style  market  economy). 

Another  change  is  the  trend  of  yen  appreciation, 
which  necessitates  the  elimination  of  current  disparity 
between  price  levels  in  Japan  and  overseas.  In  other 
words,  the  actual  exchange  rate  currently  stands  at 
about  ¥100  to  the  U.S.  dollar,  but  the  rate  based  upon 
purchasing  power  parity  is  ¥160  in  terms  of  whole 
sale  price  and  ¥210  in  terms  of  consumer  price. 
Furthermore,  the  productivity  of  Japan's  non- 
manufacturing  sector  as  a  whole  is  only  half  that  of 
the  United  States,  whereas  Japan  boasts  its  global 
competitiveness  of  the  manufacturing  sector  including 
electronics  and  automobiles.  It  is  expected  that  the 
deregulation  and  all  other  aspects  of  the  changing 
structure  of  Japan's  economy  will  engender  drastic 
improvements  particularly  in  seven  industry 
segments:  agriculture,  transportation, 
telecommunications,  construction,  finance, 
distribution,  and  pharmaceuticals. 

The  impact  of  the 
changing  structure  is 
creating  new  business 
opportunities,  such  as  the 
new  markets  driven  by  the 
transformations  in  con- 
sumer behavior.  New 
trends  in  industry  are 
under  development  to  take 
advantage  of  the  emerging 
business  opportunities. 
Young,  innovative,  and 
growing  medium-sized 
corporations  are  riding  the 
waves,  coming  to  the  fore 
as  key  players  in  the  new 
business  environment. 


(V  trillion) 
40 


OTC  companies  thriving  on  new  busine 
opportunities  owing  to  their  pioneer 

status  and  differentiation. 

*\ 

ne  indicator  of  the  emerging  vigor  of  medium- 
sized  corporation  is  the  expansion  of  the  Japanese 
OTC  (over-the-counter)  stock  market.  Fiscal  1993 
(ended  March  31, 1993)  saw  68  newly  registered 
companies,  and  the  total  number  of  companies 
registered  in  OTC  market  exceeded  500  this  May. 
Nomura  Research  Institute  estimates  that  the  numbfl 
of  OTC  companies  will  hit  the  1 ,000  mark  by  the  yea 
2000  and  that  the  aggregate  value  of  the  stocks 
represented  will  reach  ¥40  trillion,  up  from  the  presei 
¥13  trillion. 

An  additional  indicator  of  the  strength  of  these 
companies  is  their  positive  showing  in  fiscal  1993. 
The  leading  126  OTC  companies  demonstrated  an 
11%  increase  in  ordinary  profits,  while  the  373  leadirj  in 
companies  listed  in  Tokyo  Stock  Exchange  recorded  (jtli 
an  18%  decrease.  According  to  the  forecast  by 
Nomura  Research  Institute  for  fiscal  1994,  the  OTC 
companies  will  show  a  12%  increase  in  ordinary 
profit,  as  opposed  to  the  fifth  consecutive  decrease 
for  the  listed  companies— a  3%  decline  from  the 
previous  year. 

OTC  companies  are  pioneering  into  frontier 
markets  that  major  corporations  have  ignored  or 
could  not  have  identified.  The  differentiation  based 
upon  their  unique  strategies  and  resources  are  clear||ro|E 
enabling  their  substantial  growth. 
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Ten  medium-sized  dynamic  companies 
riding  on  the  new  industry  trends. 

edium-sized  firms,  especially  OTC  companies, 
are  surging  ahead,  while  major  companies  are 
wallowing  in  declining  performance  figures.  Most  of 
these  companies  are  in  young  industries  and  in  the 
early  stage  of  their  corporate  life  cycle.  And  they  are 
characterized  by  high  market  shares  for  their  original 
products  and  services,  price  leadership,  and  entre- 
preneurship  of  the  management  seeking  for  new 
values.  As  deregulation  progresses,  major 
corporations  are  likely  to  lose  their  vested  interests. 
On  the  other  hand,  a  large  number  of  innovative, 
vigorous  medium-sized  companies  are  expected  to 
seize  the  new  opportunities  induced  by  the  structural 
upheaval,  with  their  unique  strategies  and  resources. 

Companies  taking  advantage  of  the  trends  in 
deregulation  include  Kuraya,  a  pharmaceutical 
wholesaler;  Kyosei  Rentemu,  a  construction  and 
agricultural-machinery  rental  company;  Nichiei,  a 
nonbank  serving  small  companies;  and  Tone  Geo 
Tech,  a  "geo-front"  construction  company. 

Companies  accurately  ascertaining  new  trends  in 
Japanese  lifestyle  include  Kadoya  Sesame  Mills,  a 
specialized  producer  of  sesame  oil;  Eitaro,  a 
restaurant  chain  serving  alcoholic  drinks  and  foods; 
KVK,  a  dedicated  tap  manufacturer;  Maruko,  a  retailei 
of  women's  contouring  underwear;  Square,  a 
developer  of  game  software;  and  Nissen,  a 
mail/telephone-order  company. 

These  dynamic  Japanese  companies,  which  we 
introduce  in  this  special  issue,  are  certain  to  become 
important  trend-setters  in  the  new  segments  of 
Japanese  industry.  The  companies— as  well  as  their 
new  business  style  CEOs— have  not  had  much 
occasion  to  appear  in  international  media.  So  we  are 
pleased  to  introduce  the  CEOs  describing  their 
companies  and  strategies  in  their  own  words. 
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ADVERTISEMENT  3 

Kadoya  Sesame  Mills  Inc. 


A  leading  sesame-oil  producer  harnessing  over  a  century 
of  experience,  with  strong  performance  uptrend  buoyed 
by  growing  health-consciousness. 

Advanced  refining  technologies  and  a  wealth  of  expertise  developed  during  its  long  history  enable 
Kadoya  alone  to  hold  nearly  half  the  Japanese  sesame-oil  market  and  to  constantly  improve 
performance.  It  is  now  launching  an  expansion  strategy  that  embraces  Asia  and  America. 


ie  Kadoya  name  is  a  byword  for 
le  finest  quality  sesame  oil.  Armed 
ith  this  great  brand  strength, 
idoya  aims  to  become  a  diversified 
impany  in  its  field. 

With  1 36  years  of  experience, 
adoya  Sesame  Mills  is  Japan's  lead- 
lg  specialized  producer  of  sesame  oil, 
I  hich  accounts  for  80%  of  total  sales, 
s  dominant  48%  market  share  is 
rejected  to  rise  to  55%  in  the  near 
jture.  Sales  are  divided  fairly  evenly 
etween  commercial  and  home-use 
roducts,  though  recently  the  growth 
f  the  latter  has  been  particularly 
utstanding  at  5%-6%  annually.  This 
:  attributable  to  growing  health- 
onsciousness,  as  consumers  have 
)me  to  appreciate  sesame  oil  not 
nly  for  its  flavor  and  aroma,  but  also 
>r  its  healthiness  and  medicinal  ben- 
fits.  Business  performance  is  being 
uoyed  by  research  findings  of  groups 
jch  as  the  World  Health  Organiza- 
on  and  U.N.  Food  and  Agriculture 
Organization,  which  have 
u  ncovered  sesame  oil's  high- 
luality  proteins  and  other 
Iroperties.  These  include 
iagredients  that  enhance  liver 
Unctions,  antioxidants  similar 
p  carotene,  which  protects 
|gainst  cancer,  and  linolic  acid^ 
|rhich  prevents  high  blood 
iressure  and  arteriosclerosis. 


Susumu  Ozawa 

President 


Another  reason  Kadoya  retains 
industry  supremacy  is  that  it  has  built 
up  an  unrivaled  store  of  sesame- 
related  technologies.  These  are  vital, 
particularly  for  mass  production,  as 
more  than  140  different  aromas  can 
be  produced  in  the  boiling-tempera- 
ture range  required  to  produce  the  oil, 
and  aromas  and  flavors  vary  accord- 
ing to  the  materials  used.  Selecting 
the  very  best  materials  is  ensured  by 
company  President  Susumu  Ozawa, 
whose  uncanny  knowledge  of  what 
makes  good  sesame  has  earned  him 
the  nickname  "Dr.  Sesame."  Also, 
since  Kadoya  is  entirely  dependent 
upon  imports  for  its  raw  material,  it 


has  dispersed  risk  by  widening  sesame 
procurement  to  more  than  10 
countries,  providing  technical  train- 
ing for  manufacturers  in  some  of 
those  countries. 

Steady  expansion  strategy  with  an 
eye  on  Asian  markets. 

Kadoya  is  putting  increasing  em- 
phasis on  exporting  its  products,  and 
in  some  Asian  countries  the  Kadoya 
brand  is  already  synonymous  with 
high  quality.  In  Korea,  the  world's 
biggest  consumer  of  sesame  oil,  it  is 
setting  up  plants,  has  tripled  output 
and  is  planning  further  expansion.  It 
also  envisages  a  launch  in  China,  the 
market  with  the  greatest  potential.  In 
the  United  States,  Kadoya  is  consider- 
ing joining  with  food  producers  to 
popularize  Japanese-style  salad  dress- 
ing, in  addition  to  mainstream 
sesame-oil  sales. 

Kadoya  is  also  studying  the  possi- 
bility of  expanding  to  sesame-related 
food  fields.  Options  include  a  number 
of  highly  profitable  and  fast-growing 
sesame  products,  and  health  foods 
that  apply  joint  academic-industrial 
research.  But  the  company  totally 
rules  out  diversification  outside  its 
mainstay  field,  within  which  it  is 
committed  to  becoming  a  diversified 
company,  helping  people  to  enjoy  a 
full  und  healthy  diet. 


lata 

!sof  March  31, 1994) 
Net  Sales 


Ordinary  Income 
Net  Income 

et  Income  Per  Share: 

[1 27.02 

lividend  Per  Share. 
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Date  of  Establishment:  May  2, 1957 

Total  Assets:  ¥12,755  million 

Number  of  Shares  Outstanding:  8,300  thousands 

Month  of  Stock-Exchange  Listing:  November  1993 

Markets:  JASDAQ 

Number  of  Employees:  182 

Kadoya  Sesame  Mills  Inc. 

Address:  8-2-8  Nishigotanda,  Shinagawa-ku,  Tokyo  141 ,  Japan 
Telephone:  03-3492-5989 
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A  breath  of  fresh  air  in  the  izofaya  business,  giving  great 
customer  satisfaction. 

Izakaya — informal  establishments  serving  alcoholic  drinks  and  food — have  flourished  in  Japan  as 
casual  places  to  drop  into  with  colleagues  on  the  way  home  from  the  office.  Through  a  strategy  of 
distinguishing  itself  sharply  from  rivals  by  catering  to  consumer  preference  for  more  varied  and 
higher-grade  menus,  Eitaro  has  created  a  new  type  of  izakaya.  Strong  pulling  power  is  fueling  rapid 
growth  and  securing  a  wide  lead  over  rivals. 


Eiichi  Itoh 

President 


Manjiro  Nakahama,  also  known  as  "John" 
Man|iro  (1827-1898),  was  a  fisherman  who, 
in  1841,  suffered  a  shipwreck  and  was 
rescued  by  an  American  boat.  He  returned 
to  Japan  10  years  later  and  served  the  Edo 
government  by  teaching  English  and  the  art 
of  navigation  and  surveying. 


Overwhelming  brand  ioyalty  secured 
by  triumphing  in  a  tough  competition 
period. 

Eitaro,  established  in  1973,  is  a  fast- 
growing  company  in  the  restaurant 
industry,  operating  the  Eitaro  chain, 
which  serves  mainly  Japanese-style 
food,  and  the  John  Manjiro  chain  of 
seafood  bar-restaurants.  Eitaro 
restaurants  use  only  fresh  ingredients, 
particularly  live  fish,  and  have 
natural  wood  decor  that  creates  a 
subdued  and  classy  ambience — they 
are  a  far  cry  from  the  traditional 
liquor-dependent  izakaya  image. 
John  Manjiro  restaurants,  by  contrast, 
are  targeted  at  the  younger 
generation  in  urban  cities.  In  interiors 
styled  like  the  luxurious  cabins  of 
ocean  liners,  customers  enjoy  seafood 
menus  while  being  entertained  by 
music  and  disk  jockeys.  The  company 
operates  a  chain  of  51  restaurants  in 
the  Tokai  region  centered  on  Nagoya, 
which  forms  Japan's  third-largest 
economic  zone,  the  Kanto  region 
centered  on  Tokyo,  and  the  Fukuoka 
district,  the  economic  hub  of  Kyushu, 
japan's  southernmost  main  island. 
Although  all  have  the  same  strong 
pulling  power  as  ordinary  izakaya, 
consumption  per  customer  is  around 
50%  higher.  The  sales  of  the 
company's  directly  managed  and 


franchised  outlets  rank  ninth  in  the 
izakaya  industry,  which  includes  bee 
halls,  bars,  pubs,  and  similar 
establishments,  though  the  rank  is 
fourth  if  only  directly  managed 
restaurants  are  included.  Also, 
although  many  companies  have 
suffered  badly  as  the  result  of  the 
recession  and  escalating  operating 
costs,  Eitaro  has  achieved  remarkabl) 
high  growth  in  its  ordinary  income — 
up  2.5-fold  over  the  past  five  years. 

The  Japanese  restaurant  industry  is 
expanding  steadily,  buoyed  by  a 
trend  toward  dining  out  that  is  being 
fueled  by  social  change — personal 
incomes  are  rising,  people  have  more 
leisure  time,  women  are  spending 
more  time  out  of  the  home,  single 
households  are  becoming  more 
common,  and  lifestyles  are  becoming 
more  diverse.  Market  size  has  already 
reached  around  ¥28  trillion, 
propelling  the  industry  into  the  ranks 
of  Japan's  giant  industries.  The 
izakaya  industry  is  also  growing 
steadily — now  around  ¥1.4  trillion  in 
size — though  within  this  growth  there 
has  been  a  shift  in  people's 
preferences  toward  places  where  they 
can  eat  really  good  food  and  have  an 
enjoyable  drink,  even  if  this  costs 
more.  Eitaro  was  quick  to  acquire  the 
know-how  needed  to  triumph  in  this 
era  of  the  extra-choosy  consumer, 
and  this  has  powered  its  success. 

"Nagoya  was  the  proving  ground," 
explains  Eitaro  president  Eiichi  Itoh. 
"Eight  years  ago  the  nationwide 
izakaya  chains  launched  into  the  city, 
trebling  capacity.  But  we  refused  to 
get  caught  up  in  a  price  war,  and 
maintained  our  stance  of  winning  on 
quality  alone.  This  led  to  the 
strengthening  of  our  purchasing 
function,  enabling  us  to  provide 
fresher  food  at  reasonable  prices,  and 
raised  company  morale.  The  public 
came  to  regard  us  not  as  being  just 
another  izakaya,  but  as  a  chain 


Seafood  bar  and  restaurant  John  Manjiro 


John  Manjiro  Shinanomachi  branch  boasts  its  720  seats 
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Eitaro  Co.,  Ltd. 


[penalizing  in  traditional  Japanese 
;are.  This  whole  affair  triggered  a 
i  obust  rise  in  profitability,  and 

letermined  the  course  we  should 

ollow  in  the  future." 

;ood  ingredients,  good  location,  good 
taff  —  a  good  balance  that  is 
riving  spiraling  success. 

{There  are  three  points  that  Eitaro 
considers  essential  for  customer 
:;atisfaction:  providing  genuinely 
jood  food  at  inexpensive  prices,  siting 
restaurants  in  the  most  accessible 
places,  and  creating  a  pleasant 


Eitaro,  serving  typically  Japanese  food 


ambience.  These  are  what  has  given 
Eitaro  its  competitive  superiority. 

Securing  the  best  food  is  based  on  a 
unique  purchasing  system.  "Buying 
fresher  food  at  low  prices,"  says  Itoh, 
"is  both  an  ironclad  commercial  rule 
and  our  biggest  responsibility  to  the 
customer.  Our  most  senior  manage- 
ment officers  are  out  from  5a.m. 
every  morning,  ensuring  at  first  hand 
that  only  the  best  ingredients  in 
season  are  bought."  A  quick-despatch 
system  then  ensures  that  the 
ingredients  are  sent  in  exactly  the 
right  quantities  to  each  restaurant, 
without  losing  any  of  their  freshness. 

As  for  the  second  factor — location — 
strict  in-house  criteria  must  be 
satisfied,  and  as  a  result,  almost  all 
new  restaurants  have  performed  well 
from  the  very  first  day.  Several  new 
openings  are  planned  every  year, 
creating  a  strong  chain  of  100 
restaurants  within  ten  years. 

Eitaro  also  invests  heavily  in 
personnel  training.  Staff  members  are 
encouraged  to  do  the  rounds  of 
famous  restaurants,  as  they  are 
obliged  to  know  what  the  highest 


standards  are.  Promotion  is  based 
entirely  on  merit,  so  even  young 
personnel  are  selected  for  senior 
management  posts. 

"It's  absolutely  vital  that  Eitaro  and 
John  Manjiro  are  the  first  names  on 
people's  lips  when  they  decide  to  go 
out,"  stresses  Itoh,  "So  we  go  that  bit 
further  to  make  sure  they  are.  For 
example  staff  receive  thorough 
training  on  the  most  helpful  way  to 
accept  reservations,  different  menus 
are  given  to  those  preferring  either  to 
eat  or  drink,  and  we  prepare  packs  for 
parties  to  take  leftover  food  home. 
Our  competitions  are  prepared  for 
these  considerations." 

Along  with  unrivaled  purchasing 
and  store-development  capacity,  the 
company's  advantage  is  the  use  of 
these  inventive  means  of  giving 
customer  satisfaction,  backed  by  use 
of  the  industry's  first  point-of-sale  and 
order-entry  systems,  and  a  customer- 
management  system  on  large 
computer  systems.  Eitaro  plans  to  use 
its  extensive  know-how  to  keep 
coming  up  with  new  ideas  to 
differentiate  itself  from  competitors. 
Says  Itoh,  "We  are  determined  to 
ensure  that  our  restaurants  are  still 
first  choice  when  the  children  of  our 
present  patrons  come  of  age." 


Data 

(as  of  March  31,1994) 
Net  Sales 


■  Ordinary  Income 
Net  Income 

Net  Income  Per  Share: 

¥134.97 

Dividend  Per  Share: 

¥10.00 


6,259 


7,536 


8,373 


768 


9,125 


10,457 


958 


1,066 


411 


483 


I  191 


249 


312 


808 


466 
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(millions  of  yen) 


Date  of  Establishment:  September  1973 

Total  Assets:  ¥9,541  million 

Number  of  Shares  Outstanding:  5,989  thousands 

Month  of  Stock-Exchange  Listing:  July  1994 

Markets:  JASDAQ 

Number  of  Employees:  357 

Eitaro  Co.,  Ltd. 

Address:  4-14-15  Sakae,  Naka-ku,  Nagoya  City,  Aichi  460,  Japan 
Telephone:  052-242-1571 
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Active  investment  in  information  technology  and 
*   internationalization  place  Kuraya  on  top  in 
pharmaceutical  wholesaling. 

The  Japanese  pharmaceutical-wholesaling  industry  is  undergoing  unprecedented  change.  The 
radical  revamping  of  pricing  and  business  practices  is  widening  disparities  between  firms, 
causing  an  industry  shakeout,  but  Kuraya's  pioneering  creation  of  an  information  network  and 
aggressive  overseas  strategy  are  enabling  it  to  continue  forging  ahead  of  its  competitors. 


Sadatake  Kumakura 

Chief  Executive  Officer 


In  this  age  of  (pee  competition, 
Kuraya  can  give  full  play  to  its 
autonomy  and  advantageous  position 
as  an  independent  wholesaler  dealing 
with  all  pharmaceutical 
manufacturers. 

Kuraya  Corporation  is  a  leading 
pharmaceutical  wholesaler  supplying 
some  15,000  drugs,  medical  equip- 
ment, and  implements  directly  to 
hospitals,  clinics,  and  pharmacies  in 
the  Tokyo  metropolitan  area.  It  is  the 
second-largest  company  in  its  field, 
with  a  national  market  share  of 
around  5%,  and  the  largest  share  in 
the  Tokyo  area,  at  more  than  20%. 

The  size  of  the  Japanese  pharma- 
ceuticals market  was  over  ¥5.5  trillion 
in  1992,  second  only  to  the  U.S. 
market  in  size.  There  are  1,500-odd 
drug  manufacturers,  helping  to  make 
the  Japanese  market  one  of  the  most 
competitive  in  the  world. 

The  U.S. -Japan  structural  impedi- 
ments talks  sparked  the  introduction 
of  a  new  settlement-price  system  in 
1992,  which  has  ushered  in  a  period 
of  unprecedented  change  for  the 
drug-wholesaling  industry.  The  new 
system  removes  drug  manufacturers' 


control  over  prices,  and  the  pricing 
has  passed  to  the  wholesalers,  as  in 
other  products:  adding  a  margin  to 
the  purchase  price  and  then  selling  to 
medical  institutions,  which  is  a 
normal  distribution  practice.  For  their 
part,  these  institutions  are  free  to 
select  the  wholesalers  that  can 
acquire  drugs  on  more  advantageous 
terms,  creating  a  difficult  situation  for 
wholesalers  affiliated  with  specific 
drug  manufacturers,  which  cannot 
offer  full  product  lines,  and  for 
regional  wholesalers  unable  to  benefit 
from  economies  of  scale  gained  by 
operating  over  a  broad  area.  As  a 
result,  it  is  expected  that  the  current 
average  of  eight  wholesalers 
supplying  a  hospital  will  be  halved, 
and  their  total  number  cut  to  around 
80  from  well  over  300. 

Survival  and  strong  growth  in  this 
climate  depends  not  only  on  superi- 
ority in  price  negotiations,  but  also  on 
clear  differentiation  from  competitors. 
As  a  wholesaler  with  both  of  these, 
Kuraya  is  getting  results  by  keeping 
one  jump  ahead  of  the  industry. 

A  computerized  order  entry  system, 
developed  in-house,  has  enabled 
Kuraya  to  open  up  a  long  lead  over 
its  rivals. 

Eight  years  ago  Kuraya  inaugurated 
an  on-line  computer  system  for  the 
acceptance  and  despatch  of  orders, 
linking  it  with  medical  institutions 
and  pharmacies.  This  Kuraya  Order 
Entry  System  (KOS)  enables  large 
hospitals,  medium-sized  hospitals, 
clinics,  and  pharmacies  to  manage 
inventories  of  drugs  and  goods,  place 
orders  automatically,  and  receive 
timely  information  from  Kuraya's 
proprietary  data  base.  The  most 
recent  version  of  KOS,  Mr.  KOS  can 
cut  distribution  costs  and  is  simple  to 
install  and  operate.  In  less  than  six 
months  since  the  end  of  last  year, 
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erminals  were  installed  in  5,000 
lospitals  and  clinics,  and  have  now 
)een  installed  by  around  25%  of  the 
service's  24,000  users.  The  service  is 
:>eing  improved  to  boost  that  figure  to 
nore  than  50%. 

Rivals  lag  behind  in  the  installation 
}f  this  kind  of  network,  and  KOS's 
ead  and  track  record  will  give  it  a 
itrong  advantage  as  competition 
develops. 

Set  to  open  up  promising  new  fields 
through  internationalization  based  on 
the  U.S.,  Europe,  and  Japan. 

1 1  he  Japanese  pharmaceuticals 
industry  lags  behind  in  internationa- 
lization, so  Japan  continues  to  be  a 
large  net  drugs  importer.  Neverthe- 
less, there  have  been  signs  of  progress 
during  the  past  few  years. 

For  the  sake  of  drug  development, 
support  for  cross-border  market  entry 
by  drugs  manufacturers,  the 
collection  of  relevant  information, 
and  the  technology  licensing  in  the 
world's  three  biggest  pharmaceuticals 
markets — the  U.S.,  Europe,  and 


Japan — in  1990  Kuraya  established 
Kuraya  American  Systems  (KAS),  and 
acquired  the  Institute  for  Biological 
Research  &  Development  (IBRD), 
which  undertakes  commissioned 
clinical  testing  of  drugs. 

Kuraya  CEO  Sadatake  Kumakura 
believes  IBRD  will  be  "a  factor  bring- 
ing major  change  to  the  company  in 
the  future."  R&D  is  vital  for  drug 
manufacturers,  but  requires 
tremendous  time  and  expense,  and 
although  current  circumstances 
dictate  that  development  be  speeded 
up  and  costs  cut,  this  is  extremely 
difficult  to  achieve  independently, 
and  there  are  development  risks  from 
the  standpoint  of  international 
competitiveness. 

IBRD,  which  is  one  of  the  few 
companies  with  a  European  network 
among  the  400  or  so  firms  in  the 
Contract  Research  Organization  in 
the  U.S.,  aims  to  be  a  bridge  between 
the  Japanese  and  U.S.  medical-care 
industries,  for  example  by  assisting 
Japanese  drug  makers  in  the  U.S.  and 
European  markets,  and  conducting 
research  on  sales  channels  in  the  U.S. 


In  addition,  IBRD  Japan  has  been 
established  through  a  merger  between 
Kuraya  and  a  leading  wholesaler  in 
western  Japan.  Know-how  obtained 
by  IBRD  in  the  U.S.  opens  up 
considerable  possibilities  for 
exploiting  demand,  including 
through  the  acceptance  of 
commissions  for  clinical  testing  from 
foreign  drug  makers,  and  the 
arrangement  of  sales  channels  for 
entry  into  the  Japanese  market. 
Numerous  opportunities  are  also 
being  presented  by  the  occasions  of 
new  entry  into  the  pharmaceuticals 
industry  through  diversification  by 
food  processing  companies. 

"This  means,"  asserts  Kumakura, 
"that  there  is  tremendous  potential 
for  us  in  our  intermediary  whole- 
saling position  to  be  able  to  control 
pharmaceutical  producers,  the  only 
upstream  entities." 

Entering  the  OTC  market,  aiming  to 
become  a  "total  health-care 
company." 

Given  the  rapid  aging  of  the 
Japanese  population,  health-related 
business  catering  for  elderly  people  is 
a  field  with  strong  potential.  The 
markets  for  OTC  drugs  and  assistance 
in  the  area  of  hospital  management 
are  particularly  promising,  as  KOS 
and  Kuraya's  know-how  and 
experience  can  be  given  particularly 
full  play. 

Kuraya's  roles  as  a  key  conduit 
between  establishments  constantly 
developing  new  drugs  and  upgrading 
medical  technology,  and  as  a  neutral 
arbiter  encouraging  the  most  apt  use 
of  drugs,  will  continue  to  grow 
increasingly  important. 


Data 

as  of  March  31,1994) 

Net  Sales 

■  Ordinary  Income 
Net  Income 


227,755 


244,796  270,531  296,118  315,000 


6,425  6,260 


3.618      4  097 
*  1,259  1  1,268  J1'926 


2,717 


3,260 


Net  Income  Per  Share:  1>65J|1.Z 

¥111.34  (9/93) 

Dividend  Per  Share:  9/90     9/91      9/92      9/93  9/94* 

¥11.00(9/93)  (millions  of  yen)  (-estimate) 


Date  of  Establishment:  January  13, 1949 
Total  Assets:  ¥189,402  million 
Number  ot  Shares  Outstanding:  29,345  thousands 
Month  of  Stock-Exchange  Listing:  April  1993 
Markets:  Tokyo  Stock  Exchange  (the  Second  Section) 
Number  of  Employees:  2,577 

Kuraya  Corporation 

Address:  3-12  Kioi-cho,  Chiyoda-ku,  Tokyo  102,  Japan 
Telephone:  03-3238-2700 
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Dedicated  tap  manufacturer  turning  the  use  of  water  in 
Ae  home  into  a  fine  art. 

As  domestic  lifestyles  undergo  considerable  change,  people  are  demanding  more  convenient 
and  functional  bathrooms  and  kitchens  in  the  quest  for  greater  amenity.  Armed  with  technolo- 
gies and  a  track  record  built  up  as  Japan's  foremost  specialized  tap  manufacturer,  KVK  has 
established  the  highest  possible  reputation  for  high-value-added  products  that  constantly  anticipate 
changes  in  lifestyle. 


Kazuhiro  Kitamura 

President 


Thermostatically 
controlled  shower 


Ability  to  develop  products  that 
anticipate  lifestyle  changes  has  made 
KVK  the  runaway  leader. 

KvK,  now  45  years  old,  is  Japan's 
leading  dedicated  manufacturer  of 
taps  for  kitchens,  bathrooms,  and 
similar  areas. 

Of  the  sixteen  companies  in  the 
faucet/ flush-valve  section  of  the 
Japan  Valve  Manufacturers'  Associa- 
tion, four  dominate  the  market: 
TOTO  and  INAX,  makers  of  sanitary 
fittings,  and  KVK  and  MYM  (unlisted), 
both  specializing  in  taps.  KVK  holds  a 
share  of  around  20%  of  the  Japanese 
domestic  market  estimated  at  around 
¥87.7  billion,  second  only  to  TOTO.  It 
holds  shares  of  20.4%  and  25.7%  of 
sales  of  simple  taps  and  shower  taps 
respectively,  and  has  an  unrivaled 
32%  share  of  the  market  for  high- 
value-added  thermostatic  showers. 

Over  the  past  20  years,  modern 
small-sized  hot-water  systems  have 
come  into  widespread  use  in  Japanese 
households,  bringing 
change  to  the  way  people 
use  their  kitchens,  bath- 
rooms, and  makeup 
areas,  and  increasing  the 
frequency  of  their  use. 
This  has  also  meant  that 
tap  fittings  are  coming  to 
take  pride  of  place  as 
prominent  fixtures  that 
beautify  the  home  living 
environment.  KVK  has  led 
the  industry  in  launching 
products  designed  to  meet 
these  needs,  for  example 
thermostatically  con- 
trolled showers,  a  single- 
lever  mixer  tap,  and  a 
mixing  tap  that  auto- 
matically shuts  off  when 
the  water  in  the  bathtub 
reaches  a  certain  volume. 
The  company's  market- 
share  figures  attest  to  the 


high  regard  it  has  won  for 
its  foresight  and  strong  product- 
development  capacity. 

Growth  is  also  expected  in  the 
market  for  fittings  for  health  purposes 
and  for  use  by  Japan's  growing 
number  of  elderly  people,  a  prime 
example  being  the  electronically 
controlled  multifunctional  shower, 
which  enables  people  to  enjoy  health- 
club  facilities  in  their  own  homes. 
Another  field  that  promises  to 
generate  stable  demand  is  that  of 
basic  taps  such  as  those  used  in 
drinking  fountains  in  parks  and 
schools.  KVK  is  one  of  a  dwindling 
number  of  manufacturers  that  still 
produce  them. 

Given  these  advantages,  KVK  is 
confident  of  gaining  an  overall 
market  share  of  24  to  25%  within 
three  years. 


Full-scale  operation  of  Dalian  plant  is 
enhancing  KVK's  integrated 
production  structure. 

KvK  has  an  integrated  production 
structure — a  rarity  in  the  industry — 
based  on  its  four  plants  in  Japan.  This 
is  a  major  strong  point  for  KVK.  This 
summer  a  new  plant  ancillary  to  the 
main  plant  will  start  operation, 
giving  an  additional  boost  to  KVK's 
superior  competitiveness.  Production 
is  also  being  streamlined,  for  example 


Dalian  Plant  in  China 
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1/  halving  the  number  of  products 
bndled  from  8,000  to  4,000,  and  by 
:  andardizing  parts,  so  as  to  reduce 
ie  number  of  parts  and  processes 
i  quired. 

The  company's  Dalian  plant  in 
ihina,  established  in  1989,  is  now 
roducing  semifinished  taps  for  ex- 
iDrt  to  Japan.  This  accounts  for  40% 
ir  total  production  volume,  a  figure 
iiat  is  expected  to  rise  further  and 
bntinue  helping  to  enhance 
pmpetitiveness  of  the  company's 
iianufacturing.  In  November  this 
?ar  the  plant  will  add  plating  and 
jssembly  processes,  creating  an 
jitegrated  production  structure,  and 
jpproval  has  also  been  granted  for 
ne  local  sale  of  finished  products. 
(VK  will  be  the  first  in  the  industry  to 
I  induct  all  processes  from  integrated 
Iroduction  to  sales  in  China.  KVK 
president  Kazuhiro  Kitamura 
ithuses:  "Housing  starts  in  China 
nould  grow  to  around  10  million 
innually,  which  spells  massive 
|Dtential  demand  in  a  market  in 
:  hich  we  have  already  secured  the 
i!ad.  All  staff  recruited  in  China  are 


new  graduates  and  are  trained  to  a 
high  standard  in  Japan,  ensuring 
production  yields  as  high  as  in  our 
Japanese  plants.  The  Dalian  plant  is 
also  destined  to  become  an  export 
base  for  sales  throughout  east  and 
southeast  Asia." 

Performance  continuing  to  improve, 
buoyed  by  strong  sales  to  makers  of 
domestic  fittings,  and  by  robust 
homebuilding  and  reforming  demand. 

K.VK's  sales  structure  ranks  along- 
side its  product-development  capacity, 
brand  strength,  and  integrated 
production  structure  as  a  pillar  of  its 
strength.  It  has  two  major  sales 
channels:  First,  a  nationwide  network 
of  110  agents  to  control  over  700 
distributors  that  sell  to  end-users  via 
firms  undertaking  plumbing  and 
related  work,  and  second,  leading 
domestic-fittings  manufacturers  that 
do  not  make  taps  in-house.  These  two 
channels  account  for  42%  and  54%  of 
sales  respectively,  though  there  is  a 
shift  toward  the  latter,  where  KVK 
now  dominates  supplies  to 


Matsushita  Electric  Works  (86%  of  all 
taps  fitted),  Tostem  (90%),  and 
Cleanup  (70%). 

Given  the  direct  linkage  between 
demand  for  taps  and  trends  in  the 
housing  industry,  KVK  is  also  being 
buoyed  by  the  briskness  of  housing 
demand  in  Japan  over  the  past  two 
years.  They  should  exceed  1.5  million 
this  year,  and  this  demand  is 
projected  to  continue. 

The  renovation  of  homes  is  another 
area  set  to  buoy  KVK's  performance. 
Homes  built  at  the  beginning  of  the 
1970s,  when  housing  starts  were  at 
their  peak,  are  now  entering  the 
period  in  which  they  require  renova- 
tion; this  applies  to  half  of  the  total 
housing  stock  of  44  million  dwellings. 
In  the  course  of  these  renovations 
there  is  expected  to  be  a  shift  toward 
the  type  of  mixing  taps  that  are  KVK's 
forte.  A  further  boost  to  demand 
should  come  from  an  increase  in  the 
number  of  two-household  dwellings, 
which  require  the  duplication  of  all 
basic  fittings. 

Backed  by  its  technological  prowess 
and  track  record  as  a  leading  dedi- 
cated tap  manufacturer,  KVK  is 
committed  to  creating  greater  comfort 
and  satisfaction  in  the  home  living 
environment. 


lata 

s  of  March  31,1994) 
Net  Sales 


i  Ordinary  Income 
Net  Income 

et  Income  Per  Share: 

1.35 

ividend  Per  Share: 

12.50 


17,039    17,311    16,912  17,325 


15,830 


1,691 


1  201  1262 
1,125  1,ZU1 


429 


549  583 


632 


769 


3/90       3/91       3/92       3/93  3/94 

(millions  of  yen) 


Datt  ot  Establishment:  January  25, 1949 
Total  Assets:  ¥17,914  million 

Number  of  Shares  Outstanding:  11,560  thousands(as  of  May  20, 1994) 
Month  of  Stock-Exchange  Listing:  November  1993 
Markets:  JASDAQ 
Number  of  Employees:  493 

KVK  Corporation 

Address:  308  Kurono,  Gifu-City,  Gifu  501-11,  Japan 
Telephone:  0582-39-31 11 
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Major  in  renting  of  construction  machinery,  using 
extensive  public-works  know-how  to  transform  itself  from 
a  local  to  a  nationwide  company.. 

Affected  little  by  the  bursting  of  Japan's  bubble  economy  and  the  prolonged  recession,  public 
works  in  Hokkaido  are  proceeding  apace.  Backed  by  know-how  built  up  after  an  early  start  in 
construction-machinery  rental,  and  a  strong  track  record  in  sewerage  works,  Kyosei  Rentemu 
has  consistently  been  achieving  double-digit  growth.  Its  technological  prowess  is  now  about  to 
prove  itself  nationwide. 


Kenji  Oguro 

President 


Hokkaido 


Obihiro  City 


Osaka 


Tokyo 


Able  to  meet  every  type  ot 
construction  need  with  an  extensive 
lineup  ol  50,000  pieces  of  400  types 
of  machinery,  with  an  average  age  of 
only  3.28  years. 

Kyosei  Rentemu,  which  specializes 
in  the  rental  of  construction 
machinery,  has  achieved  thirty  years 
of  solid  growth  since  its  establishment 
in  1963.  It  ranks  sixth  in  Japan  in 
terms  of  sales,  and  boasts  a  high  24% 
share  of  the  market  in  Hokkaido 
(Japan's  northernmost  main  island), 
its  operating  base.  It  leases  a  compre- 
hensive lineup  of  items,  ranging  from 
power  shovels  and  dump  trucks  used 
in  various  processes  on  civil  engineer- 
ing and  construction  sites,  to  prefabri- 
cated buildings.  There  are  50,000 
items  of  some  400  different  types  of 
equipment,  all  of  which  incorporate 
advanced  technologies  and  are 
relatively  new,  with  an  average  age  of 
3.28  years — well  below  the  industry 
average  of  around  5  years.  Users  rely 
on  rentals  for  60%  of  construction 
machinery  used  in  Hokkaido,  and 
Kyosei  Rentemu  is  well  equipped  to 
satisfy  this  level  of  demand.  The 
corresponding  ratio  nationwide  is 
currently  around  40%,  but  is  expected 
to  rise  to  around  60%,  which  the  com- 
pany sees  as  offering  ample  scope  for 
future  activity  in  mainland  Japan. 

Reflecting  president  Kenji  Oguro's 
view  that  "the  ultimate  in  service  is 
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providing  customers  with  equipment 
they  are  really  happy  about  using," 
Kyosei  Rentemu  ensures  that  general- 
purpose  machinery  is  suitable  for 
differing  conditions  on  construction 
sites  by  independently  developing 
special  attachments  that  supplement 
equipment  functions.  In  ways  such  as 
this  it  fine-tunes  its  services  to  the 
precise  needs  of  customers,  develop- 
ing close  customer  relationships  that 
further  enhance  its  status  in  the  renta 
industry.  The  advantage  derived  from 
this  is  expected  to  boost  its  share  of 
the  Hokkaido  market  to  30%. 

Emphasis  is  also  placed  on  mainte- 
nance. Maintenance  workshops  are 
attached  to  all  company  branches, 
and  sufficient  specialist  technicians 
and  skilled  personnel  are  retained  in 
all  necessary  areas.  This  system  helps 
to  keep  maintenance  costs  down. 

In  Hokkaido,  which  has  heavy 
snows  and  once  played  host  to  the 
Winter  Olympics,  the  busiest  seasons 
for  construction  are  the  summer  and 
autumn.  So  to  even  out  the  seasonal 
fluctuations  in  the  operating  ratios  of 
its  rented  equipment,  Kyosei  Rentemu 
is  developing  business  further  afield, 
focusing  on  the  north  Kanto  (around 
Tokyo)  area,  where  there  is  little 
rainfall  in  the  winter  and  spring.  The 
proportion  of  the  population  served 
by  sewers  in  this  region  is  low,  at  only 
30%,  creating  scope  for  Kyosei 
Rentemu  to  give  play  to  its  know-how 
in  sewerage  works  and  its  related 
technologies  and  equipment.  In 
Japan  as  a  whole  the  corresponding 
ratio  also  remains  low,  at  47%, 
compared  with  96%  in  the  United 
Kingdom,  73%  in  the  United  States, 
and  68%  in  France.  In  view  of  this, 
demand  for  sewerage  works  continues 
to  be  strong  throughout  Japan,  not 
only  in  the  north  Kanto  area,  and 
consequently  there  is  also  strong 
potential  demand  for  Kyosei 
Rentemu's  services. 


ie-u 


ieco 
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ij  elping  the  shift  to  large-scale 
i  arming  and  more  efficient 
gribusiness. 

|L  he  renting  of  agricultural 
machinery,  started  by  Kyosei 
rentemu  three  years  ago  for  the  first 
lime  in  the  industry,  is  achieving  high 
Jirowth  of  30%  annually.  Demand  for 
Shis  renting  is  expected  to  continue 
irowing  in  the  future,  as  there  is  a 
move  in  fapan  toward  larger-scale 
arming,  which  calls  for  high- 
jierformance  agricultural  machinery 
jind  reductions  in  production  costs, 
"he  company  is  also  benefiting  from 
fie-ups  with  agricultural  cooperatives, 
jvhich  lend  farm-operation  funds  as 
part  of  mutual-aid  schemes  for  their 
member- farmers.  Under  these,  non- 
ecovery  of  rental  fee  is  eliminated,  as 
rentals  are  settled  through  the 
iccounts  of  the  cooperative  members, 
"aking  advantage  of  the  operating 
)ase  provided  by  Hokkaido's 
extensive  farmland  areas,  Kyosei 
Rentemu  plans  to  build  this  field  into 
i  second  pillar  of  earnings  after 
construction-machinery  rentals. 

Another  field  in  which  performance 
s  good  is  the  renting  of  equipment  for 
mblic  events.  The  company  began 
hese  operations  both  to  foster  the 
levelopment  of  its  regional 
ommunity  and  to  increase  the 
itilization  of  its  rental  assets. 


Potential  of  the  Hokkaido  market. 

Hokkaido  was  first  opened  up  a 
hundred  years  ago  as  a  colonial 
territory,  and  following  that  was  seen 
as  a  source  of  energy  and  then  as  a 
base  for  protecting  Japan's  northern 
approaches.  Today,  bodies  such  as 
the  governmental  Hokkaido  Develop- 
ment Agency  are  floating  various 
plans  concerning  Hokkaido's  future 
role  and  direction,  and  preparations 
for  their  implementation  are  getting 
under  way. 

There  are  five  principal  points 
covered  by  these  plans:  (1)  To  make 
the  agricultural  sector  a  major  food 
producer,  (2)  to  make  the  territory  a 
center  for  health  and  leisure  activities, 
(3)  to  make  Chitose  airport — the 
aerial  gateway  to  Hokkaido — into  a 
hub  for  Asian  flights,  and  to  attract 


the  setting-up  of  space  ground 
stations  to  the  Tokachi  region,  and  (4) 
to  make  Hokkaido  a  base  for  next- 
generation  advanced  technologies, 
and  also  (5)  the  forward  base  for 
industrial  cooperation  between  Japan 
and  Russia.  All  of  these  are  areas  in 
which  Kyosei  Rentemu  is  well 
positioned  to  have  a  close  involve- 
ment over  the  long  term. 

As  for  the  immediate  future,  spend- 
ing on  public  works  in  Hokkaido  is 
projected  to  show  double-digit  growth, 
and  additional  demand  may  arise  as 
a  result  of  earthquakes  and  other 
natural  disasters. 

As  an  acknowledged  leader  in  the 
field  of  construction-machinery 
rentals,  Kyosei  Rentemu  is  finding 
that  its  services  are  increasingly  in 
demand,  and  its  leadership  position 
growing  stronger. 


lata 

as  of  Dec.  31, 1993) 
Net  Sales 

■  Ordinary  Income 
Net  Income 


Jet  Income  Per  Share: 

f88.29  (6/94*) 
)ividend  Per  Share: 

15(6/94*) 


8,701 


10,620    11-898    14,555  16,200 
1,650 


1,322 


593  679 
|  234     J  293 


771 


387 


543 


760 


6/90       5/91       6/92      6/93  6/94* 


(millions  ol  yen) 


'estimate) 


Date  of  Establishment:  October  24, 1963 
Total  Assets:  ¥31,570  million 
Number  of  Shares  Outstanding:  8,878  thousands 
Month  of  Stock-Exchange  Listing:  February  1991 
Markets:  JASDAQ 

Number  of  Employees:  409  (as  of  June  18, 1994) 

Kyosei  Rentemu  Co.,  Ltd. 

Address:  14  Kita-1-chome,  Nishi-18-jo,  Obihiro  City,  Hokkaido  080,  Japan 
Telephone:  0155-33-2211 
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Pioneered  body-contouring  foundation  qomients  to 
enable  women  to  look  beautiful  and  feel  beautiful. 

To  satisfy  women's  age-old  desire  for  ideal  proportions,  Maruko  provides  body-contouring 
foundation  garments  through  a  unique  sales  system.  Its  continuing  corporate  growth  parallels 
the  growing  affluence  of  Japanese  women. 


Hiroshi  Masaoka 

Chairman 


Pioneer  of  body-contouring. 

aruko  established  a  new  segment 
of  women's  underwear  market  in 
Japan  by  pioneering  body-contouring 
foundation  garments,  designed  to 
meet  the  age-old  desire  of  women  to 
look  beautiful  and  retain  their 
beauty. 

The  company  was  originally  textile 
goods  manufacturer  and  wholesaler 
called  Masaoka  Shokai,  formed  in 
Nara  Prefecture  in  1 945  by  the 
present  chairman's  predecessor. 
Believing  that  bodysuits,  widely  worn 
in  winter,  should  be  worn  to  shape 
the  body  in  the  summertime  when 
the  body  figure  was  most  on  view,  the 
company  began  marketing  them 
through  consulting  sales  in  summer. 
They  proved  a  big  hit,  prompting  the 
company  to  launch  full-scale  into  the 
production  of  "body-contouring" 
foundation  garments.  Rapid  growth 
has  continued:  consolidated  sales 
have  doubled  over  the  past  four  years, 
and  consolidated  ordinary  income 
has  risen  4.5  times. 

Behind  this  is  the  fact  that  Japanese 
women  play  the  leading  role  in 
today's  consumer  society.  It  is  a 
"women's  era"  in  which  brings  out  an 
affluent  market  stimulating  Maruko's 
growth. 


Quality  aftercare  possible  by  selling 
through  outlets  where  garments  can 
be  tried  on. 

The  two  main  factors  backing  the 
company's  fast  growth  have  been  its 
unique  selling  method  of  "salon 
sales"  through  its  own  outlets,  and  its 
product-development  capabilities. 

The  wearing  of  its  body-contouring 
foundation  garment  changes  body 
figure  by  causing  fat  to  shift  and 
shaping  the  body  to  ideal  proportions 
This  effect  is  difficult  unless  the 
garment  is  worn  in  conjunction  with 
other  foundation  garments  such  as 
brassieres  and  bodysuits.  A  beautiful 
body  is  not  formed  overnight.  For 
each  individual  to  gain  her  ideal 
proportions,  it  is  vital  first  to  assess 
that  person's  figure  precisely,  and 
then  to  carry  out  continuous  body- 
shaping.  Maruko  addresses  this  need 
by  means  of  salon  sales  and  selling 
garments  in  sets. 

Maruko  began  salon  sales  because 
the  characteristics  of  its  products 
make  it  necessary  for  users  to  remove 
all  their  clothing  initially,  so  that 
expert  sales  staff  can  advise  on  shape 
contouring.  By  April  1994  it  had  237 
outlets  ("salons")  nationwide. 

Word-of-mouth  advertising  pulls 
customers. 

A.  characteristic  of  Maruko's  sales  is 
that  most  new  customers  have  visited 
salons  on  word-of-mouth  recommen- 
dations from  existing  customers. 
Apart  from  some  publicity  through 
television  commercials,  virtually 
nothing  is  spent  on  advertising. 
Another  feature  is  the  offering  of 
thorough  aftercare,  as  post-purchase 
advice  is  important  for  body  contour- 
ing. The  salons  are  thus  also  centers 
for  communication  with  clients. 
Women  visiting  salons  on 
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recommendations  from  Maruko's 
150,000  existing  customers  first 
receive  a  body-shape  check,  purchase 
the  foundation  garments  most  appro- 
priate for  them,  and  are  given 
;>  guidance  on  body-shaping  and  on 
how  to  wear  the  garments.  As  a  single 
isession  is  insufficient  for  proper 
!  contouring,  many  women  sub- 
sequently pay  several  free  visits  to  the 
isalons  for  consultations.  As  their 
figures  improve,  they  tell  their  friends, 
j  who  in  turn  become  customers.  And 
;so  the  cycle  continues. 

In  addition,  customers  often  wish  to 
improve  their  looks  still  further  by 
[buying  a  new  set  when  the  garments 
jyielded  successful  results  after  the 
(initial  purchase. 

Most  sales  ape  of  sets  ol  garments. 

[Maruko's  basic  product  is  a  set  of 
18  garments  of  7  types,  including 
bodysuits  and  brassieres,  priced  at 
¥335,000.  The  company  started 
selling  sets  in  1979,  because  it 
considered  that  combining  garments 
jin  an  ensemble  is  essential  for  total 
body-contouring.  These  high-grade 
Ssets  sell  well  because  they  are  capable 


of  answering  the  yearning  of  many 
women  for  enduring  good  looks,  and 
sales  are  facilitated  by  extensive  tie- 
ups  with  credit-card  companies. 

Product-development  capabilities 
backed  by  state-of-the-art 
technologies. 

For  body-contouring  to  be  carried 
out  effortlessly,  it  is  of  course  vital  to 
develop  products  with  the  function  to 
do  this.  Accordingly,  Maruko  has  not 
only  built  a  unique  sales  system,  but 
has  also  led  the  way  in  product 
development.  It  has  developed 
materials  that  give  maximum 
elasticity  but  eliminate  discomfort 
when  worn.  Also  Maruko  has 
researched  weaving  methods  and  has 
given  its  garments  a  stylish 
appearance. 

For  example,  in  1991  Maruko  was 
the  first  in  the  world  to  develop  a 


fablic  like  shape-memory  alloy, 
jointly  with  a  research  institute.  By 
originally  memorizing  the  shape  of 
the  bust  and  stomach,  the  bust  can 
subsequently  be  lifted  and  the 
stomach  streamlined,  at  the  same 
time  giving  a  better  fit.  Maruko  has 
also  developed  epoch-making 
products  that  are  the  first  in  Japan  to 
use  the  superior  elasticity  of  Leavers 
lace.  They  induce  a  feeling  of  luxury 
and  contour  the  body  beautifully. 
Also,  as  Maruko's  products  are 
virtually  made-to-measure,  as  many 
as  170  sizes  are  produced. 

Maruko  has  no  production 
facilities,  but  instead  coordinates 
manufacturing  with  some  30 
companies  within  Japan.  Despite  the 
large  range  of  sizes,  it  makes  easier  to 
forecast  demand  through  selling  in 
sets.  In  addition,  the  creation  of  a 
massive  data  base  of  body  shape 
information  as  well  as  point  of  sales 
data  from  salons  minimizes  losses  on 
the  placement  of  orders  and  facilitates 
inventory  management. 

The  goal:  500  outlets  and  ¥50  billion 
in  sales. 

the  affluence  of  Japanese  women 
continues  to  grow,  so  will  their 
longing  to  stay  beautiful,  generating 
ongoing  growth  in  demand  for 
Maruko's  body-contouring  garments. 

Maruko  plans  to  branch  more  into 
areas  of  Japan  where  it  has  few 
outlets  and  to  shift  into  new  suburban 
store  formats,  at  the  same  time 
increasing  follow-up  sales  of  high- 
grade  lingerie  to  clients  who  have 
succeeded  with  their  body-contouring. 
The  immediate  goal  is  to  build  a 
network  of  500  outlets  generating  ¥50 
billion  in  sales. 


Data 

(as  of  April  30, 1994) 
Net  Sales 


Ordinary  income 
Net  Income 


!  Net  Income  Per  Share: 

I  ¥169.21  (8/94*) 
Dividend  Per  Share: 

¥12.50  (8/94*) 


2,271 


6,355 


13c78    16,900  19,836 


2,289 


1,759 


1,448 


1,176 


840 


654 


827 


380 


179 


323 


I 

8/90 

(millions  of  yen) 


8/91 


8/92  8/93 


8/94* 

('estimate) 


Date  of  Establishment:  April  1978 

Total  Assets:  ¥7,742  million 

Number  of  Shares  Outstanding:  6  954  thousands 

Month  of  Stock-Exchange  Listing:  July  1994 

Markets:  JASDAQ 

Number  of  Employees:  1  934 

Maruko  Co.,  Ltd. 

Address:  3-5-20  Minamiyagi-cho,  Kashihara  City,  Nara  634,  Japan 
Telephone:  07442-3-6083 
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Making  steady  progress  as  the  foremost  nonbank 
institution  serving  small  companies 

Many  banks  and  nonbanks  have  been  hard  hit  by  recession  and  massive  bad  debts  since  the 
bursting  of  Japan's  "bubble"  economy.  Nichiei  has  sustained  robust  growth  by  exhaustive 
emphasis  on  sound  management  rooted  in  basic  financial  principles. 


Kazuo  Matsuda 

President  and  Chief  Executive  Officer  (Right) 

Ryuichi  Matsuda 

Executive  Managing  Director  (Left) 


Sticking  firmly  to  its  rule  of  wide 
risk  dispersal  through  extending 
small,  short-term  loans  backed  by 
guarantee,  Nichiei  provides  gap 
financing  to  small  firms  unable  to 
offer  physical  security. 

Nichiei  has  been  totally  unaffected 
by  the  collapse  of  the  Japanese 
economy  and  the  ensuing  recession.  It 
is  achieving  steady  growth  as  a 
nonbank  that  specializes  in  serving 
small  companies.  Nichiei's  operating 
revenues  have  quadrupled  and 
operating  profits  recorded  five-fold 
growth  during  the  past  five  years. 
Since  its  establishment  in  1970, 
Nichiei's  lending  has  been  confined 
strictly  to  small  companies  with 
annual  sales  and  capital  of  around 
¥500  million  and  ¥5  million 
respectively,  but  with  chronic 
shortages  of  funds  and  no  physical 
security  in  the  form  of  stocks  and  real 
estate.  Nichiei's  principal  business  is 
to  provide  bridge  loans  up  to  ¥6.5 
million  ceiling,  backed  by  promissory 
notes  issued  by  a  collateral,  and 
repayable  within  four  months.  It 
holds  an  overwhelming  30%  share  of 
this  market  nationwide,  reflecting  the 
much-echoed  view  of  borrowers  that, 
"Unlike  banks,  Nichiei  does  not  lend 
grudgingly  and  require  complex 
procedures.  Getting  a  loan  is  much 
faster  and  more  convenient." 

The  year  to  March  1994  was  an- 
other banner  year:  ordinary  income 
jumped  27.9%  to  a 
record  high  of  ¥21.3 
billion — a  similar 
level  to  that  of 
major  regional 
banks.  The  loan 
balance  rose  40% 
to  ¥273.5  billion, 
and  the  service 
network  was 
expanded  to  145 
branches,  well 


ahead  of  competitors.  In  the  ranking 
of  reported  earnings  in  Kyoto 
Prefecture,  Nichiei's  home  base,  the 
company  is  ahead  of  the  Bank  of 
Kyoto,  the  leading  local  bank;  the  two 
biggest  shinkin  banks,  which  also 
rank  among  Japan's  top  three;  and 
the  region's  leading  corporations, 
Shimadzu,  Wacoal  and  Omron. 

Kazuo  Matsuda,  Nichiei's  president, 
has  a  simple  explanation  for  this 
strong  performance:  "It's  because  we 
consistently  adhere  to  strict  financial 
principles,  always  looking  at  things 
from  the  user's  standpoint,  and  never 
forgetting  that  we  are  small 
companies'  banking  partner."  A 
secret  of  its  success  is  its  adherence  to 
the  fundamental  principle  of 
widespread  risk  dispersal.  During  the 
bubble  period  Nichiei  did  not  once 
stumble  into  making  the  large 
mortgage-backed  loans  and  equity- 
backed  loans  that  other  financial 
institutions  did,  not  least  because  it 
firmly  withdrew  financing  from 
borrowers  wishing  to  direct  surplus 
funds  into  investments  outside  their 
own  businesses. 

Despite  lending  to  risky  borrowers 
shunned  by  banks,  the  loan-loss  rate 
is  extremely  low,  thanks  to  an 
unrivaled  system  for  managing  credit 
risk. 

Nichiei's  main  product,  the  short- 
term  guaranteed  loan  backed  by  a 
promissory  note,  may  be  riskier  than 
other  loan  products.  However,  it  is  a 
highly  profitable  and  attractive  one  if 
risk  is  firmly  hedged  by  exhaustive 
credit  controls.  The  company's  stance 
is  not  to  accept  physical  security  that 
banks  do,  but  only  "human"  security 
in  the  form  of  a  joint  surety.  Long 
experience  has  shown  that  in 
regional  areas,  where  the  emphasis  is 
on  human  relationships  and  family 
ties,  personal  credit  has  much 
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Nichiei  head  office 


I  ronger  binding  force  than  physical 
j!?curity,  which  Nichiei  also  avoids 
i^cause,  as  a  nonbank,  its  status  of 
|?cond  mortgagee  would  make  it 
difficult  to  exercise  rights.  "The  proper 
[j  ay  to  conduct  financial  business  lies 
ill  making  sure  you  recover  the  funds 
bu  have  lent,  not  in  enforcing 
!?curity,"  says  Matsuda. 
|  Nichiei  has  a  unique  credit- 
greening  program  based  on  a 
prporate  information  system  that 
jlatsuda  boasts  is  the  largest  and 


most  functional  in  Japan.  It  acquires 
data  on  some  700,000  Japanese 
companies  from  credit  agencies,  and 
also  inputs  independent  assessments 
and  other  original  information.  The 
hundred-strong  staff  the  credit 
division  uses  these  data  to  screen  the 
loan  applications  filed  by  branches, 
and  to  carefully  select  high-quality 
borrowers.  Rival  banks  have  difficulty 
bringing  such  extensive  resources  to 
bear. 

To  ensure  that  there  is  no  reckless 
lending  and  that  branches  concen- 
trate solely  on  expanding  business, 
branch  managers  do  not  have  the 
power  to  make  lending  decisions. 
This  both  hedges  risk  and  keeps  the 
loan-loss  ratio  extremely  low,  though 
the  principal  hedging  of  risk  is  done 
through  the  guaranteeing  of  customer 
debt  by  wholly  owned  Nihonshinyou- 
hoshou  Corp.  (Japan  Credit  Guaran- 
tee Corp.)  This  enables  Nichiei  to  be 
flexible  in  its  lending,  while  the  peace 
of  mind  provided  by  a  dual  guarantee 


makes  it  easier  for  borrowers  to 
approach  sureties.  This  aspect  also 
helps  attract  potential  customers. 

With  a  pool  of  700,000  potential 
customers  assuring  it  of  enormous 
growth  potential,  Nichiei  plans 
vigorous  expansion  in  the  Tokyo 
area. 

Nichiei 's  present  customer  base 
numbers  around  60,000.  This  has 
been  increasing  by  around  18,000  a 
year,  and  the  number  of  potential 
customers  is  believed  to  be  as  high  as 
700,000.  Despite  sluggish  business 
conditions,  small  local  firms  are 
thirsty  for  funds,  but  often  have 
difficulty  raising  them  because  of 
retrenchment  by  banks.  Nichiei 
recognizes  this  as  an  opportunity  to 
expand  its  market.  A  near-term  plan 
is  to  double — to  50  branches — its 
network  in  the  Tokyo  area,  which  is 
home  to  some  15%  of  all  Japan's 
small  and  midsized  firms  and 
accounts  for  40%  of  the  Japanese 
economy.  Its  overall  plan  is  to  build  a 
200-branch  network  by  1997, 
doubling  lending  to  ¥500  billion,  and 
cementing  its  position  as  the  "main 
bank"  for  smaller  companies  in 
Japan. 


lata 

sof  March  31, 1994) 
Revenue 


Ordinary  income 
Net  Income 


31,789    39  482 


47,523  55'87n 


19,555 


21,367 


16,707 


12,528 

9,324 


5,918 


2,858 


4,215 


5,565 


let  Income  Per  Share: 

1259.13 

lividend  Per  Share:  3/90      3/91      3/92      3/93  3/94 

20.00  (millions  of  yen) 


Date  of  Establishment:  March  17, 1970 
Total  Assets:  ¥321,126  million 
Number  of  Shares  Outstanding:  37,270  thousands 
Month  of  Stock-Exchange  Listing:  December  1994 
Markets:  Osaka  Stock  Exchange  (the  Second  Section) 

Kyoto  Stock  Exchange 
Number  of  Employees:  1,531 


L 

|   Nichiei  Co.,  Ltd. 


Address:  50-2  Shijo  Hatamachi  Saiin,  Ukyo-ku,  Kyoto  615,  Japan 
Telephone:  075-321-6161 
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A  leading  software  manufacturer  for  the  Nintendo  Family 
Computes,  with  a  string  of  million-sellers  to  its  credit 

^any  industries  suffering  from  soft  economic  conditions  greeted  the  April  1994  launch  of 
Final  Fantasy  VI  with  a  huge  sigh  of  relief.  The  1 .2  million  games  were  sold  on  the  first  day, 
and  subsequent  sales  reached  2.6  million  games  in  four  weeks. 


Tetsuo  Mizuno 

CEO. 


Final  Fantasy  VI,  Square's  outstanding 
software  game,  has  grossed  more 
than  ¥25  billion  in  just  one  month. 

Square  is  a  leading  manufacturer  of 
game  software  for  the  Nintendo  Super 
Family  Computer,  around  12  million 
of  which  have  been  sold  in  Japan. 
Although  a  young  company,  formed 
in  1986,  sales  of  Square's  six  sequels 
in  its  Final  Fantasy  (FF)  series  have 
reached  over  10  million  in  Japan 
alone.  Prior  to  its  latest  FF  series 
launch,  Square  had  already  gener- 
ated sales  of  well  over  a  million  units 
on  two  other  games. 

The  current  size  of  the  home-use  TV 
game  market  in  Japan  (hardware  and 
software)  is  estimated  at  ¥411  billion, 
and  there  is  intense  competition 
among  the  approximately  200 
software  manufacturers  who 
collectively  launch  600-700  new  titles 
every  year.  However,  companies  like 
Square  who  consistently  produce 
mega-hit  products  are  a  rarity. 

The  Japanese  market  for  TV  game 
machines  is  in  a  transition  phase 
from  the  current  16-bit  standard  to 
more  powerful  models,  and  consumer 
electronics  producers  such  as 
Matsushita,  Sony,  and  NEC  are 
bringing  next-generation  hardware 
for  the  multimedia  age  to  the 

marketplace.  Software 

manufacturers  are, 


therefore,  also  faced  with  the  prospec 
of  developing  titles  for  these  new 
platforms.  Square,  however,  has  its 
sights  solely  set  on  Nintendo  and  has 
no  intention  of  altering  its  strategic 
focus  on  role-playing  games  (RPGs), 
in  which  players  experience  stories  b) 
developing  characters,  gathering 
information,  and  steadily  overcoming 
obstacles. 

Nintendo  accounts  for  an  over- 
whelming 80%  share  of  the  Japanese 
market  for  TVgame  machines,  and 
thus  has  a  dominant  presence  in  the 
market.  It  is  the  RPG  that  supports 
Nintendo's  solid  market  share. 

Square  C.E.O.  Tetsuo  Mizuno 
explains  the  reason  for  Final  Fantasy 
VI's  record-breaking  success  as  being 
"simply  that  children  are  moved  by 
the  adventurous  experience  of 
passion  and  dream-like  fantasies." 
The  fun  of  TV  game  lies  in  experienc- 
ing "virtual  reality,"  where  simulated 
experiences  are  similar  to  those  felt 
when  reading  a  fairy  tale  or  watching 
a  Spielberg  movie.  However,  the 
greatest  attraction  is  the  operation  of 
a  computer  in  real  time  to  actively 
experience  thrills  and  adventures  as 
the  hero  of  a  story,  creating  a  fantasy 
world.  In  this  sense,  the  RPG  has  an 
appeal  not  found  in  other  types  of 
games. 

Square  plans  to  continue  working 
closely  with  Nintendo,  as  Mizuno 
believes  that  whatever  quality 
software  they  produce  can  be  adapted 
for  use  in  any  (future)  hardware 
platforms.  Prompting  this  approach  is 
the  fact  that  the  existence  of  software 
appealing  to  consumers  determines 
how  well  TV  game  machines  sell.  In 
turn,  Square  will  continue  to  be 
buoyed  by  the  strategic  successor- 
products  to  Nintendo's  Family  and 
Super  Family  Computers;  a  new-style 
virtual  reality  game  machine  due  for 
launch  next  spring,  and  a  64-bit 
successor  to  the  Super  Family 
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^mputer  due  in  the  fall. 
In  the  United  States,  Square  is  now 
)pularizing  RPGs,  since  there  are 
irrently  considerably  fewer  users  of 
e  games  than  the  2.7  million  in 
pan.  In  addition  to  developing  RPGs 
r  overseas  use  jointly  with 
intendo,  Square  is  spreading  the 
ord  through  Nintendo  Power,  one  of 
ie  most  popular  game  magazines  in 
ie  United  States,  and  is  confident 
tat  the  U.S.  RPG  market  will  grow  as 
rge  as  its  Japanese  counterpart. 

luthful  development  staff  committed 
making  every  game  a  million-seller. 

ill  development  staff  members  are 
-house,  numbering  200  out  of  a 
tal  of  250.  Projects  usually  involve 
)-30  people  in  up  to  seven  groups, 
?velopment  taking  place  in  1  to  1.5 
?ars  cycles.  For  example,  Final 
intasy  VI  was  produced  in  about  16 
onths  by  35  personnel  with  an 
/erage  age  of  25,  divided  into  four 
ams  for  planning,  programming, 
aphics,  and  music. 
Square's  philosophy  is  to  create  a 
nail  number  of  top-grade  products, 
unching  3-4  titles  a  year  with  sales 
irgeted  at  10  million  units.  The  ratio 
:  hits  last  year  was  3  out  of  4 
■leases,  with  sales  of  4  million  units. 
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As  personnel  constitute  the  life 
blood  of  software  firms,  Mizuno 
strives  to  create  a  "Renaissance-style" 
corporate  environment,  in  which 
creative  young  people  are  put  at  ease 
in  conditions  that  encourage  their 
creativity.  There  is  a  discretionary 
system  under  which  staff  have 
flexible  starting  times  and  then  are 
free  to  do  what  they  want.  Software 
developers  each  have  a  private  room 
equipped  with  2-3  personal  computers, 
and  an  E-mail  conferencing  system 
enables  ideas  to  be  exchanged  at 


any  time.  The  staff  takes  a  1-month 
summer  vacation,  and  can  also  take 
extended  leave  at  other  times  of  the 
year,  including  2-month  breaks  for 
"recharging  creative  batteries."  Staff 
members  with  one  or  more  years  are 
also  given  10-day  annual  paid  leave 
overseas,  including  ¥20,000  per  day 
stipend,  in  addition  to  normal 
vacations. 

The  ultimate  goal:  Global  versions 
targeted  at  2  billion  users. 

Square  already  has  Chinese  and 
Korean  staff,  and  expects  to  grow 
increasingly  multiethnic,  as  knowledge 
of  foreign  cultures  and  languages  is 
vital  to  the  success  of  RPGs  in  other 
countries.  This  is  the  first  step  toward 
creating  a  structure  able  to  produce 
global  versions  of  software. 

As  the  school-age  population  in 
Japan  declines,  Square  will  continue 
expanding  its  scope  in  America  and 
the  rest  of  the  world,  envisioning  a 
scenario  in  which  its  games  are 
targeted  at  a  potential  users  base  of  2 
billion  people  among  a  world  popula- 
tion of  5  billion. 


sata 

;  of  March  31,1994) 
Net  Sales 


1,682 


10,598 


16  649    20,933    25  713 


6,061 


5,466 


3,623 


Ordinary  Income 
Net  Income 

et  Income  Per  Share:  232 

,182.81 

ividend  Per  Share: 

474 


1,797 


! 


2,654 


1,649 


957 


42 


3,287 


3/90       3/91       3/92      3/93  3/94 

(millions  of  yen) 


Date  ot  Establishment:  September  1986 

Total  Assets:  ¥25,435  million 

Number  of  Shares  Outstanding:  27,795  thousands 

Month  of  Stock-Exchange  Listing:  August  1994 

Markets:  JASDAQ 

Number  of  Employees:  263 

Square  Co.,  Ltd. 

Address:  Mitomi  Bldg.  Shinkan,  1-20-8  Ebisu,  Shibuya-ku,  Tokyo  150,  Japan 
Telephone:  03-5488-1500 
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Leads  in  "qeofront"  construction,  frequently  participating 
in  national  projects. 

Heavy  spending  on  public  works  is  keeping  underground  and  other  geo-front  construction 
activity  brisk.  Backed  by  unique  technologies  and  70  years  of  experience  and  know-how,  Tone 
Geo  Tech  pioneered  this  field  and  is  its  foremost  specialist,  maintaining  a  diversified  approach 
to  its  boundless  potential. 


Hiroshi  Uchida 

President  &  Representative  Director 


The  electromill  dri 
,'sed  for  diaphragm  wall  M 


Reaping  the  dividends  of  70  years  of 
experience  in  urban  civil  engineering. 

Tone  Geo  Tech  is  one  of  Japan's 
leading  specialists  in  the  field  of  geo- 
front  construction,  its  activities 
including  the  surveying  of  geological 
structures  and  geo-front  engineering 
works.  A  heavy  orientation  toward 
public  works  has  enabled  it  to 
maintain  strong  growth  during  the 
recession,  while  the  construction 
industry  as  a  whole  has  been  hit  by 
the  decline  in  private  capital  invest- 
ment. The  scope  for  the  company's 
activities  will  be  steadily  expanded  by 
the  Japanese  government's  near-term 
¥13.2  trillion  stimulus  package  and 
by  planned  public  investment  of  ¥430 
trillion  during  the  10-year  period  from 
1991  to  2000. 

Tone  Geo  Tech's  70-year  history  is 
inseparable  from  Japanese  govern- 
ment measures  to  develop  under- 
ground resources  and  land.  It  was  the 
first  in  Japan  to  conduct  tests  of 
geothermal  power  generation,  and  it 
conducted  geological  surveys  and  test 
boring  throughout  Japan  in  line  with 
the  national  policy  of  developing 
mineral  resources.  Through  this  it 
built  up  technological  expertise  in 
dealing  with  differing  conditions,  and 
set  unbeaten  records  of  2,703  m  deep 
all  core  boring  in  1966. 

During  Japan's  period  of 
rapid  economic  growth  from 
the  1960s,  urbanization 
exacerbated  traffic  and 
housing  problems,  making 
efficient  land  use  through 
high-rise  and  subterranean 
building  a  major  policy  issue. 
This  focused  the  spotlight  of 
urban  planning  on  geo-front 
construction. 

Armed  with  its  experience 
in  the  diaphragm  wall 
method  of  excavating  land 
and  constructing  walls,  the 


company  launched  into  what  it 
perceived  as  the  promising  field  of 
urban  civil  engineering  in  1968,  and 
in  1973  won  accolades  for  its  partici- 
pation in  the  diaphragm  wall  con- 
struction for  the  Sunshine  Building  ir 
Tokyo,  then  the  highest  building  in 
Japan.  Since  then  its  technological 
prowess  has  been  evidenced  in  other 
projects,  including  the  construction  o 
numerous  subway  stations,  and  toda 
it  holds  a  dominant  market  share  in 
diaphragm  wall  construction,  which 
contributes  around  60%  of  its  total 
revenues. 

Tone  Geo  Tech's  participation  in 
numerous  national  projects  from  the 
planning  stage  attests  to  the  great 
confidence  placed  in  its  know-how. 
Although  the  company's  status  is  as 
subcontractor  to  major  construction 
companies,  company  president  and 
representative  director  Hiroshi  Uchidc 
has  no  doubt  that  this  places  it  at  an 
advantage:  "Qualification  for  partici- 
pation right  from  the  planning  stage 
enables  us  to  see  in  advance  the 
orders  to  be  placed."  It  is  a  highly 
unusual  and  specialized  field  and  alsn 
a  unique  area  in  which  companies 
such  as  this  can  be  price  leaders. 

"Experience  is  the  key  to  geo-front 
construction,"  says  Uchida.  "It's  all 
very  well  to  measure  strength  and 
safety  on  the  drawing  board,  but  that 
may  not  hold  true  on-site.  Only  a 
fund  of  experience  will  enable  you  to 
make  the  appropriate  decisions  and 
to  act  promptly.  And  gaining  an 
unrivaled  70  years  of  hands-on 
experience  of  surveying  and  engineer- 
ing is  not  something  that  can  be 
duplicated  overnight!" 

The  company  participated  in  the 
laying  of  foundation  piles  for  the 
main  artificial  island  on  the  highway 
across  Tokyo  Bay,  now  under 
construction.  This  was  one  of  the 
world's  largest  diaphragm  wall 
construction  projects,  requiring 


ove 


I 


Trans-Tokyo  Bay  Highway 
Kawasaki  Man-made  Island 


pdvanced  technical  capabilities  and 
pinpoint  accuracy.  For  the  erection  of 
|wo  abutments  on  the  Akashi  Straits 
pridge,  due  to  become  the  world's 
longest  suspension  bridge  when 
completed  in  1997,  Tone  Geo  Tech 
Based  diaphragm  wall  construction 
land  the  MACH  method,  which  it 
Ideveloped  itself.  Many  of  the  projects 
I  n  which  the  company  is  set  to  partic- 
ipate are  large-scale  projects  based  on 
urban  planning  at  national  level,  for 
bxample  the  plan  to  develop  Tokyo's 
l/vaterfront  areas  and  the  construction 
bf  Shinkansen  lines, 
i  Urban  disaster  prevention  is 
janother  field  in  which  Tone  Geo 
[Tech's  technological  capabilities  have 
j:ome  into  the  spotlight.  Tokyo  has 
jnumerous  streams  that  quickly 
pverflow  in  heavy  rain,  frequently 
j:ausing  flood  damage.  Plans  call  for 
[the  creation  of  underground  reservoirs 


ftkashi  Kaikyo  Bridge  anchorage  construction 


to  regulate  this,  one  of  which  is  now 
under  construction. 

The  company  is  also  increasingly 
prominent  in  the  field  of  environ- 
mental conservation,  for  example 
through  involvement  in  engineering 
works  to  prevent  landslips  and  water 
seepage,  and  to  reinforce  weak 
ground. 

Strong  lead  over  competitors  through 
the  development  of  a  succession  of 
original  methods  and  machinery. 

Tone  Geo  Tech's  extensive  track 
record,  ranging  from  civil-engineering 
to  environmental-conservation  works, 
is  a  testament  to  its  technological- 
development  capacity.  In  conjunction 
with  Tone  Corp.,  a  construction- 
equipment  manufacturer,  it  has 
translated  a  stream  of  original  ideas 
into  the  creation  of  construction 
methods.  Examples  are  its  SWING 
method  for  improving  ground,  and 
the  electromill  method  for  high- 
precision  excavation.  Constantly 
anticipating  trends  and  undertaking 
projects  that  act  as  beacons  for  the 
industry,  the  company  is  also  throw- 
ing its  energies  into  technological 
development  encompassing  govern- 
ment concepts  such  as  the  under- 
ground containment  of  carbon 
dioxide  to  help  prevent  global 
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warming,  and  underground  stage  of 
excess  electricity. 

Given  Japan's  limited  land  area 
and  profusion  of  mountains  and 
rivers,  future  highway  construction 
will  almost  always  involve  works  in 
very  difficult  places  for  civil  engineer- 
ing, enabling  Tone  Geo  Tech  to  give 
play  to  its  technical  abilities.  In 
addition,  the  company  has  developed 
a  system  for  the  successful  refurbish- 
ing of  wells  for  thermal  springs,  which 
also  avoids  the  abandonment  of  spas, 
for  example  because  of  loss  of  temper- 
ature or  waterlevel.  The  combined 
development  of  roads  and  hot  springs 
is  helping  to  inspire  regional 
economies. 

Rapid  progress  to  be  bolstered  by 
Vietnam  launch. 

Tone  Geo  Tech  is  also  active  in 
projects  overseas,  for  example  in 
Taiwan  and  Nepal.  From  this  year  it 
plans  to  pioneer  full-scale  develop- 
ment of  operations  in  Vietnam,  where 
there  is  little  infrastructure,  and  an 
inflow  of  oil  money  is  expected  to 
follow  ODA.  The  company  envisages 
developing  business  under  tie-ups 
with  major  local  construction 
companies. 

Ways  in  which  the  company's 
technologies  can  be  put  to  use 
overseas  are  increasing,  and  use  of 
the  earth's  underground  areas  is  now 
poised  to  come  into  its  own.  The 
development  of  deep  zones,  an  area 
the  company  has  pioneered,  will  also 
become  important.  As  Uchida  puts  it: 
"Anyone  can  work  at  shallow  depths, 
but  only  the  kind  of  rare  experience 
that  we  have  can  cope  with  deep 
zones."  Backed  by  confidence  in  its 
prowess,  Tone  Geo  Tech  aims  to 
become  a  world-class  corporation 
with  totally  comprehensive 
capabilities  in  geo-front  construction. 


Data 

(as  of  March  31, 1994) 
Completed  Construction 

■  Operating  Income 
Net  Income 

Nei  Income  Per  Share: 

^65.62 

Dividend  Per  Share: 

¥7.50 


16,888  16,907 


13,317  u-,-, 


19,430 


992 


624  663  | 

hi-  I165  1271 

9/90      3/91*      3/92       3/93  3/94 

(millions  of  yen) 

' Note:  Fiscal  1 990  (ended  March  1 991 )  is  six  months  long 
due  to  a  change  in  the  accounting  period. 


Date  of  Establishment:  April  2, 1923 

Total  Assets:  ¥16,565  million 

Number  of  Shares  Outstanding:  7,304  thousands  (as  of  May  2, 1994) 
Month  of  Stock-Exchange  Listing:  July  1994 
Markets:  JASDAQ 
Number  of  Employees:  234 

Tone  Geo  Tech  Co.,  Ltd. 

Address:  2-16-2  Minamikamata,  Ota-ku,  Tokyo  144,  Japan 
Telephone:  03-3737-3711 
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Nissen  Co.,  Ltc 


Mail-order  pioneer  sustainin< 
in  customers.  . 


g  20%-plus  annual  growth 


A mail-order  pioneer  for  its  25  years  in  business,  Nissen  far  surpasses  industry  averages, 
buoyed  by  phenomenal  increases  in  its  customer  base,  a  product  development  program 
supported  by  a  finely  tuned  data  base,  and  a  massive,  ultramodern  distribution  center.  Today, 
Nissen  holds  the  fourth-largest  market  share  in  Japan's  domestic  mail-order  industry. 


The  secret  of  Nissen's  strength. 

Japan's  mail-order  market  has 
sustained  double-digit  annual  growth 
for  the  past  several  years.  The  market 
expanded  3%,  to  ¥1.9  trillion,  in 
1993,  according  to  industry  estimates, 
and  is  expected  to  be  worth  in  excess 
of  ¥8  trillion  by  the  year  2010.  But 
Japan's  mail-order  industry  has 
ample  room  for  even  more 
expansion:  Whereas  mail-order  sales 
in  the  United  States  account  for  10% 
of  the  retail  industry  there  and  figures 
for  Europe  range  from  3%  to  5%,  the 
share  in  Japan  is  only  1.6%. 

Although  much  of  Japanese 
industry  is  in  a  slump,  Nissen  has 
sustained  annual  sales  growth  of 
more  than  20%,  far  surpassing  the 
rest  of  the  mail-order  industry.  Nissen 
president  Tatsuzo  Kawashima 
comments  on  this  phenomenon:  "It's 
nothing  particularly  ingenious — we 
simply  keep  our  customers  happy. 
Since  our  founding  we've  kept  three 
simple  factors  at  the  forefront  of  our 
operations:  an  extensive  customer 
list,  products  that  people  need,  and 
excellent  service." 

Product  development  based  on  a 
unique  analysis  of  purchases,  and 
fastest  delivery  in  the  industry. 

Customer  list.  Nissen's  customer  list 
has  grown  more  than  20%  annually, 


Tatsuzo  Kawashima 

President  and  Representative  Director 

and  should  contain  9.47  million 
names  in  fiscal  1994.  President 
Kawashima  expects  the  list  to  grow  to 
20  million — half  the  households  in 
Japan — as  a  result  of  tie-ups  with 
credit  card  and  other  companies. 
More  than  a  mere  compilation  of 
names,  however,  Nissen  performs 
statistical  analyses  of  customer  orders 
using  its  own  "RFM"  standards: 
recency  (time  since  previous  purchase), 
purchase  frequency,  and  monetary 


(purchase)  amount.  The  results  of  the 
analyses  are  then  used  in  product 
development  and  demand 
forecasting. 

Product  line.  Nissen's  wholly  owned 
purchasing  companies  in  Seoul,  Hong 
Kong,  and  Shanghai  buy  products 
outright;  this  direct-purchase  system 
enables  the  company  to  offer  the 
products  at  prices  that  are,  according 
to  Kawashima,  about  20%  less  than 
those  seen  in  department  stores. 
Additionally,  a  tie-up  with  La 
Redoute,  a  leading  French  mail-order 
house,  allows  Nissen  to  bring  that 
company's  products  to  Japanese 
consumers. 

Superior  service.  Last  year  Nissen's 
fully  computerized  Fukui  Logistics 
Center  began  operations,  providing 
next-day  shipment  of  orders  and 
delivery  within  one  week,  the  fastest 
in  the  industry.  A  further  refinement, 
scheduled  for  implementation  this 
fiscal  year,  will  allow  customers  to 
specify  the  date  and  time  of  delivery. 

Another  area  of  service  in  which 
Nissen  excels  is  responding  to 
customer  complaints.  Kawashima 
considers  such  feedback  as  an 
indicator  of  future  sales  trends,  so 
complaints  are  handled  within  24 
hours  of  receipt.  Moreover,  to 
enhance  customer  loyalty  and  its 
repeat-purchase  rate,  Nissen 
undertakes  painstaking  follow-up 
services. 


Data 

(as  of  Dec.  20,1993) 
Net  Sales 


s  Ordinary  Income 
Net  Income 

Net  Income  Per  Share: 

¥88.88  (12/93) 
Dividend  Per  Share: 

¥11.00(12/93) 


56,485 


62,794  78,182 


2,115 


1,376 


171114 


441 


12/90  12/91 

(millions  of  yen) 


101,672  131  000      Date  of  Establishment:  April  10  1970 
Total  Assets:  ¥64,352  million 
3'300  Number  of  Shares  Outstanding:  1 7,056  thousands  (as  of  June  30, 1 994) 

Month  of  Stock-Exchange  Listing:  October  1988 
2'401  Markets:  Osaka  Stock  Exchange  (the  Second  Section) 

Kyoto  Stock  Exchange 
1,500     Numberof  Employees:  1,130  (as  of  May  31, 1994) 

Nissen  Co.,  Ltd. 

12/92     12/93     12/94*       Address:  79  Nishinochaya-cho,  Kisshoin,  Minami-ku,  Kyoto  601,  Japan 
(•estimate)       Telephone:  075-682-2000 
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130  How  To  Pick  A  Fund 

This  year  has  offered  a  much- 
needed  reminder  of  that  trusty 
old  rule:  There  is  no  such 
thing  as  a  high-return, 
low-risk  fund. 

132  The  Honor  Roll 

Short  bursts  of  glory  won't 
get  a  fund  on  the  Forbes 
Honor  Roll.  Consistency  of 
performance,  and  toughness 
in  tough  times,  will. 

134  Best  Buys 

We  score  funds  on  a  unique 
formula  that  takes  into  ac- 
count both  the  fees  you  pay 
and  the  performance  you  get. 

135  Taxable  bond  funds 

136  Municipal  bond  funds 
138  U.S.  equity  funds 

140  International  stock 
funds 

244  Taxable  money  funds 

245  Tax-free  money  funds 

142  A  Short  History 
Of  Folly 

If  the  recent  crash  in  emerg- 
ing markets  wasn't  enough 
to  remind  you,  a  century  of 
investment  history  provides 
proof:  When  everyone  wants 
in,  it's  time  to  get  out. 


Tax  tips 


148 


Illustrations  by  James  Yang 
Tables  by  Forbes 


144  Booby  Prize 

Proof  that  a  lot  of  investors 
don't  pay  any  attention  to  the 
numbers:  all  those  high-cost, 
low-performance  funds. 

146  Switch-Hitter 

Talk  about  virtuosity.  Robert 
Rodriguez  runs  one  of  the  best 
stock  funds  around  and  one 
of  the  best  bond  funds,  too. 

148  Tax  Tips  On  Funds 

Cashing  in  shares  of  long- 
held  mutual  funds  at  a  hand- 
some profit  can  be  pleasur- 
able. But  wait  until  you  have 
to  figure  out  how  much 
tax  you  owe. 

154  Profiting  From  The 
Incubator  Fund 
Phenomenon 

When  a  big  outfit  introduces 
a  new  hind,  it's  usually  a  big 
winner  for  a  year  or  two. 
Here's  how  you  can  make  the 
incubator  phenomenon 
work  for  you. 

158  Wellesley  Income 

Smart  investors  have  dimin- 
ished expectations  for  stocks 
and  bonds  over  the  next  ten 
years.  They  look  for  the  kind  of 
market  where  this  fund's 
conservative  style  will  come 
in  handy. 

162  Do  You  Need  Help? 

Say  you  prefer  no-load  hinds 
but  are  at  sea  when  it  comes  to 
choosing  among  them.  For  a 
fee  that  is  probably  less  than 
what  a  load  hind  would  cost, 
you  can  hire  someone  to  do 
the  picking  for  you. 


166  Getting  The  Rids 
Through  College 

Your  newborn  child  or 
grandchild  is  going  to  run  up 
a  college  tab  of  $300,000. 
What  are  you  going 
to  do  about  it? 

170  Maximizing  Your 
Tax-Deferred  Savings 

If  you  want  to  get  the  most 
out  of  your  IRA  or  401  (k), 
do  a  little  tax  planning.  Now. 

Tables 

174  Rules 

175  Stock  funds 
204  Balanced  funds 
210  Global  stock  funds 
214  Foreign  stock  funds 
218  Taxable  bond  funds 
228  Municipal  bond  funds 
240  Junk  bond  funds 

242  Global  bond  funds 

244  Taxable  money  funds 

245  Tax-free  money  funds 

246  Fund  distributors 
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FUND  SURVEY 


A  great  financier  once  said  that  getting  rich  requires  equal  measures  of  boldness  an 
caution.  In  recent  years  many  investors  have  neglected  the  caution  part.  Have  you? 

What  the 
sales  literature 
won't  tell  you 


By  Jason  Zweig 

"It  requires  a  great  deal  of  boldness,  and  a  great  deal  of 
caution,  to  make  a  great  fortune;  and  when  you  have  got  it, 
it  requires  ten  times  as  much  wit  to  keep  it."  These  words, 
spoken  by  Nathan  Rothschild  in  1834,  should  be  the 
motto  of  every  investor. 

Keeping  it,  holding  on  to  your  nest  egg,  requires  virtues 
not  encouraged  among  investors  in  recent  years.  Boldness, 
yes.  Caution,  no.  There  was  so  much 
money  to  be  made  while  the  bull 
market  was  going  strong.  Fund  buy- 
ers were  pushed  along  by  fund  adver- 
tisements— and  the  ratings  in  many  a 
naive  fund-rating  survey — that  simply 
reported  historical  returns  over  the 
past  five  or  ten  years.  Almost  without 
exception  the  returns  looked  good.  A 
lot  of  people  stopped  worrying  about 
risk.  Nathan  Rothschild  never  did, 
always  measuring  potential  gain 
against  potential  risk. 

Like  Rothschild,  Forbes  puts  as 
much  weight  on  keeping  fortunes  as 
on  making  them.  Our  down-market 
grades  get  just  as  much  prominence  as 
up-market  grades,  even  though  the 
down  markets  of  the  last  decade  have 
been  short  and  not  very  painful. 

It  could  be  that  the  blissful  opti- 


The  best  stock  pickers 


Weighted 

Equity 

annual 

assets 

5-year 

5/30/94 

return 

($mil) 

IDS  Financial  Services 

12.4% 

$13.7 

Fidelity  Distributors 

12.0 

98.6 

Twentieth  Century  Investors 

10.7 

19.1 

Heine  Securities 

10.5 

7.3 

American  Funds  Group 

10.1 

51.9 

Putnam  Mutual  Funds 

10.1 

18.0 

T  Rowe  Price  Associates 

9.9 

11.7 

Vanguard  Group 

9.2 

37.7 

Pioneer  Group 

8.1 

7.9 

Dreyfus  Service  Corp 

7.1 

7.5 

In  weighted  average  performance, 

these  are  the  top  fund  families. 

mism  of  tyro  fund  buyers  is  about  to  end.  The  first  half  of 
1994  was  not  a  terrible  bear  market — the  Standard  & 
Poor's  500-stock  index  was  down  3%,  bonds  were  down 
about  the  same.  But  it  shook  many  investors  nevertheless. 
One  after  another,  funds  that  had  seemed  to  be  defying  the 
laws  of  financial  gravity  came  crashing  down. 

A  quick  casualty  list:  PaineWebber  Short-Term  U.S. 

Government  Income,  a  purported  al- 
ternative to  certificates  of  deposit, 
plunged  7%  as  derivatives  detonated 
inside  its  portfolio.  Managers  Inter- 
mediate Mortgage,  praised  even  by 
Forbes,  dropped  22%.  American 
Heritage,  an  aggressive  growth  fund 
with  high  portfolio  turnover,  crashed 
29%.  Fidelity  New  Markets  Income,  a 
Third  World  bond  fund,  lost  25%. 

All  in  all,  377  stock  funds — one  out 
of  every  six — and  42  bond  funds  fell  at 
least  10%  just  in  the  first  half  of  1994, 
according  to  Lipper  Analytical  Ser- 
vices. At  least  three  utility  funds,  sup- 
posedly ideal  for  widows  and  orphans, 
lost  15%  or  more  of  their  value. 

That  you  can  lose  serious  money 
investing  in  mutual  funds  is  some- 
thing Forbes  has  never  stopped  warn- 
ing people.  That's  why,  unlike  many 
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Hot  funds 


publications  that  purport  to  offer  advice  on  mutual  funds, 
Forbes  has  never  featured  "Ten  Hot  Funds  to  Buy  Now" 
)r  "Tomorrow's  Superstar  Funds."  Our  Honor  Roll 
iinds,  we  are  persuaded,  offer  good  down-market  protec- 
lion.  Our  Best  Buy  list  features  funds  that  combine  good 
isk-adjusted  performance  with  reasonable  charges. 

We  are  now  in  a  period  when  only  the  foolhardy  expect 
he  kinds  of  returns  most  funds  have 
ielivered  over  the  past  decade.  With  ~" 
eturns  falling,  minimizing  risks  and 
:ontrolling  costs  have  become  more 
mportant  than  ever  before.  Higher 
|:osts  not  only  bite  into  returns;  they 
Increase  risk.  Costs  come  in  the  form 
pf  sales  charges,  management  fees  and 
operating  expenses.  Since  one  gov- 
ernment bond  hind — even  one 
growth -and -income  hind — usually 
owns  pretty  much  the  same  securities 
is  any  other,  the  manager  of  a  portfo- 
,io  burdened  with  higher  costs  is  vir- 
.ually  compelled  to  take  on  more  risk 
:o  make  up  the  difference.  How  else 
:an  he  overcome  the  drag  of  his  fees? 
That's  why  it's  more  important  than 
;ver  to  shop  for  low-cost  hinds. 

To  manage  risk,  focus  on  Forbes' 
down-market  ratings,  featured  in  our 


Fund 

—12-month— 

asset 

total 

growth 

return 

PBHG  Growth  Fund 

5,244% 

4.4% 

Oppenheimer  Main  St  Inc  &  Gr-A 

1,467 

14.5 

Keystone  Amer  Global  Oppor-A 

857 

12.5 

Alliance  Growth  Fund-A 

761 

7.3 

Fidelity  Select— Ind  Materials 

675 

20.1 

USAA  Mutual— Growth  &  Inc 

569 

1.7 

Merger  Fund 

532 

12.8 

Fidelity  Select— Chemicals 

519 

22.9 

Piper  Funds— Sector  Perform 

481 

2.5 

AIM  Aggressive  Growth 

455 

15.7 

These  are  bestsellers— but  that 
doesn't  make  them  all  good  buys 


Honor  Roll  on  the  following  page  and  in  the  extensive 
tables  beginning  on  page  175.  A  down-market  grade  of  A 
is  excellent — and  holds  out  some  hope  that  the  fund's 
portfolio  manager  will  suffer  less  damage  than  his  peers  in 
the  next  bear  market.  If  it's  up-market  performance  you 
are  after,  you  can  still  avoid  inordinate  risk  of  loss  by 
looking  for  funds  that  did  well  in  up  markets  but  ranked  at 
least  B  in  down  markets. 
~~ ~~ ™ ~       To  minimize  costs,  rely  on  our  Best 
Buys,  beginning  on  page  1 34.  A  high- 
cost  fund  that  beats  the  market  by  a 
huge  margin  in  bullish  periods  is  just 
as  likely  to  lag  it  in  bearish  periods — 
and  its  high  expenses  will  remain  even 
after  the  performance  disappears. 

Closed-end  funds  will  be  rated  in 
the  Sept.  12  issue  of  Forbes. 

Burn  the  lesson  of  1994  into  your 
memory:  Superhigh  returns  are  rarely 
worth  the  risks  taken  to  achieve  them. 
Good,  steady  returns  will  beat  sporad- 
ic spurts  over  any  considerable  period 
of  time. 

As  Rothschild  pointed  out,  bold- 
ness unchecked  by  caution  is  the  way 
to  the  poorhouse.  So  far  as  we  know 
no  member  of  his  immediate  family 
ever  ended  in  the  poorhouse.  HE 
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FUND  SURVEY 


Short  bursts  of  glory  won't  get  a  fund 

on  the  Forbes  Honor  Roll.  Consistency 

of  performance,  and  toughness  in  tough  times,  will. 

The  Honor  Roll 


By  Stephen  S.  Johnson 

Unlike  the  hot  funds  highlighted  in  run-of-the-mill 
surveys  of  mutual  fund  performance,  the  20  honorees  in 
the  tahle  below  have  all  proven  over  the  course  of  many 
years  that  they  can  deal  with  the  grim  realities  of  down 
markets  as  well  as  with  the  heady  play  of  bull  markets. 

It's  tough  to  make  the  grade.  Ever)'  Honor  Roll  hind 
has  returned  a  minimum  of  13%  compounded  annually. 
Plus,  it  must  earn  a  B  grade  or  better  in  bear  markets. 
Performance  is  measured  over  three  full  up-and-down 
market  cycles,  starting  in  mid- 1983  for  domestic  stock 
funds.  No  incubator  funds,  no  flashes  in  the  pan  here.  Each 
of  these  cycles  has  been  different  from  the  others,  and  we 
want  to  judge  how  well  the  fund  can  do  under  this  wide 
variety  of  tests. 

By  grading  funds  separately  in  bull  and  bear  markets, 
Forbes  shows  not  only  how  much  money  you  could  make 
in  a  hind  but  also  how  easily  you  could  lose  it.  It's  one 
thing  to  have  a  great  run  during  a  bull  market,  quite 


another  to  hang  on  to  capital  when  stocks  are  falling 
Never  forget:  If  a  fund  doubles  in  a  bull  market,  then 
proceeds  to  lose  50%  in  the  ensuing  bear  market,  it  ends  up 
not  earning  a  dime  for  its  holders.  How  many  of  today's 
buyers  realize  the  average  fund  lost  38%  of  its  investors' 
money  in  the  1973-74  crash?  Or  17%  in  1969-70? 

If  the  next  year  is  a  very  bullish  one  for  the  stock  market, 
the  Honor  Roll  hinds  probably  won't  do  better  than  the 
average  fund.  But  if  the  bottom  falls  out,  they  ought  to 
preserve  more  of  your  capital  than  the  average  hind. 

The  column  in  the  table  headed  "Hypothetical  invest- 
ment results"  shows  what  a  $10,000  investment  in  each 
hind  would  be  worth  today  to  an  upper-income  taxpaver 
after  loads  and  taxes. 

After  consistent  performance  our  other  main  criterion  is 
continuity  of  management.  Even'  Honor  Roll  fund  has 
had  the  same  boss,  or  bosses,  for  at  least  six  consecutive 
years — including  funds  run  by  committee,  whose  mem- 


Fund/distributor 

Performance 

Maximum  cumulative  loss 

Lead  manager  (years) 

Average 

Hypothetical 

UP 

DOWN 

% 

period 

annual 

investment 

—markets— 

total  return1 

results2 

Merrill  Lynch  Pacific-A5/Merrill  Lynch  Funds  Distributor 

A 

B 

-33.0% 

8/87  to  10/87 

Stephen  Silverman  (11) 

189% 

$52,423 

Templeton  Foreign  Fund/Templeton  Funds  Distributors 

C 

A 

-22.3 

8/87  to  11/87 

Mark  Holowesko  (7) 

16.5 

42.478 

T  Rowe  Price  Intl  Stock/T  Rowe  Price  Associates 

B 

B 

-24.5 

8/87  to  11/87 

Martin  G  Wade  (14) 

15.7 

41,134 

Mutual  Series-Qualified/Heine  Securities 

B 

A+ 

-20.2 

9/87  to  11/87 

Michael  F  Price  (14) 

15.5 

36,346 

Dodge  &  Cox  Stock  Fund/Dodge  &  Cox 

A 

B 

-25.8 

8/87  to  11/87 

Multiple  managers  (7)6 

14.3 

34.977 

Mutual  Series-Mutual  Shares/Heine  Securities 

B 

A+ 

-19.8 

9/87  toll/87 

Michael  F  Price  (19) 

15.0 

34.739 

United  Income  Fund/Waddell  &  Reed 

B 

B 

-20.2 

5/90  to  10/90 

Russell  E  Thompson  (15) 

14.9 

33,144 

New  York  Venture  Fund/Selected/Venture  Advisers 

A 

B 

-25.9 

8/87  to  11/87 

Shelby  Davis  (25) 

15.5 

32,999 

Mutual  Series-Beacon/Heine  Securities 

B 

B 

-20.0 

9/87  toll/87 

Michael  F  Price  (9) 

13.1 

32,249 

Templeton  Growth  Fund/Templeton  Funds  Distributors 

A 

B 

-26.4 

8/87  toll/87 

Mark  Holowesko  (7) 

14.7 

31,670 

New  Perspective  Fund/American  Funds  Group 

B 

A 

-23.7 

9/87  to  11/87 

Multiple  managers  (8)6 

14.6 

31,465 

Guardian  Park  Avenue/Guardian  Investor  Services  Corp 

A 

B 

-28.6 

8/87  toll/87 

Charles  Albers  (22) 

14.4 

31.002 

Sentinel  Common  Stock/Sentinel  Financial  Services 

C 

A 

-27.8 

8/87  to  11/87 

Christopher  Martin  (9) 

13.1 

28.288 

Fidelity  Puritan  Fund/Fidelity  Distributors  Corp 

A+ 

B 

-19.5 

8/87  toll/87 

Richard  Fentin  (7) 

15.5 

28,107 

Merrill  Lynch  Basic  Value-A5/Mernll  Lynch  Funds  Distributor 

B 

B 

-23.5 

8/87  to  11/87 

Paul  Hoffmann  (17) 

13.0 

27,805 

Merrill  Lynch  Capital-A5/Mernll  Lynch  Funds  Distributor 

C 

A 

-21.0 

8/87  to  11/87 

Ernest  Watts  (11) 

13.2 

27,456 

FPA  Paramount  Fund/FPA  Fund  Distributors 

C 

A 

-22.4 

9/87  toll/87 

William  M  Sams  (13) 

14.2 

26.575 

Lexington  Corp  Leaders  Trust/Lexington  Management  Corp 

B 

A 

-28.8 

8/87  to  11/87 

Multiple  managers  (9)6 

13.9 

26,348 

Vanguard  Wellesley  Income/Vanguard  Group  ot  Investment  Cos 

C 

A 

-8.0 

2/87  to  11/87 

Earl  McEvoy,  John  Ryan  (9)6 

13.7 

26.243 

Income  Fund  of  America/American  Funds  Group 

B 

A+ 

-11.6 

8/87  to  11/87 

Multiple  managers  (7)6 

14.7 

24,818 

'For  domestic  funds:  from  6/30/83  to  6/30/94  before  deducting  loads  and  taxes.  For  Fidelity  Puritan,  Vanguard  Wellesley  Income  and  Income  Fund  of  America:  from 
11/30/80  to  6/30/94.  For  Merrill  Lynch  Pacific,  Templeton  Foreign,  T.  Rowe  Price  International.  Templeton  Growth  and  New  Perspective:  from  3/31/84  to 
6/30/94.  2Value  on  6/30/94  of  $10,000  invested  6/30/83,  after  load  and  taxes.  Assumptions:  Hypothetical  investor  has  $100,000  gross  income  in  constant 
1984  dollars,  deductions  equal  to  20%  of  income— 15%  after   1986— and  four  exemptions.   Loads  applied  at  6/30/94  rate.    3Average  of 
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j>ers  must  also  have  an  average  ten- 
ure of  six  years.  This  year  that  screen 
jiltered  out  such  solid  performers  as 
i Evergreen  Limited  Market,  Invest- 
ment Co.  of  America,  Phoenix 
irowth  and  Scudder  International. 
|  Back  this  year,  after  a  ten-year 
ibsence,  is  Templeton  Growth.  This 
!und,  which  gets  an  A  in  up  markets 
nd  a  B  in  down  markets,  has  re- 
urned  17.3%  over  the  past  year  and 
4.7%  over  the  past  decade.  A  lot  of 
^reign  funds  did  well  over  that  peri- 
•d,  but  to  beat  the  s&P  500  by  1.6 
■oints,  compounded,  over  a  decade 
nd  still  hold  up  well  in  bear  markets 
|  quite  an  accomplishment. 

Several  old  faces  have  disap- 
peared. SoGen  International  dropped  out  after  closing  to 
lew  investors  in  January.  (No  use  touting  funds  our 
eaders  can't  buy.)  Other  hinds  that  would  have  made  the 
st  if  they  still  accepted  new  investors  are  Vanguard 
Vindsor  and  Sequoia.  The  most  notable  dropout  is  the 
talwart  Nicholas  Fund,  whose  12-year  streak  has  finally 
feen  snapped  by  a  year  of  low  returns  that  dragged  down 
fcs  long-term  average. 

There  are  no  closed-end  funds  on  the  list.  That's 
because  this  year  we  have  put  closed  ends  in  a  separate 
fategory,  which  we  will  rate  next  issue. 

Sector  funds  are  also  excluded,  since  their  success 
against  the  overall  market)  may  be  more  a  function  of 


their  sector  than  their  managers' 
skills.  Thus  we  weed  out  Prudential 
Utility  and  insurance-stock  special- 
ist Century  Shares,  despite  their  fine 
|  returns.  The  same  objection  keeps 
out  single -country  funds. 

Tough  though  it  is  to  make  the 
Forbes  Honor  Roll,  we  make  only 
modest  claims  for  its  predictive  pow- 
er. Had  a  hypothetical  investor  in 
August  1973  invested  equal 
amounts  in  each  of  the  original 
Honor  Roll  funds,  with  all  dividends 
reinvested  and  with  the  capital 
rolled  into  new  honorees  as  the  orig- 
inals dropped  off  the  list,  he  would 
have  earned  a  12.3%  compound  an- 
nual return  through  June  30,  1994. 
Over  the  same  period,  the  market  returned  11.7%.  But  in 
addition  to  slightly  beating  the  averages,  our  investor 
would  have  enjoyed  a  good  amount  of  down-market 
protection,  given  our  selection  methods. 

As  an  alternative  way  to  select  good  mutual  funds,  we 
offer  our  Best  Buy  tables,  beginning  on  page  134.  These 
funds  levy  no  sales  charges  and  only  modest  annual  manage- 
ment charges.  Many  of  this  year's  Honor  Roll  funds  are  also 
Best  Buys:  the  three  Mutual  Series  funds,  T.  Rowe  Price 
International  Stock,  Vanguard  Wellesley  Income  and  Fideli- 
ty Puritan.  Compared  with  higher-cost  funds,  these  have  an 
annual  incremental  advantage  that  compounds  and  becomes 
compelling  in  the  long  run.  ■ 


Net  assets 

Maximum 

Annual 

Weighted 

Median 

Portfolio 

Fund  (consecutive  years  on  Honor  Roll) 

($mil) 

load 

expenses 

average 

market  cap 

turnover4 

per  $100 

P/E3 

($bil) 

$1,440 

6.50% 

$0.90 

34.0 

$5.5 

13% 

Merrill  Lynch  Pacific-A  (2) 

4,306 

5.75 

1.20 

22.0 

5.1 

19 

Templeton  Foreign  Fund  (2) 

5,237 

NA 

0.98 

28.0 

6.8 

25 

T  Rowe  Price  Intl  Stock  (5) 

1,557 

NA 

0.78 

14.7 

5.4 

56 

Mutual  Series-Qualified 

479 

NA 

0.62 

14.5 

18.3 

15 

Dodge  &  Cox  Stock  Fund  (2) 

3,514 

NA 

0.74 

14.5 

6.4 

48 

Mutual  Series-Mutual  Shares 

3,085 

5.75 

0.72 

19.8 

21.3 

22 

United  Income  Fund  (6) 

1,038 

4.75 

0.90 

15.5 

10.9 

24 

New  York  Venture  Fund  (2) 

1,526 

NA 

0.73 

14.0 

4.2 

52 

Mutual  Series-Beacon  (2) 

4,991 

5.75 

1.08 

20.0 

6.2 

16 

Templeton  Growth  Fund 

5,643 

5.75 

0.86 

24.0 

10.9 

15 

New  Perspective  Fund 

597 

4.50 

0.84 

14.3 

10.9 

39 

Guardian  Park  Avenue  (7) 

844 

5.00 

1.01 

18.0 

28.7 

4 

Sentinel  Common  Stock  (3) 

10.456 

2.007 

0.77 

16.5 

7.0 

85 

Fidelity  Puritan  Fund 

4,018 

6.50 

0.54 

13.6 

13.6 

21 

Merrill  Lynch  Basic  Value-A 

5,532 

6.50 

0.53 

14.3 

14.4 

86 

Merrill  Lynch  Capital-A 

334 

6.50s 

0.92 

25.0 

2.8 

81 

FPA  Paramount  Fund 

148 

NA 

0.57 

19.9 

49.4 

0 

Lexington  Corp  Leaders  Trust 

6,007 

NA 

0.33 

17.5 

13.8 

21 

Vanguard  Wellesley  Income 

10,406 

5.75 

0.62 

17.9 

12.9 

29 

Income  Fund  of  America 

price/earnings  ratios  for  stocks  in  portfolio  based  on  most  recently  available  information,  weighted  by  size  of  ncldmg.  "Lesser  of  security  sales  or  purchases, 
divided  by  average  net  assets.  5Fund  has  two  share  classes,  one  with  front-end  load,  the  other  with  back-end  load.  Results  are  shown  for  front-load  class  only. 
Assets  are  for  entire  fund.  6Average  tenure  of  managers,  with  ten  years'  maximum  credit  for  each.  'Sales  charge  waived  through  12/31/95.  8Fund  reopened  to 
new  investors  8/15/94. 


Sources:  Forbes;  Upper  Analytical  Services;  Mormngstar,  Inc.;  CDAAViesenberger. 
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Best  Buys 


Best  Buy  funds  combine  good  risk- adjusted  performance 
with  low  expenses  and  sales  loads.  Annual  expenses  are,  to 
be  sure,  already  deducted  from  our  performance  figures. 
Why,  then,  do  we  reenter  the  expense  figure  in  our  Best 
Buy  formula?  Because  it  is  the  one  element  of  the  fund's 
portfolio  that  is  fairly  predictable.  You  should  look  at 
performance,  too,  but  remember  that  past  results  are  only 
weakly  predictive  of  future  ones. 

It  happens  again  and  again — last  year's  wizard  is  this 
year's  bum.  Over  the  past  decade  only  24%  of  all  stock 
funds  beat  Vanguard's  Index  500  fund,  which  mechani- 
cally tracks  Standard  &  Poor's  500-stock  index. 


In  these  exclusive  Best  Buy  rankings,  Forbks  uses  all 
measure  of  performance  that  penalizes  funds  for  taking 
high  risk.  We  define  cost  as  one  year's  operating  expenses 
plus  one-fifth  of  the  front-end  sales  load.  Then  we  weight 
cost  and  risk-adjusted  performance  equally  at  stock  and 
junk  bond  funds,  where  a  gifted  manager  can  more  readily 
earn  his  keep.  For  global  bond  funds  we  give  costs  twice 
the  weighting  of  performance.  And  at  domestic  invest- 
ment-grade bond  funds,  including  all  municipal  funds,  we 
weight  costs  3-to-l  against  performance.  Funds  are  listed 
in  descending  order  of  their  combined  performance/cost| 
rankings. 


Taxable  bond  funds 


The  main  determinant  of  risk  and  return  for  bond  funds  is 
How  far  out  the  manager  clambers  on  the  maturity  curve.  If 
rou  think  interest  rates  will  stay  steady,  or  fall  further,  a 
nedium-  or  long-term  fund  is  for  you.  If  you  think  rates 
vill  rise,  consider  a  short-term  or  junk  fund.  When 


comparing  bond  funds,  take  special  note  of  Forbes' 
down- market  grades,  which  give  a  truer  picture  of  interest- 
rate  risk  than  the  fund's  average  maturity  alone.  A  fund 
with  a  high  up-market  rating  and  a  low  down-market 
rating  is  risky,  regardless  of  its  stated  average  maturity. 


Fund 

5-year 

SEC 

Annual 

Maximum 

Assets 

Minimum 

Performance 

Weighted 

Risk 

annualized 

yield 

expenses 

sales 

6/30/94 

initial 

UP 

DOWN 

average 

level 

total  return 

per  $100 

charge 

($mil) 

investment 

—markets— 

maturity 

(years) 

U.S.  Treasury 

Benham  Treasury  Note  Fund 

7.6% 

5.8% 

$0.51 

none 

$323 

$1,000 

C 

B 

3.3 

low 

Vanguard  Fixed  Income-L-T  US  Treasury 

8.2 

7.1 

0.26 

none 

683 

3,000 

A+ 

F 

21.4 

high 

Benham  Target  Maturities-2000 

11.8 

6.5 

0.58 

none 

261 

1,000 

A+ 

F 

6.4 

very  high 

AIM  Limited  Maturity  Treasury  Shares 

6.8 

5.3 

0.46 

1.00% 

335 

500 

D 

A 

1.6 
11.6 

low 

Benham  Target  Maturities-2005 

12.9 

7.1 

0.63 

none 

101 

1,000 

A+ 

F 

very  high 

Ginnie  Mae 

Vanguard  Fixed  Income-GNMA 

8.4 

7.0 

0.28 

none 

6,066 

3.000 

C 

B 

4.5 

average 

Benham  GNMA  Income 

8.3 

7.0 

0.54 

none 

1,042 

1,000 

C 

B 

6.7 

average 

AARP  Income  Trust-GNMA  &  US  Treasury 

7.5 

5.9 

0.67 

none 

5,774 

500 

D 

B 

6.0 

low 

T  Rowe  Price  GNMA  Fund 

7.7 

5.4 

0.77 

none 

790 

2,500 

C 

B 

7.4 

average 

USAA  Investment-GNMA  Trust 

5.6 

0.30 

none 

259 

3,000 

4.1 

high 

Junk 

Fidelity  Capital  &  Income 

12.4 

7.3 

0.97 

none§ 

2,637 

2,500 

A 

B 
A 

6.6 
9.3 

average 

Merrill  Lynch  Corp-High  Income-A 

12.8 

9.5 

0.52 

4.00 

3,229 

1,000 

C 

average 

Northeast  Investors  Trust 

10.8 

8.2 

0.72 

none 

586 

1,000 

C 

B 

7.2 

low 

Nicholas  Income  Fund 

8.3 

NA 

0.62 

none 

151 

500 

F 

A 

7.3 

very  low 

Vanguard  Fixed  Income-High  Yield 

8.9 

9.8 

0.32 

none§ 

2,172 

3,000 

D 

A 

10.9 

low 

Short-term 

Vanguard  Fixed  Income-Short-Term  Corp 

8.0 

6.2 

0.26 

none 

3,333 

3,000 

D 

A 

2.5 

average 

Bernstein  Short  Duration  Plus 

7.3 

4.6 

0.66 

none 

544 

25,000 

0 

A+ 

3.5 

low 

Scudder  Short  Term  Bond 

8.0 

7.2 

0.68 

none 

2,675 

1,000 

D 

A 

3.0 

average 

Strong  Advantage  Fund 

7.6 

5.5 

0.82 

none 

651 

1,000 

F 

A+ 

0.3 

low 

T  Rowe  Price  Short-Term  Bond 

6.8 

5.5 

0.76 

none 

592 

2,500 

D 

A 

2.5 

low 

Medium-term 


■  Vanguard  Total  Bond  Market 

8.3 

6.9 

0.18 

none1 

1,742 

3.000 

B 

C 

C 

9.1 

low 

>  Fidelity  Intermediate  Bond 

8.1 

6.1 

0.64 

none 

1,843 

2,500 

B 

7.9 

low 

;  Columbia  Fixed  Income  Securities 

8.6 

6.4 

0.66 

none 

259 

1,000 

B 

C 

8.0 

average 

|  SteinRoe  Intermediate  Bond 

7.9 

6.8 

0.70 

none 

302 

2,500 

C 

C 

5.9 

low 

T  Rowe  Price  New  Income 

7.9 

6.1 

0.82 

none 

1,360 

2,500 

B 

C 

8.8 

low 

:  Long-term 

f  Vanguard  Fixed  Income-Long  Term  Corp 

9.5 

7.8 

0.30 

none 

2,708 

3,000 

A 

0 

17.4 

high 

USAA  Mutual-Income  Fund 

8.5 

7.5 

0.40 

none 

1,697 

1,000 

A 

D 

10.9 

average 

j  Bernstein  Intermediate  Duration 

8.5 

5.8 

065 

none 

794 

25,000 

C 

B 

11.8 

very  low 

Dodge  &  Cox  Income  Fund 

8.7 

7.3 

0.60 

none 

197 

2,500 

B 

C 

10.5 

average 

Fidelity  investment  Grade  Bond 

9.2 

7.0 

0.74 

none 

922 

2,500 

B 

C 

11.7 

average 

Global 

1  T  Rowe  Price  International  Bond 

12.0 

7.0 

0.99 

none 

758 

2,500 

A+ 

D 

9.7 

very  high 

t  Merrill  Lynch  World  Income-A 

10.7 

8.2 

0.78 

4.00 

2,194 

1,000 

0 

A 

6.5 

average 

Merrill  Lynch  Global  Bond  Invest  &  Ret-A 

11.1 

6.2 

0.82 

4.00 

895 

1.000 

A 

C 

8.2 

high 

|  Fidelity  Global  Bond 

7.7 

7.7 

1.17 

none 

519 

2,500 

C 

C 

8.1 
2.0 

high 

i  Blanchard  Short-Term  Global  Inc 

6.9 

144 

 2 

475 

3,000 

low 

'Fund  not  in  operation  or  did  not  meet 

asset 

minimum  for  full  period. 

§Distributor  may  impose  redemption  fee  with  proceeds  reverting 

to  other  fund 

shareholders.    'Annual  $10  maintenance  fee. 

2Flat  fee  of  $75  on  initial  investment.  NA: 

Not  available. 

Sources:  Forbes;  Upper  Analytical  Services;  Morningstar,  Inc.;  CDA/Wiesenberger. 
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Municipal 
bond  funds 

Don't  let  a  preoccupation  with  beating  the  tax  collector  make  you 
think  that  any  double-tax-free  fund  is  better  than  a  tax-free  fund. 
The  double-tax-frees  make  sense  only  if  they  keep  their  expenses 
low  and  are  for  a  state  with  a  fairly  high  income  tax.  The  single-state 
funds  listed  below  all  pay  more  to  an  in-state  resident,  aftertax,  than 
the  alternatives  in  national  funds.  With  all  municipal  funds,  be  wary 
of  any  portfolio  whose  yield  is  much  higher  than  those  available 
elsewhere:  The  manager  is  buying  either  very  long  term  bonds, 


Fund 

5 -year 

SEC 

Annual 

Maximum 

Assets 

Minimum 

Performance 

Weighted 

Risk 

annualized 

yield 

expenses 

sales 

6/30/94 

initial 

UP 

DOWN 

average 

level 

total  return 

per  $100 

charge 

($mil) 

investment 

—markets— 

maturity 

(years) 

Short-term 

Vanguard  Muni  Bond-Limited  Term 

6.6% 

4.1% 

$0.19 

none 

$1,786 

$3,000 

D 

A+ 

2.9 

average 

Vanguard  Muni  Bond-Short-Term 

5.3 

3.6 

0.19 

none 

1,531 

3,000 

A+ 

1.2 

low 

USAA  Tax-Exempt  Fund-Short-Term 

5.6 

3.9 

0.41 

none 

923 

3,000 

A+ 

2.6 

average 

Merrill  Lynch  Municipal  -Ltd  Maturity-A 

5.4 

3.9 

0.41 

0.75% 

936 

1,000 

A+ 

3.6 

low 

Spartan  Short-Intermediate  Municipal 

6.2 

4.3 

0.50 

none 

1,081 

10,000 

A+ 

3.7 

very  high 

Dreyfus  Short-Intermediate  Muni  Bond 

6.2 

3.8 

0.74 

none 

570 

2,500 

A+ 

2.8 

average 

T  Rowe  Price  Tax-Free  Short-Intermediate 

5.8 

4.0 

0.63 

none 

497 

2,500 

A+ 

3.1 

average 

Calvert  Tax-Free  Reserves-Limited-A 

5.3 

3.1 

0.67 

2.00 

665 

2,000 

A+ 

1.1 

very  low 

Medium-term 

Vanguard  Muni  Bond-Intermediate 

8.3 

5.0 

0.19 

none 

4,958 

3,000 

B 

B 

6.7 

very  high 

USAA  Tax-Exempt  Fund-Intermediate 

7.4 

5.2 

0.41 

none 

1538 

3,000 

0 

B 

8.8 

average 

Fidelity  Tax-Free-Limited  Term  Munis 

7.3 

5.4 

0.57 

none 

994 

2,500 

D 

A 

9.9 

average 

Dreyfus  Intermediate  Municipal  Bond 

7.5 

5.1 

0.71 

none 

1,683 

2,500 

D 

B 

9.8 

high 

SteinRoe  Intermediate  Municipals 

7.4 

4.6 

0.71 

none 

238 

2,500 

C 

B 

8.0 

high 

Bernstein  Diversified  Municipal 

6.5 

4.5 

0.67 

none 

532 

25,000 

D 

A 

6.8 

low 

Pierpont  Tax-Exempt  Bond 

7.0 

4.8 

0.71 

none 

386 

25,000 

0 

6 

6.2 

average 

Scudder  Medium  Term  Tax-Free 

7.6 

4.7 

0.50a 

none 

862 

1,000 

D 

A 

7.2> 

average 

Long-term 

Vanguard  Muni  Bond-High  Yield 

8.3 

6.0 

0.19 

none 

1,751 

3,000 

A+ 

D 

11.2 

high 

Vanguard  Muni  Bond-Long-Term 

8.2 

5.7 

0.19 

none 

984 

3,000 

A+ 

F 

12.4 

very  high 

USAA  Tax-Exempt  Fund-Long-Term 

7.4 

5.7 

0.39 

none 

1,789 

3,000 

B 

C 

22.7 

average 

Fidelity  Tax-Free-Aggressive 

7.9 

6.4 

0.64 

none 

875 

2,500 

D 

A 

20.3 

low 

Vanguard  Muni  Bond-Insured  Long-Term 

7.8 

5.6 

0.19 

none 

1,912 

3,000 

A+ 

F 

12.0 

high 

T  Rowe  Price  Tax-Free  High  Yield 

8.1 

5.8 

0.79 

none 

877 

2,500 

C 

A 

21.3 

low 

Fidelity  Tax-Free-Municipal  Bond 

7.2 

5.6 

0.49 

none 

1,086 

2,500 

B 

D 

20.1 

average 

T  Rowe  Price  Tax-Free  Income 

7.4 

5.2 

0.61 

none 

1,340 

2,500 

A 

D 

18.0 

average 

One-state 

Benham  Calif  Tax-Free  Intermediate 

4.7 

0.48 

none 

447 

1,000 

D 

A 

8.2 

low 

Vanguard  California  Tax-Free-Insured  L-T 

7.5 

5.6 

0.19 

none 

910 

3,000 

A 

D 

14.7 

very  high 

USAA  Tax-Exempt  Fund-California  Bond 

5.8 

0.44 

none 

378 

3,000 

22.1 

very  high 

Scudder  Massachusetts  Tax-Free 

8.0 

6.0 

0.07a 

none 

325 

1,000 

A+ 

F 

18.8 

very  high 

Vanguard  NJ  Tax  Free-Insured  L-T 

7.8 

5.3 

0.20 

none 

696 

3,000 

A+ 

F 

9.5 

high 

Vanguard  New  York  Insured  Tax-Free 

7.9 

5.4 

0.19 

none 

754 

3,000 

A 

D 

19.5 

high 

Vanguard  Ohio  Tax-Free-Insured  L-T 

5.4 

0.21 

none 

161 

3,000 

15.0 

high 

Vanguard  Penn  Tax-Free-Insured  L-T 

8.1 

5.4 

0.20 

none 

1,412 

3,000 

A 

D 

18.0 

high 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,    a-.  Net  of  absorption  of  expenses  by  fund  sponsor. 

Sources.-  Forbes;  Upper  Analytical  Services;  Mornmgstar,  Inc.;  CDAWiesenberger. 
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Special  Video  Appearance.  Bob  Markman's 


FOR  1994 


If  you  qualify,  you're  invited  to  send  for  what  is 
likely  to  be  the  most  beneficial  investment  video 
you'll  ever  have  the  opportunity  to  view.  No  Load 
Funds:  The  Top  Picks  For  1994  is  not  just  another 
general  "how-to"  session  for 
the  masses.  In  the  Top  Picks 
Video  you'll  actually  get  spe- 
cific advice  on  which  no  load 
funds  to  buy  now  to  create  a 
winning  All  Star  portfolio. 


An  In-Depth  Session 
with  the  Expert 

The  Top  Picks  Video  will  give 
you  the  chance  to  "visit  one- 
on-one"  in  the  privacy  and 
leisure  of  your  home  with  the 
nationally  recognized  and 
respected  mutual  fund 
expert,  Bob  Markman.  Bob 
will  share  with  you  in  a  clear 
and  insightful  style  how  he 
assembles  a  "structure  for  suc- 
cess" in  a  no  load  portfolio  and 


will  then  construct  for  you,  step  by  step,  fund  by 
fund,  up-to-date  model  portfolios  for  conserva- 
tive, middle-of-the-road,  or  aggressive  growth 
investors.  In  addition,  you'll  learn  how  to  use  these 
no  load  portfolios  to  imple- 
ment a  high  income  strategy 
to  help  you  achieve  healthy 
retirement  cash  flow  and 
inflation  protection. 


Bob 

Markman, 
Your  Video 
Adviser... 


A  fourteen-year  veteran  of  the  mutual 
fund  world,  Bob  Markman  is  President 
and  Chief  Investment  Officer  of 
Markman  Capital  Management,  one  of 
America's  leading  No  Load  Advisory 
Firms.  From  his  base  in  Minneapolis, 
Minnesota,  he  currently  oversees 
portfolios  in  excess  of  $230,000,000 
for  individual  and  corporate  clients 
across  the  country.  An  innovative 
strategist,  Bob's  market  and  fund 
views  are  frequently  quoted  in  top 
tier  financial  publications  such  as 
Barrons,  FORTUNE®,  and  The  Wall 
Street  Journal. 


Limited  Distribution: 
You  Must  Qualify  to 
Receive  This  Video 

You  do  not  need  substantial 
previous  mutual  fund  experi- 
ence to  benefit,  but  we 
do  reserve  the  right  to  limit 
distribution  of  the  Top  Picks 
Video  to  investors  who  have 
portfolios  of  $500,000  or 
above  (not  including  real 
estate).  If  you  qualify,  you 
may  receive  the  video  at  no 
charge. 


TO  RECEIVE  YOUR  FREE  VIDEO  OF 
BOB  MARKMAN'S  "NO  LOAD  FUNDS: 
THE  TOP  PICKS  FOR  1994" 

CALL  1-800-395-4848 


MARKMAN 


CAPITAL 
MANAGEMENT,  INC. 


O  Ml  All  1994 


6600  France  Avenue  South,  Suite  565  •  Edina,  MN  55435    Telephone  612.920.4848  or  1-800-395-4848    Fax  612.920.7548 


BtSI  PUTS 

FUND  SURVEY 


I 

U.S.  equity  funds 


In  these  tables  we  show  domestic  diversified  stock  funds, 
along  with  balanced,  sector  and  index  funds.  Within  each 
category  the  funds  appear  in  descending  order,  with  the 
very  best  at  the  top.  Our  Best  Buy  formula  for  stock  funds 
gives  equal  weight  to  five-year  performance,  adjusted  for 
volatility,  and  to  annual  ownership  costs,  defined  as  one- 


fifth  of  any  front-end  sales  charge  plus  total  annual 
overhead.  Balanced  funds,  a  blend  of  stocks  and  bonds, 
hold  up  fairly  well  in  down  markets.  Index  funds  are  the 
cheapest  possible  way  to  invest  broadly  in  stocks;  you  will 
never  beat  the  market  this  way,  but  you  will  never  lag  more) 
than  a  smidgen  behind  it,  either. 


Fund/distributor 

Performance 

Maximum  cumulative  loss 

Lead  manager  (years) 

5-year 

Hypothetical 

Net  assets 

UP 

DOWN 

% 

period 

annualized 

investment 

($mil) 

—markets— 

total  return 

results 

Stock 

Lindner  Dividend  Fund/Ryback 

D 

A 

* 

Eric  E  Ryback  (10) 

10.7% 

$1,577 

Mutual  Series  Fund-Beacon/Heine  Sees 

B 

B 

-20.0% 

9/87  to  11/87 

Michael  F  Price  (9) 

11.6 

$32,249 

1,526 

Mutual  Series  Fund-Qualified/Heine  Sees 

B 

A+ 

-20.2 

9/87  toll/87 

Michael  F  Price  (14) 

10.9 

36,346 

1,557 

Wm  Blair  Mutual  Funds-Growth/Wm  Blair 

B 

C 

-25.4 

8/87  toll/87 

Multiple  managers 

13.8 

19,997 

154 

Invesco  Industrial  Income  Fund/lnvesco 

B 

A 

-23.4 

8/87  toll/87 

Multiple  managers 

13.9 

31,975 

3,913 

AARP  Growth  &  Income/Scudder 

D 

A 

Multiple  managers 

10.9 

2,106 

Safeco  Equity  Fund/Safeco 

A 

C 

-33.6 

8/87  toll/87 

Douglas  Johnson  (10) 

14.5 

30,541 

280 

N  &  B  Guardian  Fund/Neuberger 

A 

C 

-30.8 

8/87  to  11/87 

Multiple  managers 

12.9 

29,830 

2,169 

20th  Century  Giftrust  lnv/20th  Century 

A+ 

D 

Multiple  managers 

20.3 

* 

184 

Mairs  &  Power  Growth  Fund/Mairs  &  Power 

B 

C 

-30.6 

8/87  to  11/87 

George  A  Mairs  111(14) 

14.7 

27,509 

39 

Mutual  Series-Mutual  Shares/Heine  Sees 

B 

A+ 

-19.8 

9/87  toll/87 

Michael  F  Price  (19) 

10.2 

34,739 

3,514 

N  &  B  Selected  Sectors  Fund/Neuberger 

B 

B 

-28.5 

8/87  toll/87 

Multiple  managers 

12.8 

25,591 

592 

Brandywine  Fund/Brandywine 

A 

D 

Foster  S  Friess  (8) 

17.3 

1,949 

20th  Century  Ultra  lnvestors/20th  Century 

A+ 

D 

-38.5 

5/87  toll/87 

Multiple  managers 

18.9 

29,669 

9,030 

Scudder  Growth  &  Income  Fund/Scudder 

C 

B 

-23.7 

8/87  toll/87 

Multiple  managers 

11.1 

24,493 

1,801 

Balanced 

Fidelity  Convertible  Securities  Fund/Fidelity 

* 

Andrew  Offit  (2) 

14.7 

904 

Vanguard  Wellesley  Income  Fund/Vanguard 

C 

A 

-8.0 

2/87  to  11/87 

Multiple  managers 

9.9 

34,698 

6,007 

Fidelity  Asset  Manager/Fidelity 

 * 

Robert  Beckwitt  (6) 

12.1 

11,067 

Fidelity  Balanced  Fund/Fidelity 

 * 

 * 

Robert  Haber  (6) 

10.7 

 * 

5,271 

Dodge  &  Cox  Balanced  Fund/Dodge 

A 

C 

-17.0 

8/87  toll/87 

Multiple  managers 

11.0 

36,964 

638 

Eclipse  Finl  Asset  Tr-Balanced/Eclipse 

Wesley  G  McCain  (5) 

9.7 

* 

26 

CGM  Mutual  Fund/CGM 

A+ 

D 

-24.4 

9/87  to  10/87 

G  Kenneth  Heebner (13) 

13.2 

44,912 

1,130 

Fidelity  Puritan  Fund/Fidelity 

A+ 

B 

-19.6 

8/87  to  11/87 

Richard  Fentin  (7) 

11.5 

41,720 

10,456 

SBSF  Convertible  Securities  Fund/SBSF 

* 

Louis  R  Benzak  (6) 

9.9 

* 

57 

Vanguard  Asset  Allocation/Vanguard 

 * 

* 

Multiple  managers 

9.6 

 * 

1,118 

Sector 

Vanguard  Special-Health  Care/Vanguard 

A 

A 

 * 

 * 

Edward  Owens  (10) 

15.7 

 * 

569 

1  nvesco  Strategic-Technology/I  nvesco 

A+ 

F 

 * 

Daniel  B  Leonard  (9) 

22.0 

 * 

243 

Fidelity  Utilities  Income/Fidelity 

John  Muresianu  (1) 

11.5 

 * 

1,219 

T  Rowe  Price  Sci  &  Tech  Fund/Price 

 * 

Charles  Morris  (3) 

19.4 

 * 

566 

Invesco  Strategic-Health  Sciences/I  nvesco 

A 

C 

 * 

 * 

Multiple  managers 

17.5 

 * 

421 

1  nvesco  Strategic-Uti  1  ities/ 1  n  vesco 

D 

A 

 * 

 * 

Brian  Kelly  (1) 

9.6 

 * 

130 

Stratton  Monthly  Dividend  Shares/Stratton 

F 

A+ 

-19.6 

8/93  to  6/94 

James  W  Stratton  (14) 

6.7 

21,135 

132 

Copley  Fund/Copley 

F 

A+ 

-15.1 

8/86  toll/87 

Irving  Levine  (16) 

7.9 

32.218 

77 

Index 

Vanguard  Index  Tr-500  Portfolio/Vanguard 

B 

B 

-29.8 

8/87  to  11/87 

George  U  Sauter  (7) 

10.1 

31,308 

8,443 

Peoples  S&P  MidCap  Index  Fund/Dreyfus 

Steven  Albrecht  (1) 

68 

SEI  Index  S&P  500  Index/SEI 

D 

C 

Brace  George  (9) 

10.0 

 * 

413 

Vanguard  Index  Tr-Extended  Mkt/Vanguard 

George  U  Sauter  (7) 

9.4 

918 

Vanguard  Index  Tr-Sm  Cap  Stock/Vanguard 

B 

F 

-40.4 

6/83  to  11/84 

George  U  Sauter  (5) 

9.3 

12,205 

536 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period. 

Sources:  Forbes-,  Upper  Analytical  Services;  Mormngstar,  Inc.;  CDA/Wiescnberger. 
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Maximum         Annual         Weighted         Median  Largest         Portfolio  Risk  Fund 

load  expenses         average        market  cap       company        turnover  level 

per  $100  P/E  ($bil)  holding 


none 

$0.64 

19.6 

$9.1 

Atlantic  Richfield 

43% 

very  low 

Lindner  Dividend  Fund 

none 

0.73 

14.0 

4.2 

Sunbeam  Oster 

52 

very  low 

Mutual  Series  Fund-Beacon 

none 

0.78 

14.7 

5.4 

Sunbeam  Oster 

56 

very  low 

Mutual  Series  Fund-Qualified 

none 

0.78 

23.7 

3.4 

Morton  Intl 

58 

average 

William  Blair  Mutual  Funds-Growth  Fund 

none 

0.96 

18.7 

10.9 

El  Paso  Natural  Gas 

121 

average 

Invesco  Industrial  Income  Fund 

none 

0.78 

18.8 

8.1 

Chemical  Banking 

30 

low 

AARP  Growth  &  Income 

none 

0.88 

20.3 

8.1 

Callaway  Golt 

51 

high 

Safeco  Equity  Fund 

none 

0.81 

17.0 

8.5 

Fannie  Mae 

17 

average 

N  &  B  Guardian  Fund 

none 

1.00 

29.4 

0.6 

Microchip  Tech 

101 

very  high 

20th  Century  Giftrust  Investors 

none 

0.98 

17.5 

9.1 

ADC  Telecommunications 

4 

average 

Mairs  &  Power  Growth  Fund 

none 

0.74 

14.5 

6.4 

Sunbeam  Oster 

48 

very  low 

Mutual  Series  Fund-Mutual  Shares 

none 

0.87 

15.1 

8.6 

American  Intl  Group 

38 

average 

N  &  B  Selected  Sectors  Fund 

none 

1.10 

21.9 

7.5 

Columbia/HCA  Healthcare 

150 

high 

Brandywine  Fund 

none 

1.00 

29.0 

5.8 

Oracle  Systems 

65 

very  high 

20th  Century  Ultra  Investors 

none 

0.85 

18.2 

7.4 

Chemical  Banking 

36 

low 

Scudder  Growth  &  income  Fund 

none 

0.92 

27.0 

2.6 

Time-Warner  CV 

312 

high 

Fidelity  Convertible  Securities  Fund 

none 

0.33 

17.5 

13.8 

Du  Pont 

21 

low 

Vanguard  Wellesley  Income  Fund 

none 

1.05 

18.4 

7.9 

Fannie  Mae 

107 

low 

Fidelity  Asset  Manager 

none 

0.95 

14.9 

4.8 

Pennzoil 

175 

low 

Fidelity  Balanced  Fund 

none 

0.60 

15.0 

16.1 

Dayton  Hudson 

15 

average 

Dodge  &  Cox  Balanced  Fund 

none 

0.69 

16.5 

4.3 

Boeing 

65 

low 

Eclipse  Financial  Asset  Trust-Balanced 

none 

0.91 

13.5 

7.7 

Chrysler 

174 

very  high 

CGM  Mutual  Fund 

2.00t% 

0.77 

16.5 

7.0 

WR  Grace 

85 

average 

Fidelity  Puritan  Fund 

none 

1.32 

24.0 

4.8 

Newmont  Mining  CV 

30 

low 

SBSF  Convertible  Securities  Fund 

none 

0.50 

18.3 

26.6 

General  Electric 

35 

average 

Vanguard  Asset  Allocation 

none§ 

0.36 

18.8 

7.1 

Zeneca  Gioup  ADR 

19 

average 

Vanguard  Special-Health  Care 

none 

1.13 

20.4 

2.1 

Thermo  Electron 

184 

high 

Invesco  Strategic-Technology 

none 

0.86 

17.1 

13.0 

Bell  Atlantic 

47 

low 

Fidelity  Utilities  Income 

none 

1.18 

30.0 

1.3 

Sybase 

163 

high 

T  Rowe  Price  Science  &  Technology  Fund 

none 

1.16 

21.0 

1.8 

Qual-Med 

87 

high 

Invesco  Strategic-Health  Sciences 

none 

1.06 

13.2 

4.8 

Telefonos  de  Mexico 

202 

average 

Invesco  Strategic-Utilities 

none 

1.03 

11.5 

2.4 

Health  Care  REIT 

13 

low 

Stratton  Monthly  Dividend  Shares 

none 

1.47 

14.0 

7.2 

Allegheny  Power  System 

51 

low 

Copley  Fund 

none 

0.19 

18.3 

26.5 

General  Electric 

6 

high 

Vanguard  Index  Trust-500  Portfolio 

none 

0.09a 

18.8 

2.5 

American  Barrick  Resources 

16 

average 

Peoples  S&P  MidCap  Index  Fund 

none 

0.25a 

18.4 

27.4 

General  Electric 

23 

high 

SEI  Index  S&P  500  Index 

l.OOt 

0.20 

17.9 

2.0 

Microsoft 

13 

very  high 

Vanguard  Index  Trust-Extended  Market 

1.00* 

0.18 

18.1 

0.4 

LDDS  Communications 

26 

very  high 

Vanguard  Index  Trust-Small  Cap  Stock 

tSales  charge  waived  through  12/31/95.  ^Distributor  may  impose  purchase  fee  with  proceeds  reverting  to  other  fund  shareholders;  annual  $10  maintenance 
fee.    §Distributor  may  impose  redemption  fee  with  proceeds  reverting  to  other  fund  shareholders,    a:  Net  of  absorption  of  expenses  by  fund  sponsor. 
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International  stock  funds 


Below  we  show  four  ways  to  venture  abroad.  The  first  is 
with  one  toe  in  the  water:  Global  funds  keep  some  assets 
here  at  home,  some  in  overseas  markets.  Foreign  funds 
jump  in  with  both  feet,  investing  mainly  outside  the  U.S. 
We  also  have  separate  Best  Buy  rankings  of  European  and 
Pacific  funds.  We  score  all  these  funds  by  equally  w  eight- 
ing portfolio  performance,  adjusted  for  risk,  and  owner- 


ship costs.  We  define  costs  as  one-fifth  of  any  front-end 
load  plus  all  annual  overhead.  Bear  in  mind  that  over  the 
past  decade  at  least  40%  of  the  return  on  international 
stocks  has  come  from  the  weakening  of  the  U.S.  dollar 
against  other  major  currencies.  If  the  dollar  strengthens, 
many  international  funds  will  suffer  when  local  stock  prices 
are  translated  back  into  dollars. 


Fund/distributor 

Performance 

Maximum  cumulative  loss 

Lead  manager  (years) 

5-year 

Hypothetical 

Net  assets 

UP 

DOWN 

% 

period 

annualized 

investment 

($mil) 

—markets— 

total  return 

results 

Global 

Scudder  Global  Fund/Scudder 

A 

C 

 * 

Multiple  managers 

10.8% 

 * 

$1,097 

USAA  Investment-Cornerstone  Fund/USAA 

C 

B 

 * 

Harry  Miller  (1) 

8.7 

 * 

806 

Dreyfus  Global  Growth/Dreyfus 

C 

A 

* 

Kelly  McDermott(l) 

9.5 

 * 

148 

Lexington  Global  Fund/Lexington 

B 

C 

 * 

Multiple  managers 

8.5 

 * 

75 

Benham  Gold  Equities  Index/Benham 

 * 

William  Martin  (2) 

5.7 

 * 

563 

United  Services-World  Gold  Fund/United 

C 

D 

 * 

Victor  Flores  (4) 

6.3 

* 

204 

Invesco  Strategic-Gold/lnvesco 

F 

0 

Daniel  B  Leonard  (5) 

3.8 

 * 

276 

Fremont  Global  Fund/Fremont 

 * 

* 

Multiple  managers 

4.7 

382 

Janus  Worldwide  Fund/Janus 

 * 

Helen  Young  Hayes  (2) 

 * 

1,285 

Lexington  Goldfund/Lexington 

D 

B 

-49.5% 

9/87  to  11/92 

Robert  Radsch  (1) 

4.0 

$15,340 

146 

Scudder  Gold  Fund/Scudder 

 * 

Multiple  managers 

4.2 

130 

Fidelity  Worldwide  Fund/Fidelity 

 * 

Penelope  Dobkin  (4) 

 * 

* 

582 

Foreign 

USAA  Investment-lntl  Fund/USAA 

* 

David  G  Peebles  (6) 

11.2 

 * 

185 

T  Rowe  Price  International  Stock  Fund/Price 

B 

B 

-24.5 

8/87  to  11/87 

Martin  G  Wade  (14) 

10.9 

34,098 

5,237 

Warburg  Pincus  Intl  Equity  FundAVarburg 

 * 

Richard  King  (5) 

15.7 

* 

949 

Vanguard  Intl  Growth  PortfolioA/anguard 

B 

C 

Richard  R  Foulkes  (13) 

9.3 

 * 

2,672 

Schroder  Capital-lntl  Equity/Schroder 

C 

c 

* 

Mark  J  Smith  (5) 

9.7 

 * 

428 

Fidelity  Intl  Growth  &  Income/Fidelity 

c 

B 

Rick  Mace  (1) 

9.4 

 * 

1,420 

Scudder  International  Fund/Scudder 

B 

B 

-28.2 

9/87  to  11/87 

Multiple  managers 

9.5 

32,708 

2,268 

Vanguard  Trustees'  Equity-lntlA/anguard 

B 

C 

-21.2 

7/90  to  9/90 

Multiple  managers 

8.3 

30.753 

1,101 

T  Rowe  Price  International  Discovery/Price 

* 

 * 

Martin  G  Wade  (5) 

11.4 

 * 

468 

Vanguard-Gold  &  Prec  MetalsA/anguard 

D 

D 

David  J  Hutchins  (7) 

8.5 

 * 

609 

Lexington  Worldwide  Emerg  Mkts/Lexington 

D 

A 

-32.0 

8/87  to  11/87 

Multiple  managers 

11.5 

27.791 

258 

Babson-Stewart  Ivory  Intl/Jones  &  Babson 

John  Wright  (6) 

10.7 

 * 

47 

European 

Invesco  International-European/lnvesco 

D 

B 

* 

Multiple  managers 

6.6 

322 

Vanguard  Intl  Eq  Index-European/Vanguard 

* 

George  U  Sauter  (1) 

 * 

 * 

667 

Fidelity  Europe  Fund/Fidelity 

C 

B 

Sally  Walden  (2) 

7.8 

* 

441 

T  Rowe  Price  European  Stock/Price 

 * 

* 

Martin  G  Wade  (4) 

 * 

 * 

320 

Pacific 

Invesco  International-Pacific  Basin/lnvesco 

A 

C 

-33.4 

8/87  to  10/87 

Multiple  managers 

6.3 

30,483 

303 

Japan  Fund/Scudder 

B 

C 

-34.3 

7/90  to  7/92 

Multiple  managers 

5.7 

25,641 

736 

Nomura  Pacific  Basin  Fund/Nomura 

B 

c 

Takeo  Nakamura  (9) 

9.4 

58 

Vanguard  Intl  Eq  Index-PacificA/anguard 

* 

George  U  Sauter  (1) 

 * 

 * 

691 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  §Distributor  may  impose  redemption  fee  with  proceeds  reverting  to  other  fund 
shareholders.    tDisrributor  may  impose  purchase  fee  with  proceeds  reverting  to  other  fund  shareholders;  annual  $10  maintenance  fee.    NA:  Not  available. 

Sources:  Forbes;  Upper  Analytical  Services;  Mornmgstar,  Inc.;  CDAAViesenberger. 
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Maximum 

Annual 

Weighted 

Median 

Largest 

Portfolio 

Risk 

Fund 

load 

expenses 
per  $100 

average 
P/E 

market  cap 
($bil) 

country 
holding 

turnover 

level 

none 

$1.44 

27.0 

$7.7 

US 

75% 

low 

Scudder  Global  Fund 

none 

1.11 

24.0 

4.3 

Japan 

45 

very  low 

USAA  Investment-Cornerstone  Fund 

3.00% 

1.37 

29.0 

2.1 

US 

186 

low 

Dreyfus  Global  Growth 

none 

1.49 

25.0 

3.8 

Japan 

84 

average 

Lexington  Global  Fund 

none 

0.72 

41.0 

2.6 

Canada 

28 

very  high 

Benham  Gold  Equities  Index 

none 

1.61 

45.0 

0.7 

NA 

26 

very  high 

United  Services-World  Gold  Fund 

none 

1.03 

39.0 

0.9 

Canada 

142 

very  high 

Invesco  Strategic-Gold 

none 

0.95 

26.0 

6.8 

NA 

35 

low 

Fremont  Global  Fund 

none 

1.19 

22.0 

7.7 

Germany 

141 

low 

Janus  Worldwide  Fund 

none 

1.63 

39.0 

1.2 

NA 

28 

high 

Lexington  Goidfund 

none 

1.79 

37.0 

0.8 

NA 

56 

high 

Scudder  Gold  Fund 

3.00 

1.40 

25.0 

1.9 

US 

58 

low 

Fidelity  Worldwide  Fund 

none 

1 20 

29.0 

6.7 

Japan 

46 

average 

USAA  Investment-International  Fund 

none 

0.98 

28.0 

6.8 

Japan 

25 

average 

T  Rowe  Price  International  Stock  Fund 

none 

1.48 

30.0 

4.0 

Japan 

23 

average 

Warburg  Pincus  International  Equity  Fund 

none 

0.47 

27.0 

7.9 

Japan 

28 

high 

Vanguard  International  Growth  Portfolio 

none 

1.03 

34.0 

5.3 

Japan 

51 

average 

Schroder  Capital-International  Equity 

none 

1.26 

32.0 

6.0 

Japan 

184 

low 

Fidelity  International  Growth  8<  Income 

none 

1.21 

32.0 

6.3 

Japan 

40 

average 

Scudder  International  Fund 

none 

0.40 

28.0 

3.3 

Japan 

39 

average 

Vanguard  Trustees'  Equity-International 

none§ 

1.54 

25.0 

0.5 

Japan 

59 

high 

T  Rowe  Price  International  Discovery 

none§ 

0.33 

38.0 

1.0 

South  Africa 

14 

high 

Vanguard  Special-Gold  &  Precious  Metals 

none 

1.64 

15.8 

7.8 

Mexico 

38 

average 

Lexington  Worldwide  Emerging  Markets  Fund 

none 

1.57 

29.0 

2.8 

NA 

49 

high 

Babson-Stewart  Ivory  International 

none 

1.28 

22.0 

7.9 

UK 

44 

high 

invesco  International-European 

1.001 

0.32 

23.0 

10.9 

UK 

4 

average 

Vanguard  Intl  Equity  Index-European 

3.00 

1.31 

21.0 

3.1 

UK 

61 

high 

Fidelity  Europe  Fund 

none 

1.35 

21.0 

6.8 

UK 

21 

low 

T  Rowe  Price  European  Stock 

none 

1.22 

35.0 

5.0 

Japan 

30 

average 

Invesco  International-Pacific  Basin 

none 

1.20 

48.0 

4.1 

Japan 

81 

very  high 

Japan  Fund 

none 

1.39 

38.0 

6.9 

Japan 

76 

average 

Nomura  Pacific  Basin  Fund 

1.00? 

032 

45.0 

11.8 

Japan 

7 

high 

Vanguard  Intl  Equity  Index-Pacific 

Forbes  ■  August  29,  1994 


141 


FUND  SURVEY 


If  the  recent  crash  in  emerging  markets 
wasn't  enough  to  remind  you, 
a  century  of  investment  history  provides  proof: 
When  everyone  wants  in,  it's  time  to  get  out. 

A  short  history  of  folly 


By  Jason  Zweig 

In  the  LATE  1880s  new  British  invest- 
ment trusts,  the  forerunners  of  to- 
day's mutual  funds,  were  being 
coined  every  other  week.  Where  were 
they  putting  a  lot  of  their  money?  In 
emerging  markets.  As  fast  as  banks  led 
by  Baring  Brothers  and  N.M.  Roth- 
schild underwrote  securities  from 
Egypt,  Uruguay,  China  and  every 
corner  of  the  globe,  the  trusts 
snapped  them  up.  Recalled  a  witness 
in  an  article  published  around  1894, 
"Firms  of  old  standing  vied  one  with 
the  other  in  foisting  unmarketable 
rubbish  on  the  guileless  investor." 

By  1889  nearly  50%  of  all  British 
money  invested  abroad  went  into  Ar- 


iiis 


gentina.  But  as  corruption  and  infla- 
tion went  wild,  the  Argentinean  navy 
led  a  coup  d'etat  in  late  1890,  and 
Argentinean  bonds  sank  from  par  in 
1 889  to  40  cents  on  the  dollar  by  mid- 
1891.  By  1893,  33  trusts  that  had 
raised  £14.8  million  (par  value)  from 
the  public  sold  for  just  £4.8  million,  a 
68%  collapse. 

All  of  this  may  send  shivers  through 
anyone  who  had  the  misfortune  to 
join  in  last  year's  fund  fad — emerg- 
ing markets.  In  1993,  12  new  mutu- 
al funds  were  opened  to  specialize  in 
the  stocks  or  bonds  of  less  devel- 
oped nations.  They  raised  $1  billion, 
eight  times  as  much  as  the  entire 


assets  of  this  fund  sector  in  1990. 

Unmarketable  rubbish  foisted  on 
guileless  investors?  Maybe  not,  but 
latecomers  to  the  fad  took  a  hosing 
that  was  nearly  as  bad  as  that  adminis- 
tered to  British  investors  in  Argentina 
a  century  ago.  After  rocketing  119% 
last  year,  Hong  Kong  stocks  fell  28% 
during  the  first  half  of  1994,  while 
Israeli  stocks,  which  rose  35%  in 
1993,  flopped  by  40%.  Four  equity 
funds  specializing  in  China  or  South- 
east Asia  lost  20%  or  more. 

Fad  following  is  dangerous  busi- 
ness. In  the  U.S.  in  the  late  1920s, 
there  appeared  an  irresistible  passion 
to  own  closed-end  investment  com- 
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xuiies.  In  1928  alone  186  new  funds 
oiled  out,  more  than  the  total  that 
had  existed  in  1926.  In  1929,  265 
new  hinds  were  treated.  Underwrit- 
es raked  off  as  much  as  a  tenth  of  the 
proceeds  in  fees. 

The  mania  was  fanned,  as  such 
Manias  usually  are,  by  the  media.  The 
Magazine  of  Wall  Street  declared  ris- 
ng  prices  for  these  issues  were  noth- 
ing to  get  excited  about.  In  Septem- 
ier  1929  it  proclaimed:  "To  evaluate 
m  investment  trust  common  stock, 
>receded  by  bonds  or  preferred  stock, 
i  simple  rule  is  to  add  30%  to  100%,  or 
(nore,  depending  upon  one's  esti- 
mate of  the  management's  worth,  to 
he  liquidating  value  of  the  invest- 
nent  company's  total  assets."  Of  32 
leveraged  funds  sampled  by  the  Se- 
:urities  &  Exchange  Commission 
br  1929,  17  sold  for  a  premium 
)ver  net  asset  value. 

Goldman,  Sachs  &  Co. 
punched  Goldman  Sachs  Trading 
Horp.,  a  pyramid  of  closed-end 
"unds  each  trading  at  a  premium 
)ver  net  asset  value.  An  eager 
mblic  snapped  up  $326  million 
vorth  by  September  1929. 

And  then  came  the  dreary  dawn.  By 
he  end  of  1932  Goldman  Sachs 
trading  was  worth  $34  million  and 
lad  become  the  butt  of  comedians' 
okes.  The  public  was  so  disgusted 
hat  closed-end  underwrit- 
es dried  up  for  decades. 

They  burn  people,  but  fads 
n  investing  keep  coming. 
Atomic  energy  stocks,  bowi- 
ng stocks,  Nifty  Fifty,  stocks 
vith  -tronics  in  the  name.  Each 
las  blazed  across  the  Wall 
Street  sky,  attracted  the  suckers 
nd    then    crashed,  burning 
hem.  There  are  big  fads  and 
ittle  fads. 

In  the  early  1990s  a  minifad  was 
everaged  muni  funds.  They 
;oosed  up  their  yields  by  borrow- 
ng  short  term  and  lending  long 
erm.  Again,  the  public  was  dazzled 
nd  forgot  the  connection  between 
hare  prices  and  net  asset  value.  Doz- 
ns  of  leveraged  muni  funds  came  out 
t  a  premium  to  net  assets.  Investors 
i)st  billions  in  the  bond  market  crash 
)f  1994. 

Option-income  funds  were  all  the 
age  in  the  mid-1980s.  These  funds 
peed  their  yields  by  selling  call  op- 
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Above,  an  ad  from  Forbes,  1928; 
below,  a  Goldman  Sachs  Trading 
stock  certificate,  1929 
Who  cared  about 
net  asset  value? 


Donal  Holway.  Courtesy  of 
Museum  of  American  Financial  History 

tions  on  bonds  or  stocks,  then  distrib- 
uting the  option  premiums  to  share- 
holders as  dividends.  It  was  a  great 
gimmick:  By  September  1987  these 
funds  had  raked  in  $8.3  billion.  But 
they  had  to  fail.  When  interest  rates 
rose,  options  didn't  keep  the  bonds 
from  falling  in  value,  while  if  rates  fell 
back,  the  option  seller  had  given  away 
the  appreciation,  and  thus  the  chance 
to  recoup  earlier  losses. 


Current  fads?  REITs.  In  1990 
real  estate  was  in  a  virtual  depres- 
sion, and  only  six  sponsors  had 
funds  specializing  in  property-re- 
lated stocks,  with  a  measly  $119 
million  in  assets  among  them.  But 
by  1993  real  estate  was  hot:  141 
REITS  raised  $18  billion  from  the 
public.  Today  at  least  14  funds 
with  $1.4  billion  in  assets  special- 
ize in  real  estate  and  REITs. 

Investing  overseas  is  still  a  hot 
fad,  subject  of  chatter  at  cocktail 
parties  and  in  cyberspace.  There's  a 
strong  case  to  be  made  for  it,  but  this 
one,  too,  will  go  too  far  and  end  in  big 
losses  for  latecomers. 

What  conclusion  should  the  sensi- 
ble investor  draw? 

Even  the  most  complicated  fund 
must  live  by  investing's  simplest  rule: 
Higher  returns  mean  higher  risk. 
That  goes  for  leverage,  derivatives, 
yield  enhancement  and  every  other 
trick  in  hind  marketing. 

■  Beware  a  fund,  or  fund  category, 
that  purports  to  be  new  or  unique.  If 
it  didn't  exist  until  recently,  ask  your- 
self why  you  are  being  invited  in  now. 

■  Buying  something  that  has  just 
doubled,  on  the  belief  that  it  will  keep 
on  doubling,  is  an  extremely  bad  idea. 

■  Be  wary  of  hot  foreign  markets. 
There  are  plenty  of  good  U.S. -based 
companies  whose  products  are 
household  names  abroad  and  which 
will  profit  handsomely  as  the  poor- 
er parts  of  the  world  get  richer. 

Never  pay  a  premium  for  a 
closed-end  fund.  Never.  In  partic- 
ular, never  buy  a  brand-new 
closed-end  whose  premium  takes 
the  form  of  an  underwriting 
commission. 

■  Don't  overpay  for  the  skills  of 
a  supposedly  great  hind  manag- 
er. Many  differences  in  invest- 
ment performance  are  due  to 
chance.  Warren  Buffett?  He  defies  the 
odds,  but  with  a  stock  market  valua- 
tion that  is  now  double  its  breakup 
value,  even  his  Berkshire  Hathaway  is 
too  richly  priced  for  our  tastes. 

In  funds,  as  in  any  other  kind  of 
investment,  figure  out  which  way  the 
crowd  is  headed  and  go  somewhere 
else.  Let  the  chatterers  chatter  about 
their  hot  "new"  investments,  ignore 
the  puff  pieces  in  the  media  and  wait 
for  the  nemesis  that  stalks  all  fads.  You 
can  go  the  other  way.  HI 
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■ 

'roof  that  a  lot  of  investors  don't  pay  any  attention  to  the 
numbers:  all  those  high-cost,  low-performance  funds. 


ooby  prize 


By  Mary  Beth  Grover  and  Jason  Zweig 


Wh  PUBLISH  Best  Buy  rankings  to  help 
mutual  fund  investors  find  reliable, 
economical  mutual  funds  (see p.  134). 
On  this  page  we  show,  as  a  warning  of 
what  can  befall  investors  who  are  inat- 
tentive, the  other  side  of  the  coin. 
These  are  the  worst  buys — funds  that 
combine  high  expenses  with  subpar 
results. 

In  a  bull  market  like  the  one  we've 
had  for  most  of  the  last  decade,  you 
could  be  in  a  bad  fund  without  realiz- 
ing it.  In  recent  years  even  clunkers 
have  been  showing  profits.  But  you 
are  sure  to  feel  the  pain  when  the  next 
bear  market  hits. 

It's  a  select  crew  you  see  portrayed 
below.  We  culled  the  list  by  searching 
through  1,266  funds  with  at  least  five 
years  of  performance  data  and  $25 
million  of  assets  ($100  million  for 
U.S.  bond  funds).  To  get  on  this  list  a 
fund  had  to  outdo  its  peers  both  in 
delivering  poor  results  and  in  charg- 
ing customers.  As  with  the  Best  Buy 
rankings,  we  evaluate  fund  perfor- 
mance on  a  risk-adjusted  basis,  mean- 
ing that  a  high  return  is  not  necessarily 
good  if  a  fund  takes  outsize  risks  to 


deliver  it.  Again,  costs  are  a  blend  of 
front-end  sales  charges  and  the  annual 
expense  burden.  Performance  is  cal- 
culated after  annual  expenses  but  be- 
fore the  effect  of  sales  commissions. 

Topping  the  list  of  the  worst  stock 
funds  to  buy  is  no-load  Bull  &  Bear 
Special  Equities.  Doing  without  sales 
commissions  is  a  plus  for  a  fund,  but  in 
this  case  not  enough  to  overcome  an 
annual  overhead  of  3.25%  of  assets, 
nearly  three  times  the  industry  aver- 
age. Note:  The  sorry  performance 
figures  used  in  this  ranking  incorpo- 
rate, for  years  before  1992,  the  track 
record  of  Bull  &  Bear  Capital 
Growth,  a  larger  fund  that  was 
merged  into  Special  Equities.  In  such 
minnow-swallows- whale  transac- 
tions, we  take  the  history  of  the  larger 
fund,  not  the  ostensible  acquirer. 

Buying  Bull  &  Bear  Special  Equi- 
ties is  like  paying  Tiffany's  markup  for 
a  ring  that  came  out  of  a  Cracker  Jack 
box.  Somebody  is  not  paying  atten- 
tion. This  fund  still  has  $45  million  in 
assets.  It  shouldn't  have  any. 

The  other  stock  funds  to  avoid  have 
above-average   expenses   and  sales 


Worst  Buys 

Fund 

5-year 

Annual 

Maximum 

Assets 

annualized 

expenses 

sales 

6/30/94 

total  return 

per  $100 

charge 

($mil) 

Taxable  bond 

MFS  Govt  Mortgage 

6.3% 

$1 35a 

4.75% 

$1,701 

First  Investors  Govt 

6.7 

1.32a 

6.25 

240 

Pioneer  America  Income 

6.4 

1.00a 

4.50 

180 

SunAmerica  US  Govt  Securities  6.1 

1.35a 

4.75 

827 

Mackenzie  Fixed  Income 

8.1 

1.45 

4.75 

121 

Stock 

Bull  &  Bear  Special  Equities 

3.4 

3.25 

none 

45 

Mackenzie  America 

4.3 

1.80 

5.75 

37 

SunAmerica  Blue  Chip  Growth 

3.0 

1.60 

575 

76 

Colonial  Small  Stock  Fund  A 

4.4 

1.60 

5.75 

.  33 

Sui  (America  Small  Co  Growth 

7.0 

168 

5.75 

71 

a:  Net  of  absorption  of  expenses  by  fund  sponsor. 

These  clunker 
funds,  the  inverse 
of  our  Best  Buys, 
combine  high 
costs  and  lousy 
performance. 


commissions  to  boot.  Meanwhile, 
their  five-year  compound  annual  re 
turns  are  well  under  the  10.6%  racked 
up  by  the  typical  domestic  fund. 

Our  Best  Buy  rankings  of  domestic 
taxable  bond  funds  give  costs  three 
times  the  weight  of  performance.  No 
wonder,  then,  that  MFS  Government 
Mortgage  Fund,  with  a  4.75%  sales 
charge  and  a  1.35%  expense  ratio 
(which  would  be  even  higher  if  the 
fund's  sponsor  were  not  absorbing 
certain  charges),  was  the  worst  buy  in 
its  category.  Over  the  past  five  years 
this  fund,  formerly  known  as  MFS 
Government  Income  Plus,  returned  a 
compound  annual  average  of  6.3%, 
versus  7.6%  for  the  typical  taxable 
bond  fund. 

Who  bought  this  dog?  Naive  inves- 
tors who  equated  a  high  monthly 
dividend  check  with  a  high  return. 
Before  1993,  fund  manager  Steven 
Nothern  wrote  options  against  the 
portfolio  and  used  the  premiums  to 
pay  out  huge  capital  gains.  The 
payout  climbed  above  10%,  but  net 
asset  value  withered,  falling  by  a  third 
from  1986  through  1992.  New  man- 
ager James  Calmas  will  have  a  hard 
time  making  up  lost  ground,  so  long 
as  the  fund's  expenses  remain  half 
again  as  high  as  those  of  the  typical 
bond  fund. 

We  set  our  computers  to  crunching 
Worst  Buy  numbers  for  19  other  cate- 
gories of  funds  that  are  not  listed  in 
the  table  at  left.  Funds  from  John 
Hancock  and  Smith  Barney  appeared 
among  the  five  worst  buys  in  these 
various  categories  six  times.  First  In- 
vestors funds  earned  five  raspberries. 
Colonial,  G.T.  Global,  Mackenzie, 
Waddell  &  Reed  and  MPS  showed  up 
four  times  each.  Meanwhile,  to  the 
fund  families  that  appear  repeatedly 
on  the  Best  Buy  listings,  such  as  Fidel- 
ity, T.  Rowe  Price,  Scudder  and  Van- 
guard, cheers.  M 
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Franklin  Global  Government  Income  Fund 


Diversify  Globally* 


For  today's  investors,  global  markets  repre- 
sent significant  financial  opportunities.  The 
Franklin  Global  Government  Income  Fund 
invests  primarily  in  government  fixed-income 
securities,  issued  worldwide. 

The  fund's  primary  objectives  are: 

♦  High  Current  Income 

♦  Capital  Preservation 

Many  foreign  government  bonds  offer 
substantially  higher  yields  than  those  available  in 
the  United  States.  This  globally  diversified 
Franklin  fund  attempts  to  take  advantage  of  the 
values  offered  by  those  bonds.'1' 

You  can  start  with  an  investment  of  just 
$100  and  make  subsequent  investments  of  $25  or 
more. 

Call  your  investment  representative  or 
Franklin  today  for  more  information. 


fFund  share  prices  and  returns  will  fluctuate  with  market  conditions,  currencies,  and  the  economic 
and  political  climates  where  investments  are  made. 
Franklin /Templeton  Distributors,  Inc. 


Call  1-800- 
342-FUND 
Ext.  F390 

Franklin  Funds 

777  Mariners  Island  Boulevard 
San  Mateo,  CA  94404-1585 

^e^/ I  would  like  a  free  prospectus 
containing  more  complete  information  on  the 
Franklin  Clobal  Government  Income  Fund, 
including  charges  and  expenses.  I  will  read  it 
carefully  before  I  invest  or  send  money. 

□  I  am  currently  a  Franklin  shareholder. 

Name 

Address 

City 

State/Zip 
Daytime  Phone 


F  R  A  Nl  K<  L  I  Nj 

i  i 


A  Member  of  the  $113  Billion  Franklin /Templeton  Group 


SURVEY 


Talkabout virtuosity.  Robert  Rodriguez  runsoneofthe  best 
stock  funds  around  and  one  of  the  best  bond  funds,  too. 

Switch-hitter 


By  Jason  Zweig 


In  its  long  history  baseball  has  had 
only  a  few  sluggers,  like  Mickey  Man- 
tle, able  to  crush  the  ball  from  both 
sides  of  the  plate.  Money  managers 
who  can  do  well  running  pools  of 
both  stocks  and  bonds  are  just  as  rare. 
There's  Albert  Nicholas  of  the  Nicho- 
las funds  and  Samuel  Stewart  of  the 
Wasatch  funds.  And  there's  Robert 
Rodriguez. 

For  the  ten  years  ended  June  30, 
Rodriguez's  fpa  Capital,  a  small-com- 
pany stock  fund  with  $169  million  in 
assets,  returned  a  compound  annual 
average  of  17.7%,  beating  95%  of  all 
stock  funds.  Over  the  same  period  his 
fpa  New  Income,  a  bond  fund  with 
$120  million  in  assets,  returned 
12.8%  compounded,  outperforming 
93%  of  all  taxable  bond  funds. 

What's  Rodriguez's  secret?  "I  care 


Robert  Rodriguez  of  the  FPA  funds 
Winning  by  not  losing. 


less  about  gaining  than  I  do  about  not 
losing,"  responds  Rodriguez.  Cau- 
tion is  in  his  bones.  His  grandparents' 
extensive  land  holdings  in  Mexico 
were  expropriated  by  revolutionaries 
in  1916;  Rodriguez's  father  made  his 
living  in  Los  Angeles  as  an  electro- 
plater.  From  his  family's  experience 
lie  knows  what  it's  like  to  lose  every- 
thing. He  knows  that  when  that  hap- 
pens it's  not  easy  to  get  started  again. 

Rodriguez,  45,  a  graduate  of  the 
University  of  Southern  California 
business  school,  works  at  First  Pacific 
Advisors  in  Los  Angeles,  an  institu- 
tional firm  that  manages  $3.7  billion. 
He  trained  under  the  legendary 
George  Michaelis,  nowFPA's  boss.  He 


and  Michaelis  had  this  in  common:  Al 
Rodriguez's  family  were  refugees,  sq 
were  Michaelis';  they  fled  Europd 
ahead  of  the  Nazis  in  1940.  A  kceii 
awareness  of  the  difficulty  of  recoup^ 
ing  lost  fortune  helps  keep  Rodriguez 
from  getting  too  greedy — a  failing  o| 
many  successful  money  runners. 

Late  last  year,  when  most  bond 
people  were  fully  invested,  holding  on 
for  the  last  dollar  in  a  long  bull  mar 
ket,  Rodriguez  cut  way  back,  letting 
cash  mushroom  to  36%  of  New  In] 
come.  As  a  result  his  fund  is  up  1 .4% 
this  year,  where  the  typical  bond  fund 
is  down  3.6%.  He's  buying  again— 
but  cautiously.  Cash,  including  short 
term  Treasurys,  is  down  to  16%. 

In  fpa  New  Income,  Rodriguez 
rarely  goes  for  maximum  yield;  too 
risky.  He  generally  keeps  a  bedrock 
base  of  short-  to  medium -term  Trea 
surys,  sweetening  the  yield  with  such 
oddities  as  mobile  home  debt  backed! 
by  the  Government  National  Mort 
gage  Association,  military  loans  to 
Israel  and  Turkey  guaranteed  by  the 
U.S.  Treasury  and  convertible  bonds 
that  are  so  much  out  of  the  money 
that  the  conversion  privilege  carries 
no  premium. 

In  stocks  fpa  Capital  targets  small! 
companies  (average  market  value, 
$880  million)  at  low  multiples  of 
earnings  (12  times  on  average)  and 
book  value  ( 1 .9  times).  Debt  averages 
just  23%  of  total  capital  at  his  compa- 
nies, half  the  market  level. 

Often,  Rodriguez  finds  bonds  and 
stocks  in  the  same  place.  In  1988,  for 
example,  he  began  buying  the  8V2S  of 
1998  issued  by  Diagnostic/Retrieval 
Systems,  a  supplier  of  equipment  for 
antisubmarine  warfare.  At  an  average 
cost  of  78,  this  way-out-of-the-mon- 
ey  convert  gave  him  a  12.9%  yield  to 
maturity.  Recent  price,  98.  Then,  a 
month  later,  he  started  buying  the 
common  stock,  too,  at  around  7;  his 
average  price  is  around  4.  Recent 
price,  4V2. 

He  has  an  eye  for  value.  In  1987 
word  got  around  that  Green  Tree 
Financial  was  in  deep  trouble  on  its 
portfolio  of  mobile  home  mortgages. 
Actually  the  portfolio  was  better  than 
it  looked,  and  there  was  something 
else:  Rodriguez  noticed  that  mobile- 
home  owners  who  did  not  default 
seldom  prepaid  their  mortgages.  In  a 
stronger  economy,  he  figured,  such 
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"Why  Gulfstream? 
Because  not  every  airport 
is  at  sea  level  with 
no  obstacles,  clear  skies 
and  a  60°f  temperature." 


Karl  H/mft 

Chief  Pilot,  Wayfarer  Ketch 


Karl  Hanft  has  been  flying  for 
L  over  thirty  years.  Gulfstream 
since  1978.  There's  not  much  he 
hasn't  had  to  face. 

"Operating  conditions,  like 
destinations,  can  be  all  over  the 
map.  You  can  never  be  absolutely 
certain  what's  waiting  for  you.  A 
Gulfstream  simply  gives  me  more 
options  when  I  need  them. 

"Performance.  Incredible  reliability. 
Responsiveness.  You  got  a  whole 
lot  of  airplane  in  a  Gulfstream'.' 

For  35  years,  Gulfstream  has 
concentrated  on  only  one  thing: 
building  the  finest,  most  reliable 
business  aircraft  in  the  world. 
We've  received  a  lot  of  compli- 
ments. None  makes  us  prouder 
than  being  called  "a  pilot's  airplane!' 

Contact:  Bill  Boisture,  Executive  VP 
(912)  965-5555  Fax  (912)  965-3084 


Less 


Setting  the  Standards 
Others  Follow. 


SURVEY 


Cashing  in  shares  of  long-held 

mutual  funds  at  a  handsome  profit 

can  be  pleasurable.  But  wait  until 

you  have  to  figure  out  how  much  tax  you  owe. 


Day  of  reckoning 


By  Michael  Schuman 


3 


loans  would  remain  outstanding 
longer,  making  them  more  attractive 
than  other  mortgages  if  interest  rates 
tell  and  homeowners  prepaid.  So  he 
hought  Green  Tree  stock  heavily,  as 
well  as  GNMA  mobile  home  paper, 
getting  yields  at  least  a  percentage 
point  higher  than  usual  for  Ginnie 
Maes.  The  Green  Tree  stock  has  risen 
fifteenfold;  even  though  Rodriguez 
has  realized  some  profits  it  remains 
11%  of  FPA  Capital's  assets.  Ginnie 
Mae  mobile  home  paper  is  19%  of  the 
New  Income  fund. 

These  days,  Rodriguez's  favorite 
bonds  are  very  short  Treasurys  (2 -year 
and  under)  and  15 -year  zero  coupon 
Treasurys.  "There's  not  much  value 
in  the  intermediates,"  he  says,  believ- 
ing that  as  the  yield  curve  flattens, 
there  will  be  more  downward  pres- 
sure on  long  rates  than  on  intermedi- 
ate ones. 

Which  stocks  does  he  like?  Mostly 
stuff  most  people  never  heard  of.  He 
likes  to  joke:  "If  I  weren't  in  this 
business,  I'd  be  running  a  junkyard." 
But  there's  nothing  junky  about 
Countrywide  Credit,  the  giant  mort- 
gage lender  selling  at  8  times  trailing 
earnings  ("great  contracyclical  man- 
agement that  reminds  me  of  Green 
Tree  a  few  years  ago");  Marshall  In- 
dustries, the  fifth-largest  electronics 
distributor,  at  12  times  earnings  ("a 
poor  man's  way  to  play  technology 
without  excess  risk");  and  Quick  & 
Reilly,  the  cost-conscious  discount 
stockbroker,  at  7  times  earnings 
("just  too  damn  cheap,  even  in  this 
risky  a  market"). 

fpa's  annual  expenses  are  reason- 
able: 0.75%  of  assets  at  New  Income, 
1 .03%  at  Capital.  Portfolio  turnover  is 
low:  about  25%  annually  at  New  In- 
come, 16%  at  Capital. 

If  you  want  to  invest  with  Rodri- 
guez, there's  only  one  drawback:  sales 
loads  of  up  to  6.5%  on  Capital  and 
4.5%  on  New  Income.  If  that  keeps 
some  investors  away,  Rodriguez 
doesn't  much  care.  He  almost  prefers 
it  that  way.  It  helps  keep  the  funds 
relatively  small  and  nimble.  He  is 
quick  to  point  out  that  many  of  his 
plays  are  in  capitalizations  too  small 
for  the  big  players  to  bother  with.  The 
loads  begin  falling  on  investments 
over  SI 0,000  and  are  waived  for  large 
40I(k)  plans  and  clients  of  some  fi- 
nancial planners.  %N 


Keep  proper  tax  records!  That  sim- 
ple bit  of  advice  is  not  so  simple  for 
mutual  fund  investors.  A  gaping  hole 
exists  between  the  documentation 
that  investors  need  for  tax  planning 
and  what  most  funds  provide. 

The  trouble  starts  when  you  cash  in 
your  shares.  What  do  you  say  to  the 
irs?  If,  like  many  people,  you  use 
automatic  dividend  reinvestment,  ev- 
ery time  the  fund  declares  a  dividend, 
no  matter  how  small,  you're  buying 
additional  shares  at  another  net  asset 
value.  So  you  have  as  many  different 
cost  bases  as  you  had  dividends.  If 
you've  held  a  bond  fund  for  ten  years, 
that  could  mean  more  than  120  rein- 


vestments and  that  many  different 
prices.  Then  you  may  have  made  lump 
sum  investments  at  more  than  one 
time.  If  you  redeemed  some  shares  in  • 
an  earlier  year,  your  basis  would  be 
adjusted  downward  to  take  out  the 
cost  of  those  shares. 

All  very  convenient,  this  automatic 
reinvesting— and  the  check  writing 
privilege  some  funds  grant.  Conve- 
nient until  you  sell.  Or  until  you  write 
a  check,  which  forces  a  partial  sale. 

If  you  are  liquidating  the  account  in 
its  entirety,  the  accounting  is  fairly 
straightforward,  if  time-consuming. 
You  take  your  original  investment, 
add  in  all  dividends  that  were  reinvest- 
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With  130  years  in  the  insurance  business, 
we  know  about  lasting  relationships. 


Anyone  in  a  long-term  relation- 
ship knows  what  it  takes  to  help  it 
flourish  and  grow.  Trust.  Patience. 
Understanding.  The  Travelers' 
commitment  to  these  values  is  how 
we  protect  our  customers  and  help 
them  prosper. 

Through  our  investment  and 
pension  services,  we  can  help  you 
plan  for  the  financial  security  of 
your  company  and  your  employees. 
We  offer  a  broad  range  of  corporate 
investment  options  including 
Guaranteed  Separate  Accounts 
and  Guaranteed  Interest  Contracts. 
And,  as  always,  your  investment 
is  tailored  to  meet  your  company's 
specific  requirements. 

In  addition,  we'll  help  you 
prepare  for  your  own  retirement 
with  the  same  Tax  Sheltered 
Annuity  plans  we  provide  for 
millions  of  workers,  retirees  and 
their  families.  And  we  protect  these 
important  investments  with  over 
$10  billion  in  annuity  reserves. 


1994  The  Travelers  Insurance  Company  and  its  Affiliates,  Hartford,  CT  06183. 


Over  the  years,  millions  of 
people  have  invested  their  future 
under  America's  umbrella.  And 
in  doing  so,  gained  the  security  to 
reflect  on  the  past. 


IheTravelersT 

Insurance  Companies 


to  and  subtract  the  basis  of  any  past 
r<  demptions.  This  will  require  you  or 
ccountant  to  riffle  endlessly 
through  old  records.  Your  records 
don't  go  far  enough  back?  Tough. 
You  will  then  have  to  ask  the  fund  to 
dig  out  the  information  for  you.  This 
will  take  time. 

"The  whole  process  could  take 
weeks,"  complains  Alexandra  North, 
a  CPA  at  Maryanov  Madsen  Gordon  & 
Campbell,  an  accounting  firm  in  Palm 
Springs,  ( lalif.  "Then  add  $100  or  so 
an  hour  for  an.  accountant,  that  means 
a  lot  of  money." 

You're  not  finished  yet.  The  hold- 
ing period  for  long-term  capital  gains 
is  one  year.  This  means  that  in  figur- 
ing tax  liability  you  must  separate  out 
any  shares  you  bought  with  dividends 
in  the  past  year.  Any  gain  on  these  is  a 
short-term  capital  gain,  which  is  tax- 
able at  a  higher  top  rate. 

If  you  arc  liquidating  only  part  of 
the  fund,  the  accounting  gets  trickier. 
You  have  choices  to  make.  "You  can 
get  a  capital  gain,  a  loss  or  a  breakeven 
on  the  same  mutual  fund  sale  depend- 
ing on  what  cost-basis  method  you 
use,1''  says  Thomas  Stephens,  a  CPA 
and  financial  planner  in  Athens,  Ga. 

One  choice  is  the  average  cost 
method.  Add  up  all  your  purchases 
and  divide  by  the  number  of  shares 
you  now  own  to  get  an  average  cost 
per  share.  Treat  the  partial  sale  as  if 
every  share  sold  were  bought  at  that 
price.  As  for  your  holding  period,  you 
have  to  assume  that  you  are  selling  the 
oldest  shares  first — which  works  to 
the  advantage  of  high-bracket  taxpay- 
ers reporting  a  capital  gain.  You  want 
that  gain  to  be  a  long-term  gain,  taxed 
at  a  maximum  28%. 

You  can  minimize  your  taxes  with 
another  method,  in  which  you  specify 
to  the  fund  operator  (in  advance  of 
the  redemption  )  which  shares  you  are 
selling.  For  most  people,  the  ones  to 
specify  are  the  ones  that  cost  the  most. 
That  will  minimize  your  capital  gain 
or,  if  you  are  under  water,  maximize 
your  deductible  loss. 

Bear  in  mind  that  minimizing  your 
taxes  today  will  ordinarily  increase 
them  in  the  future.  That's  because 
you  will  leave  behind  the  lower-cost 
shares'  in  your  account.  Still,  a  tax 
deferred  is  usually  a  tax  diminished — 
it's  like  an  interest-free  loan  from  the 
government. 


If  you  use  the  specific-shares  meth 
"od,  be  meticulous.  The  IRS  takes  this 
little  ritual  very  seriously.  A  photo 
copy  of  a  redemption  letter  you  sent 
to  the  fund  operator,  spelling  out 
which  shares  are  to  be  redeemed, 
might  suffice.  Better  still  would  be 
some  confirmation  ticket  from  the 
fund  witnessing  that  it  searched 
through  its  coffers,  finding  just  the 
right  shares  to  sell. 

In  helping  shareholders  deal  with 
tax  problems,  some  fund  groups  are 
better  than  others.  We  surveyed  21 
fund  groups  and  brokers  to  assess 
their  tax  service.  Among  the  best:  IDS 
and  Putnam,  which  bend  over  back 
wards  to  reconstruct  basis  calcula- 
tions. Among  the  least  helpful  for 
cost-basis  information:  Benham  and 


Getting  a  fund's  records  "could 
take  weeks/'  complains  CPA 
Alexandra  North.  "Then  add  $100 
or  so  an  hour  for  an  accountant. 
That  means  a  lot  of  money." 

Twentieth  Century. 

Since  1972  ids  has  been  calculating 
average  cost  for  any  account  in  which 
there  was  a  sale,  no  matter  how  old, 
and  reporting  it  to  all  clients  with 
active  accounts.  Starting  last  year,  it 
began  supplying  such  information 
whether  or  not  there  was  a  sale.  This  is 
a  superior  service:  If  they  supply  any 
information  at  all,  most  other  fund 
groups  supply  it  only  when  you  sell, 
and  only  for  purchases  made  after  the 
mid-1980s. 

Putnam  goes  one  better.  It  can 
calculate  cost  on  a  redemption  in  any 
of  four  different  ways.  However,  this 
deluxe  accounting  is  available  only  on 
accounts  opened  after  1984. 

Dreyfus  is  helpful  to  customers 
who  want  to  use  the  specified-shares 
method  for  partial  redemptions.  This 
family  confirms  in  writing  w  hich  spe- 


cific shares  were  sold — irrefutable 
proof  for  the  IRS.  Janus,  T.  Rowe 
Price,  Scudder,  Fidelity  and  Benham 
are  almost  as  good.  They  return  a 
copy  of  your  letter  with  confirmation 
that  the  order  was  received. 

If  you  have  accounts  at  many  fund 
families,  you  might  want  to  consoli- 
date as  many  as  you  can  at  Charles 
Schwab  &  Co.  For  a  $20  annual  fee 
Schwab  will  provide  a  quarterly  ac- 
count ledger  that  lists  each  lot  of 
shares  you  purchased  in  mutual  funds 
(and  stocks),  with  the  date,  the  cost 
and  any  capital  gain  or  loss. 

The  Schwab  information  covers 
both  shares  redeemed  and  those  you 
still  own  for  accounts  opened  past 
1991.  Schwab  will  incorporate  infor- 
mation on  older  transactions  if  you 
provide  it.  It  also  provides  customers 
with  information  that  makes  it  easier 
to  choose  among  several  accounting 
methods:  first-in-first-out,  last-in- 
first-out,  average  cost,  highest  cost 
and  lowest  cost.  You  can  use  this 
ledger  both  to  decide  what  to  sell  and 
to  calculate  gains  once  you  have  sold. 
A.G.  Edwards  provides  similar  infor- 
mation for  its  wealthy  clients. 

Nathan  &  Lewis  Securities,  a  New  j 
York  City  brokerage  firm  that  pro- 
vides a  back  office  to  650  brokers  and 
financial  planners,  provides  similar  tax 
reporting  that  will  help  you  figure  out  I 
the  best  tax  strategy  before  you  put  in 
a  redemption  order. 

T.  Rowe  Price  and  SteinRoe  arc 
helpful  in  tax  planning.  They  auto- 
matically send  information  on  capital 
gains  distributions  before  the  end  of 
the  calendar  year.  T.  Rowe  sends  an 
estimated  year-to-date  figure,  Stein- 
Roe  a  projected  total  for  the  year. 
Having  an  advance  estimate  of  your 
capital  gains  liability  can  help  you 
make  other  decisions  to  compensate. 

Tax  considerations  may  be  the  last 
thing  on  your  mind  when  you  buy  a 
mutual  fund,  but,  believe  us,  if  you 
ever  have  the  headache  of  document- 
ing long-ago  investments  for  the  IRS, 
you  will  change  your  mind.  Legisla- 
tion'is  pending  in  Congress  that 
would  require  fund  companies  to  give 
average  cost  information  to  their  cli- 
ents. In  the  meantime,  why  don't  the 
funds  get  together  and  come  up  with 
simple,  common  reporting  methods 
that  will  enable  investors  to  keep  track  - 
of  the  cost  basis  of  their  shares?  H 
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This  Is  What  Happens 
When  Engineering  Has  Lunch 
With  Accounting. 


Lease  The  Lincoln  Mark  VIII, 
America's  Best-Selling  Luxury  Coupe: 


*399 

Per  Month,  24-Month  Lease 


STANDARD  FEATURES 

•  4.6-liter  32-valve 
Four-Cam  V-8  engine 

•  Sequential  multi-port 
electronic  fuel  injection 

•  Dual  air  bags" 

•  Four-wheel  disc  anti-lock 
brakes 

•  Anti-theft  alarm 

•  Dual  Autoglide  front  seats 

•  Six-way  power  driver  and  passenger  seats  with  power  rediner  and 
lumbar  support 

•  Electronic  four-speed  automatic  overdrive  transmission 

•  CFC-free  electronic  automatic  climate  control 
For  more  information,  call  1  800  255-5433. 


Monehly  Payment  

 $399 

$2,550 

 $400 

 $3,349" 

LINCOLN 

W  hat    A    Luxury    Car    Should  Be 


"Based  on  total  sales  MY  I'D  through  5/31/94.  "Always  wear  your  safety  belt.  'Lease  payment  based  on  '94  Mark  VIII  MSRP  of  $38,675  excluding 
tax  and  title  with  an  average  capitalized  cost  of  90.22%  of  MSRP  for  24-month  closed-end  Ford  Credit  Red  Carpet  Leases  purchased  in  the  U.S. 
through  6/30/94.  Some  payments  higher,  some  lower.  See  dealer  for  payment  and  terms.  Payments  may  be  higher  in  AK,  CT,  KY,  MA,  MO,  NC, 
Rl,  TX  &  WV.  For  special  lease  terms,  take  new  retail  delivery  from  dealer  stock  by  9/28/94.  Lessee  may  have  option  to  buy  vehicle  at  lease  end  at 
a  price  negotiated  with  the  dealer  at  signing.  Lessee  is  responsible  for  excess  wear/tear  and  $.11  per  mile  over  30,000  miles.  Credit  approval/insura- 
bility determined  by  Ford  Credit.  Total  of  monthly  payments  is  $9,576.  "Excludes  tax,  title  and  other  fees.  Optional  wheels  shown  not  included  in 
price.  '"For  $1,000  RCL  cash,  take  new  retail  delivery  from  dealer  stock  by  9/28/94. 
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'Today,  no  intelligent  investor  can  afford  to  ignore 


Vanguard  iNTRdi 

Way! 
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Building  Assets  By  Deferring  Taxes 


$60,000 


$50,000 


$40,000 


$30,000 


$20,000 


$10,000 


$37,640- 


Portfollo  A 

Capital  Gains 
Realized 
Annually 

For  20  Years 


utual  fund  inves- 
tors are  increas- 
ingly aware  of  the 
impact  of  income  taxes  on 
their  equity  investments. 
These  investors,  especially 
in  the  higher  tax  brackets, 
are  seeing  how  taxes  sig- 
nificantly reduce  returns 
on  dividend  income  and 
capital  gains.  For  reveal- 
ing examples  of  taxes  at 
work,  see  the  chart  at  right. 

In  response  to  this 
compelling  problem  of 
mutual  fund  investing,  we 
are  introducing  Vanguard 
Tax-Managed  Fund,  a 
series  of  no-load  Portfolios 
designed  to  give  you  more 
after-tax  returns  on  the 
bottom  line.  The  new  Fund 
combines  three  practical 
tactics  to  reduce  taxable  capital  gains 
distributions: 


Minimizing  Portfolio  Turnover.  An  index-oriented 
investment  approach  emphasizes  low  portfolio  trad- 
ing activity  as  a  means  to  closely  track  the  target 
index.  Keeping  portfolio  turnover  low  helps  defer  the 

realization  of  capital  gains* 

Using  A  Disciplined  Sell-Selection  Strategy.  When 

Portfolios  must  sell  specific  stocks  or 
w  ith  the  highest  original  cost  will  be 


$54,142 


$44,324 


Portfolio  B 

Capital  Gains 
Deferred 
And  Shares  Sold 
After  20  Years 


Portfolio  C 

Capital  Gains 
Deferred  And 
Shares  Inherited 
After  20  Years 


I? 


Consider  these  three  hypothetical  Portfolios,  each  with  a 
$10,000  initial  investment.  Assume  that  the  Portfolios  have 
identical  pretax  annual  total  returns  of  10%  (3%  income; 
7%  capital  gains).  Compared  to  Portfolio  A, 
Portfolio  B  generates  an  extra  $6,684  by  deferring  its 
capital  gains  over  20  years.  Portfolio  C  is  inherited  as  part 
of  an  estate  and  has  no  capital  gains  tax  liability. 
Lucky  heirs!  (For  all  three  Portfolios,  dividend  income 
is  assumed  to  be  taxed  annually  at  the  current 
maximum  marginal  income  tax  rate  of  39.6%,  and  realized 
capital  gains  at  the  maximum  rate  of  28%.) 


sold  first.  Going  one  ste^e1 
further,  the  Portfolios  wi 
when  prudent,  sell  secui 
ties  to  realize  losses  whi 
will  be  used  to  offset  rea^ 
ized  gains.  The  objective 
lower  capital  gains 
distributions. 

Encouraging  Long-Term 
Investing.  The  Portfolios  l 
have  a  redemption  fee 
on  shares  redeemed  af  te 
being  held  for  less  than 
one  year,  or  1%  on  shares 
held  for  more  than  one  y« 
but  less  than  five  years. 
The  redemption  fee  is 
intended  to  discourage 
short-term  trading  activ 
ity,  which  could  force  the 
Portfolio  to  realize  capit 
gains.  The  fee  is  paid 
directly  to  the  Fund  to  he 
defray  transaction  costs. 

Further,  two  of  the  Portfolios  seek  to  minimize 
taxable  dividend  distributions  by  emphasizing  lc 
yielding  stocks. 


Three  Low-Cost  Portfolios 
Combat  High  Taxes 

Vanguard  Tax-Managed  Fund's  Portfolios,  thanks 
to  their  index  orientation,  are  expected  to  have 
expense  ratios  of  just  0.20%,  well  below  the  average 
of  1.38%  for  all  equity  mutual  funds.** 


01 


in 
ft 
it 

: 

po 

e! 

I 


met  of  taxes  on  dividend  income  and  capital  gains" 


John  C.  Bogle 
Chairman  of  the  Board 
The  Vanguard  Group 


ces  A  Less  Taxing 

WEST. 


e  Growth  and  Income  Portfolio  attempts  to  provide 
awth  of  capital  and  moderate  current  income, 
ing  the  Standard  &  Poor's  500  Composite  Stock 
ice  Index  as  its  benchmark. 

e  Capital  Appreciation  Portfolio  seeks  to  provide 
owth  of  capital  by  investing  in  a  sample  of  stocks 
>m  the  Russell  1000  Index  of  large  and  medium 
pitalization  stocks.  To  minimize  taxable  dividend 
>tributions,  the  Portfolio  emphasizes  stocks  with 
v  dividend  yields. 

e  Balanced  Portfolio  aims  to  provide  a  combination 
reasonable  current  tax-exempt  income,  and  long- 
•m  capital  growth.  About  50%  of  the  Portfolio's  net 
sets  will  be  invested  in  intermediate-term  munici- 
1  bonds  to  provide  tax-free  income.  The  remaining 
%  of  net  assets  will  be  invested  in  a  sample  of  the 
>cks  from  the  Russell  1000,  emphasizing  those  with 
v  dividend  yields. 

inguard  Tax-Managed  Fund 
Intended  For  Investors  With 
>ng-Range  Plans 

ie  Fund  is  designed  for  those  with  an  investment 
rizon  of  five  years  or  more.  It  may  be  particularly 
ractive  for  estate  planning. .  .building  assets  for 
irement  outside  of  a  tax-advantaged  retirement 
in . . .  meeting  future  college  expenses . . .  contrib- 
ng  to  a  child's  custodial  account ...  or  earmarking 
iortion  of  assets  for  potential  long-term  growth. 

jfore  You  Invest,  Please  Note 

Vanguard  Tax-Managed  Fund  is  an  inappropriate 
vestment  for  IR  As  and  other  tax-deferred 


retirement  plans  in  which  earnings  are  already 
100%  tax-deferred. 

•  The  Portfolios  are  subject  to  stock  market  risk  and 
in  the  case  of  the  Balanced  Portfolio,  bond  market 
risk.  These  risks  are  described  in  detail  in  the 
Fund's  prospectus. 

•  A  subscription  period  for  the  new  Vanguard  Tax- 
Managed  Fund  began  on  July  25, 1994,  and  will  end 
on  September  6, 1994.  During  this  period,  share- 
holders' assets  will  be  invested  in  money  market 
instruments. 

•  The  Fund's  minimum  initial  investment  is  $10,000 
per  Portfolio. 

Call  1-800-962-5051 

For  Your  Free  Information  Kit 

The  Kit  contains  a  Vanguard  Tax-Managed  Fund  prospectus  with  more  com- 
plete information  on  distribution  charges  and  other  expenses.  Please  read 
it  carefully  before  investing  or  sending  money 

The  Portfolios  of  Vanguard  Tax-Managed  Fund  are  neither  sponsored  by  nor 
affiliated  with  Standard  &  Poor's  Corporation  or  the  Frank  Russell  Company 
*The  Portfolios  may  realize  taxable  gains  from  time  to  time,  and  sharehold- 
ers may  be  required  to  pay  taxes  on  any  capital  gains  realized. 
**Lipper  Analytical  Services,  Inc. 
©  Vanguard  Marketing  Corp.,  Distributor 


TH^VanquardGROUP 

^^OF  INVESTMENT  COMPANIES 


SURVEY 


When  a  big  outfit  introduces  a  new  fund,  it's  usually 

a  big  winner  for  a  year  or  two.  Here's  how 

you  can  make  the  incubator  phenomenon  work  for  you. 


Blastoff 


By  James  M.  Clash 

For  years  Forres  has  advised  buying 
funds  based  not  on  a  spectacular 
year's  performance  but  rather  after 
they  have  proven  their  mettle  in  good 
markets  and  bad. 

For  those  who  like  fast  results,  here 
is  an  alternative  strategy:  Buy  a  brand- 
new  fund,  hold  it  for  a  year  or  two, 
then  sell.  Repeat  until  rich. 

It's  called  the  incubator  phenome- 
non. Large  fund  outfits  have  good 
reason  to  pass  along  the  best  ideas, 
especially  in  small  stocks,  to  their 
infant  funds.  The  new  funds  have 
small  assets  and  a  big  need  for  impres- 
sive performance.  A  winning  stock 
trade  that  is  small  in  dollars  can  be  big 
in  percentages  at  a  tiny  fund. 

Certainly  Janus  Mercury,  in  the 
$16.6  billion  Janus  fund  family,  came 
flying  out  of  the  box;  from  its  May 


1993  launch  through  this  June  30,  it 
returned  16.2%,  16  points  better  than 
the  market.  Montgomery  Growth,  a 
new  member  of  the  $1.4  billion 
Montgomery  group,  returned  28% 
between  its  Sept.  1993  launch  and 
this  June,  while  the  market  was  off  3%. 

An  incubator  phenomenon  makes 
a  distinct  pattern  at  Fidelity  Invest- 
ments, the  largest  fund  sponsor. 
From  1988  to  mid- 1993  the  Boston 
behemoth  introduced  11  U.S.  stock 
funds,  not  counting  its  index  and 
Select  sector  funds.  An  investor  who 
bought  each  of  the  1 1 ,  then  sold  after 
a  year,  would  have  beaten  the  S&P  500 
by  an  impressive  9.3  percentage 
points  on  average  (see  table,  p.  157). 
Nine  of  the  11  had  double-digit  re- 
turns the  first  year;  2  fell  slightly. 

Go  back  to  1983  at  Fidelity,  and 


the  first-year  results  are  only  a  bit 
lower:  22  diversified  U.S.  equity 
funds  averaged  Year  One  returns  6.5 
points  ahead  of  the  market. 

How  did  this  happen?  For  one 
thing,  Fidelity's  timing  was  good.  Fi- 
delity otc  came  out  at  the  end  of 
1984,  when  small  stocks  were  out  of 
favor,  and  began  1985  with  just  $2.1 
million  in  assets.  That  year  the  over- 
the-counter  market  rose  32%,  and  the 
fund  returned  69%.  In  other  words, 
the  fund  was  in  the  right  place  at  the 
right  time — and  beat  its  market  any- 
how. At  the  end  of  1990,  a  year  when 
small  stocks  lost  14%,  out  came  Fideli- 
ty Emerging  Growth;  it  shot  up  67% 
the  next  year,  a  strong  showing  even 
in  a  hot  period  for  small  stocks. 

Another  explanation:  superior 
stock  picking  by  Fidelity's  202  do- 
mestic analysts  and  portfolio  manag- 
ers, who  scour  the  markets  for  the  best 
deals.  And  they  deliver.  Fidelity's  av- 
erage performance  in  all  U.S.  diversi- 
fied equity  funds  over  the  past  five 
years  is  13.1%  a  year,  2.7  points  ahead 
of  the  s&P  500  index. 

Still,  do  good  market  timing  and 
superior  stock  picking  explain  all  the 
superior  performance  of  Fidelity's 
fledglings?  Perhaps  not.  Fidelity  de- 
nies giving  new  funds  any  special  nur- 
turing, but  no  law  prevents  an  analyst 
from  passing  along  his  cleverest  ideas 
to  the  newest  funds.  Nor  is  there  any 
question  that  such  a  huge  firm  has  the 
clout  to  get  underwriters  to  treat  it 
well  when  hot  new  issues  are  allocat- 
ed. Retail  investors  would  have  a  hard 
time  getting  in  on  an  oversubscribed 
new  issue.  But  Fidelity,  controlling 
hundreds  of  billions  of  dollars  a  year 
in  trades,  can  ask  for  a  big  helping. 

Fidelity's  latest  funds  are  more  apt 
to  buy  new  issues  than  its  older  funds 
are,  says  Eric  Kobren,  executive  editor 
of  Fidelity  Insijjbt,  a  Wellesley,  Mass.- 
based  newsletter.  Are  the  new  funds 
particularly  likely  to  get  large  servings 
of  hot  new  issues?  William  Hayes, 
who  oversees  Fidelity's  equity  funds, 
says  Fidelity  simply  allocates  new  is- 
sues by  the  size  of  each  fund,  and  each 
manager  decides  independently 
whether  to  buy.  If  the  large,  estab- 
lished funds  pass  up  their  share  of  a 
good  one,  that  leaves  more  for  the 
infant  funds — but  Hayes  says  there's 
no  conscious  plan  to  do  that. 

A  portfolio  manager  at  another  big 
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Deciding  on  the  right 
investment  mix 
doesn't  get    — /'  ? 
much  easier 
than  this. 

Introducing  the  T.  Rowe  Price 
Personal  Strategy  Planner. 

Developing  a  sound  investment 
strategy  is  an  important  step  to 
achieving  greater  financial  secu- 
rity. Determining  the  right  plan, 
however,  can  be  a  challenging 
task.  That's  why  T.  Rowe  Price 
now  offers  a  free,  step-by-step 
guide  that  helps  you: 

•  Clearly  define  your  personal  financial  goals 

•  Establish  the  length  of  time  you  intend  to  invest 

•  Determine  your  risk  "comfort  zone" 

•  Select  the  diversified  investment  mix  that's  right  for  you 

The  new  Personal  Strategy  Funds  make  it  easy  to  implement  your  plan. 

Each  of  our  new  no-load  funds  integrates  three  types  of  assets  —  stocks,  bonds,  and  money 
market  securities  —  into  a  single,  diversified  investment  designed  to  help  achieve  your 
specific  goals.  Whether  your  plan  calls  for  income,  growth,  or  a  balanced  approach,  you'll 
find  a  Personal  Strategy  Fund  to  help  meet  your  needs.  Of  course,  you'll  also  gain  the 
confidence  of  investing  through  one  of  the  oldest  and  most  experienced  mutual  fund  firms 
in  the  U.S.,  currently  managing  more  than  $50  billion  in  assets.  So  call  today  for  your  free 
Personal  Strategy  Planner  from  T.  Rowe  Price.  As  with  any  mutual  fund,  there  will  be 
short-term  price  fluctuations. 


Call  24  hours  for  your  free  planner. 
1-800-541-6618 


Invest  With  Confidence 

T.RoweRiee 


Request  a  prospectus  with  more  complete  information,  including  management  fees  and  other  charges  and  expenses.  Read  it  carefully  before  you  invest  or  send  money, 
r.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  PSC023275 


The  folks  at  The  Guardian  Life  Insurance  Company  may  not  have  walked 
seventeen  miles  through  a  blizzard  to  get  to  school,  but  nobody  gets  higher  marks 
for  financial  strength.  Not  even  dear  ol'  dad. 

Moody's  gave  them  an  Aaa.  Standard  &  Poors  and  Duff  &  Phelps  rated  them  AAA. 
A.M.  Best  awarded  them  an  A++.  And  to  top  it  off,  for  the  fourth  consecutive  year, 
FORTUNE"  magazine  recognized  The  Guardian  as  the  Number  One  insurance  company 
of  the  50  largest  in  America  based  on  net  income  as  a  percent  of  assets. 

Listen,  The  Guardian's  been  around  longer  than  your  dad's  dad.  Give  them  a  call  and  find  out  why 
they'll  be  here  for  your  kid's  kid's  kid.  And  learn  why  they're  the  intelligent,  financially  strong  choice  for 
Life  Insurance,  Group  Insurance,  Reinsurance,  Disability  Income  Protection,  or  Equity  Products.* 

Call  1-800-662-1006  now  and  you'll  really  look  smart  to  your  family. 

The  Guardian0 

The  Intelligent  Choice" 

Since  1860 


FUND  SUHUEY 
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On  the  launching  pad 


Fidelity  fund 

Inception 

Total  return  

Fund 

date 

first  12  months* 

relative  to  market 

fund 

S&P  500 

(percentage  pts) 

Asset  Manager 

12/88 

15.3% 

31.7% 

1C  A 

-lb.4 

Asset  Manager  Growth 

12/91 

19.1 

7.6 

1  1  c 

11.5 

Asset  Manager  Income 

10/92 

14.0 

n  (1 

1.8 

Disciplined  Equity 

12/88 

36.4 

31.7 

A  1 

4  7 

uiviaenu  urowin 

15.5 

5.3 

1(1  ? 

IV.  L 

Emerging  Growth 

10  /OA 

67.1 

30.5 

oO.D 

Equity-Income  II 

8/90 

43.6 

26.9 

16.7 

Low-Priced  Stock 

12/89 

-0.1 

-3.1 

3.0 

New  Millennium 

12/92 

24.7 

10.1 

14.6 

Small  Cap  Stock 

6/93 

-1.2 

1.4 

-2.6 

Stock  Selector 

10/90 

55.4 

33.5 

21.9 

Average 

26.4 

17.1 

9.3 

*Assumes  investment  on  last  day  of  fund's  first  month  of  operation,  unless  fund  started  on  first  day. 
Sources:  Fidelity  Insight;  Forbes. 

Since  1988  nearly  all  of  Fidelity's  new  U.S.  diversified  stock  funds 
beat  the  market  in  their  first  year — often  by  spectacular  margins. 


fund  company — who  doesn't  want 
his  name  used — candidly  admits  that 
his  firm  stuffs  the  best  new  issues  into 
baby  funds  that  could  use  a  boost.  He 
insists  that  all  the  big  families  do  this. 
There's  no  rule  against  it. 

Another  factor  can  contribute  to 
strong  starts  for  new  funds  in  a  large 
family,  says  Kobren:  self-fulfilling 
price  gains.  Suppose  the  manager  of  a 
new  fund  turns  up  an  undercovered 
small  company  with  big  potential. 
After  buying  shares,  his  fund  catches 
on,  and  he  buys  more,  pushing  the 
price  higher.  Or,  managers  of  larger 
funds  who  work  down  the  hall  take 
notice  and  buy  for  their  funds. 

Hayes  dismisses  this  theory  of  first- 
year  returns,  too.  But  he  allows  that 
many  of  the  ideas  for  new  funds  tend 
to  come  from  research  analysts  who 
are  itching  to  graduate  to  portfolio 
managers.  "If  their  idea  pans  out  in 
testing,  they  get  to  run  with  it,"  he 
says.  "Since  they  came  up  with  the 
idea,  they  probably  understand  it  bet- 
ter and  are  more  passionate  than 
someone  else."  In  other  words,  the 
manager  of  a  brand-new  fund  is  apt  to 
be  hypermotivated. 

Whatever  the  reason  for  this  phe- 
nomenon, you  as  an  investor  might 
just  as  well  profit  from  it.  But  remem- 
ber: It  isn't  infallible.  Fidelity  Diversi- 
fied International,  introduced  at  the 
end  of  1991 ,  fell  1 3.8%  in  its  first  year. 


But  it  works  consistently  enough  to 
make  the  incubator  phenomenon 
worth  considering. 

The  best  way  to  play  it  would  be  to 
buy  as  many  of  the  new  funds  as 
possible — and  not  just  from  Fidelity. 
If  you  have  an  account  at  a  large  fund 
family,  keep  an  eye  out  for  announce- 
ments of  new  funds.  For  example,  a 
new  fund  focusing  on  export  firms, 
Export  Company  Fund,  is  in  the 
works  at  Fidelity;  T.  Rowe  Price  is 
introducing  its  Personal  Strategy 
Growth  Fund.  But  don't  try  this  with 
new  funds  that  carry  sales  loads  or 
redemption  fees.  The  costs  of  getting 
in  and  out,  over  time  periods  of  a  year 
or  two,  will  eat  up  any  advantage. 

There's  a  message  here,  too,  for 
people  who  don't  want  to  play  the 
incubator  phenomenon:  Don't  ac- 
cept first-year  performance  numbers 
as  predictors  of  future  performance. 
They  may  owe  as  much  to  the  incuba- 
tor phenomenon  as  to  timing  or  pick- 
ing skills.  More  generally,  be  wary  of 
any  terrific  performance  racked  up  on 
a  small  asset  base. 

If  you  are  a  serious  investor  looking 
for  long-term  value,  evaluate  funds 
over  several  market  cycles,  as  Forbes 
does  in  its  ratings.  Or,  if  the  fund  is 
fairly  new — say,  three  or  four  years 
old — segregate  the  first  year  from  the 
rest  and  judge  the  fund  only  on  the 
latter.  Hi 
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Smart  investors  have  diminished  expectations 
for  stocks  and  bonds  over  the  next  ten  years. 
They  look  for  the  kind  of  market  where  Wellesley 
Income's  conservative  style  will  come  in  handy. 

Nemesis  lurks 


By  Mary  Beth  Grover 

John  Ryan  and  Earl  McEvoy,  the 
comanagers  of  Vanguard/Wellesley 
Income  Fund,  ought  to  feel  like  coal 
miners  who  have  struck  gold.  Their 
balanced  fund,  invested  roughly  60% 
in  bonds,  40%  in  equities,  is  decidedly 
on  the  conservative  side,  but  that 
hasn't  stopped  Wellesley  from  doing 
brilliantly  in  this  bull  market.  Since 
1984  it  has  compounded  its  investors' 
money  at  an  annual  rate  of  13.7%, 
besting  its  competitors  by  over  one 
percentage  point.  This  year  the  fund, 
which  has  $6. 1  billion  in  assets,  makes 


its  debut  on  the  Forbes  Honor  Roll, 
where  balanced  funds  rarely  appear. 

But  if  you  expect  boasting  from 
Ryan  and  McEvoy,  you've  come  to 
the  wrong  people.  "It's  not  repeat- 
able,"  warns  Ryan.  "That  was  a  once- 
in-a-lifetime  market." 

That  it  was.  Lipper  Analytical  Ser- 
vices calculates  that  389  of 456  surviv- 
ing stock  funds,  or  85%  of  the  total, 

John  Ryan,  stock  manager 

of  Vanguard/Wellesley  Income 

The  '80s:  "once-in-a-lifetime  market." 


posted  double-digit  compound  an-l 
nual  returns  over  the  ten  years  ended 
June  30.  Even  93  out  of  134  taxable 
bond  funds,  or  69%,  returned  at  least 
10%  a  year  for  the  past  decade] 
(There's  never  been  a  bull  market  like 
this  one,  nor  is  there  likely  to  be  onq 
like  it  again,  at  least  for  a  long  time 
For  a  chart  of  hypothetical  returns  on 
a  mixed  stock  and  bond  portfolio,  seej 
p.  204.) 

Ryan  and  McEvoy  know  full  well 
that  there  is  a  sort  of  nemesis  in 
investment  markets  known  as  regres- 
sion to  the  mean.  That  simply  signifies: 
that  if  securities  exceed  their  very  long 
term  returns  in  one  period,  they  will 
inevitably  fall  behind  in  a  subsequent 
period.  You  needn't  be  a  growling 
bear  to  realize  that  stocks  and  bonds, 
after  their  past  ten  years  of  standout 
performance,  are  due  to  regress  to  the 
longer-term  mean. 

For  that  matter,  the  unusually  high 
returns  of  the  past  decade  represented 
a  regression  to  the  long-term  mean. 
From  1973  through  1982,  stocks  re- 
turned just  7%  a  year  (appreciation 
plus  dividends)  for  a  2%  annual  loss 
after  inflation;  bonds  returned  6%,  a 
3%  annual  loss  in  real  terms.  These 
were  atypically  low  returns.  The  atypi- 
cally  high  returns  after  1982  merely 
brought  securities  back  closer  to  their 
long-term  yields. 

Back  to  Ryan  and  McEvoy.  Despite 
the  fact  that  returns  from  stocks  and 
bonds  were  abnormally  high  in  the 
past  decade,  they  do  not  foresee  a 
crushing  bear  market.  But  they  do 
foresee  sluggish  markets.  "Expect 
single-digit  returns  going  forward," 
says  Ryan,  who  runs  the  stock  portion 
of  Wellesley's  portfolio.  "In  a  good 
year  you'll  get  10%." 

For  the  first  six  months  of  1994, 
Wellesley  was  down  4.8%,  about  1.5 
percentage  points  worse  than  the 
Standard  &  Poor's  500  stock  index. 
That's  understandable,  given  its  siz- 
able bond  component;  bonds  have 
been  harder  hit  than  stocks  this  year. 

Says  McEvoy:  "This  is  not  an  all- 
weather  defensive  fund.  Rising  inter- 
est rates  hurt  us."  Inevitably  so:  This 
fund's  A  down-market  rating  from 
Forbes  doesn't  mean  that  it  makes 
money  in  bear  markets,  only  that  it 
does  better  than  most  other  balanced 
funds  when  the  markets  tumble. 

Nevertheless,  that  down-market  A 
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Fresh  eggs  and  toast. 

Beluga  caviar,  from  Russia  with  love.  You  can  savor 
this  delicacy  once  reserved  for  royalty  in  our  inter- 
national First  Class  cabins. 

And,  as  you'd  expect,  you'll  find  it  accompanied 
by  vodka  and  vintage  Dom  Perignon  champagne. 

United's  international  First  Class.  For  those 
accustomed  to  excellence  in  every  detail. 


rating  is  well  deserved.  Look  at  the 
maximum  cumulative  loss  column  in 
the  Honor  Roll  table  on  page  132. 
Wellesley's  worst  loss  over  any  period 
of  at  least  one  month  since  1983  is  just 
8% — well  under  half  the  worst  loss  of 
any  of  the  pure-stock  Honor  Roll 
members.  Even  in  the  bloody  seven- 
ties, Wellesley's  worst  fall  was  14.2% 
from  March  through  September 
1974 — a  period  when  the  s&p  500 
tumbled  32.3%. 

So  where  are  these  two  cautious 
fellows  shopping  for  values  in  this 
regressing-to-the-mean  market? 

Ryan,  45,  looks  for  companies  pay- 
ing high,  sustainable  dividends.  He's 
been  lightening  up  on  utility  stocks 
since  late  last  year,  so  the  fund  missed 
much  of  the  carnage  that  struck  utili- 
ties in  early  1994. 

For  now  Ryan  is  allocating  just  25% 
of  the  fund's  stock  portfolio  to  utili- 
ties, roughly  half  his  usual  weighting. 
He's  making  up  that  shortfall  with  big 
bets  in  financial  services  and  health 
care  stocks. 

One  of  his  favorite  financial  stocks 
s  Bankers  Trust.  Nervous  investors 


Earl  McEvoy,  Wellesley's  bond  manager 
"This  is  not  an  all-weather  defensive 
fund.  Rising  interest  rates  hurt  us." 


have  driven  the  shares  of  the  big 
derivatives  dealer  down  from  85  to 
67,  where  it  yields  a  generous  5%. 
Ryan  thinks  the  market  is  overreact- 
ing to  the  derivatives  scare:  "For  every 
Procter  &  Gamble  that  lost  $150 
million  [trading  derivatives  through 
Bankers  Trust],  there's  a  happy  client 
that  made  $150  million.  Derivatives 
are  a  zero- sum  game." 

Another  favorite  is  Deluxe  Corp., 
the  check  printer,  which  yields  5.5%  at 
its  recent  price  of  26.  Ryan  likes  De- 
luxe's  diversification  into  electronic 
payment  systems,  mail-order  checks 
and  new  inks. 

In  health  care,  Ryan  likes  Eli  Lilly, 
which  yields  5%  at  its  recent  price  of 
48.  "The  market  has  punished  it 
enough,"  he  says,  referring  to  fears 
of  price  competition  in  prescription 
drugs  and  Lilly's  costly  acquisition 
of  drug  distributor  PCS.  Ryan  expects 
Lilly  to  have  new  drugs  for  schizo- 
phrenia and  Alzheimer's  disease  by 


mid- 1996. 

At  a  recent  63  and  a  5%  yield,  Rya 
thinks  Texaco  is  attractive.  "Payinj 
$3  billion  is  a  wonderful  way  of  focuj 
ing  a  corporation's  attention  o 
costs,"  he  says,  referring  to  the  settlej 
ment  of  the  Pennzoil  lawsuit.  If  th 
price  of  oil  holds  around  $20  pe 
barrel,  he  figures  Texaco  can  ear 
$4.85  next  year,  which  puts  it  at  1 
times  earnings. 

Off  the  beaten  path,  Ryan  likes  tw 
real  estate  investment  trusts  specializ; 
ing  in  mobile  home  parks,  becaus 
zoning  ordinances  tend  to  limit  th 
amount  of  local  competition  and  re 
strict  the  available  space.  That  keep 
demand  pretty  steady  for  mobil 
home  park  operators  roc  Communi 
ties  and  Sun  Communities.  Both  yield 
over  7%. 

On  the  bond  side,  McEvoy  think 
long-term  bonds  are  the  better  bu 
today.  "Most  of  the  bad  news  i 
over,"  predicts  the  46-year-old,  not 
ing  that  long  interest  rates  have  riser 
half  a  percentage  point  more  than 
short  rates  since  the  fall  of  1993.  I 
rates  rise  further,  he  expects  most  oi 
the  damage  at  the  short  end. 

McEvoy  typically  keeps  65%  of  hi; 
bond  portfolio  in  high-grade  corpo 
rate  bonds,  but  right  now  he  seej 
more  opportunity  in  mortgages.  H^ 
particularly  likes  mortgage -backed  se- 
curities issued  by  the  Governmenl 
National  Mortgage  Association.  Thd 
Ginnie  Mae  6V2S  of  2023,  for  exam- 
ple, are  pools  of  single -family  home 
mortgages  selling  at  89  cents  on  the 
dollar,  for  a  yield  of  about  8%.  Even 
allowing  for  the  unfavorable  interesi 
rate  bets  built  into  securities  like  this, 
this  Ginnie  Mae  yields  a  percentage 
point  more  than  ten-year  Treasurys 
McEvoy  plans  to  switch  10%  of  hisj 
fixed  income  portfolio  from  corpo 
rates  into  mortgages  over  the  next  few 
months. 

Like  many  of  Vanguard's  funds, 
Wellesley  is  run  by  a  subadviser,  in  this 
case  Wellington  Management  Co. 
Boston.  Sold  without  a  sales  load  and 
charging  a  tiny  0.33%  in  annual  over 
head,  Vanguard/Wellesley  is  by  far 
the  cheapest  fund  to  own  on  the 
Forbes  Honor  Roll.  Its  A  rating  in 
down  markets  makes  it  a  prudent 
investment  for  a  market  that  is  bound 
to  slow  down  after  the  wild  ride  of 
1984-93. 
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F  r  o  m  The  B  e  n  h  n  in  Group... 

America's  #1 
Money  Market  Fund 


Ben  ham     Prime    Money     Market  Fund 


your  available  balance  without  paying  a 
penalty  or  fee. 


Benham 
Prime  Money 
Market  Fund 


enham  Prime  Money  Market  Fund  is 
currently  America's  highest-yielding 
money  market  fund. 
Based  on  its  seven-day 
current  yield  through 
7/19/94,  the  Fund 
ranked  #1  of  460  general 
taxable  money  market 
funds  (source:  Money 
Fund  Report'-,  published 
by  IBC/Donoghue,  Inc.). 

In  addition  to  offering 
high  yields,  the  Fund  can 
provide  a  safe  haven  from  market  volatility. 
The  Fund  is  managed  to  maintain  a  stable 
$1 .00  share  price,  so  your  money  will  be  there 
when 

you  need  it.  And  you  can  redeem  shares 
at  any  time  and  write  checks  on 


SEVEN-DAY 
CURRENT  YIELDS* 


IBC/ 
Donoghue's 
Money  Fund 
Averages™ 
— General  Taxable' 

■  m 


3.75% 


Put  over  20  years  of 
experience  to  work  for 
you.  The  Benham  Group 
introduced  one  of  the 
nation's  first  money  market 
funds  over  20  years  ago. 
Today,  we  manage  more 
than  $10  billion  in  no-load 
mutual  fund  assets. 


Call  for  your  guide  today. 

We'll  also  send  you  a 
prospectus  with  more 
complete  information, 
including  fees  and 
expenses.  Please  read 
it  carefully  before 
you  invest. 


Call  1-800-331-8331 

□  The  Benham  Group® 

True  no-load  mutual  funds 

* Annualized  current  yields  for  the  seven-day  period  ended  7119/94.  Yields  will  vary  and  do  not  guarantee  future  results.  We  are  temporarily  waiving 
exvenses'  otherwise  the  fund's  current  yield  would  have  been  4.07%,  and  its  ranking  might  have  been  lower.  An  investment  in  the  Fund  is  neither 
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insured  nor  guaranteed  by  the  U.S.  government,  and  there  can  be  no  assurance  that  the  $1.00  share  price  will  be  maintained.  ^Source:  Money  Fund 
Report',  published  by  IHCjDonoghue,  Inc.  Benham  Distributors,  Inc.,  1665  Charleston  Road,  Mountain  View,  CA  94043 
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r  no-load  funds  but  are  at  sea  when  it 
loosing  among  them.  For  a  fee  that  is 
probably  less  than  what  a  load  fund  would  cost,  you  can 
hire  someone  to  do  the  picking  for  you. 


Do  you 
need  help? 


By  Carolyn  T.  Geer 

In  the  past  the  world  of  mutual  fund 
buyers  was  divided  neatly  into  two 
camps.  On  one  side  were  the  do-it- 
yourselfers  who  didn't  need  a  broker 
to  pick  a  good  fund.  Using  Forbes' 
pioneering  mutual  fund  ratings  as  a 
guide,  they  could  with  confidence 
buy  no-loads,  saving  commissions  of 
5%  to  8%.  In  the  other  camp  were 
investors  who  depended  on  stock- 
brokers to  pick  funds  for  them.  They 
bought  load  funds  only. 

Now  there's  a  third,  and  rapidly 
growing,  population  of  fund  inves- 
tors: They  buy  no-load  funds,  but 
they  pay  an  expert  a  fee  to  pick  the 
funds.  Cerulli  Associates,  a  Boston- 
based  consulting  firm,  estimates  that 
there  are  5,500  financial  advisers  in 
the  country  who  work  exclusively  for 
an  annual  percentage  fee;  most  of 
them  specialize  in  selecting  no-load 
mutual  funds  for  their  clients. 

We've  nothing  against  financial  ad- 
visers. For  many  people  they  render  a 
useful  service.  But  any  intelligent  per- 
son, using  tools  like  our  regular  mu- 
tual fund  features  and  our  annual  fund 
survey,  should  be  able  to  pick  suitable 
funds  on  his  own.  Our  Best  Buy  lists 
should  save  you  thousands  of  dollars 
in  sales  loads  and  hidden  12b-l  loads 
buried  in  fund  expense  ratios. 

What  if,  in  spite  of  all  you  read 
about  funds,  you  still  feel  you  need 
someone  to  hold  your  hand  when  you 
invest?  You  can  choose  between  pay- 
ing a  financial  adviser  to  pick  for  you 
or  turning  to  a  regular  stockbroker  at 
one  of  the  commission  houses.  Be- 
'  /eerj  ^he  two  latter  choices  the  first 
is  probably  the  cheapest  course  for 


most  investors. 

In  either  case  the  fees  for  hand- 
holding  are  not  small.  Unless  you 
have  a  very  large  amount  of  money, 
you  can  expect  to  pay  1%  on  average 
of  your  assets  annually  to  get  advice 
about  no-loads  (see  table,  p.  164). This 


is  on  top  of  the  funds'  own  fees,  alsc 
about  1%  of  assets  annually. 

Why  do  we  say  that  paying  a  finani 
cial  adviser  to  pick  for  you  may  be 
cheaper  than  paying  a  stockbroker 
Simply  because  the  adviser  has  nd 
incentive  to  churn  your  account  and 
every  incentive  to  get  you  into  a  low- 
cost  fund.  Brokers,  in  contrast,  are 
tempted  by  high-cost  funds  that  payj 
them  a  continuing  12b-l  fee  out  ol 
fund  assets. 

Wesley  McCain,  52,  a  former  Co\ 
lumbia  finance  professor  turned  moni 
ey  manager,  is  one  of  this  new  breed 
of  no-load  adviser.  He  wears  three 
hats  at  Towneley  Capital  Manage-! 
ment  in  New  York  City.  He  manages) 
$500  million  in  stocks  and  bonds  for 
institutions  and  individuals  with  a) 
minimum  of  $10  million  each.  Hej 
runs  two  no-load  mutual  funds, 
Fclipse  Equity  and  Eclipse  Balanced, 
with  fine  records  and  $217  million  in 
assets  between  them  (Forbes,  Junel 
20).  He  also  manages  some  smaller! 
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HOW  DO  75%  OF  THE  COUNTRY'S  LARGEST  COMPANIES 
MANAGE  CORPORATE  AIR  TRAVEL? 


FROM  THE  GROUND  UP 

.   : 


They've  landed  on  the  idea  that  the  most  cost-effective 
way  to  manage  air  travel  expenses  is  the  Air  Travel 
Card  Payment  System.  Why?  Because  for 
over  76,000  U.S.  companies,  including  three- 
fourths  of  the  Fortune  100,  the  Air  Travel  Card 
has  proven  to  be  the  ideal  system  for  tracking 
employee  travel,  with  customized  billing  options 
and  detailed  management  reports. 

And  because  we're  the  mines'  payment  system,  we 
have  access  to  travel  data  and  expertise  that  no  one  else  does, 


and  we're  accepted  by  over  200  airlines  worldwide. 
1^,     Best  of  all,  the  Air  Travel  Card  is  free-with  no 
annual  fees  and  no  per-card  charges. 

For  more  information,  call  (|~ 
I  800-222-4688,  and  learn  how 
your  company  can  travel  with 
the  best  of  them. 


THE  SMARTEST  ROUTE 

onn  000  A  COO  Or  call  202-6264225~or  contact  your 
vdll  Ow-£££-iK)00  travel  agent  or  airline  representative. 


(SURVEY 


A 


dxi.il  accounts,  totaling  about 
$80  million,  ibis  he  spreads  among 
ri  no-load  funds,  including 

his  own. 

But  why,  if  he  runs  his  own  funds 
and  runs  them  well,  does  McCain  also 
use  other  people's  funds?  It  began 
when  some  of  his  big  accounts  started 
dropping  smaller  accounts  on  him — a 
problem  every  large-scale  money 
manager  faces.  There  was  die 
$100,000  trust  fund  of  one  client's 
son,  the  $200,000  inheritance  of  an- 
other's mother.  A  small  staff  of 
M.B.A.s  and  financial  planners  in  his 
Laguna  Hills,  Calif,  office  helped 
McCain  provide  the  hand-holding 
these  smaller  accounts  needed.  But 
McCain  recognized  a  problem:  "You 
can't  customize  a  small  portfolio  us- 
ing individual  stocks  and  do  it  cost- 
effectively." 

The  obvious  solution:  mutual 
funds.  But  why  use  other  funds  when 
McCain's  have  such  solid  records?  He 
says,  "I  have  been  humbled  enough 
times  in  my  life  to  know  that  my 
investment  style  goes  in  and  out  of 
favor."  McCain's  own  specialties  are 
value  stocks  and  fixed-income  invest- 
ments. "My  style,"  he  confesses,  "is 
only  good  for  a  certain  portion  of  a 
client's  portfolio.  If  they  are  to  be 
properly  diversified,  they  have  to  be 
invested  in  other  areas,  like  interna- 
tional equities,  big-cap  growth  stocks 
and  municipal  bonds." 


In  designing  a  fund  portfolio,  says 
McCain,  "the  key  isn't,  'Is  this  the 
best  fund  or  is  that  the  best  fund?'  The 
kev  is,  'Does  this  fund  zig  when  the 
other  one  zags?'  " 

For  example,  he  might  pair  his 
Eclipse  Balanced  with  Vanguard 
Wellesley  Income  (seep.  158).  Welles- 
ley  is  about  40%  in  large  stocks  and 
60%  in  long-term  bonds,  whereas 
Eclipse  has  nearly  60%  in  equities  and 
the  balance  in  short-term  bonds.  In  a 
bond  bull  market,  Wellesley  does  bet- 
ter. In  a  bear  market  like  the  first  half 
of  1994,  Eclipse  does:  It  lost  3%, 
versus  5%  for  Wellesley.  Similarly, 
McCain  might  mix  his  small-stock 
Eclipse  Equity  with  a  larger-cap  fund 
such  as  Neuberger  &  Berman  Guard- 
ian, which  also  has  growth  and  value 
characteristics.  Or  he  might  pair 
Tweedy  Browne  Global,  a  small-com- 
pany value  fund,  with  Vanguard  Eu- 
rope, an  index  fund  encompassing  the 
whole  market. 

What  do  services  like  McCain's  cost 
an  investor?  McCain's  fee  is  1%  of 
assets  annually  up  to  $250,000 
(with  a  minimum  fee  of  $750)  and 
less  for  larger  accounts.  When  some 
of  the  money  goes  into  one  of  his 
Eclipse  funds,  McCain  waives  the 
fees  on  that  portion.  The  smallest 
account  he  will  take  is  $50,000; 
annual  fees  on  that  would  run  about 
1.5%,  before  fund  fees. 

For  investors  who  feel  all  at  sea  in 


stocks  and  bonds,  advisers  like 
McCain  do  offer  useful  services. 
McCain  allocates  your  money 
among  different  kinds  of  assets — a 
more  important  form  of  diversifica-  I 
tion  than  just  diversifying  among 
stocks.  So  much  in  junk  bonds,  so  I 
much  in  high-grade  bonds,  so  much 
in  small  stocks,  so  much  in  big  stocks. 
He  maintains  your  preferred  asset 
mix,  taking  profits  out  of,  say,  foreign 
stocks  and  redirecting  the  money  to  a 
weak  sector  if  foreign  stocks  have  had 
a  good  year. 

Firms  like  this  also  provide  excel-  | 
lent  bookkeeping  services.  McCain's 
consolidated  year-end  tax  reporting 
lists  the  cost  basis  of  fund  shares  and 
whether  the  unrealized  gain  or  loss  is  | 
short  or  long  term.  It  provides  an 
income  statement  identifying  ordi- 
nary income,  short-  and  long-term 
gains  and  any  foreign  tax  withheld. 
Clients  get  a  preview  of  these  num- 
bers in  November  so  they  can  ask  for  ' 
certain  losses  to  be  taken  before  year-  i 
end  (see p.  148 ).  Boasts  McCain,  "We 
earn  our  fee  four  times  over  with  our 
statements  alone." 

Still,  don't  overlook  the  possibility 
of  doing  all  this  work  yourself.  On  a 
$500,000  account,  you  are  going  to 
pay  something  like  $5,000  a  year. 
That  would  cover  a  vacation  on  the 
Riviera,  where  you  could  sit  in  your 
beach  chair  and  study  Forbes 
magazine.  WM 


Hand-holders 

Below  is  a  sampling  of  fi- 
nancial planning  firms  that 
charge  yearly  fees  to  man- 
age portfolios  of  no-load 
mutual   funds.   The  fee, 


which  at  most  firms  de- 
clines steeply  (in  percent- 
age terms)  for  accounts 
over  $1  million,  includes 
asset  allocation,  fund  selec- 
tion, performance  reports 
and  year-end  tax  summa- 


ries, among  other  services. 
The  National  Association 
of  Personal  Financial  Advi- 
sors can  give  you  additional 
names  of  fee-only  planners 
in  your  area.  Call  800-366- 
2732.  When  selecting  an 


adviser,  ask  what  services 
are  included  in  the  fee,  and 
whether  the  provider  gets 
any  other  compensation, 
such  as  12b- 1  fees.  Alas,  for 
most  people,  the  fee  is  not 
tax-deductible. 


Adviser/location 

Telephone 

Assets 

Minimum 

Annual 

Annual  fee 

under  mgt 

account 

minimum 

for  $500,000 

($mil) 

fee 

account 

Brouwer  &  Janachowski/San  Francisco,  CA 

415-362-4160 

$350 

$200,000 

$3,000 

$6,250 

Budros  &  Ruhlin  /Columbus,  OH 

614-481-6900 

225 

none  - 

2,500 

5,000 

Evensky,  Brown  &  Katz/Coral  Gables,  FL 

305-448-8882 

80 

300,000 

3,000 

5,000 

Markman  Capital  Management/Edina,  MN 

800-395-4848 

250 

200,000 

3,200 

6,000 

Prudent  Maflafamsnt  Associates/Philadelphia,  PA 

215-994-1062 

225 

none 

5,000 

5,000 

Towneley  Capita!  Management/Laguna  Hills,  CA 

800-545-4442 

80 

50,000 

750 

4,750 

164 
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O  OWTJKTIsOF  TIRES 

Driving  To  The  Future 

For  xuar  nearest  Dunlop  Dealer.look  in  tlie  Yellow  Pages  or  call  1-800-548-4714. 


four  newborn  child 
or  grandchild  is  going  to 
run  up  a  college  tab 
of  $300,000.  What  are  you 
going  to  do  about  it? 

Mortarboard 
portfolio 

By  Mary  Beth  Grover  and  Jason  Zweig 


This  coming  year's  freshman  at 
Wellesley  is  going  to  spend  $  1 09,000 
on  tuition,  room  and  board  in  order 
to  get  an  undergraduate  degree,  as- 
suming she  doesn't  qualify  for  finan- 
cial aid.  Even  coming  down  a  peg 
from  the  recent  inflation  rate  of  7%  in 
annual  costs  at  elite  colleges,  a  student 
entering  a  freshman  class  18  years 
from  now  will  have  to  fork,  over 
$300,000  for  a  four-year  education. 

If  you  are  lucky  enough  to  secure  an 
investment  with  an  8%  aftertax  annual 
return,  you  will  have  to  salt  away  $640 
a  month  for  the  next  1 8  years  to  pay 
that  bill.  Or  put  aside  $75,000  now. 

It's  not  going  to  be  easy  getting  8%. 
The  long-term  return  on  stocks  is 
only  10%  or  so,  from  which  you  have 
to  subtract  perhaps  a  percentage 
point  for  fund  expenses  and  another 
three  points  for  taxes.  Tax-free  bond 
funds  yield  less  than  6%  these  days. 

To  maximize  your  odds  of  getting 
solid  returns,  many  financial  advisers 
recommend  two  things:  putting  all 
your  college  savings  in  stocks  and 
diversifying  across  investing  styles.  A 
typical  suggestion  is  to  divide  your 
college  savings  equally  among  four 
funds:  two  small-company  funds,  one 
pursuing  high -valuation  growth 
stocks  and  the  other  investing  in  low- 
er-priced value  stocks,  plus  a  large- 
company  growth  fund  and  a  large- 
company  value  fund. 

We  have  some  misgivings  about  the 
100%  stock  allocation,  what  with 
stocks  now  trading  at  unnaturally 
high  multiples  of  their  earnings  and 
dividends.  To  the  extent  you  do  buy 
stocks,  we  aren't  so  sure  that  the 
careful  diversification  of  fund  styles 
makes  sense.  You  are  likely  to  end  up 
with  a  four-headed  mongrel  that  re- 
sembles Vanguard's  Extended  Mar- 
ket index  fund,  but  with  more  paper- 
work and  a  much  higher  toll  of  annual 
operating  expenses  (and  thus,  most 
likely,  lower  returns). 

So  here's  our  advice.  Either  buy  the 
cheap  index  fund  and  forget  about  it, 
or  buy  just  one  fund  and  keep  your 
fingers  crossed.  Here  are  three  unusu- 
al no-load  funds  that  are  well  suited, 
each  for  its  own  reasons,  to  fund  a 
sheepskin. 

■  Twentieth  Century  Giftrust  Inves- 
tors, which  buys  stocks  of  small  com- 
panies with  sky-high  growth  rates,  is 
one  of  the  most  volatile  funds  in 
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xistcncc.  Forbes  gives  it  an  A+  grade 
or  its  performance  in  up  markets  but 

D  for  down  markets;  Giftrust  lost 
[4%  in  1984  and  17%  in  1990.  Its 
•ounces  are  about  60%  sharper  than 
hose  of  the  average  small-company 
und,  which  is  saying  something.  But 
Giftrust  is  also  the  single  best  per- 
orming  fund  for  the  ten  years  ended 
I  June,  with  a  compound  annual 
eturn  of  23.3%.  (Don't  count  on  a 
epeat  performance.) 

The  fund  is  an  irrevocable  living 
rust;  you  can  buy  it  only  in  the  name 
>f  someone  else,  who  cannot  be  your 
pouse.  The  initial  investment  cannot 
>e  withdrawn  for  at  least  a  decade  or 
mtil  the  beneficiary  reaches  the  age  of 
najority  (18  in  most  states),  which- 
ver  is  longer. 

Each  account  terminates  on  a  fixed 
late,  so  Giftrust's  managers  know 
:xactly  when  every  dollar  will  be  re- 
leemed.  Thus  no  shareholder  panic 
:an  force  the  fund  into  selling  its 
umpy,  illiquid  stocks  into  a  down 
narket.  "It  gives  us  a  lot  more 
lexibility,"  says  comanager  Glenn 
fogle.  "For  its  first  decade,  Giftrust 
vas  virtually  100%  invested. ,'' 

Giftrust,s  first  $100  in  annual  in- 
:ome  or  short-term  capital  gains  is 
ree  of  state  and  federal  tax.  It  is  then 
axed  at  federal  trust  rates,  which  scale 
lpward  to  the  maximum  faster  than 
ndividual  rates  (reaching  39.6%  at 
57,501  in  income,  versus  $79,640  for 
t  single  filer).  Long-term  capital  gains 
ire  taxed  at  28%.  Giftrust  pays  state 
axes  at  Missouri  rates,  which  peak  at 
3%  on  income  above  $9,000.  Taxes 
ire  paid  by  selling  shares  of  the  fund. 

Happily,  Giftrust  tends  to  generate 
ong-term  capital  gains  rather  than 
:urrent  income.  In  the  past  decade,  it 
las  produced  only  $1 .86  per  share  in 
ncome  and  short-term  gains,  versus 
£5.64  in  realized  long-term  gains. 

When  the  trust  terminates,  the  ben- 
eficiary must  pay  a  capital  gain  tax  on 
:he  appreciation  in  the  trust's  shares, 
jnless  he  or  she  exercises  an  option  to 
lang  on  to  the  fund  shares.  For  this 
inal  taxable  event  the  domicile  re- 
/erts  to  die  beneficiary's  home  state, 
where  taxes  may  be  higher  than  they 
ire  in  Missouri. 

Twentieth  Century  charges  its  usu- 
il  flat  1%  of  assets  to  run  Giftrust.  No 
trustee  fee  is  charged.  Minimum  in- 
vestment: $250. 
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SUCCESS...SUCCESS...SUCCESS 
•Value  Trust® 


Top  12%  of  all 
general  equity  funds 


Total  Return  Trust 


5-star  Morningstar 
for  the  three  year 
average  annual  return 


Special  Investment  Trust 


The  only  small  company 
fund  to  beat  the  S&P  500 
six  out  of  the  last  six 
calendar  years 


MASON 


Funds 


For  a  free  prospectus  containing  more  complete  informa- 
tion, including  charges  and  expenses  on  any  of  the 

Legg  Mason  Funds, 
please  call  1-800-822-5544, 
or  the  Legg  Mason  office  that  is  closest  to  you, 
or  fax  a  request  to  1-800-682-2064. 


*Source:  Upper  Analytical  Services,  Inc.  for  the  period  5/6/82  through  5/31/94.  "Source: 
Lipper  Analytical  Services,  Inc.  Returns  would  have  been  lower  if  the  advisor  had  not  waived 
certain  fees  in  the  periods  covered.  Morningstar  is  an  independent  publisher  of  financial  infor- 
mation and  mutual  fund  ratings.  Morningstar  ratings  are  calculated  60%  from  5-year,  and  40% 
for  three  year  average  annual  returns,  with  appropriate  fee  adjustments  and  a  risk  factor  that 
reflects  fund  performance.  The  Morningstar  analysis  for  Total  Return  Trust  is  through  4/1/94. 
The  S&P  500  is  an  unmanaged  index  of  common  stock  prices.  Its  returns  include  the  reinvest- 
ment of  all  capital  gains  and  dividends.  Results  are  historical  and  do  not  indicate  future  per- 
formance. 
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SURUEY 


A  Gifrrust  purchase  is  a  gift  of 
future  interest,  so  you  must  file  irs 
09.  You  will  not  owe  any  gift 
tax  until  all  your  gifts  exceed  the 
lifetime  estate/gift  exemption  equiv- 
alent of  $600,000.  Gifts  of  future 
interest,  alas,  are  not  eligible  for  the 
$10,000  annual  exclusion. 

■  The  Mutual  Series  funds  traffic  in 
distressed  debt  and  bombed-out 
stocks  that  manager  Michael  Price 
thinks  are  ripe  for  a  turnaround. 
Mutual  Beacon,  Mutual  Qualified 
and  Mutual  Shares  (total  assets, 
$6.6  billion)  hold  huge  stakes  in 
Sunbeam-Oster,  Zenith  Laborato- 
ries and  Kendall  International,  all 
acquired  in  bankruptcy  court  for 
a  song. 

Price's  funds  have  some  $1  billion 
in  unrealized  capital  gains.  But  he 
gives  a  haircut — at  least  15%,  we  esti- 
mate— to  the  carrying  value  of  those 
three  giant  positions  to  account  for 
illiquidity .  Value  those  stocks  at  open- 
market  prices,  and  Mutual  Shares' 
and  Mutual  Qualified's  net  asset  val- 
ues would  have  been  at  least  2%  high- 
er at  year-end  1993.  That  makes  them 
like  closed-end  funds  at  a  slight  dis- 
count to  net  asset  value — a  plus  that's 
partly  offset  by  their  future  tax 
liabilities. 

The  three  Mutual  portfolios  are 
near-clones,  although  Mutual  Shares 
has  the  largest  weighting  in  Sunbeam 
and  Zenith.  Expenses  are  reasonable, 
averaging  0.75%  of  assets.  When 
growth  stocks  are  in  fashion,  as  they 
were  in  1990,  Price's  funds  lag.  But  in 
the  long  run,  they  shine.  Over  the  past 
ten  years  all  have  matched  or  slightly 
beaten  the  S&P  500,  earning  A+  and  B 
grades  from  Forbes  for  down-market 
performance.  Minimum  investment: 
$1,000  in  Mutual  Qualified,  $5,000 
in  Beacon  and  Shares. 

■  Northeast  Investors  Trust,  founded 
in  1950,  is  one  of  the  oldest  bond 
funds  around.  But,  although  coman- 
ager  Ernest  Monrad  has  80%  of  its 
$586  million  in  assets  in  high-yield 
bonds,  Northeast  Investors  has  not 
always  been  a  junk  fund. 

Monrad,  now  64,  has  refocused  the 
fund  several  times — always  for  the 
same  reason.  "-Willie  Sutton  suppos- 
edl)  said  he  robbed  banks  because 
s  w  here  the  money  is,"  saysMon- 
Ve  go  where  the  income  is." 
/hen  Monrad  started 


We  aren't  so  sure  that 
the  careful  diversification 
of  fund  styles  makes  sense. 
You  are  likely  to  end  up 
with  a  four-headed  mongrel 
that  resembles  Vanguard's 
Extended  Market  index  fund, 
but  with  lower  returns. 


managing  the  fund,  until  1968,  he 
found  income  in  blue-chip  stocks. 
Back  then,  Monrad  could  get  5%  on 
stocks  while  ten-year  Treasurys  yield- 
ed 4%  to  5%.  In  the  1970s  the  income 
was  in  utility  bonds.  And  since  1 984  it 
has  been  in  junk  bonds. 

Over  the  past  decade  Northeast 
Investors  has  returned  13.3%  com- 
pounded annually.  It  gets  a  B  in  down 
markets;  this  year,  while  the  average 
junk  fund  fell  2%  through  June,  Mon- 
rad's  was  up  3%. 

''Rising  interest  rates  are  not  neces- 
sarily bad  for  junk  bonds,"  he  says. 
Not  his,  anyway — which  are  skewed 
toward  cyclical  industries  like  paper 
and  chemicals  that  do  better  when 
rates  rise.  Monrad  picked  up  packag- 
ing company  Stone  Container's  lis 
of  1999  two  years  ago  for  90  cents  on 
the  dollar  and  a  13%-plus  yield.  Now 
the  bonds  are  trading  just  under  par. 

Monrad  also  cushions  against  rising 
rates  by  putting  30%  of  the  fund  in 
issues  that  will  mature  or  be  called 
within  two  years — in  effect,  short- 
term  junk.  And  he  now  likes  the 


junkiest  junk,  bonds  either  unrated  o  i 
rated  B  or  lower  by  the  credit  agen 
cies.  "You  get  more  bang  for  youi  ' 
buck,"  he  says.  Over  the  past  twe 
years  he  has  tiptoed  back  into  stocks 
doubling  their  share  of  the  fund  t<  L- 
20%  of  assets.  He  combines  such  1 
zero-yielding  recovery  plays  as  ni.  In  , 
dustries,  Town  &  Country  Corp.  anc 
Rexene  Corp.  with  out-of- favor  bij; 
stocks — like    Bankers    Trust — thai  1 
yield  at  least  5%.  | 

Investments  in  Northeast  Investor*  | 
helped  Monrad  put  his  three  childrerj 
through  Harvard  and  Wellesley.  Mak- 
ing use  of  the  exclusion  that  allows  a 
taxpayer  to  give  $10,000  annually  t<:  ' 
each  donee  without  incurring  federal  I 
gift  tax,  Monrad  and  his  wife  pul 
$20,000  into  the  fund  for  each  ol 
their  five  grandchildren. 

There's  no  guarantee  that  the 
above  funds  will  compound  your 
money  fast  enough  to  get  your  kid  or 
kids  through  to  commencement,  but 
each  one  is  at  least  a  good  bet  on 
getting  you  superior  long-term — very 
long  term — appreciation. 

There  are  some  other  things  you 
can  do  to  take  some  of  the  sting  out  of 
college  costs.  With  "kiddie  tax"  rates, 
an  outright  gift  of  money  for  college 
creates  some  tax  savings,  up  to  a 
point.  Until  the  kid  reaches  14,  only 
$1,200  a  year  of  his  fund  income  is 
taxed  at  his  low  rates;  beyond  that 
sum,  the  income  is  taxed  at  your  rate. 
If  you  give,  say,  $15,000  to  the  child 
and  put  it  in  Northeast,  it  will  soon  be 
earning  the  full  $1,200  of  tax-favored 
income.  Over  that  threshold,  there's 
no  more  tax  savings.  But  here's  a 
thought.  If  grandpa  and  grandma 
want  to  help  out  and  if  they  are  in  a 
higher  bracket  than  you  are,  income 
transferred  to  kids  gets  taxed  at  a 
lower  rate  than  if  the  grandparents 
kept  it  themselves. 

For  the  tax  dodge  to  work,  you 
really  have  to  give  the  money  away.; 
Under  the  Uniform  Gifts  and  Trans 
fers  to  Minors  acts,  you  control  the 
assets  until  the  age  of  majority.  At  that 
point  Junior  is  legally  entitled  to 
spend  it  all  on  a  Ferrari. 

If  you  worry  that  the  kid  might  get 
into  dope  or  join  the  Maharishi,  it 
makes  sense  to  keep  most  of  the  col- 
lege stash  in  a  segregated  account  of 
your  own.  Giftrust  is  a  necessary  ex- 
ception to  this  rule.  ■* 
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U.S.  vs.  Foreign  Stocks 
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I  US.  Stocks 
■  Foreign  Stocks 


FROM  INTERNATIONAL  EXPERTS  

T.  Rowe  Price  International  Equity  Funds.  If  your  portfolio  is  limited  to  U.S.  investments, 
you  are  missing  out  on  the  higher  returns  international  investments  can  offer.  Comparing 
returns  for  recent  10-year  holding  periods  shows  that  you  would  have  earned  more  in  foreign 
markets  than  in  the  U.S. 

International  diversification  for  high  returns 
with  reduced  risk.  As  these  performance 
numbers  clearly  demonstrate,  our  family  of 
international  equity  funds  allows  you  to  take 
advantage  of  the  higher,  long-term  returns  that 
foreign  markets  can  provide.  In  addition,  because 
foreign  economies  do  not  follow  the  same  cycle  as 
the  U.S.  economy,  diversifying  internationally  can 
help  reduce  your  portfolio's  overall  risk. 

Keep  in  mind  that  the  impressive  long-term 
performance  of  international  investments  has 
been  interrupted,  at  times,  by  significant  declines. 
Nevertheless,  investors  who  have  held  their 
foreign  investments  over  the  long  term  have 
been  rewarded. 

The  benefits  of  experience.  In  1979,  T.  Rowe 
Price  joined  forces  with  Robert  Fleming  Holdings, 
Ltd.,  one  of  the  world's  oldest  and  most  successful 
international  advisers,  to  form  Rowe  Price- 
Fleming.  Today,  our  fund  managers  have  access  to 
a  worldwide  network  of  on-site  investment 
analysts,  giving  us  a  distinct  advantage  in  finding 
opportunities  that  can  provide  you  with  strong, 
long-term  return  potential. 

All  T.  Rowe  Price  mutual  funds  are  100%  no 
load.  International  investing  has  special  risks, 
including  currency  fluctuations,  the  volatility  of 
emerging  markets,  and  limited  geographic  focus. 
$2,500  minimum  investment,  $1,000  for  IRAs. 


12/88  12/89  12/90  12/91  12/92  12/93 
Cumulative  performance  for  each  10-year  period 

Average  Annual  Total  Returns 

(through  6/30/94) 


International 
Stock  Fund 

European 
Stock  Fund 

Japan  Fund 

Internationa] 

Discovery 

Fund 

New  Asia 
Fund 


22.1% 

1  year 

18.4% 

1  year 


21.1% 

1  year 

24.3% 

1  year 


24.2% 

1  year 


11.0% 

5  years 

5.0% 

since  inception 
2/28/90 

12.1% 

since  inception 
12/27/91 

11.7% 

since  inception 
12/30/88 

19.3% 

since  inception 
9/28/90 


18.1% 

10  years 


Latin  America  Fund — our  newest  addition 


Call  24  hours  for  your  free  report 
1-800-541-8627 


Invest  With  Confidence 

T.RoweFHce 


*  Foreign  returns  are  expressed  in  U.S.  dollars.  Sources:  Foreign  stocks -Morgan  Stanley  Capital  International  FAFF.  Index  (Europe,  Australia.  Far  Fast);  U.S.  slocks -Standard  &  Poor's  500 
Stock  Index.  This  chart  is  for  illustrative  purposes  only  and  does  not  represent  an  investment  in  any  T.  Rowe  Price  fund.  "Figures  include  changes  in  principal  value,  reinvested  dividends, 
and  capital  gain  distributions.  Total  returns  represent  past  performance  and  cannot  guarantee  future  results.  Investment  return  and  principal  value  will  vary  and  shares  may  be  worth  more 
or  less  at  redemption  than  at  original  purchase.  Past  and  present  expense  limitations  have  increased  the  funds'  total  return.  There  is  no  guarantee  that  the  hinds  will  achieve  their 
objectives.  Request  a  prospectus  with  more  complete  information,  including  management  fees  and  other  charges  and  expenses.  Read  it  carefully  before  you  invest  or  send  money. 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  ,   IEF023274 


SURVEY 


(et  the  most  out  of  your  IRA 
j,  do  a  little  tax  planning.  Now. 

Maximizing 
your  401  (k) 


By  Carolyn  T.  Geer 


Assets  in  tax-deferred  401(k)  plans 
have  more  than  doubled  to  $475 
billion  since  1988,  according  to 
Windsor,  Conn. -based  Access  Re- 
search. That's  a  great  benefit  to  peo- 
ple who  want  some  control  over  their 
retirement  savings;  15  years  ago  they 
had  a  conventional  defined  benefit 
plan — if  anything. 

The  401(k)  movement,  however,  is 
also  a  burden.  It  demands  that  the 
worker  do  some  serious  thinking 
about  how  to  invest  his  account  and 
how  to  relate  that  investment  to  the 
rest  of  his  assets. 

Let's  say  you  have  $100,000  in 
your  company's  tax -sheltered  plan 
and  $100,000  in  a  taxable  brokerage 
account.  You  may  have  thought 
through  how  much  of  your  assets  you 


want  in  stocks  and  stock  funds,  and 
how  much  in  bonds  and  bond  funds. 
But  have  you  thought  about  which 
funds  should  be  in  which  accounts? 
That  is,  are  you  getting  the  most  out 
of  your  tax  shelter? 

"With  the  trend  toward  more  in- 
vestment choices  in  401  (k)  plans," 
notes  Bruce  Temkin,  a  financial  plan- 
ner at  Louis  Kravitz  &  Associates  in 
Encino,  Calif.,  "it's  vital  for  people  to 
understand  the  tax  consequences  of  a 
fund's  management  style." 

Some  funds  pay  out  hefty  income 
or  capital  gain  dividends,  on  which 
you  have  to  pay  immediate  income  tax 
if  the  hind  is  not  tucked  away  in  the 
shelter  of  a  401  (k),  ira  or  other  tax- 
deferred  vehicle.  Other  funds,  with 
equally  good  performance,  are  less 


costly  at  tax  time.  Their  results  take 
the  form  of  an  appreciation  in  the 
fund's  share  price.  You  get  hit  with  a 
tax  bill  on  that  appreciation  only  if 
and  when  you  redeem  the  shares. 

Other  things  being  equal,  you  want 
the  funds  in  your  unsheltered  portfo- 
lio to  be  tax  efficient.  You  can  tolerate 
either  kind  in  a  sheltered  account. 

Vanguard  Windsor  is  a  good  fund 
but  a  tax-costly  one.  This  venerable 
value  fund  run  by  John  Neff  heaves 
out  income  and  capital  gain  dividends 
nonstop.  Over  the  past  three  market 
cycles  ( 1 1  years  ended  in  June), 
Windsor  delivered  a  compound  annu- 
al total  return  of  14.5%.  However,  an 
upper-middle-income  investor  hold- 
ing this  fund  in  a  taxable  account 
would  have  netted  only  10.5%  a  year 
after  federal  taxes.  This  is  a  fund  best 
stashed  in  a  401  (k)  or  IRA. 

Contrast  Vanguard  Index-500 
Portfolio,  which  owns  the  stocks  that 
make  up  the  Standard  &  Poor's  500 
stock  index.  It  sells  only  when  it  has 
to — when  investors  redeem  shares, 
when  a  stock  is  taken  over  or  when 
S&P  kicks  a  stock  out  of  the  index .  This 
passive  fund  hasn't  done  quite  as  well 
as  Windsor  in  pretax  total  return — 
only  12.8%  a  year  over  the  past  three 
market  cycles.  But  it  beats  Windsor  in 
aftertax  return,  at  10.9%. 

There's  no  harm  in  putting  a  tax- 
efficient  fund  like  Vanguard  In- 
dex-500 in  your  401(k).  But  if,  for 
whatever  reason,  you  want  to  hold 
both  a  fund  like  Windsor  and  a  fund 
like  the  Index-500,  put  them  where 
they  belong.  Save  the  Index  fund  for 
your  taxable  portfolio  and  keep 
Windsor  sheltered. 

The  table  on  page  172  lists  20 
funds  with  high  long-term  returns. 
The  bottom  half  are  like  Windsor: 
They  combine  good  performance 
with  terrible  taxes.  All  lose  at  least  a 
fourth  of  their  return  to  taxes.  The 
ones  at  the  top  are  more  like  the 
Index-500  portfolio — tax  efficient. 

In  these  computations,  as  in  our 
figures  for  aftertax  returns  of  Honor 
Roll  funds  (see p.  132),  we  assume  that 
you  are  still  holding  the  fund's  shares 
at  the  end  of  the  measurement  period. 
If  you  sell  out,  you  will  owe  additional 
tax — namely,  on  the  appreciation  in 
the  fund's  shares.  But  if  you  hold  on 
indefinitely,  you  may  never  pay  that 
tax.  The  unrealized  appreciation  es- 
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Because  there  are  some  things 
you  cant  put  a  price  on, 

LeSabres  safety  features  are  standard. 

Driver  and  passenger  air  bags.  Anti-lock  brakes.  A  steel 


juiviy   \,u*£\_  lyuu  y   unit.  I  11 


designed  both  to  help  you  avoid  collisions  and  to  help 

-  protect  you  should  one  occur.  You  can't  buy  a 

LeSabre  without  them.  To  learn 
"^^s^        more,  call  1-800-4A-BUICK. 


The  New  Symbol  For  Quality 
In  America. 


mt  a  square  peg  in  a  round  hole 

 Annual  return  

Aftertax/ 

 Performance  

Portfolio 

pretax 

aftertax 

pretax 

UP  DOWN 

turnover 

ratio 

—markets— 

% 

Tax  efficient 

Mutual  Series-Beacon 

13.1% 

11.2% 

0.86 

B    '  B 

52% 

Vanguard  lndex-500  Portfolio 

12.8 

10.9 

0.85 

B  B 

6 

Nicholas  Fund 

11.8 

10.0 

0.84 

B  B 

33 

Dodge  &  Cox  Stock  Fund 

14.3 

12.1 

0.84 

A  B 

15 

Federated  Stock  Trust 

12.9 

10.6 

0.82 

B  A 

26 

Salomon  Brothers  Opportunity 

12.5 

10.1 

0.81 

B  B 

10 

Century  Shares  Trust 

13.8 

11.1 

0.81 

B  B 

19 

Prudential  Equity  Fund-A 

13.6 

10.S 

0.81 

A  B 

21 

Mutual  Series-Qualified 

15.5 

12.4 

0.80 

B  A+ 

56 

Sequoia  Fund 

15.1 

12.1 

0.80 

B  A+ 

24 

Tax  inefficient 

Guardian  Park  Avenue 

14.4 

10.8 

0.75 

A  B 

46 

Merrill  Lynch  Basic  Value-A 

13.0 

9.7 

0.75 

B  B 

20 

Fundamental  Investors 

13.9 

10.3 

0.74 

A  B 

29 

Mutual  Benefit  Fund 

12.6 

9.3 

0.74 

B  B 

19 

New  York  Venture  Fund 

15.5 

11.5 

0.74 

A  B 

24 

IAI  Regional  Fund 

12.8 

9.4 

0.74 

B  B 

163 

N&B  Selected  Sectors 

12.2 

8.9 

0.73 

B  B 

38 

Vanguard  Windsor  Fund 

14.5 

10.5 

0.73 

A  B 

38 

Fidelity  Equity-Income 

12.4 

8.9 

0.72 

B  B 

70 

SBS  Fundamental  Value-A 

12.2 

8.7 

0.71 

B  B 

111 

These  funds  all 
turned  in  good 
performances 
over  the  past  11 
years.  The  top 
ten  have  built-in 
tax  deferral.  The 
bottom  ten  lose 
more  of  their 
return  to  taxes; 
they  work  best  in 
a  tax-deferred 
account. 


capes  income  tax  if  you  give  the  shares 
to  charity  or  if  you  die  holding  them. 
(Estate  taxes  are  due  on  the  full  value, 
however.) 

How  do  you  know  a  tax-efficient 
fund  when  you  see  one?  The  best 
indicator  is  a  rising  share  price.  In- 
dex-500's  share  price  has  climbed 
1 00%  in  the  past  1 1  years,  to  only  12% 
for  Windsor.  A  share  price  history  is 
shown  in  a  financial  highlights  table 
near  the  back  of  the  fund's  annual 
report  and  the  front  of  its  prospectus. 

So  far  we've  been  talking  to  some- 
one who  has  all  his  money  in  stock 
funds.  Let's  suppose  you're  a  more 
conservative  investor  and  want  to  di- 
vide your  assets  evenly  between  stock 
and  bond  funds.  Which  go  where? 

There's  no  simple  answer.  If  your 
taste  in  stock  funds  runs  to  high- 
turnover  portfolios  that  throw  off  a 
lot  of  taxable  distributions,  you  will 
probably  be  better  off  putting  those  in 
your  company  savings  plan  and  hold- 
ing tax-exempt  municipal  bond  funds 
outside  the  401(k)  plan.  However,  if 
you  prefer  low-turnover,  efficient 
hinds  like  index  funds,  you  will  proba- 
bly be  better  off  owning  those  outside 
the  plan  and  holding  taxable  bond 
hinds  inside  the  shelter. 

But  even  the  most  carefully  laid 
|  .  can  be  derailed  by  factors  beyond 
your  control.  A  Pittsburgh  money 


manager  recently  had  a  client  who 
held  two  funds:  one  a  stock  fund  with 
low  portfolio  turnover  and  a  fairly  low 
yield,  the  other  an  international  bond 
hind  that  threw  off  lots  of  taxable 
income  from  interest  and  capital 
gains.  He  recommended  the  client 
hold  the  stock  fund  personally  and  the 
bond  fund  inside  a  tax-sheltered  sav- 
ings plan. 

But  then  the  stock  hind,  which  was 
up  substantially,  got  a  new  manager, 
so  the  client  decided  to  sell.  At  the 
same  time  he  was  unhappy  with  the 
manager  of  the  bond  fund,  which  was 
down,  and  so  decided  to  sell  that,  too. 
The  result:  The  client  realized  a  loss 
inside  his  tax  shelter,  for  which  he  got 
no  tax  credit,  and  triggered  a  gain 
outside  the  shelter,  on  which  he  had 
to  pay  taxes. 

Investors  are  sometimes  ham- 
strung by  poor  fund  offerings  in  their 
401(k)s.  Someone  with  only  three 
choices,  two  of  which  are  mediocre, 
may  have  no  option  but  to  put  all  his 
401  (k)  money  in  the  one  good  hind, 
and  build  the  rest  of  his  portfolio 
around  it. 

What  about  funds  that  are  pitched 
specifically  at  tax-sheltered  accounts? 
Among  them  are  Gintel  Erisa,  Fidelity 
Retirement  Growth  and  Mutual 
Qualified.  Supposedly  they  have  a 
tactical  advantage,  since  their  manag- 


ers need  not  worry  about  the  tax1 
consequences  of  their  trading.  That's 
good  in  theory,  but  the  reality  is  that 
most  funds  are  managed  for  maximum 
pretax  return,  since  aftertax  results  are 
so  rarely  tabulated,  advertised  or  used 
in  ratings.  So  any  good  fund  is  a  good 
fund  for  your  IRA  or  40 1  ( k)  plan. 

At  the  other  end  of  the  spectrum  is 
a  new  balanced  fund  from  Vanguard 
aimed  specifically  at  taxable  accounts. 
This  portfolio  combines  a  Russell 
1000  index  fund  with  a  tax-exempt 
bond  fund.  The  fund  should  have  a 
very  low  portfolio  turnover,  both  be- 
cause of  its  index  component  and 
because  it  carries  a  declining  redemp 
tion  fee  to  encourage  long-term  own 
ership.  Proceeds  of  the  fee,  which  is 
2%  in  year  one,  go  back  into  the  pot  to 
benefit  other  hind  shareholders. 

Thanks  for  trying,  Vanguard,  but 
we  don't  see  the  point  of  this  all 
purpose  grind.  If  you  are  investing 
outside  a  tax  shelter,  buy  your  muni 
hind  and  your  index  fund  separately. 
That  way,  if  one  goes  up  and  the  other 
down,  you  can  realize  a  deductible 
loss  on  the  loser.  When  the  two  port- 
folios are  blended  into  a  single  hind 
that  treads  water,  you  can't  do  that 

Complicated?  You  bet  it  is.  But  it 
you  want  a  prosperous  retirement  you 
had  better  think  about  these  things 
and  do  some  planning.  I 


172 


Forbes  ■  August  29,  1994 


VANGUARD 


DIVERSIFY  YOUR  RETIREMENT 
ASSETS  WITH  VANGUARD 


A time-tested  way  to  keep  your  retire- 
ment plan  on  course  is  to  diversify  your 
assets  among  equities,  fixed  income  securi- 
ties, and  cash  reserves.  Spreading  your 
investment  among  these  basic  asset  classes 
can  help  cushion  your  hard-earned  dollars 
against  the  ups  and  downs  of  the  financial 
markets. 

16  achieve  broad  diversification, 
Vanguard  offers  you  more  than  45  invest- 
ment opportunities.  So  whether  you're  an 
aggressive,  moderate,  or  conservative  inves- 
tor, you  can  tailor  a  program  to  your  financial 
objectives. 

Among  your  choices  are  a  wide  range  of 
stock  funds;  portfolios  that  invest  in  corporate 
or  government  bonds;  index  funds;  those  that 
offer  a  balance  of  equity  and  fixed  income 
investments;  and  money  market  funds. 

Or  you  may  want  to  consider  a  fund 
created  specifically  to  simplify  IRA  invest- 
ing. Vanguard  STAR  Fund  invests  in  nine 
Vanguard  Funds  to  provide  a  balanced  invest- 
ment particularly  suited  to  IRAs. 

Pay  No  IRA  Fees 

You  pay  no  annual  custodial  fees  if  you 
maintain  a  minimum  balance  of  $5,000  in 
your  Vanguard  IRA  account.  If  your  com- 
bined IRA  assets  at  Vanguard  total  $50,000 
or  more,  all  of  your  IRA  accounts  are  free 
from  custodial  fees,  regardless  of  individual 
balances.  And  you  will  have  the  advantage 
of  Vanguard's  exceptionally  low  operating 
costs,  which  means  more  of  your  money 
works  for  you.  There  are  no  sales  commis- 
sions to  reduce  your  investment  or  12b-l  fees 
to  erode  your  earnings. 

Open  a  Vanguard  IRA  for  as  little  as  $500. 

©  Vanguard  Marketing  Corp.,  Distributor 


Vanguard  IRA  Choices 


Aggressive  Growth  Funds 

Vanguard  Explorer  Fund 
Vanguard  Specialized 
Portfolios 

Growth  Funds 

Vanguard  International 

Equity  Index  Fund 
Vanguard  International 

Growth  Portfolio 
Vanguard/Morgan  Growth 

Fund 

Vanguard/PRIMECAP  Fund 
Vanguard  U.S.  Growth 
Portfolio 

Growth  and  Income  Funds 

Vanguard  Convertible 

Securities  Fund 
Vanguard  Equity  Income 

Fund 

Vanguard  Index  Trust 
Vanguard  Quantitative 
Portfolios 


Vanguard/Trustees'  Equity 
Fund 

Vanguard/Windsor  II 

Balanced  Funds 

Vanguard  Asset  Allocation 

Fund 
Vanguard  Balanced 

Index  Fund 
Vanguard  STAR  Fund 
Vanguard/Wellington  Fund 

Income  Funds 

Vanguard  Admiral  Funds 
Vanguard  Bond  Index  Fund 
Vanguard  Fixed  Income 

Securities  Fund 
Vanguard  Preferred  Stock 

Fund 

Vanguard/Wellesley 
Income  Fund 

Money  Market  Fund 

Vanguard  Money 
Market  Reserves 


Will  Your  Retirement  Plan  Be  Ready 
When  You  Are? 

The  Vanguard  Retirement 
Planner,  an  interactive  soft- 
ware package,  can  show  you 
what  you  need  to  do  to  build 
a  comfortable,  secure 
retirement.  The  price  is 
just  $15,  plus  $2.50  for 
shipping  and  handling.  For  a 
description  of  the  software 
or  to  order,  call  toll-free, 
1-800-933  1970. 


For  Your  Free  Vanguard 
IRA  Information  Kit,  Including 
"Facts  On  Funds  For  Your  Retirement," 

Call  1-800-962-5082 

The  Kit  contains  a  Vanguard  STAR  Fund  prospectus  with 
complete  information  on  advisory  fees,  distribution  charges 
and  other  expenses.  Please  read  it  carefully  before  you  invest 
or  send  money. 


THFAfeuvruardGROUP 

V^OF  INVESTMENT  COMPANIES  , 


:  UM 


v  to  use  these  tables 


!  low  DO  vol'  VII  ASURE  the  riskiness  of  a  fund?  There  are 
dozens  of  ways,  and  we  use  three  different  ones  in  this 
survey.  The  most  important  of  the  three  is  this:  Compare 
the  fund's  performance  with  its  peers1  during  bear  mar- 
kets. Risky  funds  do  worse  than  the  competition  in  down 
markets,  safe  funds  better. 

Call  US  old  fashioned,  but  we  think  this  simple  formula 
tells  investors  a  lot  more  than  the  newfangled  statistics  of 
modern  portfolio  theory.  By  grading  funds  separately  in 
up  ami  down  markets,  we  emphasize  that  some  funds  are 
bigger  gamblers  than  others.  A  high  risk  fund  can  easily 
beat  the  averages  in  a  bull  market,  and  will  probably  look 
good  over  the  past  decade  (which  was  dominated  by  bull 
markets).  But  it  fares  badly  in  down  markets. 

l  or  both  up  and  down  markets,  we  grade  on  a  curve, 
with  separate  grading  pools  for  funds  that  have  been 
around  lor  three  market  cycles  and  those  that  have  been 
around  for  two.  The  top  5%  in  each  category  are  graded 
A+;  the  next  1 5%,  A;  the  next  25%,  B;  the  next  25%,  C;  the 
next  25%,  1);  the  bottom  5%,  F. 

for  domestic  stock  funds,  the  first  of  our  three  up-and- 
down  market  cycles  begins  in  June  1983.  Why  do  we  go 
back  so  far?  Because  we  want  to  test  a  fund  under  as  many 
conditions  as  possible  and  every  market  cycle  is  different . 
Balanced  (p.  204),  global  (p.  210)  and  foreign  stock  funds 
(p.  214)  are  also  graded  against  one  another  ewer  three 
bull  and  bear  market  cycles.  The  balanced  cycles  begin  in 
November  1980;  the  global  and  foreign  cycles  date  back 
to  March  1984.  Junk  bonds  (p.  240)  have  many  of  the 
attributes  of  stocks,  so  we 
grade  junk  funds  over  21/2 
long  cycles  beginning  in 
October  1984.  However, 
taxable  bond  (p. 
218),  municipal  bond 
funds  (p.  228)  and  global 
bond  funds  (p.  242)  bob 
quickly  up  and  down,  so  we 
measure  their  performance 
against  a  blend  of  all  up 
months  and  a  blend  of  all 
down  months  over  the  last 
five  years. 

All  funds  must  have  at 
least  one  year  of  perfor- 
mance data  to  be  covered. 
Stock,  balanced,  foreign 
aiul  global  funds  must  have 
at  least  $25  million  in  as 
sets;  bond  funds  and  tax- 
free  money  \~um.\s,  $100 
million;  taxable  money 
funds,  $500  million.  To  re- 
ceive performance  grades 
hinds  must  have  met  the 
asset  minimums  in  force 


throughout  the  time  periods  measured. 
Fund/distributor.  For  a  prospectus,  contact  the  distribu 
tor  that  sells  and  redeems  each  fund's  shares.  In  tin 
distributor  tables,  beginning  on  page  246,  we  list  phone 
numbers,  addresses  and  minimum  initial  investments 
Some  funds,  such  as  the  Invesco  Value  series,  have  very 
high  minimum  investments  but  are  available  in  smallctl 
lumps  from  discount  brokers  like  Charles  Schwab  &  (  <>. 
Total  return.  This  shows  any  rise  or  fall  in  net  asset  value, 
assuming  all  distributions  of  income  or  capital  gains  arq 
reinvested  in  the  fund.  The  fund's  overheat!  ami  manage 
ment  expenses,  but  not  sales  charges,  have  been  deducted. 
The  "hypothetical  results11  column  of  the  1  lonor  Roll  is 
the  only  performance  statistic  that  reflects  sales  loads.  Ar» 
annualized  figure  is  a  compound  annual  return. 
Yield  is  the  total  dividends  from  investment  income  over 
the  past  12  months  divided  by  the  June  30  net  asset  value. 
We  show  yield  for  bond  and  balanced  funds  only. 
Assets  is  the  sum  of  cash  and  securities,  less  any  liabilities; 
the  figure  covers  all  retail  classes  of  fund  shares  combined 
Weighted  average  P/E  shows  the  typical  price/earnings 
ratio  of  the  fund's  stock  holdings.  A  high  number  suggests 
that  the  manager  likes  risky  high-growth  stocks. 
Median  market  m/>  indicates  the  total  market  value  of  the 
fund's  typical  stock;  a  small  stock  specialist  will  have  a 
median  market  cap  of  $1  billion  or  less. 
Weighted  average  maturity  captures  some  of  the  interest 
risk  in  a  bond  fund;  other  things  being  equal,  a  bond  with  a 
long  maturity  is  riskier  than  one  with  a  short  maturity.  Get 

a  fuller  picture  of  risk  from 
the  fund's  up-  and  down- 
market grades. 
Maximum     sales  charge 
shows  the  highest  commis 
sion  collected  by  the  fund's 
distributors,  including  an\ 
back-end  (exit)  charge.  It 
excludes  redemption  fees 
that  are  put  back  into  the 
pot  for  shareholders. 
Annual  expenses  per  $100 
measures    how    much  of 
your    capital    the  fund's 
managers  and  distributors 
devour  each  year  in  man 
agement  charges,  market 
ing  costs  and  overhead. 

Data  come  from  FORBES? 
extensive  fund  surveys  and 
from  Lipper  Analytical  Set 
vices,  Inc.;  Morningstar, 
Inc.;  and  CDA  Investment 
Technologies,  Inc.  (Hosed 
end  funds  will  be  covered  in 
the  next  issue  of  FORBES 
(Sept.  12).  I 
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Stock  funds 


^ORBES  rates  domestic  stock  funds  against  three  up  and 
liown  market  cycles;  to  be  graded,  a  fund  must  have  been 
iround  for  at  least  two  cycles — since  Aug.  31,  1987.  We 
jlso  show  each  fund's  weighted  average  price/earnings 
ratio  and  its  median  market  capitalization.  Bear  in  mind 
that  some  funds  have  been  looking  good  in  recent  years 
lot  because  they  are  particularly  well  managed  but  merely 


because  they  buy  smaller  stocks.  Other  funds  beat  the 
market  by  taking  greater  risk;  a  high  total  return  during  the 
mostly  bullish  markets  of  our  measurement  period,  in 
tandem  with  a  low  down-market  grade,  signals  that  a  fund 
is  doing  well  for  precisely  this  reason.  For  telephone 
numbers,  addresses  and  minimum  initial  investments,  see 
the  table  of  distributors  beginning  on  page  246. 


Rising  markets 

Declining  markets 

6/30/83  to 
7/31/84 

8/31/87  to 
11/30/87 

5/31/90  to 
10/31/90 

300 


200 


100 


Fund/distributor 


-Annualized  total  return- 


Assets     Weighted    Median    Maximum  Annual 


UP 

DOWN 

6/83 

last 

5-year 

6/30/94 

average 

market 

sales 

expenses 

—markets— 

to  6/94 

12 

($mil) 

P/E 

cap 

charge 

per 

months 

($bil) 

$100 

Standard  &  Poor's  500  stock  average 

13.1% 

1.5% 

18.3 

$26.5 

Forbes  stock  fund  composite 

10.5% 

26.7 

$13.0 

$1.23 

AAL  Capital  Growth/AAL 

-3.4% 

9.2% 

$852 

20.4 

$33.5 

4.75% 

$1.18 

AAL  Smaller  Company  Stock/ AAL 

-10.4 

140 

30.5 

2.8 

4.75 

1.72a 

■  B 

■  D 

AARP  Capital  Growth/Scudder 

-2.7 

6.0 

669 

15.8 

7.8 

none 

0.97 

■  D 

■  A 

AARP  Growth  &  Income/Scudder 

 * 

7.3 

10.9 

2,106 

18.8 

8.1 

none 

0.78 

D 

C 

ABT  Growth  &  Income  Trust/ABT 

8.0% 

-4.6 

4.3 

65 

15.9 

10.9 

4.75 

0.98 

A 

D 

ABT  Invest-Emerging  Growth/ABT 

11.3 

-5.2 

15.7 

57 

33.2 

4.5 

4.75 

1.22 

F 

A  + 

ABT  Utility  Income/ABT 

9.7 

-14.0 

6.7 

112 

14.0 

5.5 

4.75 

1.02 

A 

C 

Acorn  Fund/Acorn 

14.7 

2.7 

14.5 

1,915 

21.6 

1.4 

t 

0.65 

■  D 

■  C 

Addison  Capital  Shares/Addison 

-2.7 

8.7 

36 

13.7 

4.9 

3.00 

2.02a 

■  D 

■  B 

Advantage  Growth  Fund/Advest 

 * 

-1.6 

9.4 

78 

20.5 

19.8 

4.00b 

1 99 

■  B 

■  C 

Advantage  Special  Fund/Advest 

4.3 

13.5 

34 

19.4 

0.7 

4.00b 

2.17 

C 

B 

Affiliated  Fund/Lord  Abbett 

12.6 

4.2 

9.8 

3,977 

16.1 

28.1 

5.75 

0.63 

A  + 

■  D 

AIM  Aggressive  Growth/A IM 

15.7 

20.5 

537 

23.1 

0.7 

f 

1.00a 

C 

B 

AIM  Equity-Charter/AIM 

11.4 

-0.8 

12.4 

1,552 

15.6 

21.5 

5.50 

1.17 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.    *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.    tClosed  to  new 
investors,    a.  Net  of  absorption  of  expenses  by  fund  sponsor,    b:  Includes  back-end  load  that  reverts  to  distributor.     NA:  Not  applicable  or  not  available. 
Sources:  Forbes;  Lipper  Analytical  Services;  Mormngstar,  Inc.;  CDA/Wiesenberger. 

Rules,  page  174.  Distributor  table,  page  246. 
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Fund/distributor  — 

— Annualized  total  return — 

Assets 

Weighted 

Median 

Maximum  Annual 

UP 

DOWN 

6/83 

last 

5-year 

6/30/94 

average 

market 

sales  expense 

—markets— 

to  6/94 

12 

($mil) 

P/E 

cap 

charge 

per 

months 

($bil) 

$100 

■  -  : 

,  m  m 

"  ■Standard  &  Poor's  500  stock  average 

13.1% 

1.5% 

18.3 

$26.5 

H 

'  Forbes  stock  fund  composite 

[0.5% 

26.7 

$13.0 

$ 

m 

A  + 

F 

AIM  Equity-Constellation/AIM 

12.6% 

1.5% 

18.6% 

$3,079 

24.2 

$4.8 

5.50% 

$1.20 

B 

D 

AIM  Equity-Weingarten/AIM 

11.7 

-1.4 

11.1 

3,838 

16.6 

12.0 

5.50 

1.13a 

D 

C 

AIM  Growth  Fund-A/AIM 

8.2 

-7.0 

fi  1 

U.  1 

142 

25.3 

7.8 

5.50 

1.17 

R 

D 

AIM  Summit  Fund/AIM 

mill   vJUlllllllL  1  UllU/flllVI 

9.3 

-3.1 

11.1 

679 

20.0 

3.3 

** 

0.79 

AIM  Utilities  Fund-A/AIM 

 * 

8.3 

201 

13.7 

5.8 

5.50 

1.16 

A 

■  C 

AIM  Value  Fund-A/AIM 

 * 

4.9 

ifi  Q 

1U,  1 

1,372 

16.6 

7.2 

5.50 

1.09 

18 

■  C 

Alger  Fund-Growth/Alger 

 * 

4.1 

15.3 

63 

24.5 

8.9 

5.00b 

2.34 

Alger  Fund-Small  Capitalization/Alger 

— * 

-3.4 

13.3 

256 

29.2 

0.9 

5.00b 

2.17 

D 

■  B 

Alliance  Counterpoint  Fund-A/Alliance 

-0.2 

fi  8 
u.o 

45 

15.7 

22.4 

4.25 

1.87 

B 

D 

Alliance  Fund-A/Alliance 

10.7 

1.2 

11.6 

782 

15.2 

13.2 

4.25 

1.01 

C 

B 

Alliance  Growth  &  Income-A/Alliance 

11.9 

-0.4 

8.1 

516 

16.1 

27.5 

4.25 

1.07 

Alliance  Growth  Fund-A/Alliance 

_* 

7.3 

686 

NA 

NA 

4.25 

1.4U3 

Alliance  Premier  Growth-A/Alliance 

— * 

-0.1 

— * 

187 

18.0 

9.1 

4.25 

2.18 

B 

D 

Alliance  Quasar  Fund-A/Alliance 

8.5 

-1.7 

2.2 

174 

17.1 

0.6 

4.25 

1.65 

A  + 

F 

Alliance  Technology  Fund-A/Alliance 

8.9 

6.1 

15.7 

175 

21.8 

5.7 

4.25 

1.73 

B 

c 

flmran  Fi mH/Ampi'ipa n  f-nnrl<; 

MllILap  1  uMu1  nil  ICI  'tell  1  1  UIIUo 

11  l 

3.5 

9.8 

?  Rid 

£,014 

Ifi  8 

10.0 

19  fi 

fi  7fi 

0.72 

Amcore  Vintage  Equity/Winsbury 

1.0 

* 

131 

20.0 

7.3 

4.25 

0.54a 

D 

B 

American  Capital  Comstock-A/American  Cap 

10.2 

-0.4 

9.3 

910 

18.6 

111 

5.75 

0.96 

B 

D 

American  Capital  Emerging  Growth-A/American  Cap 

9.6 

-42 

16.6 

622 

28.0 

1.0 

5.75  ■ 

1.14 

B 

D 

American  Capital  Enterprise-A/American  Cap 

10.0 

0.0 

10.8 

790 

22.0 

14.3 

5.75 

0.99 

C 

B 

American  Capital  Growth  &  Income/American  Cap 

10.0 

5.3 

9.6 

216 

19.0 

17.1  ' 

5.75 

1.16 

D 

B 

American  Canital  Parp-A/Ampriran  Pan 

9.7 

-0.9 

O  L 

C. ,  1 JU 

19  7 

10. t 

fi  7fi 

101 

American  Gas  Index/Rushmore 

in  7 

IV. 1 

5  4 

201 

15.5 

3.0 

none 

0  84 

D 

A 

American  Growth  Fund/American  Growth 

9.3 

8.9 

LJ.L 

67 

15.2 

22.6 

5.75 

1.42 

American  Heritage  Fund/Amer  Heritage 

— * 

-22.7 

8.3 

91 

8.4 

8.2 

none 

2.41 

C 

A 

American  Leaders  Fund-A/Federated 

12.7 

2.4 

10.3 

265 

15.6 

20.4 

4.50 

1.18 

D 

A 

American  Mutual  Fund/American  Funds 

12.4 

2.1 

9.6 

5,116 

19.4 

19.0 

5.75 

0.59 

D 

D 

American  National  Growth/Securities  Mgmt 

7.8 

6.9 

8.5 

109 

20.6 

32.4 

5.75 

1.00 

D 

A 

American  National  Income/Securities  Mgmt 

10.4 

4.5 

10.3 

115 

18.7 

20.7 

5.75 

1.17 

American  Performance  Equity/Winsbury 

 * 

0.5 

79 

18.0 

15.8 

4.00 

1.13a 

AmSouth  Equity  FundVWinsbury 

 * 

5.3 

9.7 

200 

17.3 

10.1 

4.50 

U.333 

AmSouth  Regional  Equity2/Winsbury 

4.4 

13.1 

53 

26.5 

3.7 

4.50 

0.80a 

C 

C 

Amway  Mutual  Fund/Amway 

10.1 

-3.2 

10.7 

60 

NA 

NA 

3.00 

1.10 

F 

A  + 

Analytic  Optioned  Equity/Analytic 

9.3 

1.6 

6.9 

65 

16.4 

25.9 

none 

1.07a 

B 

■  D 

API  Trust-Growth/Yorktown 

4.4 

8.5 

46 

23.0 

2.4 

none 

2.24a 

Atlas  Growth  &  Income-A/Atlas 

 * 

-2.0 

66 

19.1 

14.2 

3.00 

1.07a 

A 

■  D 

Babson  Enterprise  Fund/Jones  &  Babson 

6.4 

12.2 

185 

18.2 

0.2 

t 

1.09 

Babson  Enterprise  Fund  ll/Jones  &  Babson 

* 

8.1 

35 

•  15.5 

0.7 

none 

1.60 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors.  Available  only  through  monthly  contractual  plan,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to 
distributor.    NA:  Not  applicable  or  not  available.    'Formerly  ASO  Outlook  Group  Equity,    formerly  ASO  Outlook  Group  Regional  Equity. 

Rules,  page  174.  Distributor  table,  page  246. 
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lance        Fund/distributor   Annualized  total  return   Assets     Weighted    Median    Maximum  Annual 


UP 
— ni 

DOWN 
anxets— 

6/83 
to  6/94 

last 
12 
months 

5-year 

6/30/94 
($mil) 

average 
P/E 

market 
cap 
($bil) 

sales 
charge 

expenses 
per 
$100 

•■• 

»  .  .- 

Standard  &  Poor's  500  stock  average 

13.1% 

1.5% 

18.3 

$26.5 

Forbes  stock  fund  composite 

[0.5% 

26.7 

$13.0 

$1.23 

C 

C 

Babson  Growth  Fund/Jones  &  Babson 

10.2% 

3.8% 

7.0% 

$228 

19.0 

$5.2 

none 

$0.86 

■  B 

■  D 

Babson  Value  Fund/Jones  &  Babson 

_* 

16.5 

11.2 

76 

17.4 

9.9 

none 

1.00 

■  D 

■  A 

Baird  Blue  Chip/Baird 

— * 

2.2 

9.8 

58 

20.8 

33.1 

5.75% 

1.40 

■  B 

■  D 

Baird  Capital  Development/Baird 

— * 

0.7 

11.8 

51 

20.7 

2.0 

5.75 

1.50 

Baron  Asset  Fund/Baron 

_* 

7.4 

8.2 

69 

25.1 

1.2 

none 

1.60 

D 

A 

Bartlett  Basic  Value/Bartlett 

10.6 

5.7 

7.2 

94 

13.0 

9.4 

none 

1.20 

Benham  Equity  Growth/Ben  ham 

_* 

1.4 

 * 

94 

14.5 

18.6 

none 

0.75a 

Benham  Income  &  Growth/Benham 

_* 

-0.4 

 * 

228 

14.1 

20.0 

none 

0.75a 

Benham  Utilities  Income/Benham 

 * 

-9.1 

— * 

158 

15.1 

9.2 

none 

0.75a 

A 

D 

Berger  One  Hundred/Berger 

11.6 

-4.7 

19.3 

1,813 

28.7 

5.0 

none 

169 

C 

B 

Berger  One  Hundred  and  One/Berger 

10.7 

3.3 

14.0 

340 

17.5 

19.6 

none 

1.83 

A 

■  D 

Berwyn  Fund/Berwyn 

7.3 

10.5 

52 

14.1 

0.8 

none§ 

1.37 

B 

C 

Wm  Blair-Growth/Wm  Blair 

10.0 

10.9 

13.8 

154 

23.7 

3.4 

none 

0.78 

■  A 

■  D 

Brandywine  Fund/Brandywine 

 * 

6.7 

17.3 

1,949 

21.9 

7.5 

none 

1.10 

D 

D 

Bull  &  Bear  Special  Equities'/Bull  &  Bear 

3.8 

-20.2 

0.3 

45 

21.2 

4.3 

none 

3.25 

D 

A  + 

Burnham  Fund/Burnham 

11.3 

-1.6 

7.5 

105 

21.2 

16.2 

3.00 

1.53 

Calvert-Ariel  Appreciation-A/Calvert 

7.0 

— * 

206 

16.6 

1.6 

4.75 

1.34a 

■  B 

■  D 

Calvert-Ariel  Growth  Fund/Calvert 

~* 

5.5 

6.5 

193 

19.0 

0.7 

t 

1.20 

Calvert  Social  Inv-Equity-A/Calvert 

* 

-3.9 

5.5 

79 

18.8 

4.7 

4.75 

1.16 

■  D 

■  A 

Capital  Income  Builder/American  Funds 

_* 

3.2 

11.3 

3,359 

19.9 

15.9 

5.75 

0.72 

D 

C 

Capstone  US  Trend/Capstone 

8.1 

-6.2 

7.0 

88 

22.4 

31.6  ' 

4.75 

1.30 

C 

B 

Cardinal  Fund/Cardinal 

11.9 

1.7 

8.7 

246 

18.0 

28.7 

6.00 

0.68 

B 

B 

Century  Shares  Trust/Century  Shares 

13.8 

-8.1 

11.2 

215 

13.9 

5.2 

none 

0.82 

A  + 

D 

CGM  Capital  Development/CGM 

16.6 

-0.3 

22.5 

457 

6.8 

5.6 

t 

0.84 

C 

■  A 

Clipper  Fund/Clipper 

_* 

2.2 

9.1 

244 

13.3 

13.9 

none 

1.13 

Cohen  &  Steers  Realty  Shares/Cohen  &  Steers 

 * 

10.0 

— * 

358 

NA 

NA 

none 

1.18a 

B 

D 

Colonial  Growth  Shares  Trust-A/Colonial 

11.5 

2.8 

9.1 

200 

16.2 

6.9 

5.75 

1.22 

■  D 

■  D 

Colonial  Small  Stock-A/Colonial 

_* 

5.3 

4.4 

33 

14.7 

0.3 

5.75 

1.60 

Colonial  US  Fund  for  Growth-A/Colonial 

-* 

0.1 

_* 

247 

17.5 

13.4 

5.75 

1.50a 

Columbia  Common  Stock/Columbia 

 * 

4.2 

— * 

116 

19.2 

19.5 

none 

0.84 

B 

C 

Columbia  Growth  Fund/Columbia 

11.3 

1.9 

1 1  3 

563 

18.2 

17.2 

none 

0.83 

■  A 

■  F 

Columbia  Special  Fund/Columbia 

8.1 

Id  1 

804 

23.8 

1.9 

none 

i.u 

■  C 

■  C 

Common  Sense-Growth/Common  Sense 

 * 

0.8 

11.1 

2,073 

20.2 

17.3 

8.50 

1.12 

■  D 

■  B 

Common  Sense-Growth  &  Income/Common  Sense 

-0.4 

9.3 

680 

18.8 

22.7 

8.50 

1.02 

Compass  Capital  Equity-lncome/SEI 

* 

9.9 

 * 

274 

24.0 

3.0 

3.75 

0.93 

Compass  Capital  Growth/SEI 

 * 

-1.5 

128 

18.2 

10.0 

3.75 

0.94 

D 

B 

Composite  Growth-A/Murphey 

10.3 

3.7 

7.2 

95 

19.9 

16.9 

4.50 

1.16 

■  B 

■  D 

Composite  Northwest  50  Fund-A/Murphey 

2.8 

11.2 

156 

'  18.1 

5.1 

4.50 

1.09a 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors.  §Distributor  may  impose  redemption  fee,  with  proceeds  reverting  to  other  fund  shareholders,  a:  Net  of  absorption  of  expenses  by  fund  sponsor, 
b:  Includes  back-end  load  that  reverts  to  distributor.    NA:  Not  applicable  or  not  available.    'Reflects  performance  of  Capital  Growth  prior  to  6/92  merger. 
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Ethan  wants  to 

invest  in  video  games . 

I  want  to  invest  in  Ethan. 


m 


The  New 
Stein  Roe  Young  I  nvestor 

Fund  has  something 


Now  there's  a  fund  that 
makes  investing  for  college 
a  fun  learning  experience 
for  kids.  It's  the  new 
SteinRoe  Young  Investor 
Fund.  A  no-load  mutual 
fund  offering  strong  growth 
potential  by  investing  in 
companies  that  affect  the 
lives  of  one  of  the  fastest 
growing  consumer 
groups:  kids. 

They'll  receive  the  Young 
Investor  newsletter,  activity 
book,  owner's  manual  and 
poster  to  help  them  track 
their  investment.  You'll  have 
the  satisfaction  of 
giving  a  gift  that  provides  a 
long-term  investment  for 
college,  while  teaching 
them  the  importance  of 
investing  right  now. 
Call  SteinRoe  today. 

for  both  of  us. 


Call  for  yohir 

free 

Investoi" 
ii^cn^rncitiori 

Kit. 


SteinRoe  Mutual  Funds 


O  3  -  O  5  5  ~T~~^> 


For  more  complete  information, 
including  management  fees 
and  expenses  on  any  of  our 
17  no-load  mutual  funds,  call 
for  a  prospectus.  Please  read  it 
carefully  before  you  invest. 
Liberty  Securities  Corporation, 
Distributor.Member  SIPC. 


STEM 
R0E& 
FASNHAM 


K  FUNDS 


Mkv 


>rmance 

Fund/distributor  — 

— Annualized  total  return  

Assets 

Weighted 

Median 

Maximum 

Annual 

UP 

DOWN 

6/83 

last 

5-year 

6/30/94 

average 

market 

sales 

expenses 

—markets— 

to  6/94 

12 

($mil) 

P/E 

cap 

charge 

per 

months 

($bil) 

$100 

Standard  &  Poor's  500  stock  average 

13.1% 

1.5 

%,  10.3% 

18.3 

$26.5 

Forbes  stock  fund  composite 

LO.5% 

2.0 

26.7 

$13.0 

$1.23 

Pnnpctnoa— Fm  litv  Fi  inHAA/i  rr^hi  irv 
w',.i  it  a '.uga  tijuiLjr  i  ui  ikii  vv  i  ii  juui  y 

* 

1.5%  — * 

$47 

17.0 

$6.9 

4.00% 

$1 46a 

■  R 

■  D 

■r 

Cnnnprttn it  Mutual— (lCnwth/Phpl 

 * 

3.6 

13.2% 

69 

15.2 

14.5 

5.00 

0.96 

F 

A  + 

Copley  Fund/Copley 

11.2% 

-10.8 

7.9 

77 

14.0 

7.2 

none 

1.47 

■  D 

■  A 

Cowen  Income  +  Growth-A/Cowen 

— * 

-2.8 

7.1 

39 

17.0 

6.4 

4.75 

1.22a 

Cowen  Opportunity  Fund-A/Cowen 

 * 

8.9 

17.4 

37 

19.0 

0.2 

4.75 

1.45a 

B 

C 

Dean  Witter  American  Value/Dean  Witter 

10.8 

-4.8 

12.9 

1,375 

26.0 

2.6 

5.00b 

1.61 

Dean  Witter  Canital  Growth/Dean  Wittpr 

-1.0 

488 

18.0 

3.2 

5.00b 

1.90 

r 

Dpan  Wittpr  Dpvplnninp  Growth/Dp^n  Wittpr 

5.0 

-4.0 

1  f\  £ 
1U.0 

299 

26.0 

0.7 

5.00b 

1.77 

c 

A 

Dean  Witter  Dividend  Growth/Dean  Witter 

12.9 

0.3 

9.2 

6,604 

21.0 

10.3 

5.00b 

1.37 

Dean  Witter  Health  Sciences/Dean  Witter 

— * 

-1.5 

228 

29.0 

0.5 

5.00b 

2.30 

D 

C 

Dean  Witter  Natural  Resource  Dev/Dean  Witter 

7.0 

3.4 

6.8 

141 

22.5 

11.4 

5.00b 

1.91 

Dean  Witter  Utilities/Dean  Witter 

— * 

-9.4 

7.6 

3,203 

14.9 

7.5 

5.00b 

1.46 

Dean  Witter  Value-Added  Mkt-Equity/Dean  Witter 

2.2 

8.8 

456 

16.4 

7.0 

5.00b 

1.71 

c 

B 

Delaware  Group  Decatur  IncomeVDelaware 

12.1 

4.3 

7.0 

1,418 

16.3 

12.1 

5.75 

0.81 

■  D 

■  B 

Delaware  Group  Decatur  Total  Return2/Delaware 

 * 

3.9 

8.3 

414 

16.2 

14.6 

5.75 

1.22 

■  B 

■  D 

Delaware  Group  Delcap  Fund  I/Delaware 

— * 

0.5 

9.1 

958 

21.7 

1.8 

5.75 

1.34 

A  + 

F 

Delaware  Group  Trend/Delaware 

9.0 

0.5 

13.8 

268 

22.0 

0.8 

5.75 

1.33 

■  A 

■  C 

Delaware  Group  Value/Delaware 

 * 

4.4 

12.6 

177 

16.5 

0.5 

5.75 

1.64 

A 

B 

Dodge  &  Cox  Stock  Fund/Dodge 

14.3 

4.7 

11.2 

479 

14.5 

18.3 

none 

0.62 

D 

■  B 

Dreyfus  Appreciation  Fund/Dreyfus 

 * 

o.b 

211 

20.3 

42.6 

none 

1.07 

C 

A 

Dreyfus  Capital  Growth/Dreyfus 

11.9 

1.0 

9.4 

570 

20.5 

9.4 

3.00 

1.02 

■  F 

■  A 

Dreyfus  Capital  Value-A/Dreyfus 

 * 

0.8 

2.0 

529 

34.3 

5.4 

4.50 

1.23 

Dreyfus  Edison  Electric  Index/Dreyfus 

 * 

-19.2 

 * 

77 

11.9 

5.0 

none 

0.75a 

D 

A 

Dreyfus  Fund/Dreyfus 

10.5 

0.8 

7.6 

2,551 

18.3 

18.5 

none 

0.74 

DrpvfiK  fiffiwth  &  Inrnmp/Drpwf i k 

 * 

5.6 

 * 

1,650 

22.9 

4.9 

none 

1.24a 

D 

c 

Drpvfn^  Growth  Onnnrtiinitv/DrPvfiK 

\J  i  VJf  IUJ  \*A  1  \J  II  11  1  VUUUI  IUI  1 1  If  UICVIUj 

8.4 

-0.7 

6.1 

390 

26.2 

8.8 

none 

1.09 

■  B 

■  D 

Drpvfus  Npw  Lparipr^/Drpvf ik 

 * 

7.2 

12.3 

354 

21.6 

0.5 

none 

1.22a 

■  D 

■  A 

Dreyfus  Strategic  Growth/Dreyfus 

 * 

26.8 

9.0 

72 

17.4 

1.9 

3.00 

1.59a 

■  F 

■  A 

Hrpyfn^  ^tratpoir  Inv/Pctino-A/DrPx/fi  iq 

L/'CyiUO  OUdlCgM.  1 1  1 VCM  1 1  Ig  H  L'l  i .  ,  ,  i.J 

 * 

-2.3 

9.1 

384 

22.6 

6.8 

4.50 

1.27 

D 

B 

Dreyfus  Third  Century/Dreyfus 

9.7 

-3.4 

8.7 

371 

18.5 

7.8 

none 

1.11 

EV  Equity-Income  Trust/Eaton  Vance 

 * 

-8.7 

3.1 

33 

16.1 

4.9 

6.00b 

2.11 

D 

C 

EV  Growth  Fund/Eaton  Vance 

10.0 

-3.2 

7.2 

124 

17.1 

11.6 

4.75 

0.89 

D 

D 

EV  Special  Equities/Eaton  Vance 

6.8 

-9.6 

8.8 

69 

21.3 

3.4 

4.75 

1.01 

D 

A 

EV  Stock  Fund/Eaton  Vance 

11.8 

1.1 

8.4 

90 

20.0 

28.3 

4.75 

0.96 

D 

A  + 

EV  Traditional  Total  Return3/Eaton  Vance 

12.3 

-14.7 

7.8 

500 

13.0 

5.6 

4.75 

1.13 

D 

■  B 

EBI  Equity  Fund/EBI 

 * 

3.6 

9.2 

78 

15.5 

15.5 

none 

2.25 

■  C 

■  A 

Eclipse  Financial  Asset-Equity/Eclipse 

 * 

3.2 

8.4 

186 

19.7 

2.3 

none 

1.12 

Enterprise  Group-Cap  Apprec/Enterprise 

-1.5 

13.6 

96 

25.2 

14.4 

4.75 

1.75 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available. 
'Formerly  Delaware  Group  Decatur  I.   formerly  Delaware  Group  Decatur  II.   formerly  Eaton  Vance  Total  Return. 
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Performance 
UP  DOWN 
—markets— 

Fund/distributor   Annualized  total  return  

6/83        last  5-year 
to  6/94  12 
months 

Assets 
6/30/94 
($mil) 

Weighted 
average 
P/E 

Median 
market 
cap 
($bil) 

Maximum 
sales 
charge 

Annual 
expenses 
per 
$100 

Standard  &  Poor's  500  stock  average 

Forbes  stock  fund  composite  '  ] 

mm 

m 

1.5% 
2.0% 

10.3% 
10.6% 

18.3 
26.7 

$26.5 
$13.0 

$1.23 

Enterprise  Group-Growth  &  Inc/Enterprise 

_* 

3.5% 

7.8% 

$51 

15.9 

$12.7 

4.75% 

$1.50a 

C 

C 

Enterprise  Group-Growth/Enterprise 

10.4% 

7.7 

10.7 

84 

22.7 

13.7 

4.75 

1.60 

B 

C 

Evergreen  Fund/Lieber 

9.7 

4.5 

7.1 

511 

16.8 

4.4 

none 

1.23 

■C 

■  B 

Evergreen  Growth  &  IncomeVLieber 

 * 

4.0 

10.8 

62 

15.9 

4.8 

none 

1.26 

A 

B 

ever  gl  ceil  LHilllcU  IVldrKcl/LlcDcr 

14.9 

4.4 

9.9 

89 

16.5 

0.1 

none 

1.26 

o 

A 

FuprorPPTi  Tntal  Do+lirn/l  iokar 

11.1 

O  7 

6.5 

1,027 

15.2 

7.0 

none 

1.18 

■  B 

■C 

FAM  Value  Fund/FAM 

_* 

-0.6 

11.7 

194 

17.0 

0.4 

none 

1.39 

D 

B 

FBL-Growth  Common  Stock/FBL 

8.3 

2.9 

11.9 

64 

22.4 

1.1 

5.00b 

1.46 

■C 

■C 

Federated  Growth  Trust/Federated 

 * 

-5.9 

7.4 

397 

16.6 

2.4 

none 

0.97 

B 

A 

Federated  Stock  Trust/Federated 

12.9 

2.5 

9.1 

549 

15.4 

20.7 

none 

0.94 

riHpllfu  AHuicrtr  Fmiitu  ^rnnrfh  A  /  F  i  r\c  1 1 tw 

nuciiiy  Muvibur  ctjuiiy  urowin-H/riacMiy 

 * 

ft  7 
U./ 

Oft  c 

20.5 

11.8 

4.75 

1.82a 

rlHplltu  AHv/iCAr  Fniiitu  Inmmo  fl/FiHalitw 

r luciiiy  huvioUi  equity  iiiCOiTlc*H/ r KJclily 

 * 

7  n 
/.U 

* 

01 

oJ 

7ft  ft 

5.8 

It  7C 

4./5 

ft  1C 

0./6 

Fidelity  Advisor  Growth  Oppors/Fidelity 

 * 

10.1 

15.6 

3,475 

16.1 

9.8 

4.75 

1.64a 

B 

■  A 

Fidelity  Advisor  Strategic  Oppors-A2/Fidelity 

_* 

4.1 

10.4 

364 

16.9 

12.8 

4.75 

1.88 

Fidelity  Blue  Chip  Growth/Fidelity 

* 

11.8 

20.0 

2,040 

21.3 

6.4 

3.00 

1.24 

■  B 

■  C 

Fidelity  Capital  Appreciation/Fidelity 

_* 

8.0 

8.0 

1,705 

8.8 

2.3 

3.00 

1.24 

A+ 

n 

u 

riuciuy  uoiUfaiunu/r KJcifiy 

15.1 

1  7 

1.3 

1 0  Q 

7  G77 
/,5/3 

on  a 

O  0 

0.2 

3.00 

1.06 

A  + 

M  7 

r 

PiHolitu  ftacttm/  Or\r¥f/\i'i/\  1  '' C  i 1 1  +  w 

riuciiiy  uesuny  rornono  i/riueiity 

15.6 

1  0  1 

15.9 

o  i  n  7 

1  C  0 

16.8 

12.4 

0.69 

■A 

■  D 

Fidelity  Destiny  Portfolio  ll/Fidelity 

 * 

12.8 

16.9 

1,340 

17.4 

9.9 

** 

0.80 

Fidelity  Disciplined  Equity/Fidelity 

 * 

5.2 

13.9 

893 

16.9 

9.3 

none 

1.09 

Fidelity  Dividend  Growth/Fidelity 

 * 

6.0 

 * 

70 

23.0 

1.8 

none 

1.45 

Fidelity  Emerging  Growth/Fidelity 

 * 

-6.6 

 * 

550 

24.3 

9.3 

3.00 

1.19 

R 

R 
D 

riuciiiy  Lquiiy-incorne/r  iuei  ity 

12.4 

7  9 
l.i 

Q  7 

if./ 

b.ooU 

1 R  7 

Id./ 

Oft  0 

iU.i 

o  ftm 

ft  70 

0./2 

riaeiiiy  tquiry-income  3i/rioeiiiy 

— * 

0.4 

* 

C  7G7 

14.0 

1  1  7 

11.3 

none 

0.88 

c 

B 

Fidelity  Fund/Fidelity 

11.7 

5.0 

10.0 

1,591 

18.0 

19.5 

none 

0.63 

■  B 

■  B 

Fidelity  Growth  &  Income/Fidelity 

 * 

4.8 

13.4 

8,356 

18.1 

23.2 

3.00 

0.82 

A 

D 

Fidelity  Growth  Company/Fidelity 

13.5 

-0.3 

15.4 

2,671 

20.6 

13.4 

3.00 

1.07 

Fidelity  Low-Priced  Stock/Fidelity 

* 

12.4 

* 

2,112 

12.9 

0.5 

3.00 

1.11 

A 

C 

Fidelity  Magellan  Fund/Fidelity 

15.3 

1.2 

13.3 

33,179 

19.8 

8.4 

3.00 

0.99 

Fidelity  Market  Index/Fidelity 

 * 

1.1 

289 

18.3 

26.3 

none 

0.45 

Fidelity  New  Millennium/Fidelity 

 * 

2.2 

 * 

299 

20.8 

3.1 

3.00 

1.32 

■  B 

■C 

Fidelity  OTC  Portfolio/Fidelity 

 * 

-1.7 

11.4 

1,214 

20.2 

3.2 

3.00 

0.87 

■  C 

■  A 

Fidelity  Real  Estate  Investment/Fidelity 

3.4 

12.5 

538 

27.4 

0.6 

none 

1.13 

A 

C 

Fidelity  Retirement  Growth/Fidelity 

13.6 

8.8 

14.1 

2,911 

15.0 

5.9 

none 

1.05 

■  A 

■  D 

Fidelity  Select-Automotive/Fidelity 

 * 

2.2 

16.0 

103 

18.9 

16.1 

3.00 

1.68 

■  B 

■  A 

Fidelity  Select-Biotechnology/Fidelity 

 * 

-8.7 

20.0 

384 

15.4 

3.3 

3.00 

1.61 

Fidelity  Select-Brokerage  &  Inv/Fidelity 

8.5 

37 

11.9 

3.5 

3.00 

1.77 

■  B 

■C 

Fidelity  Select-Chemicals/Fidelity 

22.9 

13.7 

153 

21.3 

5.2 

3.00 

1.93 

■  Fund  rated  for  two  periods  only;  maxim  um  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  ICIosed  to  new 
investors.  "Available  only  through  monthly  contractual  plan,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to 
distributor.  NA:  Not  applicable  or  not  available.  'Formerly  Evergreen  Value  Timing,  formerly  Fidelity  Special  Situations-Advisor.  3Sales  charge  waived 
through  12/31/95. 
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ice        Fund/distributor   Annualized  total  return   Assets     Weighted    Median    Maximum  Annual 


UP  DOWN 
—markets— 

6/83 
to  6/94 

last 
12 
months 

5-year 

6/30/94 
($mil) 

average 
P/E 

market 
cap 
($bil) 

sales  expenses 
charge  per 
$100 

■  ■ 

.  ..... 

Standard  &  Poor's  500  stock  average 

13.1% 

1.5% 

10.3% 

18.3 

$26.5 

Forbes  stock  fund  composite 

10. 5% 

10.6% 

26.7 

$13.0 

$ 

H 

■  A 

■  D 

Fidelity  Select-Computers/Fidelity 

 * 

23.0% 

19.8% 

$84 

16.8 

$4.5 

3.00% 

$1.89 

Fidelity  Select-Const  &  Housing/Fidelity 

 * 

8.1 

5.8 

44 

20.4 

8.5 

3.00 

1 66 

Fidelity  Select-Develop  Commun/Fidelity 

— * 

-1.4 

— * 

148 

20.4 

3.0 

3.00 

1.56 

Fidelity  Select-Electronics/Fidel ity 

— * 

18.9 

— * 

124 

21.7 

16.7 

3.00 

1.67 

F 

A 

Fidelity  Select-Energy/Fidelity 

8.0% 

0.8 

6.8 

98 

23.8 

14.2 

3.00 

1.66 

■  F 

■  D 

Fidelity  Select-Energy  Service/Fidelity 

-6.0 

5.4 

91 

16.8 

1.3 

3.00 

1.65 

Fidelity  Select-Environ  Services/Fidelity 

 * 

-5.6 

2.4 

41 

18.5 

3.4 

3.00 

2.03 

A  + 

D 

Fidelity  Select-Financial  Services/Fidelity 

15.3 

7.4 

15.9 

115 

11.6 

5.1 

3.00 

1.63 

■  C 

■  A 

Fidelity  Select-Food  &  Agriculture/Fidelity 

— * 

4.4 

13.1 

71 

19.1 

4.7 

3.00 

1.64 

A 

C 

Fidelity  Select-Health  Care/Fidelity 

14.8 

14.5 

18.5 

529 

15.9 

5,0 

3.00 

1.55 

■  A 

■  D 

Fidelity  Select-Home  rinance/hdelity 

33.0 

22.6 

270 

9.6 

2.9 

3.00 

1.58 

Fidelity  Select-Industrial  Equip/Fidelity 

7.3 

98 

23.6 

2.9 

3.00 

1.68 

■  B 

■  D 

Fidelity  Select-Industrial  Materials/Fidelity 

 * 

20.1 

11.6 

143 

14.0 

6.3 

3.00 

2.08 

A  + 

■  D 

Fidelity  Select-Leisure/Fidelity 

 * 

8.1 

9.4 

64 

21.7 

5.8 

3.00 

1.53 

■  A 

■  B 

Fidelity  Select-Medical  Delivery/Fidelity 

 * 

26.9 

18.2 

171 

22.4 

2.5 

3.00 

1.79 

Fidelity  Select-Multimedia/Fidel  ity 

 * 

14.8 

— * 

28 

18.4 

11.2 

3.00 

1.63 

ridelity  Select-Natural  laas/Ndelity 

-3.0 

85 

22.9 

2.8 

3.00 

1.93 

■  C 

BD 

Fidelity  Select-Paper  &  Forest  Prods/Fidelity 

9.5 

10.2 

28 

16.5 

3.9 

3.00 

2.07 

Fidelity  Select-Regional  Banks/Fidelity 

 * 

8.9 

18.6 

171 

11.3 

5.0 

3.00 

1.60 

■  A 

■  F 

Fidelity  Select-Retailing/Fidelity 

\  * 

5.1 

17.3 

42 

22.2 

4.4 

3.00 

1.83 

■  A 

■  D 

Fidelity  Select-Software  &  Comp/Fidelity 

 * 

-17.0 

17.3 

135 

28.3 

4.8' 

3.00 

1.57 

A 

F 

Fidelity  Select-Technology/Fidelity 

5.5 

0.8 

19.9 

171 

27.9 

4.5 

3.00 

1.54 

■  A 

■  B 

Fidelity  Select-Telecommun/Fidelity 

5.2 

13.3 

348 

20.4 

21.3 

3.00 

1.53 

n 
U 

A  + 

Fidelity  Select— Utrlities/Fidei ity 

15.0 

-6.6 

10.6 

225 

17.1 

8.4 

3.00 

1.35 

Fidelity  Small  Cap  Stock/Fidelity 

 * 

-1.3 

_* 

619 

NA 

NA 

3.00 

1.18 

Fidelity  Stock  Selector/Fidelity 

 * 

3.9 

 * 

733 

15.9 

8.1 

none 

1.12 

A 

D 

Fidelity  Trend  Fund/Fidelity 

11.6 

-0.4 

10.3 

1,210 

18.0 

5.4 

none 

0.92 

Fidelity  Utilities  Income/Fidelity 

 * 

-2.1 

11.5 

1,219 

17.1 

13.0 

none 

0.86 

A 

D 

Fidelity  Value  Fund/Fidelity 

10.6 

14.6 

11.9 

2,517 

16.5 

4.7 

none 

1.11 

C 

D 

Fiduciary  Capital  Growth/Fiduciary 

7.4 

1.5 

9.0 

34 

16.1 

2.4 

none 

1.20 

■  B 

■  B 

First  Eagle  Fund  of  America/First  Eagle 

 * 

6.5 

10.3 

111 

13.2 

2.4 

none§ 

2.70 

First  Investors  Blue  Chip/First  Inv 

 * 

-1.1  ■ 

8.1 

118 

18.7 

18.9 

6.25 

1.48a 

First  Investors  Special  Situations/First  Inv 

 * 

3.1 

69 

20.2 

9.0 

6.25 

1.63a 

First  Investors  Utilities  Income/First  Inv 

-8.2 

 * 

61 

16.0 

3.6 

6.25 

1.50a 

First  Omaha  Equity  Fund/First  Omaha 

3.3 

 * 

129 

23.0 

6.1 

none 

1.01a 

■  D 

■  B 

First  Union-Value-B/Federated 

3.6 

9.3 

265 

21.0 

8.7 

4.00 

0.99 

Flag  Investors  Quality  Growth/Brown 

-2.3 

36 

21.5 

10.8 

4.50 

1.25a 

C 

■  A 

Flag  Investors  Telephone  Income-A/Brown 

-2.0 

11.1 

484 

"  17.9 

15.2 

4.50 

0.92a 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors.    §Dislributor  may  impose  redemption  fee,  with  proceeds  reverting  to  other  shareholders,    a:  Net  of  absorption  of  expenses  by  fund  sponsor. 

b:  Includes  back-end  load  that  reverts  to  distributor.    NA:  Not  applicable  or  not  available. 
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"The  Most  Reliable  Copier  Ever 
To  Play  The  Game  Just  Got  Better." 


Rick  Pitino,  Championship  Coach 


Whether  you're  crashing  the  boards  or  chairman  of  the  board,  you  need  a  big  pn 
you  can  rely  on.  In  business,  that's  a  Sharp  Master  Series  high-volume  copier/duplicator. 
The  SD-3075  is  the  most  reliable  high-volume  copier  ever  tested  by  Buyers  Lab.  And  at  75 

copies  per  minute,  it  was  the  first  copier  tested  that  produced  over  a  million 
copies  without  any  unscheduled  service. 

From  this  winning  tradition  comes  the  new  SD-3062.  It  produces  62 
copies  per  minute  and  finishes  multiple  sets  of  documents  at  the  touch  of  a 
button.  All  of  which  saves  time  and  ultimately,  money. 

To  see  how  the  right  Sharp  copier  can  be  a  big  time  player  for  you, 
call  for  a  free  copy  of  Sharp's  new  Winning  Game  Plan  Video 


FREE  VIDEO 


Or  fax  1-800-3-SHARP-3. 


YOU  NEED  A  WINNING  GAME  PLAN. 
CALL  1-800-BE-SHARP 


1994  Sharp  Electronics  Corporation  •  Models  Shown:  SD-3075,  SD-3062  •  8uyers 


FROM  SHARP  MINDS 
COME  SHARP  PRODUCTS  - 


CASH  REGISTERS  •  CALCULATORS  •  WIZARD*  ORGANIZERS 


EK  FUNDS 


DRVEY 


-.."'..rrnance 
UP  DOWN 
—markets— 


Tv  i/distnbutor 


 Annualized  total  return  

6/83        last  5-year 
to  6/94  12 
months 


Assets  Weighted 
6/30/94  average 
($mil)  P/E 


Median 
market 
cap 
($bil) 


Maximum  Annual 
sales  expenses 
charge  per 
$100 


Standard  &  Poor's  500  stock  average 

13.1% 

1.5% 

18.3 

$26.5 

Forbes  stock  fund  composite 

10.5% 

2.0% 

10.6% 

26.7 

$13.0 

$1.23 

Pleach in  1  Itilitu  Inrnmo.A/PI Qoch  i n 

riagsnip  uiMiiy  inLOiiic-H/ridgbinp 

 * 

— 0.0  /o 

is  n 

I  J.U 

tfi  fi 

A  ?fi% 

H .  L  U  to 

sjtl  .U 1  a 

rlcX-TUnu5— IVIUImelu/r  Ica 

i  n  jo/ 

111.4  /o 

ftfi 
Ov 

7?  fi 

1  A 

non6 

1  9fi 

I. CO 

Fortis  Advantage-Capital  Apprec/Fortis 

_* 

-7.4 

10.8 

58 

31.2 

1.5 

4.50 

1.57 

c 

c 

Fortis  Capital  Fund/Fortis 

10.5% 

0.4 

9.8 

221 

26.7 

13.2 

4.75 

1.20 

B 

D 

Fortis  Fiduciary  Fund/Fortis 

11.2 

-0.8 

9.8 

43 

26.3 

12.4 

4.75 

1.42 

B 

D 

Fortis  Growth  Fund/Fortis 

10.2 

-11.2 

10.8 

494 

29.5 

5.8 

4.75 

1.08 

■  n 

■  A 

Fftrfrocc  lltilifu  Fi  inH/FpHprafpH 
ruiLicao  uiiiiiy  rui iuv r cuci a icu 

 * 

-i  9 

4.  J 

10.5 

851 

12.8 

5.8 

2.00b 

1.07a 

r 
u 

R 

FminHprc  R'iip  Phin/Fru  inHprc 
ruuiiucid  diuc  i*i up/ r uumuci o 

5  2 

9.8 

301 

18.2 

16.7 

non  6 

1.22 

Founders  Discovery  Fund/Founders 

-7.7 

 * 

164 

23.2 

0.4 

none 

1.65 

Founders  Frontier  Fund/Founders 

— * 

-1.1 

11.1 

222 

27.0 

1.4 

none 

1.66 

B 

D 

Founders  Growth  Fund/Founders 

11.3 

-2.9  ' 

11.3 

299 

27.0 

9.6 

none 

1.32 

B 

D 

Founders  Special  Fund/Founders 

9.5 

-2.0 

12.5 

293 

24.7 

8.7 

none 

1.33 

A  + 

H  T 

n 

FPA  f  anital  Fnnri/FPA 
rrn  wapiiai  runu/rr/n 

14.0 

9  7 

•J.I 

1  J.J 

160 

12.0 

0.9 

6.50 

1.03 

r 

Ki 

A 
H 

FPA  Paramnnnt  FnnH/FPA 
rrn  r  dial  Hum  ii  runu/rrrt 

14. £ 

ft  q 

0.3 

12  2 

ILL 

334 

25.0 

2.8 

+ 

i 

0.92 

D 

■  A 

FPA  Perennial  Fund/FPA 

* 

0.9 

8.9 

60 

17.0 

2.2 

6.50 

1.17 

D 

C 

Franklin  DynaTech  Fund/Franklin 

7.0 

-1.2 

10.5 

64 

21.1 

25.6 

4.50 

1.06 

B 

C 

Franklin  Equity  Fund/Franklin 

10.7 

2.4 

5.5 

280 

15.7 

5.2 

4.50 

0.94 

Franklin  Equity  lncome1/Franklin 

 * 

3.6 

10.4 

76 

19.8 

15.8 

4.50 

0.25 

Franklin  filnhal  1  Itilitipc/Franktin 
:  idiinMii  vaiuucn  \J in  1  ilea/ r  i ai  iftt i m 

 * 

fi  7 

 * 

121 

ILL 

15  7 

W.I 

1  6 

1  .u 

4.50 

0.84a 

Franklin  ftrAU/th  FimH/Fr?nklin 

rlallfWIll  UIUWUI  r  «JI  IU-  1  .  a  N  r\i  II  ! 

in  q 

J.H 

ft  7 

0.  / 

509 

17  6 

10.5 

4.50 

0.89 

■  D 

■  A 

Franklin  Rising  Dividends/Franklin 

 * 

-4.3 

7.6 

270 

12.9 

8.6 

4.50 

1.40 

Franklin  Small  Cap  Growth/Franklin 

— * 

12.3 

 * 

26 

20.1 

1.5 

4.50 

0.30a 

F 

A  + 

Franklin  Utilities  Fund/Franklin 

11.5 

-15.8 

7.6 

2,626 

14.9 

6.4 

4.25 

0.70 

Fremont  Growth  Fund/Fremont 

 * 

-2.0 

 * 

32 

21.0 

8.1 

none 

0.85a 

A 

B 

Fiinriampnt;il  Invp^tnr^/Anfipnrpn  FnnH^ 

1  Ul  IUCH 1 ICI 1  La  1  1 1  ( »Ci  LUI  jiHI  MCI  lOCll  1  1  UIIUo 

13.9 

6.0 

11.3 

2,232 

15.8 

15.6 

5.75 

0.65 

■  C 

■c 

FnnHTri  ret—  Aflwrpccivp  ft rnui/th/^ionati  irp 
■  ut iu  1 1 uat  nggicssi vc  viiuvvlii/ o  igi  igluic 

3.5 

9.3 

36 

20.0 

3.9 

1.50 

1.52 

■  D 

■  B 

FiinHTni^t— nmwth/^icjnati  irp 

1  Ul  IU  1  1  UM    Ul  UVVlll/  Olgl  I  u  ,  U  1  C 

 * 

4.7 

8.3 

32 

19.0 

4.5 

1.50 

1.63 

■  C 

■  A 

VJaUCMI  rl33Cl  r  Ul  IU/  VJCJ  UC 1 1 1 

* 

5.2 

9.2 

985 

16.8 

9.5 

none 

1.31 

ladDcui  equity  incomc/udUciii 

 * 

 * 

43 

is  n 

10. U 

1A  1 

14.  L 

4.  JU 

l  an 

Gabelli  Growth  Fund/Gabelli 

 * 

0.4 

9.5 

528 

20.7 

7.0 

none 

1.41 

Gabelli  Small  Cap  Growth/Gabelli 

6.3 

 * 

200 

23.0 

0.3 

4.50 

1.54 

Gabelli  Value  Fund/Gabelli 

 * 

13.1 

 * 

448 

17.3 

8.2 

5.50 

1.53 

Galaxy  Equity  Growth-Retail/Galaxy 

 * 

0.5 

 * 

414 

19.9 

25.5 

none 

0.98 

Galaxy  Equity  Income-Retail/Galaxy 

 * 

2.2 

 * 

137 

20.1 

25.3 

none 

1.17a 

Galaxy  Equity  Value-Retail/Galaxy 

 * 

4.1 

 * 

218 

15.9 

10.3 

none 

0.98 

Galaxy  Small  Co  Equity-Retail/Galaxy 

1.3 

83 

23.7 

0.7 

none 

1.40a 

F 

A 

Gateway  Index  Plus/Gateway 

9.5 

2.6 

10.0 

172 

18.0 

46.1 

none 

1.20 

0 

A 

General  Securities  Fund/General  Sees 

11.2 

4.1 

10.6 

27 

14.3 

16.6 

none 

1.50a 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  'Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors,   a.  Net  of  absorption  of  expenses  by  fund  sponsor,    b:  Includes  back-end  load  that  reverts  to  distributor.    NA:  Not  applicable  or  not  available. 

'Formerly  Franklin  Special  Equity  Income. 

Rules,  page  174.  Distributor  table,  page  246. 
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THE    10TH    U  N  W  R  I  T  T  E  N.   L  AW 
OF    D  R  IV  IN  G 


THE  GUY  WHO 

SETS  TIMERS  ON 

STOPLIGHTS 

HAS  A  SICK  SENSE 

OF  HUMOR. 


Perhaps  it's  a  deep-seated  need  for  attention.  Or  maybe  he's  just  got 


a  thing  for  taillights.  Whatever  the  reason,  the  Trooper  comes  with 


power  assisted,  four-wheel,  ventilated  disc,  anti-lock  brakes*  In  fact, 


it  is  the  only  sport  utility  to  come  standard  with  such  a  confident  level 


of  stopping  power.  Don't  worry  if  you  don't  remember  this.  Count 


on  Mr.  Stop-And-Go  to  refresh  your  memory.  The  Isuzu  Trooper. 


Life's  an  adventure.  Be  prepared.  (800)  726-2700  ISUZU 

Practically  /Amazing 


;  t  r or  ■nance 
UP  DOWN 
—markets — 

Fund/distributor   Annualized  total  return — 

6/83        last  5-year 
to  6/94  12 
months 

Assets 
6/30/94 
($mil) 

Weighted 
average 
P/E 

Median 
market 
cap 
($bil) 

Maximum 
sales 
charge 

Annual 
expenses 
per 
$100 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

i 

1.5 
2.0 

5/o  10.3°/< 
%  10.6% 

18.3 
26.7 

$26.5 
$13.0 

$1.23 

c 

r 

/\ 

Gintel  Erisa  Fund/Gintel 

0.'+  /o 

-12.2%  2.9% 

$40 

21.2 

$6.7 

none 

$2.19 

u 

R 

Gintel  Fund/Gintel 

Q  7 
0.J 

11  R 
—11,3 

^  Q 

106 

22.8 

8.9 

none 

2.18 

c 

■c 

GIT  Equity  Trust-Special  Growth/GIT 

9.0 

6.2 

37 

22.9 

0.9 

none 

1.45 

Goldman  Sachs  Capital  Growth/Goldman 

 * 

8.5 

_* 

852 

13.0 

4.7 

5.50% 

1.38a 

Goldman  Sachs  Select  Equity/Goldman 

5.8 

 * 

90 

15.9 

14.3 

5.50 

1.42a 

c 

■  B 

Gradison-McDonald  Established  Value/Gradison 

— * 

2.8 

8.6 

247 

14.4 

4.9 

none 

1.22 

g 

■  C 

Gradison-McDonald  Oppor  Value/Gradison 

* 

2.6 

9.5 

82 

13.4 

0.6 

none 

1.38 

■  A 

Greenspring  Fund/Greenspring 

7  I 
/ .  i 

9  ? 

40 

13.3 

0.4 

none 

1.31 

B 

C 

Growth  Fund  of  America/American  Funds 

1 1  Q 

4.6 

10.1 

4,900 

15.7 

8.5 

5.75 

0.77 

■  C 

■c 

Growth  Fund  of  Washington/Vista 

 * 

0.6 

5.6 

38 

16.6 

7.8 

4.75 

1.55 

GT  America  Growth-A/GT  Global 

* 

28.1 

 * 

163 

19.0 

0.4 

4.75 

1.59 

GT  Global  Telecommunications-A/GT  Global 

 * 

16.7 

* 

2,404 

24.0 

11.2 

4.75 

2.00 

A 

B 

Guardian  Park  Avenue/Guardian 

\A  A 

1.6 

11.9 

597 

14.3 

10.9 

4.50 

0.84 

Hancock  Discovery  Fund-A/Hancock 

— O.U 

 * 

30 

NA 

NA 

5.00 

2.09 

C 

D 

Hancock  Freedom  Global  Tech-A/Hancock 

J.U 

4.8 

8.2 

48 

22.0 

2.6 

5.00 

2.40 

c 

D 

Hancock  Freedom  Natl  Av  &  Tech-A/Hancock 

7  i 

i.i 

-6.2 

4.9 

67 

NA 

NA 

5.00 

1.79 

■  A 

■  C 

Hancock  Freedom  Regional  Bank-A/Hancock 

17.6 

21.2 

567 

9.8 

1.7 

5.00 

1.45 

C 

C 

Hancock  Growth  Fund-A/Hancock 

9.6 

-7.0 

7.7 

141 

27.2 

10.2 

5.00 

1.64 

■  D 

■c 

Hancock  Sovereign  Achievers-A/Hancock 

 * 

1.5 

6.5 

116 

NA 

NA 

5.00 

1.65 

D 

A 

Hancock  Sovereign  Investors-A/Hancock 

n  fi 

in  "K 

1,206 

19.2 

24.9 

5.00 

1.15 

■  A 

■  D 

Hancock  Special  Equities-A/Hancock 

 * 

-5.1 

19.3 

383 

32.7 

2.3 

t 

1.75 

Harbor  Capital  Appreciation/HCA 

 * 

2.4 

13.5 

170 

26.5 

14.1 

none 

0.85 

■  C 

■  D 

Harbor  Growth  Fund/HCA 

_* 

-4.3 

7.2 

133 

26.8 

4.0 

none 

0.89 

Harbor  Value  Fund/HCA 

-* 

1.9 

7.3 

58 

17.5 

26.1 

none 

0.96 

Harris  Insight-Equity/Funds  Dist 

* 

0.1 

10.1 

47 

13.0 

4.9 

4  50 

0.93a 

■  A 

■  D 

Heartland  Group-Value/Heartland 

14.3 

15.5 

261 

12.4 

0.2 

none 

1.45 

■  C 

■  B 

Heritage  Capital  Appreciation/Heritage 

 * 

7.0 

7.7 

71 

17.3 

8.2 

4.00 

1.54a 

Heritage  Series— Small  Cap  Stock/Heritage 

6.1 

40 

NA 

NA 

4.75 

2.00a 

HighMark  Income  Equity-lnvest/Winsbury 

2.8 

9.0 

210 

24.0 

11.9 

4.50 

1.05a 

D 

■  B 

Wayne  Hummer  Growth/Hummer 

-0.6 

10.3 

88 

18.7 

3.8 

none 

1.07 

D 

C 

IAA  Trust  Growth/IAA 

8.9 

-2.4 

6.8 

59 

21.2 

34.2 

3.00 

1.17 

IAI  Emerging  Growth/IAI 

-7.7 

216 

38.6 

2.2 

none 

1.25 

D 

B 

IAI  Growth  &  IncomeVIAI 

10.4 

1.1 

7.6 

117 

20.6 

21.4 

none 

1.25 

IAI  MidCap  Growth/IAI 

13.0 

 * 

58 

23.0 

2.3 

none 

1.25 

B 

B 

IAI  Regional  Fund/IAI 

12.8 

0.4 

10.5 

544 

19.7 

6.3 

none 

1.25 

C 

■  C 

IAI  Value  Fund/IAI 

 * 

8.0 

8.5 

34 

17.6 

2.4 

none 

1.25  ' 

■  C 

■  B 

IDEX  Fund/I nterSecurities 

-4.3 

11.5 

286 

22.2 

20.3 

8.50 

1.29 

■  B 

■  B 

IDEX  II  Growth-A/I nterSecurities 

 * 

-5.5 

11.4 

439 

'  22.3 

20.5 

5.50 

1.72 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  "Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors,    a:  Net  of  absorption  of  expenses  by  fund  sponsor,    b:  Includes  back-end  load  that  reverts  to  distributor.    NA:  Not  applicable  or  not  available. 

'Formerly  IAI  Stock. 
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Performance 
UP  DOWN 
—markets— 

Fund/distributor   Annualized  total  return — 

6/83        last  5-year 
to  6/94  12 
months 

Assets 
6/30/94 
($mil) 

Weighted 
average 
P/E 

Median 
market 
cap 
($bil) 

Maximum 
sales 
charge 

Annual 
expenses 
per 
$100 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite  • 

U2 

1.5 
2.0 

18.3 
26.7 

$26.5 
$13.0 

■ 

$1.23 

■  C 

■  B 

IDEX  Fund  3/lnterSecurities 

_* 

-4.7%  11.4% 

$154 

22.1 

$20.1 

t 

$1.24 

IDS  Blue  Chip  Advantage/I  DS 

_* 

3.5 

137 

22.3 

26.1 

5.00% 

1.03 

C 

D 

IDS  Discovery  Fund/I  DS 

6.0% 

-6.6 

11.8 

499 

26.6 

2.6 

5.00 

1.03 

IDS  Diversified  Equity  Income/I  DS 

 * 

7.2 

* 

820 

19.9 

6.1 

5.00 

0.96 

c 
L 

r 

lUo  equity  rlus/lUo 

10.5 

-2.2 

11.0 

596 

21.2 

5.9 

5.00 

fi  77 
U.// 

Q 

D 

n 
U 

iuo  urowtn  runo/i Do 

9.3 

2.0 

13.6 

912 

24.8 

12.4 

c  nn 

5.00 

fi  07 

■c 

■  B 

IDS  Managed  Retirement/ IDS 

 * 

o 1 

0.1 

1  0  Q 
lO.O 

2,018 

19.2 

16.5 

5.00 

0.83 

A 

C 

IDS  New  Dimensions/I  DS 

13.5 

1.7 

15.5 

3,914 

20.9 

17.9 

5.00 

0.92 

D 

C 

IDS  Progressive  Fund/I  DS 

8.8 

5.2 

5.8 

260 

14.5 

0.9 

5.00 

1.09 

C 

A 

IDS  Stock  Fund/I  DS 

12.2 

6.2 

12.0 

2,196 

20.9 

15.1 

5.00 

0.73 

D 

D 

IDS  Strategy-Aggressive  Equity/I  DS 

-4.7 

8.9 

630 

24.9 

b.b 

D.UUD 

1  71 
l./l 

■  b 

iuo  c>trategy-tquity/l|Uo 

 * 

3.6 

10.0 

1,092 

1 1  0 

1/.3 

1  O  1 

lo.l 

D.OUD 

l.ob 

IDS  Utilities  Income/I  DS 

 * 

1.0 

1(1  7 

1U./ 

651 

18.0 

7.0 

5.00 

0.86 

A 

D 

Invesco  Dynamics  Fund/lnvesco 

9.3 

3.5 

16.4 

275 

21.1 

4.2 

none 

1.17 

Invesco  Emerging  Growth/I  nvesco 

_* 

12.0 

— * 

183 

28.5 

0.6 

none 

1.37 

B 

D 

Invesco  Growth  Fund/lnvesco 

9.7 

0.1 

12.2 

461 

18.3 

8.6 

none 

1.04 

D 
D 

A 

Invesco  Industrial  Income/lnvesco 

14.7 

3.2 

13.9 

o  n  i  o 

18/ 

iu. y 

none 

A  DC 

u.yb 

r 

r 

■  D 

Invesco  Strategic-Energy/I  nvesco 

— * 

-8.6 

-0.3 

bb 

OC  1 

1  O  A 

1Z.4 

none 

1  1  Q 

LIB 

Invesco  Strategic-Environ  Svcs/lnvesco 

 * 

7  fi 

 * 

35 

21.3 

1.5 

none 

1.62 

■  A 

■c 

Invesco  Strategic-Finl  Svcs/lnvesco 

 * 

2.0 

21.1 

279 

8.6 

6.0 

none 

1.03 

A 

■c 

Invesco  Strategic-Health  Sci/I nvesco 

 * 

-1.0 

17.5 

421 

21.0 

1.8 

none 

1.16 

A  + 

■  D 

1  nvesco  Strategic-Leisure/I  nvesco 

 * 

9.7 

17.3 

255 

23.2 

2.7 

none 

1.14 

A  _i_ 

A  + 

m  r 

■  r 

Invesco  Strategic-Technology/I  nvesco 

— * 

2.1 

22.0 

O/IO 

Z4o 

on  /i 
ZU.4 

LA 

none 

i  .10 

■  V 

■  A 

■  A 

1  nvesco  Strategic-Uti  1  ities/l  nvesco 

— * 

-6.0 

9.6 

l  on 
loll 

1  0  0 

lo.Z 

A  Q 

4.0 

none 

1  nc 
l.Ub 

Invesco  Value-Total  Return/I  nvesco 

 * 

&  fi 

258 

16.0 

13.2 

none 

0.93 

Invesco  Value-Value  Equity/I  nvesco 

_* 

fi  n 

96 

15.1 

20.0 

none 

1.00 

c 

A 

Investment  Co  of  America/American  Funds 

13.3 

?  q 

in  fi 

1U.J 

18,696 

17.1 

19.2 

5.75 

0.59 

■  D 

■  A 

Investment  Series-High  Quality/Federated 

_* 

1.7 

9.6 

42 

17.0 

6.8 

5.75 

1.99a 

D 

C 

Investors  Research  Fund/Investors  Res 

7.0 

0.2 

7.4 

37 

16.1 

21.1 

5.75 

1.05 

D 

A 

Ivy  Growth  Fund/Mackenzie 

11.7 

1.8 

8.9 

237 

18.6 

15.7 

5.75 

1.37a 

B 

■  B 

Ivy  Growth  with  Income/Mackenzie 

 * 

4.3 

9.7 

32 

18.0 

11.2 

5.75 

1.89 

Janus  Enterprise  Fund/Janus 

 * 

5.7 

255 

22.9 

3.4 

none 

1.24 

B 

A 

Janus  Fund/Janus 

12.8 

1.6 

13.0 

9,151 

19.7 

18.0 

none 

0.92 

Janus  Growth  &  Income/Janus 

-3.3 

476 

19.7 

24.5 

none 

1.21 

Janus  Mercury  Fund/Janus 

 * 

9.7 

265 

26.5 

7.0 

none 

1.70 

■  B 

■  C 

Janus  Twenty  Fund/Janus 

-9.2 

14.1 

2,675 

18.2 

34.4 

t 

1.04 

■  B 

■  A 

Janus  Venture  Fund/Janus 

-1.9 

13.0 

1,400 

19.1 

1.2 

t 

0.96 

D 

B 

Jefferson-Pilot  Capital  ApprecVJefferson-Pilot 

101 

-1.3 

9.6 

34 

17.5 

27.9 

4.50 

0.83 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available. 
'Formerly  JP  Growth. 
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IE 'ft 

K  FUNDS 

JNft  SURVEY 

rice        Fui  j/distnbutor   Annualized  total  return          Assets    Weighted    Median    Maximum  Annual 


DOWN 
markets— 

6/83 
to  6/94 

last 
12 
months 

5-year 

6/30/94 
($mil) 

average 
P/E 

market 
cap 
($bil) 

sales 
charge 

expenses 
per 
$100 

,3  -^ff 

ifeStaMrard  &  Poor's  500  stock  average 

13.1% 

1.5% 

18.3 

$26.5 

10.5% 

2.0% 

10.6% 

26.7 

$13.0 

$1.23 

■  A 

■  F 

Kaufmann  Fund/Kaufmann 

 * 

6.4% 

18.8% 

$1,180 

25.0 

$0.3 

none§ 

$2.53 

Kemper  Blue  Chip-A/Kemper 

 * 

-6.9 

9.0 

155 

20.7 

30.8 

5.75% 

1.18 

C 

C 

Kemper  Growth  Fund-A/Kemper 

10.8% 

-8.3 

11.3 

2,201 

22.8 

24.4 

5.75 

1.05 

B 

0 

Kemper  Small  Cap  Equity-A/Kemper 

10.0 

-0.2 

12.4 

580 

28.1 

1.8 

5.75 

1.03 

C 

C 

Kemper  Technology  Fund-A/Kemper 

9.1 

-0.4 

10.2 

550 

24.7 

8.2 

5.75 

0.85 

■  D 

■  A 

Keystone  America  Equity  Income-A/Keystone 

1.5 

9.3 

37 

21.0 

22.3 

5.75 

1.68 

Keystone  America  Global  Oppor-A/Keystone 

* 

12.5 

16.2 

195 

25.0 

0.5 

5.75 

1.46 

A 

F 

Keystone  America  Hartwell  Emerging-A/Keystone 

6.4 

-24.0 

10.0 

113 

27.7 

0.5 

5.75 

1.94 

A 

C 

Keystone  America  Omega-A/Keystone 

12.6 

-0.3 

14.0 

118 

24.5 

22.2 

5.75 

1.51 

C 

D 

Keystone  Custodian  K-2/Keystone 

9.6 

2.9 

10.5 

365 

21.9 

10.5 

4.00b 

1.80 

D 

B 

Keystone  Custodian  S-l/Keystone 

9.2 

-2.0 

7.4 

200 

21.2 

32.9 

4.00b 

2.01 

C 

D 

Keystone  Custodian  S-3/Keystone 

9.1 

-0.6 

8.4 

241 

21.4 

5.6 

4.00b 

1.40 

A 

F 

Keystone  Custodian  S-4/Keystone 

7.7 

-43 

15.0 

952 

24.5 

1.4 

4.00b 

1.73 

■  D 

■  A 

Kidder  Equity  Income-A/Kidder 

 * 

-5.8 

8.8 

84 

20.5 

15.0 

5.75 

1.65 

■  D 

■  D 

Landmark  Equity  Fund/Landmark 

* 

3.4 

7.2 

187 

21.0 

9.0 

4.75 

1.05a 

C 

B 

Laurel  Capital  Apprec-lnvestorVLaurel 

11.8 

6.8 

6.8 

333 

13.3 

14.5 

none 

1.13a 

B 

■  C 

Laurel  Special  Growth-lnvestor2/Laurel 

-7.3 

10.4 

80 

13.9 

1.7 

none 

1.40 

Laurel  Stock  Fund-Investor/Laurel 

1.0 

12.1 

216 

18.4 

25.2 

none 

1.15 

Leeb  Personal  Finance/Leeb 

_* 

-1.5 

_* 

45 

21.1 

24.5 

none 

1.50a 

■  B 

■  C 

Legg  Mason  Special  Investment/Legg  Mason 

 * 

4.9 

13.4 

570 

14.8 

1.9 

none 

1.95a 

■  C 

■c 

Legg  Mason  Total  Return  Trust/Legg  Mason 

 * 

4.6 

8.8 

195 

14.4 

7.7 

none 

1.94 

C 

B 

Legg  Mason  Value  Trust/Legg  Mason 

11.5 

4.8 

7.0 

913 

13.5 

8.4 

none 

1.82 

B 

A 

Lexington  Corp  Leaders  Trust/Lexington 

13.9 

0.4 

10.0 

148 

19.9 

49.4 

none 

0.57 

D 

C 

Lexington  Growth  &  Income/Lexington 

9.7 

1.8 

8.5 

130 

20.6 

9.9 

none 

1.35 

Liberty  Financial  Growth  &  Income/Liberty 

 * 

3.9 

 * 

32 

19.0 

11.9 

4.50 

1.25a 

Liberty  Financial  Utilities/Liberty 

* 

-3.7 

_* 

277 

17.0 

4.0 

4.50 

1.25a 

■  D 

■A 

Liberty  Utility  Fund-A/Federated 

_* 

-4.8 

10.2 

839 

12.8 

5.8 

4.50 

1.12a 

D 

■  A 

Lindner  Dividend  Fund/Ryback 

 * 

1.5 

10.7 

1,577 

19.6 

9.1 

none 

0.64 

D 

A 

Lindner  Fund/Ryback 

12.2 

4.8 

8.8 

1,527 

16.4 

3.7 

none 

0.65 

■  A 

■C 

Longleaf  Partners  Fund3/Southeastern 

21.6 

14.6 

517 

17.0 

3.3 

none 

1.26 

Longleaf  Partners  Small-Cap4/Southeastern 

5.7 

3.8 

87 

22.1 

0.3 

none 

1.45 

D 

F 

Lord  Abbett  Developing  Growth/Lord  Abbett 

3.1 

3.2 

9.8 

120 

22.8 

1.4 

5.75 

1.34 

■  D 

■  A 

Lord  Abbett  Fundamental  Value/Lord  Abbett 

2.4 

10.1 

33 

17.1 

15.5 

5.75 

1.60 

B 

C 

Lord  Abbett  Value  Appreciation/Lord  Abbett 

11.2 

2.1 

10.2 

195 

17.4 

2.1 

5.75 

1.22 

D 

A 

Lutheran  Brotherhood  Fund/Lutheran 

11.5 

-3.4 

9.2 

512 

19.3 

20.6 

5.00 

1.05 

Lutheran  Brotherhood  Oppor  Growth/Lutheran 

-0.4 

* 

74 

31.0 

0.6 

5.00 

1.66 

■  D 

■  B 

Mackenzie  American  Fund-A/Mackenzie 

-0.7 

4.3 

37 

13.3 

4.1 

5.75 

1.80 

■  B 

■  C 

MainStay-Capital  Appreciation/NYLife 

0.0 

16.6 

410 

22.4 

5.4 

5.00b 

1.80 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors.  §Distributor  may  impose  redemption  fee,  with  proceeds  reverting  to  other  fund  shareholders,  a:  Net  of  absorption  of  expenses  by  fund  sponsor, 
b:  includes  back-end  load  that  reverts  to  distributor.    NA:  Not  applicable  or  not  available.    'Formerly  Boston  Co  Capital  Appreciation,   formerly  Boston  Co 

Special  Growth-Retail.   formerly  SAM  Value  Trust.   "Formerly  SAM  Small  Cap. 

Rules,  page  174.  Distributor  table,  page  246. 
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International 


revenues  already 


represent  18% 

The  World 

of  our  total. 

Teaches  Us  ourgoansto 

New  Ways     double  that. 

To  Spell 

Revenue. 


A  Shanghai  plant 

is  under  construction  that  will 
make  Diebold  one  of  only  two 
major  ATM  makers  in  China. 

All  major  countries  in  Europe 
have  now  been  introduced 
to  America's  leading  auto- 
mated teller  machines,  our 
InterBold®  i  Series™. 

Worldwide,  we're  growing 
our  self-service  and  security 
businesses  by  cultivating  new 
markets  here  and  abroad  and 
arranging  new  international 
alliances. 

With  the  moves  we're  making, 
35%  of  Diebold  revenues  could 
sail  in  from  overseas  by  the 
end  of  1996. 

For  more  information,  write 
Diebold,  Incorporated,  Investor 
Relations,  Dept.  1-79,  P.O.  Box 
8230,  Canton,  Ohio  44711-8230. 

*es  to  i*r 

/ 

i  DIEBOLD  ' 


UP 
— 

ton nance 
COWN 
narkets— 

ui  J/d istributor   Annualized  total  return  

6/83        last  5-year 
to  6/94  12 
months 

Assets 
6/30/94 
($mil) 

Weighted 
average 
P/E 

Median 
market 
cap 
($bil) 

Maximum 
sales 
charge 

Annual 
expenses 
per 
$100 

Standard  &  Poor's  500  stock  average  ] 
Forbes  stock  fund  composite 

1 

1.5 
2.0 

%  10.3% 
Vo  10.6% 

18.3 
26.7 

$26.5 
$13.0 

$1.23 

MainStay-Equity  Index/NYLife 

 * 

3.6%        — * 

$59 

18.4 

$27.2 

5.50% 

$0.90 

■  B 

■  B 

MainStay-Value  Fund/NYLife 

6.2 

13.4% 

402 

15.3 

10.0 

5.00b 

1.90 

B 

C 

Mairs  &  Power  Growth  Fund/Mairs  &  Power 

11.7% 

6.7 

14.7 

39 

17.5 

9.1 

none 

0.98 

B 

■  B 

Managers  Capital  Appreciation/Managers 

4.9 

11.1 

85 

22.0 

2.0 

none 

1.18 

■  C 

■  C 

Managers  Income  Equity/Managers 

 * 

3.9 

7.9 

44 

27.0 

8.0 

none 

1.32 

A 

■  D 

Managers  Special  Equity/Managers 

— * 

2.3 

11.0 

99 

20.0 

0.5 

none 

1.26 

B 

c 

Horace  Mann  Growth  Fund/Mann 

1 1  n 

1  l.U 

7.2 

12.3 

193 

NA 

NA 

t 

0.69 

MarketWatch  Equity  Fund/Winsbury 

-2.7 

111 

17.0 

4.7 

4.50 

1.38a 

■  C 

■  B 

MAS-Equity  Fund/MAS 

* 

2.7 

11.6 

1,197 

16.3 

23.9 

none 

0.60 

■  A 

■  D 

MAS-Small  Capitalization  Value/MAS 

* 

11.4 

15.3 

269 

15.1 

0.5 

none 

0.86 

■  B 

■  C 

MAS-Value/MAS 

 * 

7.3 

11.9 

978 

13.0 

5.9 

none 

0.60 

B 

D 

Mass  Investors  Growth  Stock-A/MFS 

9.8 

-4.0 

10.1 

959 

19.7 

10.7 

5.75 

0.71a 

C 

B 

Mass  Investors  Trust-A/MFS 

3.1 

11.3 

1,619 

18.7 

26.8 

5.75 

0.68a 

F 

A 

Mathers  Fund/Mathers 

9  1 

-3.4 

4.7 

347 

6.3 

1.3 

none 

0.89 

■  B 

■  D 

Mentor  Growth  Fund/Mentor 

4.3 

10.7 

181 

24.9 

1.6 

5.00b 

2.09 

■  D 

■  A 

Merger  Fund/Westchester 

12.8 

8.6 

90 

13.4 

2.5 

none 

2.19 

■  A 

■  D 

Meridian  Fund/Meridian 

 * 

3.4 

15.4 

199 

21.7 

1.1 

none 

1.47 

B 

B 

Merrill  Lynch  Basic  Value-A/Merrill 

13.0 

5.5 

9.1 

4,018 

13.6 

13.6 

6.50 

0.54 

C 

A 

Merrill  Lynch  Capital-A/Merrill 

13.2 

5.8 

10.2 

5,532 

14.3 

14.4 

6.50 

0.53 

D 

■  B 

Merrill  Lynch  Fund  for  Tomorrow-A/Mernll 

 * 

-2.1 

6.6 

323 

16.4 

14.5 

6.50 

0.88 

Merrill  Lynch  Fundamental  Grow-A/Merrill 

* 

-0.4 

53 

NA 

NA 

6.50 

2.03 

■  F 

■  A 

Merrill  Lynch  Global  Resources-A/Merrill 

 * 

9.4 

7.0 

240 

20.9 

8.4 

6.50 

0.95 

■  A 

■  C 

Merrill  Lynch  Growth  Inv  &  Retire-A/Merrill 

 * 

13.3 

14.2 

1,580 

27.3 

2.9 

6.50 

0.78 

C 

D 

Merrill  Lynch  Special  Value-A/Merrill 

4.3 

10.4 

7.3 

217 

15.6 

0.5 

6.50 

1.17 

Merrill  Lynch  Strategic  Dividend-A/Memll 

* 

0.9 

7.2 

190 

21.4 

12.6 

6.50 

0.81 

Merriman  Capital  Appreciation/Merriman 

 * 

1.0 

6.2 

27 

23.0 

2.7 

none 

1.51 

■  A 

■  D 

MetLife-State  Street  Cap  Apprec-A/State  St 

 * 

-0.6 

14.6 

283 

27.3 

4.9 

4.50 

1.50 

■  D 

■  B 

MetLife-State  Street  Equity  Inc-A/State  St 

 * 

4.4 

8.7 

52 

17.2 

4.0 

4.50 

1.50a 

■  C 

■  C 

MetLife  State  Street  Equity  Inv-A/State  St 

 * 

0.7 

9.4 

34 

23.0 

14.0 

4.50 

1.50a 

EC 

■  C 

MFS  Capital  Growth-AVMFS 

3.0 

9.9 

415 

15.9 

11.1 

■  5.75 

0.91 

■  A 

■  F 

MFS  Emerging  Growth-A/MFS 

4.0 

20.9 

1,091 

30.0 

0.7 

t 

1.19 

D 

D 

MFS  Growth  Opportunities-A2/MFS 

7.4 

-3.5 

7.6 

597 

19.3 

16.2 

5.75 

0.84a 

■  C 

■  D 

MFS  Managed  Sectors-A/MFS 

 * 

-1.4 

8.9 

314 

NA 

NA 

5.75 

1.43 

B 

C 

MFS  Research  Fund-A/MFS 

10.5 

7.1 

12.0 

310 

21.0 

1.4 

5.75 

0.88 

MFS  Utilities  Fund-A/MFS 

 * 

-0.9 

61 

20.6 

6.8 

4.75 

0.65a 

B 

D 

MFS  Value  Fund-A3/MFS 

10.5 

5.7 

10.3 

145 

20.4 

2.8 

5.75 

1.42 

Midwest  Strategic-Utility  Income-A/Midwest 

-4.4 

44 

15.0 

3.1 

4.00 

1.25 

■  B 

■  C 

MIM  Stock  Appreciation/Ml M 

* 

-12.3 

15.1 

48 

26.4 

4.1 

none 

2.41 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available 
'Formerly  MFS  Lifetime  Capital  Growth,    formerly  MFS  Capital  Development,    formerly  MFS  Special  Fund. 
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XPLOR 
OPPORTUNITIES 
ABROAD. 


With  Janus  Overseas  Fund. 

If  you're  looking  for  an 
investment  that  can  really 
take  you  places,  discov- 
er the  new  international 
fund  from  Janus  -  Janus 
Overseas  Fund. 

Janus  Overseas  Fund 
helps  you  chart  a  course 
to  a  more  diversified  port- 
folio. By  investing  in  foreign 
markets,  it  allows  you  to  take 
advantage  of  a  world  of  opportunities 
not  available  in  the  United  States.  The 
fund's  focus  is  on  companies,  not  coun- 
tries, with  solid  future  growth  potential. 

Best  of  all,  you  don't  need  a  world  of 
money  to  invest  in  Janus  Overseas  Fund. 
You  can  open  an  account  with  Janus  for  as 


^      little  as  $50  a  month  through 

the  Janus  No  Minimum 
►  Initial  Investment 

Programf* 

So  if  you  want  to 
embark  on  a  new  invest- 
/    jf     ment  course,  explore 
/  Janus  Overseas  Fund. 

/     ,.1"     Call  or  send  in  the  coupon 
today  for  a  free  prospectus 
containing  more  complete 
information,  including  special 
risks  associated  with  foreign  investing 
such  as  currency  fluctuations  and 
political  uncertainty.  Please  read  the 
prospectus  carefully  before  you  invest 
or  send  money. 

BECAUSE  IT'S  NOT  HOW  MUCH 
YOU  INVEST.  IT'S  HOW  SMART. 


JANUS  OVERSEAS  FUND 

P.O.  Box  173375,  Denver,  CO  80217-3375 

1-800-525-8983  Ext.  450 

*Under  the  Janus  No  Minimum  Initial  Investment  Program,  you  authorize  Janus  to  debit  your  bank  account  $50  or  more 
per  month  to  purchase  shares  in  a  Janus  Fund.  A  plan  of  regular  investing  does  not  assure  a  profit  or  protect  against 
depreciation  in  a  declining  market.  Funds  dMnbuled    Junus  Distributors,  lnc  Memher  NASD 


YES "  I  would  like  to  know  more  about  Janus  Overseas  Fund! 

Name  


Address 


City/State/Zip  _ 


Janus  Funds  are  no-load  mutual  funds. 


Send  to: 
Janus  Funds 
P.O.  Box  173375 
Denver,  CO 
80217-3375 
1-800-525-8983 
Ext.  450 

FORB  450 


I 

J 


ice        Fund/distributor   Annualized  total  return   Assets    Weighted    Median    Maximum  Annual 


UP  L/OWN 
—markets— 

6/83 
to  6/94 

last 
12 
months 

5 -year 

6/30/94 
($mil) 

average 
P/E 

market 
cap 
($bil) 

sales 
charge 

expenses 
per 
$100 

Standard  &  Poor's  500  stock  average  ] 
Forbes  stock  fund  composite  ] 

ETC 

1.5% 
2.0% 

18.3 
26.7 

$26.5 
$13.0 

$1.23 

■  V 

■  a 

■  D 

Mimlir  lnvp<;tnr<;  Fund  l/Mimlir 

-2.7% 

9.0% 

$29 

21.9 

$22.3 

5.00% 

$1.30 

m  R 
■  D 

■  r 

Mnnptta  Fi  inri/Mnnptta 

IViUMClLa  I  Ul  IU/ I VIUI  l~  l  LCI 

-1.6 

11.9 

418 

24.8 

0.9 

t 

1.36 

Montgomery  Small  Cap/Montgomery 

 * 

-1.8 

— * 

209 

21.6 

0.9 

t 

1.40 

■  D 

■  0 

Morgan  Keegan  Southern  Cap/Morgan  Keegan 

0.4 

7.4 

39 

20.6 

23.2 

3.00 

2.00 

C 

C 

MSB  Fund/MSB 

10.0% 

4.8 

9.0 

38 

19.9 

5.6 

none 

1.01a 

B 

B 

Mutual  Benefit  Fund/MBL 

12.6 

2.6 

8.8 

47 

20.2 

8.9 

4.75 

1.04 

a 

D 

D 

Mutual  ^prrps— Bparon/Hpinp  Spps 

13.5 

11.6 

1,526 

14.0 

4.2 

none 

0.73 

Mutual  Sprip*;— Disrovprv/Hpinp  ^pr^ 

* 

21.9 

711 

11.4 

2.5 

t 

1.07 

B 

A  + 

Mutual  Series-Mutual  Shares/Heine  Sees 

1  &  fl 

9.9 

10.2 

3,514 

14.5 

6.4 

none 

0.74 

B 

A  + 

Mutual  Series-Qualified/Heine  Sees 

10. 0 

12.3 

10.9 

1,557 

14.7 

5.4 

none 

0.78 

D 

B 

National  Industries  Fund/National  !nds 

7.3 

-0.5 

7.8 

30 

19.1 

13.5 

none 

1.60 

Nations-Equity  Income-Invest  A/Nations 

— * 

3.9 

 * 

84 

NA 

NA 

5.75 

1.18a 

c 

B 

Nationwide  Fund/Nationwide 

10  Q 

2.8 

9.7 

676 

18.7 

11.6 

4.50 

0.63 

c 

B 

Nationwide  Growth  Fund/Nationwide 

1  0  A 

3.1 

8.3 

429 

20.6 

9.5 

4.50 

0.68 

N  &  B  Genesis  Fund/Neuberger 

 * 

3.7 

8.3 

127 

16.1 

0.4 

none 

1.37 

A 

C 

N  &  B  Guardian  Fund/Neuberger 

10.  R 
10.3 

6.7 

12.9 

2,169 

17.0 

8.5 

none 

0.81 

B 

C 

N  &  B  Manhattan  Fund/Neuberger 

12.8 

-1.7 

9.4 

465 

19.7 

5.1 

none 

0.95 

C 

A 

N  &  B  Partners  Fund/Neuberger 

12.8 

3.5 

10.1 

1,223 

15.9 

5-.2 

none 

0.81 

B 

B 

N  &  B  Selected  Sectors/Neuberger 

ii.l 

8.0 

12.8 

592 

15.1 

8.6 

none 

0.87 

p 

c 

Npw  Altprnativp*;  Fnnri/Npw  Alfprnativps 

lien  nuci  nauu^  j  I  uiiU'iN^vv  niu.i  i  mu  ^ 

9  /I 
LA 

-2.4 

5.1 

29 

20.7 

1.9 

4.75 

1.11 

A 

■  C 

New  Economy  Fund/American  Funds 

3.8 

11.7 

2,301 

13.8 

7.6 

5.75 

0.85 

New  England  Capital  Growth-A/New  England 

* 

-5.2 

— * 

109 

23.0 

3.1 

5.75 

1.23a 

B 

C 

New  England  Growth  FundVNew  England 

10.9 

0.8 

12.2 

1,072 

17.4 

23.4 

t 

1.18 

D 

C 

New  England  Growth  Oppors-A2/New  England 

9.3 

0.6 

9.8 

109 

17.8 

23.9 

5.75 

1.21 

B 

c 

Npw  FnsHanH  Valup-A-VNpw  Fnplanri 

new  ^iigialiu  Value  n  /  new  i—ngiaiiu 

1  1  0 

117 

6.7 

10.1 

202 

15.0 

5.8 

5.75 

1.34 

New  USA  Mutual  Fund/New  USA 

-7.1 

196 

23.0 

1.1 

5.00 

2.11 

A 

B 

New  York  Venture  Fund/Selected 

lD.0 

4.3 

14.0 

1,038 

15.5 

10.9 

4.75 

0.90 

■  A 

■  D 

Nicholas-Applegate  Growth  Eq-A/Prudential 

 * 

-5.5 

14.0 

342 

28.3 

5.9 

5.25 

1.55 

B 

B 

Nicholas  Fund/Nicholas 

1 1  Q 

11.0 

0.7 

10.4 

2,903 

18.0 

4.9 

none 

0.78 

B 

■  C 

Nicholas  ll/Nicholas 

2.9 

8.8 

612 

18.9 

1.0 

none 

0.70 

■  B 

■  B 

Nicholas  Limited  Edition/Nicholas 

2.2 

12.6 

151 

19.2 

0.6 

t 

0.88 

North  American  Growth  &  Inc-A/Wood  Logan 

2.2 

47 

17.3 

18.7 

4.75 

1.34a 

■  C 

■  0 

North  American  Growth-A/Wood  Logan 

 * 

6.5 

7.6 

80 

16.5 

3.1 

4.75 

1.34a 

C 

B 

Northeast  Investors  Growth  Fund/Northeast 

11.3 

-1.6 

9.3 

34 

18.4 

33.6 

none 

1.45 

Oak  Hall  Equity/Forum 

-5.1 

36 

15.1 

0.6 

none 

2.00 

■  A 

■  F 

Oberweis  Emerging  Growth/Oberweis 

 * 

-8.9 

14.4 

81 

23.2 

1.5 

none 

1.80a 

■  B 

■  C 

Olympic  Trust-Equity  Income/Olympic 

 * 

3.4 

8.0 

87 

14.5 

12.5 

none 

1.00a 

■  A 

■  C 

Oppenheimer  Discovery  Fund-A/Oppenheimer 

-4.5 

12.5 

547 

22.7 

0.8 

5.75 

1.20 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors,   a:  Net  of  absorption  of  expenses  by  fund  sponsor,    b:  Includes  back-end  load  that  reverts  to  distributor.    NA:  Not  applicable  or  not  available. 

'Formerly  TNE  Growth,    formerly  TNE  Growth  Opportunities.    ^Formerly  TNE  Value. 
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Performance       Fund/distributor   Annualized  total  return   Assets     Weighted    Median    Maximum  Annual 


UP 

DOWN 

6/83 

last 

5-year 

6/30/94 

average 

market 

sales 

expenses 

—markets— 

to  6/94 

12 

($mil) 

P/E 

cap 

charge 

per 

months 

($bil) 

$100 

Standard  &  Poor's  500  stock  average  ] 

13.1% 

1.5% 

10.3% 

18.3 

$26.5 

Forbes  stock  fund  composite  ] 

10.5% 

26.7 

$13.0 

$1.23 

D 

D 

Oppenheimer  Fund-A/Oppenheimer 

6.9% 

5.8% 

9.5% 

$238 

15.8 

$11.5 

5.75% 

$1.18 

Oppenheimer  Main  St  Inc  &  Growth-AVOppenheimer 

— * 

14.5 

22.6 

906 

20.0 

0.4 

5.75 

1.25 

C 

C 

Oppenheimer  Special  Fund-A/Oppenheimer 

9.1 

0.3 

10.8 

666 

16.8 

14.9 

5.75 

1.03 

D 

D 

Oppenheimer  Target  Fund-A2/0ppenheimer 

6.4 

-0.9 

8.4 

309 

16.9 

13.8 

5.75 

1.07 

D 

c 

Oppenheimer  Time  Fund/Oppenheimer 

9.2 

-3.4 

6.8 

331 

28.5 

2.8 

5.75 

0.95 

B 

c 

Oppenheimer  Total  Return-A/Oppenheimer 

11.6 

—U.j 

1,578 

19.6 

4.3 

5.75 

0.93 

Oppenheimer  Value  Stock-A/Oppenheimer 

 * 

3.1 

9.9 

97 

16.8 

22.5 

5.75 

1.24 

A 

■c 

Pacific  Horizon-Aggressive  Growth/Concord 

 * 

-10.5 

12.3 

134 

21.5 

5.8 

4.50 

1.52 

Pacifica  Equity  Value/Furman 

 * 

9.8 

 * 

.  158 

19.0 

4.1 

4.50 

0.93a 

■  D 

■c 

PaineWebber  Blue  Chip  Growth-A/PaineWebber 

0.4 

7.1 

95 

19.0 

2.6 

4.50 

1.32 

PaineWebber  Capital  Apprec-A/PaineWebber 

2.3 

205 

NA 

NA 

4.50 

1.54 

F 

■  A 

PaineWebber  Dividend  Growth-A/PaineWebber 

* 

— 4.0 

D.U 

546 

16.1 

11.7 

4.50 

1.19 

■  B 

■  C 

PaineWebber  Growth  Fund-A/PameWebber 

 * 

0.6 

10.6 

251 

17.9 

6.8 

4.50 

1.18 

■  A 

■  C 

PaineWebber  Regional  Finl  Growth-A/PaineWebber 

 * 

7.8 

19.3 

69 

12.0 

1.0 

4.50 

1.44 

PaineWebber  Small  Cap  Value-A/PaineWebber 

— * 

0.7 

— * 

92 

19.0 

0.4 

4.50 

1.75 

Parkstone  Equity  Fund-A/Winsbury 

-2.6 

 * 

38 

24.0 

3.4 

4.50 

1.48 

Parkstone  High  Income  Equity-A/Winsbury 

 * 

-1.7 

* 

80 

14.9 

12.1 

4.50 

1.37a 

Parkstone  Small  Capitalization-A/Winsbury 

 * 

-0  7 

45 

29.0 

0.3 

4.50 

1.37a 

■  A 

■  F 

Parnassus  Fund/Parnassus 

 * 

8.0 

11.7 

118 

12.5 

1.5 

3.50 

1.16 

■  B 

■  D 

Pasadena  Growth  Fund-A/Pasadena 

 * 

-3.7 

9.0 

413 

21.8 

13.6 

5.50 

1.59 

Pasadena  Nifty  Fifty-A/Pasadena 

— * 

-1.3 

— * 

102 

22.4 

17.3 

5.50 

1.86 

■  A 

■  D 

PBHG  Growth  Fund/SEI 

4.4 

19.3 

428 

30.2 

1.0 

none 

l.jUa 

c 

B 

Penn  Square  Mutual/Penn  Square 

11.3 

4.5 

9.8 

243 

17.7 

19.1 

4.75 

0.99 

c 

B 

Pennsylvania  Mutual  Fund/Royce 

11.0 

3.5 

8.5 

856 

17.6 

0.5 

t,§ 

0.98 

Peoples  Index  Fund/Dreyfus 

* 

0.9 

— * 

267 

20.0 

12.7 

none 

0.39a 

Peoples  S&P  MidCap  Index/Dreyfus 

 * 

-0.5 

 * 

68 

18.8 

2.5 

none 

0.09a 

Pfamco  Capital  Appreciation/Pfamco 

 * 

0.5 

 * 

132 

15.0 

3.6 

none 

0.71 

Pfamco  Enhanced  Equity/Pfamco 

 * 

-4.4 

59 

20.0 

7.3 

none 

0.71 

Pfamco  Equity  Income/Pfamco 

 * 

-0.3 

 * 

81 

17.0 

3.6 

none 

0.70 

Pfamco  Mid  Cap  Growth/Pfamco 

 * 

-1.0 

— * 

108 

17.0 

1.5 

none 

0.71 

Pfamco  Small  Cap  Growth/Pfamco 

 * 

2.7 

 * 

44 

18.0 

0.4 

t 

1.25 

Pfamco  Small  Cap  Value/Pfamco 

2.4 

 * 

33 

13.0 

0.3 

none 

0.85 

D 

B 

Philadelphia  Fund/Philadelphia 

8.1 

-0.3 

4.3 

83 

11.0 

12.8 

none 

1.60 

C 

B 

Phoenix  Equity  Opportunities/Phoenix 

11.4 

-3.5 

8.6 

188 

NA 

NA 

4.75 

1.26 

D 

A 

Phoenix  Growth  Fund/Phoenix 

13.0 

0.0 

9.9 

2,130 

16.5 

34.7 

4.75 

1.18 

Phoenix  Multi-Capital  Apprec/Phoenix 

 * 

1.7 

 * 

416 

16.1 

18.2 

4.75 

1.36 

C 

B 

Phoenix  Stock  Fund/Phoenix 

11.3 

2.2 

9.0 

139 

14.1 

28.5 

4.75 

1.31 

Pierpont  Capital  Appreciation/JP  Morgan 

-3.1 

 * 

191 

NA 

NA 

none 

0.90a 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  'Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors.  §Distributor  may  impose  redemption  fee,  with  proceeds  reverting  to  other  fund  shareholders,  a:  Net  of  absorption  of  expenses  by  fund  sponsor, 
b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  'Formerly  Main  Street-Income  &  Growth.  2Reflects  performance  of 
Oppenheimer  Regency  prior  to  6/91  merger. 
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Fund/distributor   Annualized  total  return   Assets     Weighted    Median    Maximum  Annual 


DOWN 
-iiarkets— 

6/83 
to  6/94 

last  5-year 
12 
months 

6/30/94 
($mil) 

average 
P/E 

market 
cap 
($bil) 

sales 
charge 

expenses 
per 
$100 

Standard  &  Poor's  500  stock  average 

1.5 

18.3 

$26.5 

- 

Forbes  stock  fund  composite 

n 

2.0 

26.7 

$13.0 

$1.23  . 

Pierpont  Equity  Fund/JP  Morgan 

 * 

5.1%  — * 

$226 

21.0 

$8.6 

none 

$0.90a 

B 

B 

Pilgrim  MagnaCap  FundVPilgrim 

12.1% 

8.9 

9.6% 

192 

24.3 

31.8 

5.00% 

1.50 

Pioneer  Capital  Growth-A/Pioneer 

 * 

13.7 

— * 

299 

15.6 

0.3 

5.75 

1.29 

Pioneer  Equity-Income-A/Pioneer 

 * 

2.4 

— * 

169 

17.3 

8.7 

5.75 

1.25 

r 
l# 

r 
v» 

rlUIlcci  rUllu/  r  lul  Icci 

10.4 

4.0 

8.4 

9 

10.  j 

O.J 

^  7R 

j.l  j 

n  cm 

U.3J 

D 
D 

u 

r!onccr  urQwin  onarcs  /riuiiccr 

9.7 

-12.8 

8.6 

1  j.j 

■?  9 

1^ 
J.l  J 

i.zua 

C 

c 

Pioneer  ll/Pioneer 

10.3 

/I  Q 

7  7 

4,306 

15.3 

4.6 

5.75 

0.88 

B 

c 

Pioneer  Three/Pioneer 

11.2 

2.1 

9.8 

980 

18.5 

0.6 

5.75 

0.87 

Piper  Funds-Emerging  Growth/Piper 

 * 

-0.5 

* 

208 

26.5 

2.7 

4.00 

1.28 

Piper  Funds-Growth  &  Income/Piper 

 * 

1.2 

 * 

76 

18.4 

32.5 

4.00 

1.32a 

■r 

riper  runus— oecior  rcnurinancc/ripcr 

 * 

2.5 

14.1 

oU 

91  fi 

/I  A 

a  nn 

1  19^ 
I. oca 

■  r 

■  D 

riper  rUIlUb- ValUc/rl)Jt:i 

 * 

-0.9 

12.1 

1QQ 

91  1 

Li. 1 

P,  A 
0.** 

a  nn 

1  OA 

Portico-Equity  Index/Sunstone 

 * 

i  n 

 * 

ii 

18.3 

26.8 

0.25* 

0.50a 

Portico-Growth  &  Income/Sunstone 

 * 

0.1 

 * 

159 

18.0 

16.7 

none 

0.89a 

Portico-MidCore  Growth/Sunstone 

 * 

2.4 

 * 

103 

22.4 

7.2 

none 

0.86a 

Portico-Special  Growth/Sunstone 

 * 

0.3 

 * 

336 

20.2 

1.3 

none 

0.87a 

1  r\UWc  rilCc  DlUc  Ulip  LnOWUl/  if  ILc 

 * 

10.2 

 * 

31 

none 

mC 

■  A 

i  nunc  nice  Vrapiiai  HpjjicLidUUii/  r i  ilc 

 * 

7.1 

9.9 

^7A 

J/4 

17  9 

O.j 

none 

1  no. 

T  Rowe  Price  Dividend  Growth/Price 

_* 

G  9 

0.6 

47 

20.0 

8.6 

none 

1.00a 

■  C 

■  B 

T  Rowe  Price  Equity  Income/Price 

 * 

5.5 

9.1 

2,914 

15.9 

16.6 

none 

0.91 

c 

C 

T  Rowe  Price  Growth  &  Income/Price 

10.0 

1.4 

8.8 

1,186 

15.6 

21.8  ' 

none 

0.83 

B 

C 

T  Rowe  Price  Growth  Stock/Price 

11.1 

6.9 

10.9 

1,936 

18.5 

26.7 

none 

0.82 

T  Pauua  PripD  WliHPan  f^rniA/th/Priro 
1  nywc  iiilc  iviiuwdp  uiuwiii/r  iilc 

— * 

8.1 

— * 

R7 

MA 

lin 

none 

1  9^2 

■  A 

i  nuwc  rncc  i>icw  HiTicnca  urowin/rricc 

— * 

2.0 

12.3 

DUD 

OA  7 

A  1 

none 

1  18 
1.18 

D 

B 

T  Rowe  Price  New  Era/Price 

10.4 

1 .0 

C  7 
0./ 

854 

23.0 

21.7 

none 

0.80 

B 

D 

T  Rowe  Price  New  Horizons/Price 

7.3 

G.  Q 
J.O 

10  3 
ll.S 

1,530 

25.5 

1.6 

none 

0.93 

B 

D 

T  Rowe  Price  OTC/Price 

8.7 

D.J 

7  7 
/ ./ 

185 

20.0 

0.2 

none 

1.20 

T  Rowe  Price  Science  &  Technology/Price 

 * 

3.1 

19.4 

566 

30.0 

1.3 

none 

1.18 

T  Rowe  Price  Small-Cap  Value/Price 

 * 

8.0 

12.7 

436 

19.0 

0.1 

t 

1.00 

T  Rowe  Price  Spectrum-Growth/Price 

 * 

8.6 

750 

25.0 

6.1 

none 

0.86 

■  D 

■  B 

Principal  Preserv-S&P  100  Plus/Principal 

 * 

-0.1 

9.1 

39 

17.8 

45.5 

4.50 

1.22 

Princor  Blue  Chip/Princor 

 * 

-1.0 

25 

21.0 

29.7 

5.00 

1.28 

C 

B 

Princor  Capital  Accumulation/Princor 

11.8 

0.2 

7.2 

262 

17.2 

16.6 

5.00 

0.81 

Princor  Emerging  Growth/Princor 

8.5 

13.7 

78 

16.6 

1.8 

5.00 

1.63 

A 

D 

Princor  Growth  Fund/Princor 

11.8 

7.9 

14.7 

100 

18.7 

11.7 

5.00 

1.19 

Princor  Utilities/Princor 

 * 

-15.7 

56 

13.1 

6.0 

5.00 

1.00a 

A 

B 

Prudential  Equity  Fund-A/Prudential 

13.6 

5.5 

13.1 

2,057 

13.7 

7.9 

5.25 

0.96 

■  B 

Prudential  Equity  Income-A/Prudential 

 * 

3.5 

10.7 

976 

-  15.1 

6.3 

5.25 

0.98 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors.  tDistributor  may  impose  purchase  fee,  with  proceeds  reverting  to  other  fund  shareholders,  a:  Net  of  absorption  of  expenses  by  fund  sponsor, 
b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  'Reflects  performance  of  Pilgrim  Fund  prior  to  6/85  merger,  former- 
ly Mutual  of  Omaha  Growth. 
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Your  Shield  Against  the  Unexpected. 


©  Royal  Insurance,  9300  Arrowpoint  Boulevard,  Charlotte  NC  28201-1000 


KliilHIUlKIl! 


lomiarsce 
narkeis— 

Fund/distributor   Annualized  total  return — 

6/83         last  5-year 
to  6/94  12 
months 

Assets 
($mil) 

Weighted 

avcidgc 

P/E 

Median 

1 1  Id  I  re  L 

cap 
($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 
$100 

'  Standard  &  Poor's  500  stock  average  ] 
Forbes  stock  fund  composite 

13.1% 
LO.5% 

1.5% 
2.0% 

10.3% 
10.6% 

18.3 
26.7 

$26.5 
$13.0 

$1.23 

Prudential  FlexiFund-Conserv-A/Prudential 

0.9% 

9.4% 

$472 

16.1 

$7.0 

5.25% 

$1.10 

Prudential  FlexiFund-Strategy-A/Prudential 

1.0 

9.0 

379 

17.6 

16.9 

5.25 

1.18 

D 

C 

Prudential  Growth  Fund-A/Prudential 

8.1% 

-3.4 

4.6 

177 

20.6 

7.0 

5.25 

1.34 

A 

D 

Prudential  Growth  Oppor-A/Prudential 

8.5 

3.4 

12.0 

487 

18.8 

0.7 

5.25 

1.29 

Prudential  Multi-Sector-A/Prudential 

5.3 

177 

17.2 

8.7 

5.25 

1.36 

C 

A  + 

Prudential  Utility  Fund-A/Prudential 

16.3 

-5.8 

8.9 

4,272 

14.5 

6.3 

5.25 

0.85 

Putnam  Corporate  Asset/Putnam 

0.8 

130 

19.0 

6.3 

2.50 

0.83 

Putnam  Dividend  Growth-A/Putnam 

1.7 

54 

17.2 

21.4 

5.75 

1.30 

F 

B 

Putnam  Energy-Resources-A/Putnam 

7.3 

-12.7 

6.6 

127 

14.8 

12.1 

5.75 

1.20 

D 

B 

Putnam  Equity  Income-A/Putnam 

9.1 

4.8 

7.2 

333 

18.4 

10.5 

5.75 

1.17 

C 

A 

Putnam  Fund  for  Growth  &  Inc-A/Putnam 

12.8 

3.5 

10.6 

8,440 

20.0 

8.5 

5.75 

0.93 

C 

C 

Putnam  Health  Sciences-A/Putnam 

10.8 

3.1 

12.5 

729 

20.0 

12.6 

5.75 

1.15 

C 

c 

Putnam  Investors  Fund-A/Putnam 

10.2 

0.0 

10.9 

786 

20.5 

15.9 

5.75 

1.00 

■  D 

■  B 

Putnam  Managed  Income-A/Putnam 

1.3 

8.9 

471 

17.5 

12.1 

5.75 

1.09 

A 

■  D 

Putnam  New  Opportunities-AVPutnam 

7.0 

15.3 

985 

28.6 

2.4 

5.75 

1.31 

A 

D 

Putnam  OTC  Emerging  Growth-A/Putnam 

13.7 

4.0 

12.4 

437 

29.8 

1.4 

5.75 

1.24 

Putnam  Utilities  Growth  &  Inc-A/Putnam 

 * 

-6.2 

1,060 

16.0 

10.4 

5.75 

1.08 

B 

D 

Putnam  Vista  Fund-A/Putnam 

11.2 

0.0 

11.8 

732 

22.0 

3.4 

5.75 

1.16 

A 

D 

Putnam  Voyager  Fund-A/Putnam 

13.1 

3.8 

13.5 

3,744 

23.4 

6.8 

5.75 

1.12 

■  C 

■  B 

Quantitative-Boston  Growth  &  Inc-O/Quantitative 

-0.2 

10.3 

34 

15.0 

5.8 

1.00b 

1.72 

Quantitative-Boston  Numeric-O/Quantitative 

2.8 

41 

17.0 

0.8  . 

1.00 

1.83 

Quest  for  Value-Growth  &  Income-A/Quest 

 * 

7.0 

28 

16.3 

8.5 

4.75 

1.87a 

Quest  for  Value-Small  Cap-A/Quest 

 * 

0.4 

12.5 

130 

16.1 

0.4 

5.50 

1.83 

C 

B 

Quest  for  Value  Fund-A/Quest 

11.5 

1.3 

10.7 

232 

15.2 

11.3 

5.50 

1.73 

■c 

■  B 

Reich  &  Tang  Equity/Reich  &  Tang 

4.7 

9.0 

90 

17.7 

2.3 

none 

1.15 

Reynolds  Blue  Chip  Growth/Fiduciary 

-5.9 

b.J 

25 

20.8 

25.6 

none 

1.50 

■  r 

■  A 

Rightime  Blue  Chip/Lincoln 

4.4 

n  n 

226 

18.3 

26.4 

4.75 

2.15 

■  r 

m  ft 

■  A 

Rightime  Fund/Lincoln 

4.9 

9.6 

153 

21.0 

5.7 

none 

2.48 

Rightime  MidCap  Fund/Lincoln 

2.5 

65 

19.0 

2.6 

4.75 

2.26 

Riverfront  Income  Equity/Winsbury 

 * 

7.4 

 * 

31 

25.0 

4.8 

4.50 

1.94 

Robertson  Stephens  Contrarian/Robertson 

 * 

16.2 

663 

33.0 

0.7 

none 

2.40 

Robertson  Stephens  Emerging  Growth/Robertson 

15.2 

16.1 

156 

27.8 

1.2 

none 

1.50 

Robertson  Stephens  Value  Plus/Robertson 

11.2 

40 

22.3 

0.7 

none 

1.75a 

■  B 

■  C 

Rodney  Square  Multi-Mngr-Growth/Rodney  Sq 

5.7 

10.3 

66 

19.3 

4.4 

4.00 

1.42 

Royce  Fund-Equity  Income/Royce 

 * 

1.3 

89 

17.8 

0.6 

none§ 

1.00a 

Royce  Fund-Premier/Royce 

9.3 

153 

17.0 

0.4 

none§ 

1.50a 

D 

B 

Royce  Fund-Value/Royce 

10.1 

2.4 

7.4 

171 

17.7 

0.5 

none§ 

1.84a 

B 

■  C 

RPF  of  America-Growth/Selected 

11.3 

9.7 

62 

16.8 

7.7 

4.00b 

2.39 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors.  ^Distributor  may  impose  redemption  fee,  with  proceeds  reverting  to  other  fund  shareholders,  a:  Net  of  absorption  of  expenses  by  fund  sponsor, 
b:  Includes  back-end  load  that  reverts  to  distributor.    NA:  Not  applicable  or  not  available.    'Reflects  performance  of  Putnam  Information  Sciences  prior  to  3/92 

merger. 
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There's  Only  One  Place 
fou  Can  Find  The  World's 
Leading  Specialists  For 


American  And  Global 
Depositary  Receipts 

Government  Securities 
Clearance 


Domestic  And  Global 
Custody 

Mutual  Fund 
Services 


Global  Securities 
Lending 


Stock  Transfer 
Services 


And  Corporate 
Trust. 


Specialists  In  Securities  Processing  Services. 

©  1 994  The  Bank  of  New  York  An  Equal  Opportunity  Lender 


Fup-J/distributor  — 

— Annualized  total  return  

Assets 

Weighted 

Median 

Maximum 

Annual 

DOWN 

6/83 

last 

5-year 

6/30/94 

average 

market 

sales 

expenses 

— maikets— 

to  6/94 

12 

($mil) 

P/E 

cap 

charge 

per 

months 

($bil) 

$100 

'    Standard  &  Poor's  500  stock  average  ] 

13.1% 

1.5% 

10.3% 

18.3 

S26.5 

Forbes  stock  fund  composite . 

10.5% 

2.0% 

10.6% 

26.7 

$13.0 

SI. 23 

A 

C 

Safeco  Equity  Fund/Safeco 

14.0% 

15.1% 

14.5% 

$280 

20.3 

$8.1 

none 

$0.88 

B 

D 

Safeco  Growth  Fund/Safeco 

9.5 

8.6 

9.7 

144 

22.3 

4.1 

none 

0.99 

D 

A 

Safeco  Income  Fund/Safeco 

11.5 

1.1 

7.3 

186 

17.6 

14.2 

none 

0.87 

Safeco  Northwest  Fund/Safeco 

3.4 

37 

17.0 

4.1 

none 

1.07 

n 
u 

r 
V 

^alnmnn  Rrnthpr^  ranital/Salomon 

jrj  IUI 1 IUI 1  UIUUICI  j  uapi  id  n  \JO\\J\  \  \\Jt  \ 

7.9 

-5.7 

6.6 

99 

14.8 

4.8 

none 

1.31 

r 
L 

r 
V 

^alnmnn  Rrnthpr^  Invp^tor^/^alnrnon 

Od  IUIIIUII  D 1  U  LI  ICI  J  HI  Vt  Jlwl  ji  Ju  IU!  HUM 

10.3 

1.9 

9.0 

356 

18.9 

20.2 

none 

0.68 

B 

B 

Salomon  Brothers  Opportunity/Salomon 

12.5 

4.0 

7.5 

112 

12.1 

8.4 

none 

1.22 

D 

■  A 

SBSF  Fund/SBSF 

— * 

5.7 

10.3 

114 

27.0 

3.5 

none 

1.19 

Schafer  Value  Fund/Schafer  Value 

 * 

9.0 

14.9 

52 

15.0 

1.5 

none 

1.74 

A 

D 

Scudder  Capital  Growth/Scudder 

12.1 

-1.7 

C  O 

6.8 

1,26/ 

ICC 

15. 5 

C  0 

b.o 

none 

n  OA 

u.y4 

r 
v 

n 

u 

^ruHHpr  Dpvplnnmpnt  FunH/Sruddpr 

7.3 

-12.9 

11.2 

547 

25.3 

1.1 

none 

1.25 

r 

w 

B 

^rudripr  Growth  &  Inrome/Sruddpr 

11.7 

7.6 

11.0 

1,801 

18.2 

7.4 

none 

0.85 

Scudder  Quality  Growth/Scudder 

 * 

0.4 

— * 

109 

21.0 

11.9 

none 

1.25a 

Scudder  Value  Fund/Scudder 

 * 

-0.9 

— * 

34 

13.0 

10.1 

none 

1.25a 

B 

D 

Security  Equity  Fund-A/Security 

10.7 

3.1 

11.0 

352 

20.6 

15.5 

5.75% 

1.06 

F 

B 

Security  Growth  &  Income-AVSecurity 

5.9 

-6.2 

5.5 

69 

15.1 

15.0 

5.75 

1.27 

B 

F 

Spruritv  Ultra  Fund-A/Sernritv 

4.0 

-6.0 

3.9 

53 

17.3 

0.8 

5.75 

1.32 

■  D 

■  C 

SEI  Index  S&P  500  Index/SEI 

JL.  1    1IIVJV.A  WWI      »/V/W    IMUI.A  JLI 

* 

1.0 

10.0 

413 

18.4 

27.4 

none 

0.25a 

B 

A 

Selected  American  Shares/Selected 

14.1 

-0.3 

8.6 

452 

15.8 

11.0 

none 

1.22 

C 

D 

Selected  Special  Shares/Selected 

8.7 

0.6 

7.1 

47 

17.2 

0.9 

none 

1.41a 

B 

D 

Seligman  Capital  Fund-A/Seligman 

8.1 

-10.1 

12.1 

161 

20.5 

8.4 

4.75 

1.13 

B 

B 

Seligman  Common  Stock-A/Seligman 

12.2 

2.5 

11.4 

530 

19.2 

23.2 

4.75 

0.87 

A  + 

■  D 

Seligman  Commun  &  Info-A/Seligman 

 * 

13.5 

17.7 

167 

25.1 

3.0 

4.75 

1.63 

^plipman  Frontier  Funri-A/Selipman 

8.8 

53 

25.9 

0.6 

4.75 

1.25 

C 

D 

Seligman  Growth  Fund-A/Seligman 

9.3 

0.4 

9.9 

523 

27.1 

10.8 

4.75 

0.89 

C 

A 

Sentinel  Common  Stock/Sentinel 

13.1 

0.5 

9.6 

844 

18.0 

28.7 

5.00 

1.01 

Sentinel  Emerging  Growth/Sentinel 

— * 

0.3 

— * 

92 

22.3 

3.3 

5.00 

1.56 

D 

D 

Sentinel  Growth  Fund/Sentinel 

7.7 

-6.5 

6.7 

49 

20.5 

14.3 

5.00 

1.46 

C 

C 

Sentry  Fund/Sentry 

9.8 

4.4 

10.8 

76 

21.4 

19.6 

none 

0.88 

R 
D 

44- 

oequoid  runu/ocL]uuid 

7  7 

L.L 

1 1  9 

15.2 

9.2 

f 

1.01a 

Sessions  Riverside  Capital  Equity/Winsbury 

11.7 

 * 

79 

23.0 

0.5 

3.00 

1.17a 

Shadow  Stock  Fund/Jones  &  Babson 

4.2 

7.4 

31 

15.0 

0.1 

none 

1.25 

Sierra-Emerging  Growth/Gt  Western 

 * 

3.4 

126 

NA 

NA 

4.50 

1.65 

Sierra-Growth  &  Income/Gt  Western 

 * 

6.7 

125 

18.0 

7.7 

4.50 

1.50 

A 

c 

SIFE  Trust/SIFE 

14.3 

9.5 

12.9 

447 

11.5 

0.8 

6.25 

1.02 

D 

B 

Sit  Growth  &  Income/Sit 

10.1 

-0.6 

8.6 

35 

21.5 

26.4 

none 

1.10a 

B 

D 

Sit  Growth  Fund/Sit 

11.2 

-4.7 

11.2 

285 

25.2 

2.6 

none 

0.82 

■  A 

■  D 

Skyline  Fund-Special  Equities/Skyline 

 * 

8.1 

18.6 

210 

-  14.4 

0.3 

t 

1.50a 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors    a:  Net  of  absorption  of  expenses  by  fund  sponsor,    b:  Includes  back-end  load  that  reverts  to  distributor.    NA:  Not  applicable  or  not  available. 

1  Formerly  Security  Investment. 
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"There  is  one  thing 
you  must  invest 
in  a  mutual  fund 

besides  money...time." 


President 


ir  investment  philosophy  is  based  on  my  experience  of  over  forty  years  which  has 
athered  fourteen  bear  and  fourteen  bull  markets.  The  truth  is  that  any  mutual  fund's 
•formance  —  including  the  Berger  100  Fund  and  the  Berger  101  Fund — will  only 
as  good  as  the  companies  in  its  portfolio.  And  so  we  search  for  profitable,  success- 
companies  because  we  believe  they  are  more  apt  to  become  profitable,  successful 
estments.  While  a  fund's  past  performance  does  not  guarantee  future  results,  we 
ieve  the  success  of  these  companies  and  their  potential  for  growth  makes  them 
dity,  long-term  investments. 

xir  thinking  complements  your  own,  the  next  step  is  to  see  which  Berger  Fund  is 
fit  for  you.  The  Berger  100  Fund  has  earned  the  Morningstart  five-star  risk-adjusted 
ing  and  the  Berger  101  Fund  has  earned  the  four-star  risk-adjusted  rating. 

ie  Berger  100  Fund.  The  investment  objective  of  the  Berger  100  Fund  is  long-term 
)ital  appreciation.  The  Berger  100  Fund  seeks  to  achieve  this  objective  primarily  by 
esting  in  common  stocks  of  established  companies. 

ie  Berger  101  Fund.  The  primary  investment  objective  of  the  Berger  101  Fund  is 
ntal  appreciation.  A  secondary  objective  is  to  provide  a  moderate  level  of  current 
:ome.  The  Fund  seeks  to  achieve  its  objectives  primarily  by  investing  in  common 
cks  of  established  companies. 

Open  an  account  with  as  little  as  $250. 

Please  call  (800)  3334001 

for  a  prospectus  containing  more  complete  information 
including  management  fees,  charges  and  expenses. 
Read  it  carefully  before  investing. 


TOTAL  ANNUAL  RETURN 

FOR  THE  PERIOD  ENDING  6/30/94 


Together  we  can  move  mountains."' 


&  MORNINGSTAR  RATINGS 

Berger 
100  Fund 

Berger 
101  Fund 

1  Year 

-4.7%* 

1  Year 
3.3%* 

3  Years 
17.0% 
★★★★t 

3  Years 
17.1% 
★★★★★t 

5  Years 
19.5% 
★★★★★ 

5  Years 
14.0% 
★★★★★ 

10  Years 
17.5% 
★★★★★ 

10  Years 
12.7% 
★  ★★ 

15  Years 
15.8% 

15  Years 
12.9% 

19.75  Yearst+ 
14.7% 

19.75  Years+t 
13.5% 

*Source:  Upper  Analytical  Services, 
Inc.  tMorningstar  proprietary  ratings 
reflect  historical  risk-adjusted  perfor- 
mance through  6/30/94.  The  ratings 
are  subject  to  change  every  month. 
Morningstar  ratings  are  calculated 
from  the  funds'  three-,  five-  and 
ten-year  average  annual  returns 
in  excess  of  90-day  Treasury  bill 
returns  with  appropriate  fee  adjust- 
ments and  a  risk  factor  that  reflects 
fund  performance  below  90-day 
T-bill  returns.  1,052  equity  funds  were 
rated:  10%  of  funds  in  an  investment 
category  receive  five  stars,  22.5% 
receive  four  stars  and  35%  earn  three 
stars.  Overall  rating  is  a  weighted 
average  of  the  funds'  three-,  five- 
and  ten-year  ratings.  "Berger 
Associates  assumed  management 
of  the  Funds  9/30/74. 


!  figures  in  the  table  represent  past  performance  and  do  not  guarantee  future  results.  These  performance  figures  include  changes  in  share  price 
i  reinvestment  of  dividends  and  capital  gains,  which  will  fluctuate  so  that  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original 
;t.The  figures  include  the  deduction  of  12b-1  fees  beginning  in  June,  1990. 

94  Berger  Associates,  Inc  FOR  82994 


Pe.-fermance 
UP  DOWN 
—markets— 

Fund/distributor   Annualized  total  return — 

6/83        last  5-year 
to  6/94  12 
months 

Assets 
6/30/94 
($mil) 

Weighted 
average 
P/E 

Median 
market 
cap 
($bil) 

Maximum 
sales 
charge 

Annual 
expenses 
per 
$100 

Standard  &  Poor's  500  stock  average  ] 

13.1% 

1.5 

'/o  10.3% 

18.3 

$26.5 

Forbes  stock  fund  composite 

B 

2.0 

'/«,  10.6% 

26.7 

$13.0 

$1.23 

Skyline  Fund-Special  Equities  ll/Skyline 

 * 

5.7%        — * 

$77 

15.2 

$0.8 

none 

$1.50a 

D 

A 

Smith  Barney-Income  &  Growth-A/SB  Shearson 

11.7% 

1.5 

8.5% 

701 

15.7 

18.7 

4.50% 

0.93 

Smith  Barney-Utility-A/SB  Shearson 

— * 

-9.0 

— * 

89 

14.8 

5.1 

4.50 

1.03 

Smith  Barney  Capital  Apprec-A/SB  Shearson 

— * 

-8.7 

— * 

131 

20.4 

10.6 

4.50 

1.32 

SRS  Advisors  Fund-A/SR  Shparsnn 

-9.0 

— * 

81 

NA 

NA 

h  (Ml 

i  fid 

A 

M 

■  n 

^R*\  Aootpqcivp  ftrnwth-A/^R  ^hp^rsnn 

OOO  MgglCooltfC  yiUWU!  M/JU  UIICC1I  SUM 

 * 

7.8 

10.6 

IMC 

cu.o 

H  fi 

4.0 

r  (in 

1.3d 

c 

B 

SBS  Appreciation  Fund-A/SB  Shearson 

12.6 

3.4 

9.9 

2,613 

18.0 

22.3 

5.00 

1.03 

bD 

■C 

SBS  Equity-Growth  &  Income-AVSB  Shearson 

— * 

7.6 

7.6 

199 

NA 

NA 

5.00 

1.54 

■  F 

■  A 

SBS  Equity-Sector  Analysis-A/SB  Shearson 

 * 

-3.0 

6.9 

97 

NA 

NA 

5.00 

1.41 

aD 

■  A 

SBS  Equity-Strategic  Inv-A/SB  Shearson 

— * 

4.1 

9.8 

320 

14.1 

12.8 

5.00 

1.25 

Q 

Q 

SBS  Fundamental  Value-A/SB  Shearson 

12.2 

7.7 

11.7 

559 

14.9 

9.6 

5.00 

1  29 

L.LJ 

i  ft 

s  B 

Inrnmp-Prpmium  Tot  Rpt-A/SR  Shpar^nn 

7.9 

12.0 

1 702 

NA 

NA 

i  nn 

1  9(1 

B 

F 

SBS  Invest-Special  Equities-A/SB  Shearson 

5.3 

-3.2 

7.7 

181 

28.2 

0.7 

5.00 

1.67 

A 

■  D 

SBS  Telecommun-Growth-A/SB  Shearson 

 * 

0.3 

10.3 

260 

17.7 

9.1 

5.00 

1.34 

Society-Diversified  Stock2/Winsbury 

— * 

5.2 

— * 

242 

NA 

NA 

4.00 

0.89a 

Society-Ohio  Regional  Stock3/Winsbury 

 * 

7.4 

— * 

32 

16.7 

1.3 

4.00 

0.98a 

■  B 

■  B 

^ounri  *shnrp  Fund/Forum 

 * 

4.9 

10.1 

59 

16.3 

4.8 

(10116 

1  27 

■  D 

■  B 

^tapproArh  Cornoratp  ^tnrk/Stacprnarh 

•J  lOCu^UCtl  1  UUI  pvl  u  It  \J  tUVr  TV  \J  LCJfc)CU>JCi,_  I  1 

 * 

0.4 

9.1 

244 

18.5 

18  7 

nonG 

0  97a 

Stagecoach  Growth  &  Income/Stagecoach 

— * 

3.0 

 * 

115 

19.2 

8.5 

4.50 

0.93a 

D 

C 

State  Bond  Common  Stock/SB M 

9.9 

1.9 

9.7 

51 

19.7 

31.3 

4.75 

1.22 

D 

A 

State  Bond  Diversified/SBM 

12.2 

3.5 

9.4 

37 

17.9 

15.1 

4.75 

1.20 

C 

B 

State  Street  Investment-A/State  St 

10.8 

-0.1 

10.0 

843 

21.7 

22.7 

4.50 

0.75 

State  Street  Research  CaDital-A/State  St 

 * 

4.1 

 * 

105 

25.2 

4.3 

4.50 

1.40a 

A 

F 

SteinRoe  Capital  Opportunities/Stein  Roe 

j.i 

5.4 

7.8 

156 

33.7 

2.3 

nono 

0.97 

■  C 

■  B 

SteinRoe  Prime  Equities/Stein  Roe 

— * 

6.0 

11.7 

122 

18.9 

12.9 

none 

0.91 

A 

C 

SteinRoe  Special  Fund/Stein  Roe 

13.4 

2.0 

12.2 

1,168 

20.2 

8.7 

none 

0.92 

C 

D 

SteinRoe  Stock  Fund/Stein  Roe 

8.2 

-1.8 

11.2 

313 

22.1 

26.8 

none 

0.96 

D 

B 

Stratton  Growth  Fund/Stratton 

8.7 

6.0 

7.7 

26 

16.4 

6.2 

none 

1.36 

F 

A  + 

Stratton  Monthly  Dividend  Shares/Stratton 

10.3 

-16.4 

6.7 

132 

11.5 

2.4 

none 

1.03 

Strong  Common  Stock/Strong 

 * 

9.2 

774 

17.6 

2.9 

t 

1.30 

Strong  Discovery  Fund/Strong 

* 

4.8 

11.9 

350 

18.8 

3.2 

none 

1.44 

iC 

■  B 

Strong  Opportunity  Fund/Strong 

 * 

10.9 

10.2 

595 

16.4 

5.1 

none 

1.36 

■  C 

■  D 

SunAmerica  Blue  Chip  Growth-A4/SunAmerica 

-0.9 

3.1 

76 

20.2 

19.6 

5.75 

1.60 

■  A 

■  F 

SunAmerica  Small  Co  Growth-A5/Sun America 

 * 

-6.4 

7.0 

71 

27.2 

3.5 

5.75 

1.68 

TCW/DW  Core  Equity/Dean  Witter 

 * 

-1.1 

 * 

689 

NA 

NA 

5.00b 

2.01 

Third  Avenue  Value/Whitman 

 * 

2.9 

157 

5.6 

1.3 

4.50 

1.15 

B 

■  B 

Thomson-Growth-A/Thomson 

 * 

1.5 

11.4 

1,125 

18.9 

23.6 

5.50 

1.10 

A  + 

■  C 

Thomson-Opportunity-A/Thomson 

 * 

-7.1 

19.3 

561 

•  29.3 

1.2 

t 

1.10 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available. 
'Reflects  performance  of  SBS  Directions  Value  prior  to  3/94  merger,  formerly  Society-Relative  Value  Equity.  3Formerly  Society-Ohio  Regional  Equity. 
"Formerly  SunAmerica  Capital  Appreciation,    formerly  SunAmerica  Equity-Aggressive  Growth. 

Rules,  page  174.  Distributor  table,  page  246. 
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Performance 
UP  DOWN 
—markets— 

Fund/distributor   Annualized  total  return — 

6/83        last  5-year 
to  6/94  12 
months 

Assets 
6/30/94 
($mil) 

Weighted 
average 
P/E 

Median 
market 
cap 
($bil) 

Maximum 
sales 
charge 

Annual 
expenses 
per 
$100 

Standard  &  Poor's  500  stock  average  ] 
Forbes  stock  fund  composite 

13.1% 
10.5% 

1.5% 
2.0% 

18.3 
26.7 

$26.5 
$13.0 

$1.23 

Thomson-Target-A/Thomson 

— * 

4.8% 

* 

$550 

25.4 

$3.3 

5.50% 

$1.10 

■  C 

■  B 

Tocqueville  Fund/Tocqueville 

 * 

10.3 

11.3% 

29 

23.0 

4.1 

none 

1.53 

Tower-Capital  Appreciation/Federated 

— * 

1.1 

9.9 

130 

17.2 

24.9 

3.00 

1.26a 

D 

D 

Transamerica  Capital  Growth-A1/Transamerica 

4.7% 

-2.0 

6.5 

84 

22.4 

5.9 

5.75 

1.46 

Tran^amprira  Fmprpinp  firftui/th-A^/Trancsmorira 

i  i  ai  loan  ici  i^a  i_m  ici  gll  ig  "JiuvvurM  /  1  I  a)  lodl  1  iCMvsCl 

(1  7 
u./ 

15.4 

M  1 

LL.l 

1  2 

S  7S 

1.40 

Tran^amprica  (ilohal  Rp^fiMrrpQ-A/TranQamprira 

i  i  a i  ioq!  i  ici  i\*a  \j  luua  i  ncouui  icj  ni  I  I  a  1 1  jo  1 1  lei  1  La 

U.D 

6.5 

-an 
ou 

?1  1 
LI. 1 

2  1 

L.l 

5.75 

2.02 

A  + 

■  D 

20th  Century  Giftrust  lnvestors/20th  Century 

— * 

11.6 

20.3 

184 

29.4 

0.6 

none 

1.00 

A 

D 

20th  Century  Growth  Investors/2 0th  Century 

11.6 

1.0 

11.7 

4,136 

17.4 

26.5 

none 

1.00 

20th  Century  Heritage  lnvestors/20th  Century 

 * 

1.2 

11.2 

848 

20.7 

2.7 

none 

1.00 

C 

C 

20th  Century  Select  lnvestors/20th  Century 

9.9 

-4.4 

9.0 

4,259 

20.4 

21.1 

none 

1.00 

A  + 

D 

20th  Centurv  Ultra  lnvestors/?Oth  Onrnrv 

11.9 

-3.7 

18.9 

9  030 

29.0 

5.8 

none 

1.00 

A 

■  p 

20th  Centurv  Vista  Investors/Pflth  Cpntnrv 

 * 

-12.2 

9.1 

620 

32.9 

1.7 

none 

1.00 

D 

A 

UMB  Stock  Fund/Jones  &  Babson 

10.6 

5.3 

8.9 

116 

20.1 

8.7 

none 

0.87 

C 

B 

United  Accumulative  Fund/Waddell 

11.3 

1.6 

8.1 

978 

19.2 

12.8 

5.75 

0.88 

B 

B 

United  Income  Fund/Waddell 

14.9 

5.7 

11.1 

3,085 

19.8 

21.3 

5.75 

0.72 

A 

C 

United  New  Concepts/Waddell 

10.3 

-0.6 

16.1 

214 

28.3 

3.2 

5.75 

1.39 

c 

B 

United  Science  &  Technology3/Waddell 

10.7 

-2.4 

9.7 

406 

25.2 

12.8 

5.75 

1.13 

D 

c 

Unitpri  Vanpuarri  FimdAA/adHpll 

9.0 

6.7 

7.4 

907 

22.9 

9.2 

5.75 

1.07 

C 

F 

USAA  Mutual-Aggressive  Growth/USAA 

3.9 

-4.8 

5.9 

241 

19.4 

0.9 

none 

0.83 

USAA  Mutual-Growth  &  Income/USAA 

 * 

1.7 

— * 

129 

20.0 

6.9 

none 

1.13 

D 

C 

USAA  Mutual-Growth/USAA 

7.9 

-0.3 

10.2 

600 

14.1 

8.6 

none 

1.05 

■  D 

■  A 

USAA  Mutual-Income  Stock/USAA 

-1.3 

10.0 

1,159 

16.3 

9.6 

none 

0.72 

UST  Master  Funds-Early  Life  Cycle/UST 

 * 

2.4 

— * 

29 

22.0 

0.4 

4.50 

0.99a 

■  B 

■  D 

UST  Master  Funds-Equity/UST 

 * 

2.1 

9.8 

114 

18.2 

9.4 

4.50 

1.14 

■  C 

■  C 

UST  Master  Funds-Income  &  Growth/UST 

 * 

4.3 

8.6 

100 

18.1 

3.5 

4.50 

1.17 

B 

D 

Value  Line  FundA/alue  Line 

9.0 

-8.8 

11.1 

277 

20.9 

5.0 

none 

0.82 

D 

A 

Value  Line  IncomeA/alue  Line 

8.8 

-5.2 

8.3 

140 

23.5 

14.9 

none 

0.91 

C 

D 

Value  Line  Leveraged  Growth  InvA/alue  Line 

9.3 

-3.8 

10.4 

253 

20.5 

6.9 

none 

0.90 

F 

F 

Value  Line  Special  SituationsA/alue  Line 

1.1 

-4.6 

4.1 

75 

23.0 

1.2 

none 

1.13 

■  D 

■  B 

Van  Kampen  Growth  &  Income-AA/an  Kampen 

-2.4 

7.7 

72 

17.1 

19.4 

4.65 

1.47 

Vanguard  Equity  IncomeA/anguard 

 * 

-0.9 

7.5 

891 

18.3 

16.0 

none 

0.42 

C 

D 

Vanguard  Explorer  FundA/anguard 

4.9 

5.8 

10.9 

992 

20.6 

0.4 

none 

0.70 

Vanguard  Index-Extended  MktA/anguard 

2.4 

9.4 

918 

17.9 

2.0 

l.OOt4 

0.20 

B 

B 

Vanguard  lndex-500  PortfolioA/anguard 

12.8 

1.3 

10.1 

8,443 

18.3 

26.5 

 4 

0.19 

Vanguard  Index-GrowthA/anguard 

 * 

1.6 

 * 

57 

21.2 

36.5 

 4 

0.20 

B 

F 

Vanguard  Index-Small  Cap  Stock/Vanguard 

3.8 

5.2 

9.3 

536 

18.1 

0.4 

l.OOt4 

0.18 

Vanguard  Index-Total  Stock  Mkt/Vanguard 

0.8 

 * 

638 

18.2 

18.7 

0.25t" 

0.20 

Vanguard  Index-ValueA/anguard 

 * 

3.1 

 * 

290 

15.3 

15.5 

 4 

0.20 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors,  t Distributor  may  impose  purchase  fee,  with  proceeds  reverting  to  other  fund  shareholders,  a:  Net  of  absorption  of  expenses  by  fund  sponsor, 
b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  'Reflects  performance  of  Criterion  Pilot  prior  to  6/89  merger.  Formerly 
Transamerica  Capital  Appreciation,    formerly  Transamerica  Special  Emerging  Growth,    formerly  United  Science  &  Energy.    "Annual  $10  maintenance  fee. 

Rules,  page  174.  Distributor  table,  page  246. 


Forbes  ■  August  29,  1994 


201 


FUNDS 


■  mm 


Fund/distributor  — 

—Annualized  total  return  

Assets 

Weighted 

Median 

Maximum  Annual 

OOWN 

6/83 

last 

5 -year 

6/30/94 

average 

market 

sales  expenses 

markets— 

to  6/94 

12 

($mil) 

P/E 

cap 

charge 

per 

months 

($bil) 

$100 

■-: 

Standard  &  Poor's  500  stock  average 

1.5% 

m 

18.3 

$26.5 

HI 

'  Forbes  stock  fund  composite 

ffl 

2.0% 

IB 

26.7 

$13:0 

$ 

El 

c 

C 

Vanguard  Morgan  Growth/Vanguard 

9.8% 

-2.8% 

8.7% 

$1,066 

17.7 

$18.3 

none 

$0.49 

IB 

■D 

Vanguard  Primecap/Vanguard 

 * 

9.9 

12.4 

1,049 

20.9 

9.2 

none 

0.67 

bC 

■  B 

Vanguard  Quantitative  Portfolios/Vanguard 

0.4 

10.7 

547 

16.5 

27.5 

none 

0.50 

C 

■  B 

Vanguard  Special-Energy/Vanguard 

 * 

1.0 

10.4 

419 

20.2 

8.7 

none§ 

0.27 

A 

■  A 

Vancn  iarH  ^nprial— Hpalth  r*arpA/^noiiarH 

VaMgUalU  OJJCUlal   ftCalLII  v#£ll  C/  V  aUgUol  U 

 * 

0.0 

15.7 

569 

1.0  fi 
10.0 

7  ] 

IIUIIC3 

0.36 

Vanguard  Special— Utilities  Inc/Vanguard 

— * 

-7.4 

— 

604 

13.7 

8.5 

none 

0.42 

C 

c 

Vanguard  Trustees'  Equity-USA/anguard 

9.8 

-1.5 

6.8 

124 

20.5 

10.2 

none 

0.90 

■  C 

■  B 

Vanguard  US  GrowthWanguard 

 * 

1.5 

12.1 

1,805 

21.3 

38.1 

none 

0.51 

A 

B 

Vanguard  Windsor  Fund/Vanguard 

14.5 

10.1 

8.9 

10,930 

12.3 

6.7 

t 

0.47 

■  C 

■  C 

Vanguard  Windsor  ll/Vanguard 

 * 

3.5 

9.2 

7,855 

15.0 

15.7 

none 

0.38 

Vista  Capital  Growth-A/Vista 

 * 

5.3 

17.7 

461 

17.7 

0.8 

4.75% 

1.50 

Vista  Eoiiitv  Fund/Vista 

— * 

3.1 

* 

85 

19.0 

9.6 

non6 

0.31a 

Vista  Growth  &  Income-A/Vista 

 * 

-0.7 

19.4 

1,280 

16.8 

9.1 

4.75 

1.40 

Vontobel  US  Value/Newport 

 * 

2.8 

* 

33 

15.0 

5.9 

none 

1.82 

■  C 

■c 

Voyageur  Growth  Stock/Voyageur 

 * 

-2.5 

9.6 

27 

20.1 

26.7 

4.75 

1.90a 

Waddell  &  Reed  Growth/Waddell 

 * 

7.7 

— 

51 

23.8 

2.0 

3.00b 

2.36 

Wadde'l  *  Reed  Total  ReturnAA/addpll 

— * 

3.6 

— 

74 

20.2 

20.0 

3.00b 

2.17 

■  C 

■  B 

Warhurp  Pinrus  lanital  Annrpriatinn/Warhiirp 

-* 

1.0 

8.5 

152 

17.6 

7.1 

non6 

1.01 

Warburg  Pincus  Emerging  Growth/Warburg 

 * 

-0.4 

10.9 

197 

23.6 

0.5 

none 

1.23 

Warburg  Pincus  Growth  &  Income/Warburg 

 * 

7.3 

14.5 

268 

23.4 

3.9 

none 

1.10a 

6 

A 

Washington  Mutual  Investors/American  Funds 

13.4 

1.0 

9.4 

12,473 

19.4 

16.1 

5.75 

0.69 

Weitz  Series  Fund-Value/We  itz 

 * 

4.2 

10.4 

110 

16.0 

4.1 

none 

1.41 

Wp<;tmrP— MnHprn  Vali  ip  Fniiitv/AI 

IV  C  o  Li^  Ul  C    t¥(  UUCI  11  ValUC  L_L«UIIYmI_I^ 

* 

U.J 

9.7 

3S 

l  J.U 

0.0 

JU 

1.09a 

A 

D 

Winthrnn  FflfMK  FiinH^— Atyprp^ivp/WnnH 

VVMIllllup  1  ULU9  I  Ul  IUj    rtcgl  G93 1 » w  V  V  UUU 

9.8 

13  3 

12.9 

ILL 

10.  V 

U.J 

4. UUU 

1.44 

D 

D 

Winthrop  Focus  Funds~Growth2/Wood 

8.1 

5.4 

8.4 

51 

26.0 

7.9 

4.00b 

1.36 

D 

B 

Winthrop  Focus  Funds-Growth  &  Inc/Wood 

10.7 

6.7 

9.5 

58 

23.0 

6.9 

4.00b 

1.33 

Woodward  Equity  Index/Woodward 

 * 

1.1 

* 

323 

NA 

NA 

none 

0.17 

Woodward  Intrinsic  Value/Woodward 

_* 

4.1 

* 

217 

21.0 

1.2 

4.50 

0.90 

Woodward  Opportunity  Fund/Woodward 

 * 

7.2 



487 

20.0 

0.8 

4.50 

0.88 

Working  Assets-Citizens  Growth/Working  Assets 

_* 

-3.1 

* 

50 

NA 

NA 

4.00 

1.75 

B 

D 

WPG  Growth  &  Income/Weiss 

10.3 

-2.2 

9.9 

63 

20.6 

22.2 

none 

1.26 

■  C 

■  D 

WPG  Growth  Fund/Weiss 

-7.7 

9.1 

160 

20.3 

0.8 

none 

0.98 

WPG  Quantitative  Equity/Weiss 

-0.2 

 * 

60 

20.0 

7.2 

none 

1.32 

C 

D 

WPG  Tudor  Fund/Weiss 

8.4 

-6.3 

8.6 

159 

19.8 

1.3 

none 

1.25 

Yacktman  Fund/Sunstone 

 * 

3.1 

 * 

155 

17.6 

10.8 

none 

1.18 

Zweig  Series-Appreciation-A/Zweig 

* 

4.9 

365 

14.0 

1.0 

5.50 

1.73 

kD 

■  A 

Zweig  Series-Priority  Select-A3/Zweig 

 * 

-0.9 

8.5 

72 

22.0 

2.9 

5.50 

1.53 

Zweig  Series-Strategy-A/Zweig 

5.5 

* 

696 

-  12.0 

3.5 

5.50 

1.43 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors.  §Distributor  may  impose  redemption  fee,  with  proceeds  reverting  to  other  fund  shareholders,  a-.  Net  of  absorption  of  expenses  by  fund  sponsor, 
b:  Includes  back-end  load  that  reverts  to  distributor.    NA:  Not  applicable  or  not  available.    'Originally  part  of  the  Ivest  Fund.   2Reflects  performance  of  de  Vegh 

Mutual  prior  to  5/87  merger.   3Reflects  performance  of  Zweig-Blue  Chip  prior  to  1990  merger. 
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$116,270,000 

Statens  Jarnvagar 
Swedish  State  Railway 

U.S.  Pickle -Dole  Lease  Financing 
of  X-2000  Passenger  Trains 

Equity  Funds  Provided  by 
First  Union  Capital  Markets  Group 


Capital  Markets  Group 


53  i^W 


Asset  Based  Finance  •  Asset  Securitization  •  Foreign  Exchange  •  International  Trade  Finance  •  Leasing  •  Merger  and  Acquisition  Advisory  Services 
Mezzanine  and  Equity  Capital  •  Money  Market  Investments  •  Municipal  Securities  Underwriting  •  Private  Placements  •  Public  Finance 
Risk  Management  Products  •  Structured  Finance  •  Syndicated  Loans 

This  announcement  appears  as  a  matter  of  record  only  ©  1994  First  Union  Corporation 


iced  funds 


These  funds  mix  stocks  and  bonds  in  roughly  equal  doses. 
Wc  also  include  here  funds  that  buy  convertible  bonds  or 
make  "allocation'"  switches  between  stocks  and  bonds. 
The  blend  of  equities  and  fixed  income  tends  to  make 
these  Rinds  less  wobbly  in  a  crash.  But  balanced  funds 
come  in  many  flavors:  Some  favor  small  stocks,  some  large; 


some  like  long-term  bonds,  some  short-term;  and  some 
asset-allocation  funds  make  sweeping  bets,  going  from 
stocks  to  bonds  to  cash  and  back  again.  We  measure 
balanced-fund  results  against  a  50-50  mix  of  the  s&r  500 
index  and  the  Merrill  Lynch  corporate/government  bond 
index.  To  be  graded,  funds  must  date  back  to  April  1983. 


Rising  markets 

OSES 

7pf§ 

5/31/84  to 
8/31/87 

11/30/87  to 
6/30/94 

Declining  markets 

11/30/80  to 
6/30/82 

4/30/83  to 
5/31/84 

8/31/87  to 
11/30/87 

Ratio  scale  250 
(11/30/80=100) 

200 


150 


Performance 

Fund/distributor 

— Annualized  total  return  

Yield 

Assets 

Median 

Maximum 

Annual 

UP 

DOWN 

11/80 

last 

5-year 

% 

6/30/94 

market 

sales 

expenses 

—markets— 

to  6/94 

12 

($mil) 

cap 

charge 

per 

months 

($bil) 

$100 

Blended  stock  and  bond  markets  index 

12.7% 

BK£E3i 

9.6% 

3.8 

% 

Forbes  balanced  fund  composite 

12.3% 

•  1.2% 

3.5 

% 

$12.4 

$1.16 

Advantage  Income  Fund/Advest 

 * 

-0.4% 

9.0% 

4.1% 

$80 

$16.7 

4.00%b 

$1.69a 

C 

D 

AIM  Balanced  Fund-A/AIM 

8.6% 

0.1 

12.0 

2.2 

45 

12.6 

4.75 

1.67 

C 

C 

Alliance  Balanced  Shares-A/Alliance 

12.1 

-2.1 

5.4 

2.9 

176 

2.6 

4.25 

1.27 

Alliance  Conservative  Investors-A/Alliance 

-1.5 

4.4 

52 

NA 

5.50 

1.40a 

Alliance  Funds-Balanced-A/Alliance 

-0.8 

9.4 

1.5 

57 

NA 

4.25 

1.40a 

Alliance  Growth  Investors-A/Alliance 

 * 

-1.7 

 * 

0.9 

55 

NA 

5.50 

1.40a 

B 

B 

American  Balanced  Fund/American  Funds 

13.2 

1.4 

9.2 

4.9 

1,827 

17.1 

5.75 

0.71 

B 

B 

American  Capital  Equity  Income-A/American  Cap 

13.8 

3.5 

10.2 

3.2 

210 

16.3 

5.75 

1.06 

C 

D 

American  Capital  Harbor-A/American  Cap 

11.1 

-1.8 

8.2 

4.4 

466 

4.8 

5.75 

1.02 

AmSouth  Balanced  FundWinsbury 

* 

3.0 

3.6 

230 

11.4 

4.50 

0.84a 

Bond  Fund  For  Growth/Rochester 

10.8 

13.8 

5.3 

107 

10.5 

3.25 

1.83 

■C 

■  D 

Calvert  Social  Inv-Managed  Growth-A/Calvert 

-1.9 

6.7 

3.4 

510 

5.7 

4.75 

1.23 

Carillon  Invest  Trust-Capital/Carillon 

8.3 

10.1 

3.0 

41 

0.4 

5.00 

1.08 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors,    a:  Net  of  absorption  of  expenses  by  fund  sponsor,    b:  Includes  back-end  load  that  reverts  to  distributor.    NA:  Not  applicable  or  not  available. 

'Formerly  ASO  Outlook  Group  Balanced. 

Sources:  Forbes;  Upper  Analytical  Services;  Mornmgstar,  Inc.;  CDA/Wlesenberger. 

Rules,  page  174.  Distributor  table,  page  246. 
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Performance 

Fund/distributor 

— Annualized  total  return  

Yield  Assets 

Median 

Maximum 

Annual 

UP 

DOWN 

11/80 

last 

5-year 

% 

6/30/94 

market 

sales 

expenses 

—markets— 

to  6/94 

12 

($mil) 

cap 

charge 

per 

months 

($bil) 

$100 

Blended  stock  and  bond  markets  index 

12.7% 

0.2% 

9.6% 

3.8 

% 

Forbes  balanced  fund  composite 

12.3% 

1.2% 

9.0% 

3.5 

%  ... 

$12.4 

$1.16 

C(XfJ\  Mutual  FunH/PHM 

-1.0% 

13.2% 

3.2%  $1,130 

$/./ 

none 

<tfi  Q1 

A 

D 

Colonial  Fund-A/Colonial 

12.8 

1.8 

9.7 

9  fi 
L.\J 

7CG 
/DO 

9.5 

5.75% 

1.13 

D 

D 

Colonial  Strategic  Income-A/Colomal 

8.9 

1.6 

8.5 

O  1 

y.j 

1  90/1 

0.4 

4.75 

1.21 

F 

■  B 

Colonial  Utilities  Fund-A/Coionial 

_* 

-13.7 

7.6 

^  8 

J.C 

1  9(1^ 

5.2 

4.75 

1.19 

Columbia  Balanced  Fund/Columbia 

 * 

1.8 

_* 

3.3 

229 

19.0 

none 

0.72 

n 
u 

r 

i^omposiie  cona  &  oiocK-A/iviurpney 

10.8 

0.0 

7.3 

1  Q 

o.y 

iyo 

19.2 

4.5U 

1.14 

Connecticut  Mutual-Total  Return/Phelps 

1.4 

11.2 

7  9 

1 87 
15/ 

13.9 

5.00 

0.92 

Dean  Witter  Convertible  Sees/Dean  Witter 

 * 

3.7 

6.6 

3  7 

3.1 

1 88 
lot) 

0.6 

5.00b 

1.96 

Dean  Witter  Diversified  Inc/Dean  Witter 

 * 

0.8 

 * 

7  8 

383 

OOO 

NA 

5.00 

1.58a 

Dean  Witter  Managed  Assets/Dean  Witter 

 * 

3.9 

8.5 

1.9 

292 

8.8 

5.00b 

1.79  t 

uean  vvmer  oiraiegisi  runu/uean  wilier 

* 

fl  7 

-U.J 

9./ 

1  Q 
i .  j 

787 

o.b 

D.UUD 

Lot 

Delaware  Group  Delaware  Fund/Delaware 

2.3 

9.6 

J4J 

23.3 

5.75 

0.94 

A 

C 

Dodge  &  Cox  Balanced  Fund/Dodge 

13.2 

3.1 

11.0 

j.D 

R7.8 

Djo 

16.1 

none 

0.60 

Dreyfus  Balanced  Fund/Dreyfus 

 * 

5.2 

 * 

1  1 

0.1 

71! 

/  J 

NA 

none 

NA 

C 

c 

EV  Traditional  Investors VEaton  Vance 

11.4 

1.7 

8.5 

4.4 

205 

12.8 

4.75 

0.90 

EBI  Flex  Fund  FRI 

LUI  I  ICA  I  UIIU/LUI 

 * 

9  1 
L.i 

8  c, 
o.j 

L.L 

1 3  n 

10. u 

none 

7  ?cia 
L.Lda 

Eclipse  Financial  Asset-Balanced/Eclipse 

 * 

1.7 

9.7 

7.  <\ 
J.J 

?K 

LV 

4.3 

none 

0.69 

Evergreen  American  Retirement/Lieber 

1.2 

8.7 

S  i 

J.H 

jj 

4.4 

none 

1.36 

Evergreen  Foundation  Fund/Lieber 

 * 

2.5 

* 

7  i 

L.H 

Ljl 

227 

none 

1.20 

Fidelity  Advisor  Income  &  Growth/Fidelity 

 * 

0.7 

11.7 

3.0 

2,807 

2.5 

4.75 

1.60 

Fidelity  Asset  Manager/Fidelity 

* 

4.0 

1  O  1 

j.j 

1 1  ,Uu  / 

7  O 

/.y 

none 

1  At 

Lois 

Fidelity  Asset  Manager-Growth/Fidelity 

 * 

6.5 

U.j 

7  7RS 

8.5 

none 

1.18 

Fidelity  Balanced  Fund/Fidelity 

 * 

-0.2 

10.7 

i  7 

<>  71] 

4.8 

none 

0.95 

Fidelity  Convertible  Securities/Fidelity 

 * 

1.0 

14.7 

S  7 

J.L 

JU4 

2.6 

none 

0.92 

Fidelity  Global  Balanced/Fidelity 

 * 

4.5 

 * 

2.3 

332 

0.6 

none 

1.60 

A  _L 

D 
D 

Fidelity  Puritan  Fund/Fidelity 

Ij.D 

7  C 
1.0 

1  1  £ 

11.  J 

i  l 

in  asfi 

7  n 

n  77 

First  Investors  Total  Return/First  Inv 

 * 

-0.6 

7  1 

L.L 

J4 

10.4 

6.25 

1.58a 

First  Prairie  Diversified  Asset-A/Dreyfus 

 * 

0.4 

9.5 

J.O 

40 

12.0 

4.50 

0.39a 

First  Union-Balanced-B/Federated 

 * 

1.7 

 * 

3  4 

131 

8.3 

4.00 

0.91 

Flag  Investors  Value  Builder-A/Brown 

 * 

1.2 

 * 

7  Q 

L.J 

14J 

8.5 

4.50 

1.35a 

Fortis  Advantage-Asset  Allocation/Fortis 

— * 

-0.8 

8.8 

2.4 

111 

10.7 

4.50 

1.53 

c 

A 

Founders  Balanced  Fund/Founders 

11.9 

9.3 

10.0 

1.8 

99 

9.1 

none 

1.34 

Franklin  Balance  Sheet  Investment/Franklin 

* 

14.7 

* 

1.3 

88 

0.4 

1.50 

0.76a 

Franklin  Convertible  Securities/Franklin 

6.5 

11.8 

5.3 

62 

0.8 

4.50 

0.50a 

c 

B 

Franklin  Income  Fund/Franklin 

12.9 

0.5 

11.6 

8.1 

4,618 

10.0 

4.25 

0.69 

FundTrust-Growth  &  Income/Signature 

 * 

3.0 

7.8 

1.9 

51 

6.9 

1.50 

1.44 

Gabelli  ABC  Fund/Gabelli 

 * 

8.9 

2.8 

27 

0.7 

t 

2.75a 

Gabelli  Convertible  Securities/Gabelli 

 * 

3.6 

 * 

4.9 

119 

15.6 

t 

1.38 

Galaxy  Asset  Allocation-Retail/Galaxy 

 * 

-1.9 

 * 

2.3 

139 

21.4 

none 

1.14a 

Guardian  Asset  Allocation/Guardian 

 * 

0.0 

 * 

1.8 

55 

NA 

4.50 

1.29 

Hancock  Freedom  Gold  &  Govt-A/Hancock 

 * 

-5.7 

5.7 

4.9 

63 

NA 

5.00 

1.69 

Hancock  Sovereign  Balanced/Hancock 

 * 

-0.1 

 * 

4.8 

143 

8.7 

5.00 

1.43 

Heritage  Income-Growth/Heritage 

* 

3.9 

7.8 

4.3 

33 

16.4 

4.00 

1.54 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available. 
'Formerly  Eaton  Vance  Investors.    2Sales  charge  waived  through  12/31/95. 

Rules,  page  174.  Distributor  table,  page  246. 
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Performance 

Fund/distributor 

 Annualized  total  return  

Yield 

Assets 

Median 

Maximum 

Annual 

■■■■'>  DOWN 

11/80 

last 

5-year 

% 

6/30/94 

market 

sales 

expenses 

—markets— 

to  6/94 

12 

($mil) 

cap 

charge 

per 

months 

($bil) 

$100 

/Wended  stock  and  bond  markets  index 
Forbes  balanced  fund  composite 

12.7% 
12.3% 

0.2% 
1.2% 

9.6% 
9.0% 

3.8% 
3.5% 

$12.4 

$1.16 

IAI  Balanced  Fund/IAI                                  — *  -3.5%  — *  3.4%  $44  $21.2  none  $1.25 

IDS  Mutual  Fund/IDS  12.9%        2.6  9.1%  4.6  2,936  11  8  5.00%  0.79 

Income  Fund  of  America/American  Funds  14.7          0.7  9.9  6.2  10,406  12.9  5.75  0.62 

Janus  Balanced  Fund/Janus                                      3.1  1.9  91  7.5  none  1.41 

Kemper  Retirement  Fund  l/Kemper                    — *  -3.9  — *  2.0  104  18.2          t  0.91 


Kemper  Retirement  Fund  ll/Kemper 

A  1 

-4.1 

0  0 
L.L 

1 11 
I/O 

ID.O 

T 

n  qq  I 

Kemper  Retirement  Fund  lll/Kemper 

-4.8 

 * 

1.9 

123 

17.5 

t 

0.99 

Kemper  Retirement  Fund  IV/Kernper 

 * 

-6.3 

— * 

1.4 

147 

16.9 

t 

1.01 

B 

D 

Kemper  Total  Return-A/Kemper 

10.8 

-4.2 

9.5 

2.3 

2,868 

29.2 

5.75 

1.06 

D 

C 

Keystone  Custodian  K-l/Keystone 

10.9 

-1.2 

7.1 

4.0 

1,390 

24.1 

4.00b 

1.69 

Kidder,  Peabody  Asset  Alloc-A/K idder 

0.2 

1.8 

70 

12.7 

5.75 

1.06 

Landmark  Balanced  Fund/Landmark 

 * 

-0.3 

7.1 

2.6 

238 

24.1 

4.75 

1.02a 

Liberty  Equity  Income-A/Federated 

— * 

3.0 

9.1 

3.9 

151 

6.8 

4.50 

1.00a 

Lord  Abbett  Equity  Fund/Lord  Abbett 

 * 

14.1 

— * 

2.0 

52 

6.5 

t 

1.80a 

Mackenzie  North  American/Mackenzie 

 * 

-0.8 

5.4 

5.6 

32 

5.7 

5.75 

1.66 

MainStay-Convertible  Fund/NYLife 

y.u 

1  A  1 

14.1 

J.U 

1  "37 

lot 

1  1 

L.J 

j.UUD 

i  on 
l.oU 

MainStay-Total  Return  Fund/NYLife 

-0.5 

10.1 

2.5 

589 

4.6 

5.00b 

1.70 

Merrill  Lynch  Bal  Inv  &  Retire-A/Merrill 

— * 

1.5 

8.0 

3.4 

755 

14.4 

6.50 

0.79 

■  B 

■  C 

Merrill  Lynch  Phoenix-A/Merrill 

— * 

7.3 

12.3 

2.1 

592 

2.5 

6.50 

1.25 

Merriman  Asset  Allocation/Mernman 

 * 

3.3 

7.0 

0.9 

29 

NA 

none 

1.51 

MetLife-State  Street  Mnsd  Assets-A/State  St 

2.3 

9.1 

2.6 

297 

6.2 

4.50 

1.25a 

A 

C 

MFS  Total  Return-A/MFS 

13.6 

1.2 

9.7 

4.4 

2,571 

15.9 

4.75 

0.79 

Mimlic  Asset  Allocation/Mimhc 

 * 

-3.7 

8.3 

2.0 

54 

12.1  • 

5.00 

1.22 

New  England  Balanced-A/New  England 

 * 

3.6 

 * 

2.6 

202 

19.0 

5.75 

1.40 

North  American  Asset  Allocation-A/Wood  Logan 

 * 

2.2 

10.4 

1.7 

98 

3.1 

4.75 

1.34a 

Olympic  Trust-Balanced  Income/Olympic 

— * 

3.6 

8.8 

6.0 

36 

11.2 

none 

1.00a 

Oppenheimer  Asset  Allocation-A/Oppenheimer 

3.6 

3.4 

267 

10.7 

5.75 

1.14 

p 

r 

Oppenheimer  Equity  Income-A/Oppenheimer 

Ij.D 

n  7 
U./ 

7  Q 

D.l 

1  fiCO 

Q  Q 
j.o 

R  7£ 
D./D 

n  so 

Oppenheimer  Strat  Inc  &  Growth-A/Oppenheimer 

 * 

-2.2 

4.5 

59 

11.8 

4.75 

1.42 

Overland  Express  Asset  Allocation-A/Overland 

 * 

0.4 

9.5 

2.2 

49 

26.8 

4.50 

1.36a 

Pacific  Horizon-Capital  Income/Concord 

3.3 

14.1 

3.9 

205 

NA 

4.50 

0.46a 

Pacifica  Balanced  Fund/Furman 

* 

4.3 

3.9 

113 

2.5 

4.50 

0.95a 

PaineWebber  Asset  Allocation-A/PaineWebber 

 * 

-1.5 

6.7 

1.5 

266 

7.7 

4.50 

1.21 

Pasadena  Balanced  Return-A/Pasadena 

-3.1 

9.0 

1.6 

63 

18.4 

5.50 

2.10 

D 

c 

Pax  World  Fund/Pax  World 

10.5 

-3.3 

7.3 

3.8 

390 

7.2 

none 

0.94 

■  D 

■c 

Permanent  Port-Permanent/Permanent 

 * 

0.2 

4.1 

1.4 

76 

1.1 

 1 

1.22 

Pfamco  Balanced  Portfolio/Pfamco 

-1.2 

3.3 

133 

7.3 

none 

0.71 

C 

■c 

Phoenix  Balanced  Fund/Phoenix 

-2.0 

10.1 

3.2 

2,749 

37.1 

4.75 

0.98 

C 

B 

Phoenix  Convertible  Fund/Phoenix 

13.3 

1.8 

9.3 

3.9 

234 

9.4 

4.75 

1.14 

B 

B 

Phoenix  Income  &  Growth-A2/Phoemx 

14.3 

0.7 

9.7 

4.8 

913 

NA 

4.75 

1.23 

■  C 

■  D 

Phoenix  Total  Return/Phoenix 

1.8 

11.4 

0.3 

339 

14.8 

4.75 

1.37 

D 

A 

Pioneer  lncome3/Pioneer 

10.9 

-1.1 

8.1 

6.8 

•  276 

12.2 

4.50 

1.06 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  1Flat  fee 
of  $35  on  initial  investment,    formerly  National  Income  &  Growth,    formerly  Mutual  of  Omaha  Income. 

Rules,  page  174.  Distributor  table,  page  246. 
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At  Schwab,  You  Get  The 
No-Load  Mutual  Funds  You  Wvnt, 


QtarksSdiwab 


ChariesSchwab,  .Statement 


tNVESCO 
Twentieth  Century 
Janus  Funds 
Neuberger  &  Ber man 
Strong 


12,67355 
12,926.16 
14,537-30 
14,465.15 
16,878.15 


The  Information  You  Need 


Jpwstisenl 
Brpora 

0HHBHB 

ChariesSchwab 


Mutual  Funds 

Performance 
Guide 


And  The  Convenience  Of 
A  Single  Statement. 


Schwabs  Mutual  Fund  OneSource'"  service 
just  may  be  the  best  thing  that's  ever  happened 
for  mutual  fund  investors.  Now,  with  just  one 
phone  call,  you  can  choose  from  over  250  well- 
known  mutual  funds  and  pay  no  loads  and  no 
transaction  fees. 

What's  more,  no  matter  how  many  funds  you 
own,  you  can  hold  them  all  in  one  account  and 
receive  one  easy-to-understand  statement. 

And,  to  help  you  select,  compare  and  track 
your  investments,  Schwab  offers  objective  infor- 


mation like  the  Mutual  Funds  Performance 
Guide",  Mutual  Fund  Select  List'" and 
Morningstar  Reports. 

Now  that  you  know  about  our  Mutual  Fund 
OneSource  service,  there's  no  reason  to  go  any- 
where else  but  Schwab.  For  more  information, 
stop  by  one  of  our  200  local  offices  or  call  us 

today  at  1-800-2  NO-LOAD  ext.  95A. 

ChariesSchwab 

Helping  Investors  Help  Themselves* 


We  will  provide  you  with  a  free  prospectus  containing  more  complete  information  including  charges  and  expenses  for  any  fund  available  through  Schwab.  Please 
review  the  prospectus  carejullv  before  investing.  Some  funds  from  Bcrgcr  and  Kaufmann  are  also  available  without  transaction  fees,  but  are  not  no-load  funds. 
Mutual  funds  have  management  fees.  Schwab  reserves  the  right  to  change  the  funds  available  with  no  transaction  fees  (NTF)  and  reinstate  the  fees  on  any 
funds.  NTF  shares  purchased  may  always  be  sold  without  transaction  fees.  However,  if  you  paid  a  fee  to  purchase  a  fund,  you  will  be  charged  Schwab's 
normal  transaction  fee  to  sell  it  as  well.  If  you  make  5  or  more  short-term  redemptions  of  NTF  funds  (shares  held  6  months  or  less)  in  a  calendar  year, 
you  will  be  charged  fees  on  all  of  your  future  mutual  fund  trades.  ©1994  Charles  Schwab  &  Co,  Inc.  Member  S1PC/NYSE. 


BALANCED  FUNDS 

F FUND  SURVEY 


Performance 
UP  DOWN 
—markets— 

Fund/distributor   Annualized  total  return  

11/80        last  5-year 
to  6/94  12 
months 

Yield 

% 

Assets 
6/30/94 
($mil) 

Median 
market 
cap 
($bil) 

Maximum 
sales 
charge 

Annual 
expenses 
per 
$100 

Blended  stock  and  bond  markets  index 

12.7% 

9.6% 

3.8°/< 

Forbes  balanced  fund  composite 

12.3% 

1.2% 

3.5% 

$12.4 

$1.16 

Piper  Funds-Balanced/Piper 

— * 

-0.4% 

8.5% 

3.0% 

$49 

$31.0 

4.00% 

$1.32a 

PNC  Balanced  Fund/PNC 

— * 

0.8 

— * 

2.3 

62 

21.1 

4.50 

1.05a 

Portico-Balanced  Fund/Sunstone 

* 

-1.1 

2.1 

88 

5.3 

none 

0.74a 

B 

D 

T  Rowe  Price  Balanced  Fund1Price 

11.2% 

2.1 

9.2 

3.4 

352 

21.2 

none 

1.00a 

Princor  Managed  Fund/Princor 

— 

0.3 

11.8 

3.5 

50 

15.3 

5.00 

1.35 

Prudential  IncomeVertible-A/Prudential 

 * 

-0.5 

6.6 

3.8 

268 

6.0 

5.25 

1.34 

Putnam  Balanced  Government-A/Putnam 

— * 

-1.2 

— * 

5.6 

81 

NA 

3.25 

1.36 

A 

C 

Putnam  Convertible  Income-Growth-A/Putnam 

12.2 

3.9 

10.7 

5.2 

701 

6.2 

5.75 

1.06 

B 

C 

George  Putnam  Fund  of  Boston-A/Putnam 

12.8 

1.4 

9.4 

4.5 

1,034 

24.6 

5.75 

0.92 

Quest  for  Value-Opportunity-A/Quest 

— 

5.6 

14.6 

1.7 

159 

6.4 

5.50 

1.78 

RPF  of  America-Convertible  Sees/Selected 

— * 

1.0 

— * 

3.2 

45 

NA 

4.75 

1.21 

SBSF  Convertible  Securities/SBSF 

— * 

2.7 

9.9 

5.3 

57 

4.8 

none 

1.32 

Scudder  Balanced  Fund/Scudder 

* 

-0.5 

2.4 

64 

27.6 

none 

1.00a 

C 

A 

Seligman  Income  Fund-A/Seligman 

12.1 

0.4 

9.9 

5.4 

374 

14.5 

4.75 

1.03 

C 

B 

Sentinel  Balanced  Fund/Sentinel 

13.1 

-0.7 

8.5 

3.7 

231 

23.4 

5.00 

1.16 

SBS  Income-Convertible-A/SB  Shearson 

— * 

1.1 

7.0 

5.1 

87 

NA 

5.00 

1.41 

SBS  Income-Utilities-A/SB  Shearson 

 * 

-10.4 

7.8 

7.0 

1,848 

8.1 

5.00 

1.10 

SBS  Principal  Return-Series  1996/SB  Shearson 

 * 

1.4 

8.9 

5.5 

78 

29.8 

t 

0.77 

SBS  Principal  Return-Series  1998/SB  Shearson 

* 

-0.7 

— * 

6.1 

111 

23.2 

t 

0.97 

SBS  Principal  Return-Series  2000/SB  Shearson 



0.1 

— * 

4.5 

77 

1.5 

t 

1.10 

Stagecoach  Asset  Allocation/Stagecoach 

* 

-0.9 

10.1 

4.1 

1,041 

26.7 

4.50 

0.86 

C 

F 

SteinRoe  Total  Return/Stein  Roe 

9.7 

1.3 

9.6 

4.7 

223 

30.8 

none 

0.83 

D 

B 

Stock  &  Bond  Fund-A/Federated 

11.9 

0.5 

7.1 

3.3 

124 

19.7 

none 

1.05a 

F 

■  A 

Strong  Investment  Fund/Strong 

— * 

2.5 

7.5 

3.6 

255 

15.3 

none 

1.21 

D 

■  B 

Strong  Total  Return/Strong 

— 

5.0 

5.6 

1.0 

598 

14.0 

none 

1.15 

SunAmerica  Balanced  Assets-A/Sun  America 

 * 

0.1 

8.7 

1.5 

230 

22.1 

5.75 

1.60 

TCW/DW  Income  &  Growth/Dean  Witter 

— * 

2.7 

* 

5.5 

64 

NA 

none 

1.57a 

Thomson-Equity  Income-A/Thomson 

— * 

4.7 

2.8 

178 

11.0 

5.50 

1.20 

C 

C 

Transamerica  Growth  &  Income-A/Transamerica 

11.2 

-5.0 

9.6 

3.5 

224 

4.8 

5.75 

1.29 

20th  Century  Balanced  lnv/20th  Century 

— * 

0.2 

10.7 

2.6 

675 

32.2 

none 

1.00 

A 

D 

llnifpH  Pnntinpntal  Incnmp/WartHpll 

UNI  LCU  \jU  \  1 11 1  ICI 1  La  1  MIUUIIIC/VVuUUCII 

13.2 

3.5 

9.8 

3.3 

415 

9.1 

5.75 

1.01 

A 

C 

United  Retirement  Shares/Waddell 

12.6 

5.0 

10.7 

2.3 

453 

13.4 

5.75 

0.86 

USAA  Investment-Balanced/USAA 

2.1 

7.6 

4.6 

128 

17.1 

none 

0.78 

Value  Line  Convertible  Fund/Value  Line 

-0.2 

9.6 

5.9 

48 

4.2 

none 

1.07 

Vanguard  Asset  Allocation/Vanguard 

-0.7 

9.6 

3.6 

1,118 

26.6 

none 

0.50 

Vanguard  Balanced  Index/Vanguard 

-0.2 

3.8 

382 

19.1 

none2 

0.20 

Vanguard  Convertible  Securities/Vanguard 

 * 

0.4 

10.0 

4.9 

187 

0.5 

none 

0.73 

Vanguard  STAR  Fund/Vanguard 

 * 

2.5 

8.6 

3.6 

3,736 

9.7 

none 

0.38 

C 

A 

Vanguard  Wellesley  Income/Vanguard 

13.7 

-0.8 

9.9 

6.4 

6,007 

13.8 

none 

0.33 

B 

C 

Vanguard  Wellington  Fund/Vanguard 

13.1 

2.4 

8.9 

4.7 

8,334 

24.1 

none 

0.34 

Working  Assets-Citizens  Bal/Working  Assets 

-4.2 

* 

1.8 

44 

NA 

4.00 

1.75 

Zweig  Series-Managed  Assets-A/Zweig 

3.9 

2.0 

757 

5.8 

5.50 

1.67 

■  Fund  rated  fcr  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available. 
'Reflects  performance  of  Axe-Houghton-B  prior  to  8/92  merger.    2Annual  $10  maintenance  fee. 
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Three  out  of  four  new  rigs 
on  the  road  rely  on  Rockwell. 


From  brakes  and  axles 
to  complete  drivetrains, 
we  gear  up  to  serve  all 
our  customers'  needs. 


Our  heavy-duty  commitment 
to  the  truck  market  continues  to 
pay  off.  More  than  half  of  the  big 
rigs  in  North  America  ride  on  our 
axles.  Three  quarters  stop  on  our 
brakes.  And  increasing  numbers 
benefit  from  the  compatibility 
and  performance  of  complete 
Rockwell  drivetrains.  We're  also 
a  world  leader  in  automotive 
components  and  systems  for 
cars  and  light  trucks. 

Rockwell  continues  to  develop 


innovative  products  that  meet 
our  customers'  needs.  From  anti- 
lock  brakes  to  mobile  satellite 
communications,  we  approach 
automotive  the  way  we  approach 
each  of  our  businesses — driven 
by  a  restless  dissatisfaction  with 
the  status  quo. 

Throughout  a  broad  spectrum 
of  diverse  markets,  Rockwell  leads. 
Because  Rockwell  people  are  dedi- 
cated to  serving  their  customers 
for  the  long  haul. 


'1*  Rockwell 


AUTOMATION    /    AVIONICS    /    DEFENSE  ELECTRONICS    /    TELECOMMUNICATIONS    /    AEROSPACE      /    AUTOMOTIVE    /    GRAPHIC  SYSTEMS 


SURVEY 


obal  stock  funds 


These  portfolios  are  potpourris  of  U.S.  and  foreign  stocks. 
The  performance  of  global  funds  will  tend  to  land  evenly 
between  that  of  U.S.  funds  and  that  of  foreign  funds. 
When  foreign  stocks  are  hot  and  U.S.  stocks  are  not,  global 
funds  lag  the  foreign  portfolios  but  beat  the  domestic 
funds.  When  U.S.  funds  are  hot,  global  funds  will  beat 
pure  foreign  funds.  Of  course,  global  funds  cannot  diversi- 


fy away  a  worldwide  crash;  when  the  U.S.  market  andj 
foreign  bourses  nose-dive  together,  as  they  did  in  1987, 
global  funds  fall  sharply.  Global  sector  funds,  like  those 
that  invest  just  in  telecommunications  stocks,  can  be  more 
volatile.  To  be  graded,  funds  must  date  back  to  August 
1987.  Our  benchmark:  a  50-50  mix  of  the  S&P  500  and  the 
Morgan  Stanley  Capital  International  EAFE  index. 


! 


Rising  markets 

7/31/84  to 
8/31/87 

11/30/87  to 
12731/89 

■  _ 

9/30/90  to 
6/30/94 

Declining  markets 

3/3 1/84  to  1 
7/31/84  1 

■  8/31/87  to  1 

|  11/30/87  | 

■■■ 

1  12/31/89  to  | 
9/30/90 

Ratio  scale 
(3/31/84=100) 


400 


300 


200 


100 


Performance 

Fund/distributor  — 

— Annualized  total  return — 

Assets 

Weighted 

Median 

Maximum 

Annual 

UP  DOWN 

3/84 

last 

5-year 

6/30/94 

average 

market 

sales 

expenses 

—markets— 

to  6/94 

12 

($mil) 

P/E 

cap 

charge 

per 

months 

($bil) 

$100 

Blended  domestic  and  foreign  stock  index 

15.9% 

9.27< 

8.1°/< 

Forbes  global  fund  composite 

11.5% 

7.5°/< 

65.4 

$31.4 

$1.61 

C  D 

Alliance  Global  Small  Cap-A/All  lance 

8.6% 

4.7% 

0.6% 

$66 

19.0 

$0.4 

4.25% 

$2.40 

American  Capital  Global  Equity-A/American  Cap 

11.8 

99 

27.0 

4.5 

5.75 

2.93a 

Benham  Gold  Equities  Index/Benham 

* 

-4.5 

5.7 

563 

41.0 

2.6 

none 

0.72 

■  C  iB 

Blanchard  Global  Growth/Sheffield 

 * 

5.6 

5.6 

104 

25.0 

2.6 

 i 

2.61 

Blanchard  Precious  Metals/Sheff leld 

7.3 

4.8 

73 

43.0 

0.8 

 1 

2.46 

D  C 

Bull  &  Bear  Gold  Investors/Bull  &  Bear 

2.8 

-6.9 

3.9 

36 

39.0 

1.2 

none 

2.54 

Calvert  World  Values-Global  Equity-A'Calvert 

18.7 

125 

NA 

NA 

4.75 

2.10a 

Capital  World  Growth  &  Income/American  Funds 

15.3 

2,404 

18.0 

6.5 

5.75 

0.91 

Colonial  Global  Equity-A/Colonial 

17.1 

65 

NA 

NA 

5.75 

1.25a 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  'Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,  a:  Net  of  absorption  of 
expenses  by  fund  sponsor,    b:  Includes  back-end  load  that  reverts  to  distributor.    NA:  Not  applicable  or  not  available.    'Flat  fee  of  $75  on  initial  investment 

waived  through  9/30/94. 

Sources:  Forbes;  Upper  Analytical  Services;  Mormngstar,  Inc.;  CDA/Wiesenberger. 
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Fund/distributor 


-Annualized  total  return- 


Assets     Weighted    Median    Maximum  Annual 


DOWN 
larkets— 

3/84        last  5-year 
to  6/94  12 
months 

6/30/94 
($mil) 

average  market 
P/E  cap 
($bil) 

sales 
charge 

expenses 
per 
$  1UU 

Blended  domestic  and  foreign  stock  index 

15.9% 

9.2 

'/o  8.1% 

m 

Forbes  global  fund  composite 

11.5%  1 

0.5 

'/o  7.5% 

65.4  $3 

1.4 

■  C 

Colonial  Natural  Resources-AVColonial 

 * 

9.2%  0.3% 

$47 

24.9 

58.7 

5.75% 

$1.74 

Dean  Witter  Global  Div  Growth/Dean  Witter 

— * 

11.5 

* 

1,307 

25.0 

5.7 

5.00b 

2.03 

Dean  Witter  Prec  Metals  &  Mins/Dean  Witter 

— * 

-2.0 

* 

67 

NA 

NA 

5.00b 

9  00 

i.ii 

C 

Dean  Witter  World  Wide  Investment/Dean  Witter 

12.2% 

18.3 

9.1 

545 

28.0 

3.0 

5.00b 

i.W 

■  A 

■  A 

ureyius  uiouai  urowtn^/ureyrus 

8.1 

9.5 

148 

on  n 

29.0 

O  1 

2.1 

o  nn 

1  9.7 
l.il 

Evergreen  Global  Real  Estate  Equity/Lieber 

14.4 

8.2 

100 

132 

1  O  7 

18/ 

n  7 
U./ 

none 

1  £Ca 

Fidelity  Advisor  Global  Resources/Fidelity 

 * 

6.0 

13.8 

132 

17.7 

3.3 

4.75 

2.21a 

■  A 

Fidelity  Select-American  Gold/Fidelity 

— * 

1.1 

7.6 

347 

39.0 

1.2 

3.00 

1.49 

Fidelity  Worldwide  Fund/Fidelity 

 * 

19.9 

 * 

582 

25.0 

1.9 

3.00 

1.4U 

D 

First  Investors  Global  Fund/First  Inv 

11.2 

11.0 

8.4 

208 

23.0 

11.6 

6.25 

1  07 

1.0/ 

Founders  Worldwide  Growth/Founders 

* 

17.3 

 * 

0/ 

9R  M 

0  1 

none 

i  on 

rremont  uiooai  runa/rremoni 

* 

6.2 

 * 

ZO.U 

C  Q 
DO 

none 

n 

Global  Utility  Fund-A/Prudential 

 * 

2.2 

 * 

410 

NA 

NA 

5.25 

1.17 

GT  Global  Growth  &  Income-A/GT  Global 

 * 

8.4 

 * 

626 

19.0 

7.9 

4.75 

1.85 

GT  Global  Health  Care-A/GT  Global 

— * 

1.6 

— * 

389 

21.9 

3.2 

4.75 

1  QQ 

■  C 

GT  Worldwide  Growth-A/GT  Global 

 * 

8.3 

9.5 

238 

26.0 

4.7 

4.75 

i  on 

■  r 

nancocK  rrecuom  uiuDdi-M/ndriLuCK 

 * 

17.4 

8.6 

1 1 Q 
113 

NA 

Mi 

^  nn 

J.UU 

9  in 

iula  ii  uiODdi-rt/i nier occuriiies 

21.2 

 * 

/U 

co.\i 

^  tin 

J.  jU 

9  7Cio 

IDS  Global  Growth/IDS 

 * 

18.4 

_* 

527 

25.0 

1.2 

5.00 

1.51 

■  D 

Invesco  Strategic-Gold/lnvesco 

 * 

-6.4 

3.8 

276 

39.0 

0.9 

none 

1.03 

Janus  Worldwide  Fund/Janus 

 * 

17.8 

* 

1,285 

22.0 

7.7 

none 

1  1Q 
1.1  j 

Kidder  Global  Equity-A/Kidder 

18.6 

 * 

234 

24.0 

8.3 

5.75 

1  ^7 
1.0/ 

Lexington  Global  Fund/Lexington 

 * 

17.2 

8.5 

/  j 

7  8 

o.o 

non6 

1  AQ 

D 
D 

Lexington  Goldfund/Lexington 

fl  7 

4./ 

09 

4.0 

14b 

1  9 

none 

1.00 

■  A 

Lexington  Strategic  Silver/Lexington 

 * 

11.4 

0.6 

50 

16.2 

1.8 

5.75 

2.11 

Lord  Abbett  Global-Equity/Lord  Abbett 

— * 

11.9 

7.8 

81 

24.0 

5.4 

5.75 

1.68 

■  B 

MainStay-Global  Fund/NYLife 

* 

11.4 

3.7 

41 

25.0 

5.0 

5.00b 

9  in 

i.ou 

Merrill  Lynch  Global  Allocation-A/Merrill 

 * 

8.1 

14.5 

7,401 

23.0 

4.8 

6.50 

n  ot; 
u.oj 

Merrill  Lynch  Global  Convertible-A/Merrill 

— * 

4.0 

7.5 

44 

49.0 

1.9 

4.00 

1 .00 

■  B 

Merrill  Lynch  Global  Holdings-A3/Merrill 

 * 

13.5 

9.5 

384 

30.0 

6.0 

6.50 

IA3 

Merrill  Lynch  Global  Utility-A/Merrill 

 * 

-1 1 

606 

17.3 

8.1 

6.50 

0.82 

C 

Merrill  Lynch  Healthcare-A4/Mernll 

7.6 

-3.2 

6.4 

124 

27.2  • 

1.1 

6.50 

1.55 

C 

Merrill  Lynch  Technology-A4/Merrill 

15.9 

31.8 

23  8 

525 

23.7 

4.1 

6.50 

1.35 

MetLife-State  Street  Res  Global  Energy- A/State  St 

* 

12.4 

39 

16.4 

0.4 

4.50 

1.75a 

■  B 

MFS  World  Equity-A5/MFS 

 * 

14.3 

9.3 

176 

NA 

NA 

none 

1.64 

MFS  World  Total  Return-A/MFS 

* 

8.9 

 * 

139 

20.0 

7.8 

4.75 

1.78 

A 

New  Perspective  Fund/American  Funds 

14.6 

16.4 

12.2 

5,643 

24.0 

10.9 

5.75 

0.86 

Oppenheimer  Global  Bio-Tech/Oppenheimer 

15.4 

11.1 

160 

13.6 

1.8 

5.75 

1.73 

Oppenheimer  Global  Environment/Oppenheimer 

* 

-1.0 

* 

31 

17.0 

1.0 

5.75 

1.32 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,  a:  Net  of  absorption  of 
expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  'Reflects  performance  of  Colonial 
Advanced  Strategies  Gold  prior  to  6/92  merger.  2Formerly  Dreyfus  Strategic  World  Investing,  formerly  Merrill  Lynch  International  Holdings.  "Originally  part  of 
Sci/Tech  Holdings,    formerly  MFS  Lifetime  Worldwide  Equity. 
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211 


HpfiBAL  STOCK  FUNDS 

^Hm  SURVEY 

DOWN 
—markeis— 

fund/distributor   Annualized  total  return — 

3/84        last  5-year 
to  6/94  12 
months 

Assets 
6/30/94 
($mil) 

Weighted  Median 
average  market 
P/E  cap 
($bil) 

Maximum 
sales 
charge 

Annual 
expenses 
per 
$100 

1                 '      Blended  domestic  and  foreign  stock  index 
I                      Forbes  global  fund  composite 

15.9%       9.2%  8.1% 
11.5%      10.5%  7.5% 

65.4  $3 

9  19 

A 

B 

Oppenheimer  Global  Fund-A/Oppenheimer 

14.8% 

25.8% 

11.9% 

$1,836 

24.0 

52.3 

5.75% 

$1.12 

Oppenheimer  Global  Growth  &  Inc-A/Oppenheirner 

— * 

18.5 

— * 

130 

22.0 

3.6 

5.75 

1.48 

D 

C 

Oppenheimer  Gold  &  Spec  Mins/Oppenheimer 

8.1 

8.2 

4.2 

179 

41.0 

1.3 

5.75 

1.52 

C 

■  C 

PaineWebber  Atlas  Global  Growth-A/PaineWebber 

 * 

4.5 

4.8 

401 

24.0 

3.5 

4.50 

1.37 

PaineWebber  Global  Energy-A/Pa ineWebber 

-2.0 

6.7 

32 

16.6 

11.8 

4.50 

2.01 

PaineWebber  Global  Growth  &  Inc-A/PaineWebber 

4.9 

6.7 

106 

22.0 

3.2 

4.50 

1.78 

Parkstone  International  Discovery-A/Winsbury 

— * 

15.0 

 * 

39 

NA 

NA 

4.50 

1.58a 

Phoenix  Worldwide  OpportunitiesVPhoenix 

— * 

27.5 

 * 

119 

30.0 

3.0 

4.75 

1.38 

Premier  Global  lnvesting-A2/Dreyf  us 

— * 

10.7 

— * 

149 

37.0 

5.9 

4.50 

1.66 

Princor  World  Fund/Princor 

 * 

21.3 

10.8 

102 

20.0 

1.4 

5.00 

1.50 

B 

iD 

Prudential  Global  Fund-A/Prudential 

24.7 

8.0 

412 

27.0 

4.5 

5.25 

1.38 

Prudential  Global  Genesis-A/Prudential 

29.9 

10.6 

205 

NA 

NA 

5.25 

1.00a 

Prudential  Global  Nat  Resources-A/Prudential 

 * 

1.5 

6.2 

72 

NA 

NA 

5.25 

1.80 

A 

C 

Putnam  Global  Growth-A/Putnam 

15.6 

14.8 

10.1 

1,955 

24.0 

4.0 

5.75 

1.40 

Quest  for  Value  Global  Equity-A/Quest 

 * 

13.5 

— * 

153 

23.0 

4.6 

5.50 

1.91 

RPF  of  America-Global  Value/Selected 

 * 

1.5 

 * 

54 

13.0 

2.8 

4.75 

1.32 

■  A 

■  C 

Scudder  Global  Fund/Scudder 

13.2 

10.8 

1,097 

27.0 

7.7 

none 

1.44 

Scudder  Global  Small  Company/Scudder 

10.4 

242 

28.0 

(\  0 

0.8 

none 

1  C7« 

l.b/a 

Scudder  Gold  Fund/Scudder 

 * 

6.3 

4.2 

130 

37.0 

0.8 

none 

1.79 

Smallcap  World  Fund/American  Funds 

 * 

12.2 

 * 

3,096 

25.0 

0.5 

5.75 

1.15 

D 

■  D 

SBS  Global  Opportunities-A/SB  Shearson 

— * 

10.8 

4.5 

98 

32.0 

5.7 

5.00 

1.89 

Smith  Barney  World— Intl  Equity-A/SB  Shearson 

— * 

25.9 

— * 

699 

28.0 

1.8 

4.50 

1.35 

B 

A 

SoGen  International  Fund/SoGen 

15.0 

13.5 

12.0 

1,791 

22.0 

0.7 

t 

1.28 

Templeton  Global  Opportunities/Templeton 

15.4 

462 

20.0 

4.6 

5.75 

1.51 

A 

B 

Templeton  Growth  Fund/Templeton 

14.7 

17.3 

12.8 

4,991 

20.0 

6.2 

5.75 

1.08 

Templeton  Real  Estate  Secs/Templeton 

 * 

9.2 

— * 

117 

17.5 

2.2 

5.75 

1.76 

B 

D 

Templeton  Smaller  Cos  Growth/Templeton 

12.5 

12.3 

10.0 

1,319 

17.0 

0.5 

5.75 

1.42 

B 

C 

Templeton  World  Fund/Templeton 

13.6 

18.8 

10.6 

4,987 

20.0 

6.3 

5.75 

1.08 

■  B 

■  D 

Thomson-International-A/Thomson 

13.6 

8.0 

300 

33.0 

5.7 

5.50 

1.30 

Thomson-Precious  Metals-A/Thomson 

5.3 

5.8 

59 

38.0 

0.8 

5.50 

1.30 

Tweedy  Browne  Global  Value/Tweedy  Browne 

22.3 

405 

23.0 

0.8 

none 

1.75a 

■  C 

■  D 

United  Services-World  Gold/United 

7.1 

6.3 

204 

45.0 

0.7 

 3 

1.61 

■C 

■  B 

USAA  Investment-Cornerstone/USAA 

 * 

6.1 

8.7 

806 

24.0 

4.3 

none 

1.11 

USAA  Investment-World  Growth/USAA 

 * 

13.9 

 * 

146 

23.0 

6.0 

none 

1.23 

■  D 

■C 

Van  Eck  Gold/Resources/Van  Eck 

-3.3 

5.3 

207 

38.0 

1.3 

5.75 

1.39 

■  C 

■  B 

Van  Eck  World  Trends/Van  Eck 

14.7 

6.2 

26 

28.0 

11.4 

4.75 

1.86 

Yamaichi  Global  Fund/Yamaichi 

14.9 

5.6 

33 

29.0 

8.6 

4.75 

1.94 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  tp  distributor.  NA:  Not  applicable  or  not 
available.    'Formerly  National  Worldwide  Opportunities,    formerly  Dreyfus  Global  Investing.    3$10  account  closing  fee. 
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G.T.  Global  has  done  only  one  thing 
for  25  years-invest  globally. 


1969 


1977 


1983 


1985 


G.T.  MANAGEMENT  PLC 
ESTABLISHED  IN  LONDON 


1987 


G.T.  GLOBAL  INTRODUCED  ITS  FIRST 
FUND  FOR  U.S.  INVESTORS,  THE 
G.T.  GLOBAL  NEW  PACIFIC  GROWTH  FUND 


1991 


G.T.  GLOBAL  ASSISTED  THE 
GOVERNMENT  OF  HONG  KONG  IN  LINKING 
ITS  CURRENCY  TO  THE  U.S.  DOLLAR 


1992 


G.T.  GLOBAL  JAPAN  GROWTH  FUND 
LAUNCHED,  THE  FIRST  OPEN-END  MUTUAL 
FUND  TO  OFFER  U.S.  INVESTORS  ACCESS 
TO  JAPANESE  STOCKS 


1994 


WHEN  YOU  INVEST 
FOR  YOUR  FUTURE, 
THINK  GLOBAL... 
GX  GLOBAL. 


JAPAN'S  MINISTRY  OF  FINANCE 
LICENSED  G.T.  JAPAN  AS  ONE  OF  THE 
FIRST  FOREIGN  DISCRETIONARY 
INVESTMENT  MANAGERS  FOR 
JAPANESE  INVESTORS 


G.T.  LATIN  AMERICA  GROWTH  FUND 
LAUNCHED,  THE  FIRST  OPEN-END  LATIN 
AMERICA  GROWTH  FUND  FOR 
U.S.  INVESTORS 


G.T.  GLOBAL  HIGH  INCOME  FUND 
LAUNCHED,  THE  FIRST  GLOBALLY 
DIVERSIFIED,  OPEN-END  FUND 
TO  INVEST  PRIMARILY  IN 
EMERGING  MARKET  DEBT  SECURITIES 


G.T.  GLOBAL 

1-800-824-1580 

50  California  Street,  27th  Floor 
San  Francisco,  CA  94111 

LONDON  HONGKONG  SINGAPORE  TOKYO  SYDNEY  SAN  FRANCISCO 


)  learn  more  about  the  G.T.  Global  Mutual  Funds,  please  call  for  a  prospectus  containing  more  complete  information,  including  charges,  expenses  and  the  risks  associated  with 
obal  and  emerging  market  investing,  including  political  and  currency  risks.  Please  read  the  prospectus  carefully  before  investing.  G.T.  Global  Financial  Services,  Inc.,  Distributor. 

rth  images  ©  1994  CE.  Henderson,  Gualala,  Calif. 


IRVEY 


Ign  itock  funds 


For  the  armchair  investor  with  an  extremely  short  horizon, 
foreign  funds  might  seem  idyllic.  Over  the  last  year  the 
average  foreign  fund  has  zoomed  up  19.5%.  But  this  is  not 
a  place  to  put  your  entire  net  worth:  Newport  Tiger,  an 
Asia  specialist,  shows  a  12-month  return  of  27.6%,  but  it 
has  lost  13.8%  since  Jan.  1 .  Funds  that  buy  stocks  mainly  in 


lands  whose  currencies  are  not  dollar-linked,  like  Europe 
and  Japan,  will  suffer  if  the  greenback  grows  stronger.  We 
measure  foreign  funds1  performance  against  the  Morgan 
Stanley  Capital  International  eafe  index,  a  basket  of  more 
than  1,100  stocks  in  Europe,  Australia  and  Asia.  To  be 
graded,  funds  must  date  back  at  least  to  August  1987. 


Rising  markets 

1 

7/31/84  to 
8/31/87 

1 

10/31/87  to 
12/31/89 

Declining  markets 

3/31/84  to 
7/31/84 

8/31/87  to 
10/31/87 

12/31/89  to 
10/31/92 

Ratio  scale  500 
(3/31/84=100) 


Performance        Fund/distributor   Annualized  total  return   Assets    Weighted    Median    Maximum  Annual 


UP  DOWN 

—markets— 

3/84 
to  6/94 

last 
12 
months 

5 -year 

6/30/94 
($mil) 

average 
P/E 

market 
cap 
($bil) 

sales 
charge 

expenses 
per 
$100 

Morgan  Stanley  Capital  Intl  EAFE  index 
Forbes  foreign  stock  fund  composite 

1 

6.4% 
9.9% 

17.0% 
19.5% 

5.0% 
8.1% 

28.4 

$19.7 

$1.57 

Acorn  International  Fund/Acorn 

 * 

20.4% 

$1,371 

24.0 

$0.7 

t 

$1.20 

AIM  International-Equity/AIM 

22.4 

* 

617 

26.0 

2.6 

5.50% 

1.78 

A  C 

Alliance  International  Fund-A/Alliance 

13.8% 

18.6 

5.3% 

244 

38.0 

6.8 

4.25 

1.88 

Alliance  New  Europe-A/Alliance 

 * 

17.1 

 * 

125 

23.0 

7.3 

4.25 

2.30 

Babson-Stewart  Ivory  Intl/Jones  &  Babson 

 * 

21.9 

10.7 

47 

29.0 

2.8 

none 

1.57 

Bartlett  Value  International/Bartlett 

 * 

19.8 

53 

25.0 

7.9 

none 

1.88a 

Bernstein  International  Value/Bernstein 

 * 

17.3 

1,148 

33.0 

3.8 

none 

1.43 

Wm  Blair-lnternational  Growth/Wm  Blair 

 * 

22.9 

59 

30.0 

2.6 

none 

1.75a 

Columbia  International  Stock/Columbia 

 * 

25.9 

117 

32.0 

5.1 

none 

1.71 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors,   a:  Net  of  absorption  of  expenses  by  fund  sponsor,    b:  Includes  back-end  load  that  reverts  to  distributor.    NA:  Not  applicable  or  not  available. 

Sources-  Forbes;  Upper  Analytical  Services;  Morningstar,  Inc.;  CDA/Wiesenberger. 
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Fund/distributor 


Morgan  Stanley  Capital  Intl  EAFE  index 
Forbes  foreign  stock  fund  composite 


Dean  Witter  European  Growth/Dean  Witter 
Dean  Witter  Pacific  Growth/Dean  Witter 
Delaware  Group  Intl  Equity/Delaware 
Dreyfus  International  Equity/Dreyfus 
Enterprise  Group-lntl  Growth/Enterprise 
C      "A  EuroPacific  Growth  Fund/American  Funds 

Fidelity  Canada  Fund/Fidelity 
Fidelity  Diversified  Intl/Fidelity 
Fidelity  Emerging  Markets/Fidelity 

■  C      "B  Fidelity  Europe  Fund/Fidelity 

■  C      iB  Fidelity  Intl  Growth  &  Income/Fidelity 

Fidelity  Japan/Fidelity 

Fidelity  Latin  America/Fidelity 

■  C      "C  Fidelity  Overseas  Fund/Fidelity 

■  B      iD  Fidelity  Pacific  Basin/Fidelity 

D        D  Fidelity  Select-Prec  Metals  &  Mins/Fidelity 

Fidelity  Southeast  Asia/Fidelity 
D        D  Franklin  Gold  Fund/Franklin 

Franklin  International  Equity/Franklin 
Franklin  Pacific  Growth/Franklin 
Galaxy  International  Equity-Retail/Galaxy 

■  B      iA  GAM  International  Fund/GAM 

■  A      iB  GAM  Pacific  Basin/GAM 

■  C      iD         GT  Europe  Growth-A/GT  Global 

GT  Global  Emerging  Markets-A/GT  Global 
B        B  GT  Global  New  Pacific  Growth-A2/GT  Global 

■  B      iC  GT  International  Growth-A3/GT  Global 

■  A      iF  GT  Japan  Growth-A/GT  Global 

GT  Latin  America  Growth-A/GT  Global 
Guardian  Baillie  Gifford  Intl/Guardian 

Hancock  Freedom-Pacific  Basin-A/Hancock 
Harbor  International  Fund/HCA 

■  B      iC         IAI  International  Fund/IAI 

■  C      "B  IDS  International  Fund/IDS 
■C      iD  IDS  Precious  Metals/I DS 

■  D      iC  IDS  Strategy-Worldwide  Growth/I  DS 
■C      "C  International  Equity-A/Federated 

■  D      «B  Invesco  Intl-European/lnvesco 

Invesco  Intl-lnternational  Growth/I nvesco 


 Annualized  total  return  

3/84         last  5-year 
to  6/94  12 
months 


Assets  Weighted 
6/30/94  average 
($mil)  P/E 


Median 
market 
cap 
($bil) 


Maximum  Annual 
sales  expenses 
charge  per 
$100 


2.8% 


4.8 


14.0 


21.6% 

27.7 

18.2 

18.6 

19.1 

20.7 

-6.6 
15.8 
25.3 
16.7 
12.1 
18.5 

23.8 
20.1 
32.3 
13.6 
25.0 
3.3 

25.4 
28.5 
19.9 
37.1 
32.5 
8.9 

27.1 
12.6 
14.9 
26.0 
24.9 
19.2 

26.2 
21.2 
24.3 
18.9 
0.4 
16.7 
21.9 
13.4 
14.8 


7.8% 
13.7 

5.8 


7.8 
9.4 


9.1 
7.8 
9.0 

 * 

6.6 


17.1 
17.6 
3.0 

 * 

9.3 
7.7 
3.8 


12.4 
13.0 
9.6 
9.3 
5.0 
6.1 
7.1 
6.6 


$647 
1,287 

60 
161 

27 
6,941 

250 

329 
1,420 

441 
1,420 

652 

639 
1,982 
498 
406 
689 
403 

48 
46 
97 

123 
46 

841 

463 
539 
529 
174 
365 
32 

51 
2,587 
144 
669 

68 
259 
246 
322 
116 


19,0 
26.0 
26.0 
NA 
28.0 
26.0 

21.3 
26.0 
18.0 
21.0 
32.0 
45.0 

NA 

30.0 
39.0 
36.0 
25.0 
40.0 

21.0 
22.0 
28.0 
15.0 
31.0 
23.0 

17.7 
25.0 
30.0 
50.0 


31.0 
24.0 
28.0 
32.0 
42.0 
34.0 
33.0 
22.0 
33.0 


$2.7 
4.9 
5.7 
NA 

5.3 
7.0 

3.5 
1.5 
7.4 
3.1 
6.0 
2.6 

NA 

6.0 
2.9 
2.1 
3.7 
3.8 

6.0 

4.0 
8.2 
3,3 
5.5 
7.4 

14.2 
4.0 
6.5 
4.6 


7.5 
7.2 
5.6 
6.8 
1.3 
62 
5.5 
7.9 
9.3 


5.00%b 

5.00b 

5.75 

none 

4.75 

5.75 

3.001 
3.001 
3.00 
3.00 
none 
3.001 

3.00 
3.001 
3.001 
3.00 
3.00 
4.50 

4.50 
4.50 
none 
5.00 
5.00 
4.75 

4.75 
4.75 
4.75 
4.75 
4.75 
4.50 

5.00 

t 

none 

5.00 

5.00 

5.00b 

4.50 

none 

none 


$2.38 
2.20 
1.80a 
NA 
2.00a 
0.99 

1.74 
1.36 
1.55 
1.31 
1.26 
1.66 

1.54 
1.28 
1.59 
1.55 
1.55 
0.62 

0.89a 

0.88a 

1.65a 

1.99 

1.93 

1.88 

2.40 

1.90 

1.79 

2.10 

2.40a 

2.35 

2.35 

1.16a 

1.74 

1.47 

1.51 

2.45 

1.60a 

1.28 

1.43 


■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor,  NA:  Not  applicable  or  not  available.  1Sales 
charge  waived  through  6/30/95.    formerly  GT  Pacific  Growth,    formerly  GT  Global  International  Growth. 
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:iuh  shuuk  runua 

IRVEY 


Pajrfcfvnance 
ROWN 
— markets— 


■und/distribulor 


-Morgan  Stanley  Capital  Intl  EAFE  index 
Forbes  foreign  stock  fund  composite 


 Annualized  total  return  

3/84        last  5-year 
to  6/94  12 
months 


Assets     Weighted    Median  Maximum  Annual 

6/30/94    average     market  sales  expenses 

($mil)        P/E         cap  charge  per 

($bil)  $100 


5. 

3% 

8. 

1% 

28. 

4 

$19.7 

$ 

A 

C 

invesco  inti-racinc  oasin/invesco 

19  8°/ 

9fi  1°/ 
£0. 1  /o 

fi  1°/ 

D.  J  /o 

JJ>jUj 

J  J.U 

is  o 

NUNC 

■  8 

*B 

Ivy  International  Fund-A/Mackenzie 

99  A 
LLV 

1  1  1 

11.3 

91  n 

COM 

1  A 
DM 

c  7 to/ 

B 

C 

Japan  Fund/Scudder 

11  7 

10./ 

17  n 

<<  7 
0.1 

/  jD 

as  n 

40. U 

A  1 

4.  1 

nonG 

c 

B 

Kemper  International  Fund-A/Kemper 

13.1 

17.9 

8.1 

362 

NA 

NA 

5.75 

D 

C 

Keystone  International  Fund/Keystone 

10.4 

12.9 

4.7 

145 

25.0 

7.9 

4.00b 

D 

C 

Keystone  Precious  Metals/Keystone 

3.9 

4.8 

7.6 

201 

40.0 

0.9 

4.00b 

Landmark  International  Equity/Landmark 

 * 

Q  Q 

3.3 

 * 

39 

94  fl 

i  n 

J.U 

a  71; 

C 

c 

r 

Lexington  Strategic  Investments/Lexington 

Q  1 

Q  9 

3.1 

9  1 
-i.O 

1A 

NA 
llrt 

NA 
lln 

j./ j 

D 

A 

Lexington  Worldwide  Emerging  Mkts/Lexington 

1  j.U 

98  K 

1 1  5 
11. J 

9^R 

118 
1  J.O 

7  8 
/  .0 

none 

Mackenzie  Canada  Fund-A/Mackenzie 

0.9 

1.5 

35 

9.9 

1.6 

5.75 

MAS-lnternational  Equity/MAS 

 * 

19.2 

10.2 

1,100 

35.0 

7.7 

none 

Merrill  Lynch  Devel  Capital  Mkts/Merrill 

 * 

28.7 

— * 

402 

22.0 

1.6 

6.50 

Merrill  1  \mr  h  T\r^ar\r\  Fiinrl  A/Mornl 

iviernii  Lyncn  urdgon  runu-H/ivicriiii 

* 

9Q  1 

£3.1 

1  0fi4 

1  ,UUH 

NA 

NA 

6.50 

■  u 

■  A 

■  A 

Merrill  Lynch  EuroFund-A/Merrill 

 * 

99  Q 

LL.J 

1 1  1 
11. j 

1  ill 

91  (1 
LOV 

7  1 

1.0 

u.JU 

Morrill  1  unrh  1  atin  Amorir' an  A/f\/lorr 1 1 1 

ivicrnn  Lyncn  Ldiin  MFiicncdirM/iVrciini 

 * 

11 1 

JO.  J 

861 

NA 

NA 

6.50 

A 

B 

Merrill  Lynch  Pacific  Fund-A/Merrill 

18.9 

20.2 

12.7 

1,440 

34.0 

5.5 

6.50 

MFS  Gold  &  Natural  Resources-A/MFS 

-6.1 

2.8 

33 

NA 

NA 

5.75 

Montgomery  Emerging  Markets/Montgomery 

— * 

26.1 

— * 

654 

16.5 

12.7 

none 

rvionigonicry  uiuudi  \^uriirnuii/ ivium  igui  ucr  y 

 * 

14  1 

235 

27.0 

5.2 

none 

New  England  Intl  Equity-A/New  England 

1Q  9 
13.  L 

9flci 

L\iO 

ik  n 

1U.3 

J.l  J 

Newport  Tiger  Fund/Newport 

 * 

97  fi 
LI  .0 

17  ? 

01  1 

on  (1 

A  f) 

J.UU 

■  B 

■  C 

Nomura  Pacific  Basin/Nomura 

_* 

21.9 

9.4 

58 

38.0 

6.9 

none 

Olympic  Trust-International/Olympic 

 * 

16.7 

— * 

26 

18.0 

4.5 

none 

PaineWebber  Europe  Growth-A/Pa  ineWebber 

 * 

10.1 

— * 

147 

19.0 

3.4 

4.50 

Pfamco  Emerging  Markets/Pfamco 

 ★ 

49  A 
ILM 

 * 

ik 

OA  n 
m.\j 

k  n 
o.u 

nonG 

Phoenix  Multi-International/Phoenix 

 * 

9k  n 

 * 

ICC 
130 

j4.u 

1  A 
OM 

Pierpont  international  Equity/JP  Morgan 

14.  j 

* 

133 

IK  f) 
JO.U 

7  A 

1  M 

nonG 

D 
D 

r not  Meinwort  censon  intl  tquity  /riiot 

lo.D 

17  Q 
1/.0 

7  9 

/17 

NA 

Pioneer  Europe  Fund-A/Pioneer 

 * 

1 7  K 
l/.D 

 * 

ik 

jo 

1Q  n 
ly.u 

D.D 

^  7^ 

j./j 

Pioneer  International  Growth-A/Pioneer 

■39  £ 

91!! 

Lio 

91  n 

LOW 

1  1! 
j.j 

7c, 

Piper  Global-Pacific-Euro  Growth/Piper 

 * 

26.9 

165 

32.0 

3.7 

4.00 

T  Rowe  Price  European  Stock/Price 

 * 

18.4 

320 

21.0 

6.8 

none 

T  Rowe  Price  International  Discovery/Price 

 * 

24.3 

11.4 

468 

25.0 

0.5 

2.00 

B 

B 

T  Rowe  Price  Internationa!  Stock/Price 

15.7 

22.1 

10.9 

5,237 

28.0 

6.8 

none 

T  Rowe  Price  Japan  Fund/Price 

21.2 

231 

NA 

NA 

none 

T  Rowe  Price  New  Asia/Price 

 * 

24.0 

1,910 

26.0 

2.1 

none 

Prudential  Pacific  Growth-A/Prudential 

25.6 

536 

NA 

NA 

5.25 

Putnam  Asia  Pacific  Growth-A/Putnam 

37.5 

209 

32.0 

3.0 

5.75 

Putnam  Europe  Growth-A/Putnam 

19.4 

89  ' 

17.0 

2.5 

5.75 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.    *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period. 

a:  Net  of 

1 


$1.22 
1.64 
1.20 
1.40 
2.39 
2.34 

1.75a 

1.72 

1.64 

2.05 

0.63 

1.71 

1.59 

0.91 

1.83 

0.90 

143a 

1.90a 

1.90a 

1.75a 

1.56 

1.39 

1.00a 

1.64 

1.57 

1.56 

1.38a 

1.39 

2.00a 


1.83a 

1.35 

1.54 

0.98 

1.50a 

1.29 

1.68 

1.79 

1.86 


expenses  by  fund  sponsor,    b:  Includes  back-end  load  that  reverts  to  distributor.    NA:  Not  applicable  or  not  available. 

International  Equity. 
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Performance        Fund/distributor   Annualized  total  return   Assets     Weighted    Median    Maximum  Annual 


UP 

DOWN 

3/84 

last 

5-year 

6/30/94 

average  market 

sales 

expenses 

— 

markets— 

to  6/94 

12 

($mil) 

P/E 

cap 

charge 

Der 

months 

($bil) 

$100 

Morgan  Stanley  Capital  Intl  EAFE  index 

1( 

5.4% 

Forbes  foreign  stock  fund  composite 

< 

>.9% 

19.5°/c 

8.1% 

28.4 

$19.7 

HH 

Quantitative-Boston  Foreign  Growth-O/Quantitative 

 * 

26.8% 

4.0% 

$29 

38.0 

$7.0 

1.00% 

Rodnev  Souare  Intprnatinnai  Fnuih//RnHnp\/ 

 * 

ij.i 

s  fi 

1 1 

H.  1 

4.00 

1.75a 

■c 

■C 

Schroder  International  Equity/Schroder 

iU.U 

Q  7 

428 

34  (1 

5.3 

none 

1.03 

Scottish  Widows  International/Advest 

* 

23.8 

 * 

41 

32.0 

8.5 

5.50 

1.91 

B 

B 

Scudder  International  Fund/Scudder 

] 

4.9% 

19.2 

9.5 

2,268 

32.0 

6.3 

none 

1.21 

Scudder  Latin  America/Scudder 

 * 

35.9 

 * 

585 

na 

4.2 

none§ 

2.05a 

Scudder  Pacific  Opportunities/Scudder 

 * 

19.9 

* 

407 

26.0 

2.5 

none 

1.3  i 

Seligman  Henderson  Global  EmergCos-A/Seligman 

 * 

16.7 

 * 

68 

22.0 

0.4 

4.75 

1.98 

Seligman  Henderson  International-A/Seligman 

 * 

21.1 

 * 

69 

32.0 

6.0 

4.75 

1.73 

Sentinel  World  Fund/Sentinel 

* 

18.8 

 * 

35 

24.0 

6.5 

5.00 

1.64 

Sierra-International  Growth/Gt  Western 

 * 

12.4 

— * 

128 

34.0 

6.8 

4.50 

1.70 

Sit  International  Growth/Sit 

25.2 

 * 

64 

35.0 

5.5 

none 

1.65 

SBS  Invest-European-A/SB  Shearson 

 * 

16.5 

5.8 

40 

NA 

NA 

5.00 

9  39 
Lie 

■  D 

■  D 

SBS  Precious  Metals  &  Mins-A/SB  Shearson 

3.3 

4.7 

80 

37.0 

1.3 

5.00 

1.81 

Society-International  GrowthAA/insbury 

19.7 

 * 

64 

NA  NA 

4.00 

1.34a 

Strong  International  Stock/Strong 

 * 

29.2 

 * 

254 

29.0 

2.4 

none 

1.60 

TCW/DW  Latin  American  Growth/Dean  Witter 

 * 

20.0 

 * 

327 

19.0 

8.8 

5.00b 

2.89 

C 

A 

Templeton  Foreign  Fund/Templeton 

16.5 

20.6 

13.7 

4,306 

22.0 

5.1 

5.75 

1.20 

20th  Century  Intl  Equity/20th  Century 

22.9 

 * 

1,204 

23.0 

4.5 

none 

United  Gold  &  Government/Waddell 

 * 

5.2 

* 

43 

45.0 

0.8 

5.75 

1.91 

c 

A 

United  International  Growth/Waddell 

13.4 

33.0 

11.4 

572 

23.0 

1.4 

5.75 

1.21 

F 

D 

United  Services-Gold  Shares/United 

7.2 

1.9 

-5.2 

230 

NA 

NA 

 1 

1.49 

■  F 

■  D 

USAA  Investment-Gold  Fund/USAA 

-8.3 

1.8 

166 

39.0 

1.2 

none 

1.26 

USAA  Investment-lnternational/USAA 

 * 

24.2 

11.2 

185 

29.0 

6.7 

none 

1.20 

UST  Master  Funds-Emerg  Americas/UST 

 * 

17.4 

 * 

37 

NA 

NA 

4.50 

UST  Master  Funds-lnternational/UST 

18.2 

6.8 

.57 

26.0 

6.5 

4.50 

1.53 

UST  Master  Funds-Pacific/Asia/UST 

 * 

28.3 

* 

50 

NA 

NA 

4.50 

1.53a 

UST  Master  Funds-Pan  European/UST 

11.5 

 * 

38 

NA 

NA 

4.50 

1.61a 

Van  Eck  Asia  Dynasty-AA/an  Eck 

19.7 

* 

137 

21.0 

4.1 

4.75 

1.94a 

c 

D 

Van  Eck  Intl  Investors  GoldA/an  Eck 

3.9 

5.2 

7.6 

609 

32.0 

1.3 

5.75 

1.12 

Van  Kampen  Short  Term  Global-AA/an  Kampen 

-3.5 

 * 

419 

NA 

NA 

3.00 

1.14 

Vanguard  Intl  Eq  Index-EuropeanA/anguard 

 * 

16.0 

667 

23.0 

10.9 

l.OOt2 

0  32 

Vanguard  Intl  Eq  Index-PacificA/anguard 

17.5 

 * 

691 

45.0 

11.8 

l.OOt2 

(1  V 

V.JL 

■  B 

■  C 

Vanguard  International  GrowthWanguard 

25.5 

9.3 

2,672 

27.0 

7.9 

none 

\j.m 

D 

■  D 

Vanguard  Special-Gold  &  PrecA/anguard 

 * 

7.8 

8.5 

609 

38.0 

1.0 

none§ 

0.33 

B 

C 

Vanguard  Trustees'  Equity-lntlA/anguard 

15.4 

18.0 

8.3 

1,101 

28.0 

3.3 

none 

0.40 

■  D 

■  B 

Vontobel  EuroPacific  Fund/Newport 

 * 

20.4 

8.8 

144 

27.0 

2.8 

none 

1.77 

Warburg  Pincus  Internationa!  EquityAA/arburg 

 * 

31.7 

15.7 

949 

30.0 

4.0 

none 

1.48 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  ^Distributor  may  impose 
redemption  fee,  with  proceeds  reverting  to  other  fund  shareholders.  {Distributor  may  impose  purchase  fee,  with  proceeds  reverting  to  other  shareholders,  a-.  Net 
of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  '$10  account  closing 
fee.    2Annual  $10  maintenance  fee.    30ngmally  part  of  Ivest  Fund. 

Rules,  page  174.  Distributor  table,  page  246. 
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D  SURVEY 


ole  bond  funds 


Interest  rate  risk  separates  one  bond  fund  from  the  next. 
Take  two  pure  Treasury  funds,  Benham  Target  2005  and 
Bcnham  Treasury  Note.  With  a  maturity  of  11  years, 
Target  2005,  a  bull-market  star,  has  high  interest  rate  risk: 
A  one-point  rise  in  rates  will  clip  it  by  1 1%.  Hence  its  F  in 
down  markets.  But  Benham  Treasury  Note  has  low  rate 
risk  and  a  B  in  down  markets.  If  you  think  rates  will  fall,  go 


long;  if  you  think  they  will  rise,  stay  short.  Our  up  and 
down  market  grades  supplement  estimated  maturity  as  a 
measure  of  rate  risk.  Managers  Intermediate  Mortgage, 
for  example,  shows  a  6.9-year  maturity  but  gets  a  down- 
market F  after  its  supposedly  short  paper  suddenly  length 
ened.  Our  benchmark:  Merrill  Lynch's  corporate/gov- 
ernment  bond  index  measured  monthly  since  June  1989. 


115 


110 


105 


100 


95 


Ratio  scale  (6/30/89=100) 


Rising  markets        |  Declining  markets 


This  price  return  graph  of  the  Merrill  Lynch 
corporate/government  bond  index,  scaled  so  that 
June  30,  1989  equals  100,  is  the  benchmark  for 
taxable  bond  fund  ratings.  Funds  are  measured  by 
their  composite  bull-  and  bear-month  performances 


1989 


1990 


1991 


1992 


1993 


1994 


Performance 
UP  DOWN 
—markets— 

Fund/distributor 

Annualized  total  return 
6/89  last 
to  6/94  12 
months 

Yield 

% 

Assets 
6/30/94 
($mil) 

Weighted 
average 
maturity 
(years) 

Maximum 
sales 
charge 

Annual 
expenses 
per 
$100 

Merrill  Lynch  corporate/govt  bond  index 
Forbes  taxable  bond  fund  composite 

8. 
7. 

5%       -1.1%  7.3 
6%       -1.3%  6.6 

% 
% 

$0.89 

B 

C 

AAL  Bond  Fund/AAL 

7.7% 

-2.9% 

6.0% 

$438 

6.0 

4.75% 

$1.02 

D 

B 

AARP  Inc-GNMA  &  US  Treasury/Scudder 

7.5 

-1.8 

6.5 

5,774 

6.0 

none 

0.67 

B 

D 

AARP  Inc-High  Quality  Bond/Scudder 

7.7 

-1.9 

5.7 

589 

13.0 

none 

0.95 

A 

D 

Advantage  Government  Securities/Advest 

8.6 

-5.8 

6.6 

164 

NA 

4.00b 

1.30a 

D 

B 

AIM  Government  Securities-A/AIM 

7.2 

-2.0 

7.7 

142 

5.9 

4.75 

1.00a 

A 

D 

AIM  Income  Fund-A/AIM 

7.6 

-4.5 

8.1 

223 

12.8 

4.75 

1.00 

D 

A 

AIM  Limited  Maturity  Treas  Shares/AIM 

6.8 

1.7 

3.8 

335 

1.6 

1.00 

0.46 

A  + 

D 

Alliance  Bond-Corp  Bond-A/Alliance 

10.9 

-2.6 

9.1 

453 

NA 

4.25 

1.28 

B 

C 

Alliance  Bond-US  Govemment-A/Alliance 

7.6 

-1.9 

8.3 

1,469 

7.5 

4.25 

1.10 

B 

B 

Alliance  Mortgage  Sees  Income-A/All iance 

8.5 

-3.5 

7.6 

1,982 

6.8 

4.25 

1.00 

Alliance  Mortgage  Strategy-A/AI  Nance 

 * 

1.9 

5.5 

468 

NA 

4.25 

1.33 

C 

C 

American  Capital  Corp  Bond-A/American  Cap 

7.4 

-1.8 

7.5 

•  174 

16.4 

4.75 

1.06 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,    a:  Net  of  absorption  of  expenses  by  fund  sponsor,    b:  Includes  back-end  load  that  reverts  to 

distributor.    NA:  Not  applicable  or  not  available. 

Sources-.  Forbes:  Upper  Analytical  Services:  Momingstar,  Inc.;  CDAAViesenberger. 
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Performance 
UP  DOWN 
—markets— 

Fund/distributor 

Annualized  total  return 
6/89  last 
to  6/94  12 
months 

Yield  Assets 
%  6/30/94 
($mil) 

Weighted 
average 
maturity 
(years) 

Maximum 
sales 
charge 

Annual 
expenses 
per 
$100 

Merrill  Lynch  corporate/govt  bond  index 
Forbes  taxable  bond  fund  composite 

8.5% 
7.6% 

-1.1% 
-1.3% 

7.3°/< 
6.6°/< 

$0.89 

B 

C 

American  Capital  Govt  Secs-A/American  Cap 

7.7% 

-2.9% 

7.4% 

$3,211 

5.9 

4.75% 

$0.98 

American  Capital  US  Govt  Income-A/American  Cap 

— 

-3.2 

8.4 

355 

5.3 

4.75 

1.06 

Miias  uo  uovi  &  Mortgage  oecs-A/Atias 

-2.6 

7.2 

284 

23.0 

O  ftft 

3.00 

ft  Qfta 

u.oua 

D 

D 

oauson  Bona-rornoiio  L/Jones  &  babson 

8.2 

-0.8 

7.4 

147 

10.8 

none 

ft  OQ 
U.30 

Baird  Adjustable  Rate  Income/Fiduciary 

1.6 

4.6 

196 

14.8 

3.25 

A  Cfto 

U.bUa 

c 

c 

Bartlett  Fixed  Income/Bartlett 

7.1 

-1.2 

4.9 

106 

5.3 

none 

1.00 

Benham  Adjustable  Rate  Govt  Secs/Benham 

 * 

0.9 

5.4 

738 

24.8 

none 

0.51 

L 

□ 
D 

Benham  GNMA  Income/Benham 

8.3 

-0.9 

6.6 

1,042 

6.7 

none 

ft  £A 

U.D4 

A  + 

c 
r 

DciHidiii  idrgci  maturities— tuuu/Dennam 

1  1  0 
11.0 

a  ft 
-4.U 

none 

ivl 

C  A 
0.4 

none 

n  R8 

U.DO 

A  j. 

M  T 

r 

Dennam  largei  iviaiuniies— ^UUD/Dennam 

10  Q 

-o.U 

none 

1  ft! 
1 U 1 

1  1  £ 
11.0 

none 

U.oo 

c 

B 

Benham  Treasury  Note/Benham 

7.6 

-0.8 

4.8 

323 

3.3 

none 

0.51 

D 

A 

Bernstein  Govt  Short  Duration/Bernstein 

6.8 

1.5 

3.5 

179 

1.9 

none 

0.68 

Q 

D 

Bernstein  Intermed  Duration/Bernstein 

e.b 

-U.D 

DO 

/94 

1  1  0 
11.0 

none 

ft  CR 
U.OD 

n 

A  x 

Bernstein  Short  Duration  + /Bernstein 

7  0 

1  7 
1./ 

A  A 

4.4 

D44 

J.D 

none 

n  ££ 
u.oo 

Wm  Blair-lncome  Fund/Wm  Blair 

* 

ft  1 

C  7 

3.1 

1  C7 

lb/ 

A  C 

4.D 

none 

ft  7Q 
U./i) 

B 

B 

Bond  Fund  of  America/American  Funds 

9.1 

-1.1 

8.1 

5,009 

9.7 

4.75 

0.71 

F 

B 

Capstone  Government  Income/Capstone 

3.0 

1.4 

2.0 

100 

1.3 

none 

0.93 

n 

A 
H 

uarainai  uovernmeni  UDiigations/oaroinai 

7  7 

1.3 

fl  A 
-U.4 

0.1 

178 
I/O 

q  n 

4.DU 

U./ j 

p 

D 

n 
u 

Colonial  Federal  Securities-A/Colonial 

7  fi 

7  Q 
-3.0 

7  R 

/.J 

1  A£7 

MA 

A  7R 
4./D 

1  IK 
1.10 

Cr\ie-\n  1 1 1  UirrK  ViolH  Muni  P  P  ,-■  i    r  ■  i  ,  1 

Loioniai  nign-Tieiu  iviuni-D/Loioniai 

 * 

(1 A 
U.4 

0.<! 

1  ID 

97  Q 
13.D 

T 

1  CM 
1.3*1 

c 

c 

Colonial  Income  Fund-A/Colonial 

7.3 

-1.9 

8.0 

160 

16.9 

4.75 

1.10 

D 

A 

Colonial  US  Government-A/Colonial 

6.4 

-1.1 

6.8 

1,663 

4.6 

4.75 

1.10 

R 

Columbia  Fixed  Income  Securities/Columbia 

8.0 

l  7 
—1./ 

O.J 

ZDs 

o.u 

none 

n  kk 
u.oo 

Q 
□ 

n 
U 

Common  Sense-Government  Fund/Common  Sense 

7  7 
1.3 

7  1 
-J.l 

C  Q 

o.y 

o4o 

c  c 

0.0 

£  7£ 
O./D 

n  oi 

U.3l 

D 
b 

n 

Compass  Capital  Fixed  Income/SEI 

8  fl 

o.U 

—1.3 

£.  Q 

<!D4 

i  i  1 
u.l 

1  7R 
3.10 

U.Oj 

D 

B 

Compass  Capital  Short/lntermed/SEI 

7.3 

0.6 

5.1 

239 

4.1 

3.75 

0.84 

C 

C 

Composite  US  Government  Secs-A/Murphey 

7.2 

-3.4 

6.5 

224 

9.5 

4.00 

1.06 

u 

A 

M 

uomsiocK  partners  oiraxegy-M/ureyTus 

fi  7 
0./ 

Q  9 

7  8 

/  .0 

W) 

18  8 
10.0 

H.JU 

1  77 
1.31 

D 

a 

u 

uean  wmer  reaerai  occuruics/ucdii  vvillci 

7  n 

-7  8 
o.o 

O.J 

MA 

J.UUU 

l.JJ 

u 

a 

0 

uean  winer  iniermeaiaxe  income/uean  winer 

fi  J 
u.*t 

1  9 

—1.4 

■i  7 
J./ 

9Jfi 

LHO 

NA 

r  nnh 

J.UUU 

1  K7 
1.0  J 

Dean  Witter  S-T  US  Treasury/Dean  Witter 

 * 

-0.4 

4.9 

496 

2.2 

none 

0.80 

D 

B 

Dean  Witter  US  Goverment  Sees/Dean  Witter 

6.5 

-2.7 

6.9 

10,168 

5.0 

5.00b 

1.18 

D 

A 

Delaware  Group  Treas  Res  Intermed-A/Delaware 

6.9 

-1.4 

7.1 

991 

3.6 

3.00 

0.88 

C 

C 

Delaware  Group  US  Government-A/Delaware 

7.0 

-4.6 

9.1 

237 

10.2 

4.75 

1.22 

B 

C 

Dodge  &  Cox  Income  Fund/Dodge 

8.7 

-1.0 

6.9 

197 

10.5 

none 

0.60 

A 

D 

Dreyfus  A  Bonds  Plus/Dreyfus 

8.3 

-2.2 

7.0 

558 

16.2 

none 

0.90 

D 

B 

Dreyfus  GNMA  Fund/Dreyfus 

7.8 

-1.0 

6.8 

1,556 

8.5 

none 

0.95 

B 

C 

Dreyfus  100%  US  Treasury  Intermed/Dreyfus 

8.4 

-1.4 

7.4 

218 

4.9 

none 

0.73a 

At 

F 

Dreyfus  100%  US  Treasury  L-T/Dreyfus 

9.0 

-3.2 

7.3 

155 

12.8 

none 

0.73a 

Dreyfus  100%  US  Treasury  S-T/Dreyfus 

 * 

1.5 

8.1 

186 

1.9 

none 

0.11a 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,  a:  Net  of  absorption  of  expenses  by  fund  sponsor, 
distributor.    tClosed  to  new  investors.    NA:  Not  applicable  or  not  available. 
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axable  bond  funds 


interest  rate  risk  separates  one  bond  fund  from  the  next. 
Take  two  pure  Treasury  funds,  Benham  Target  2005  and 
Benham  Treasury  Note.  With  a  maturity  of  11  years, 
Target  2005,  a  bull-market  star,  has  high  interest  rate  risk: 
A  one-point  rise  in  rates  will  clip  it  by  1 1%.  Hence  its  F  in 
down  markets.  But  Benham  Treasury  Note  has  low  rate 
risk  and  a  B  in  down  markets.  If  you  think  rates  will  fall,  go 


long;  if  you  think  they  will  rise,  stay  short.  Our  up  and 
down  market  grades  supplement  estimated  maturity  as  a] 
measure  of  rate  risk.  Managers  Intermediate  Mortgage, 
for  example,  shows  a  6.9-year  maturity  but  gets  a  down- 
market F  after  its  supposedly  short  paper  suddenly  length- 
ened. Our  benchmark:  Merrill  Lynch's  corporate/gov- 
ernment  bond  index  measured  monthly  since  June  1989. 


115 


Ratio  scale  (6/30/89=100) 


110 


105 


100 


Rising  markets        |  Declining  markets 


This  price  return  graph  of  the  Merrill  Lynch 
corporate/government  bond  index,  scaled  so  that 
June  30,  1989  equals  100,  is  the  benchmark  for 
taxable  bond  fund  ratings.  Funds  are  measured  by 
their  composite  bull-  and  bear-month  performances 


1989 

1990  1991 

1992 

1 

1993 

1  1994 

Performance 
UP  DOWN 
—markets— 

Fund/distributor 

Annualized  total  return 
6/89  last 
to  6/94  12 
months 

Yield 

% 

Assets 
6/30/94 
($mil) 

Weighted 
average 
maturity 
(years) 

Maximum 
sales 
charge 

Annual 
expenses 
per 
$100 

Merrill  Lynch  corporate/govt  bond  index 
Forbes  taxable  bond  fund  composite 

8. 
7. 

5%       -1.1%  7.3 
6%        -1.3%  6.6 

% 
% 

$0.89 

B 

C 

AAL  Bond  Fund/AAL 

7 

.7%  -2.9% 

6.0 

$438 

6.0 

4.75% 

$1.02 

D 

B 

AARP  Inc-GNMA  &  US  Treasury/Scudder 

7 

.5  -1.8 

6.5 

5,774 

6.0 

none 

0.67 

B 

D 

AARP  Inc-High  Quality  Bond/Scudder 

7 

.7  -1.9 

5.7 

589 

13.0 

none 

0.95 

A 

D 

Advantage  Government  Securities/Advest 

8 

.6  -5.8 

6.6 

164 

NA 

4.00b 

1.30a 

D 

B 

AIM  Government  Securities-A/AIM 

7 

.2  -2.0 

7.7 

142 

5.9 

4.75 

1.00a 

A 

D 

AIM  Income  Fund-A/AIM 

7 

.6  -4.5 

8.1 

223 

12.8 

4.75 

1.00 

D 

A 

AIM  Limited  Maturity  Treas  Shares/AIM 

6 

.8  1.7 

3.8 

335 

1.6 

1.00 

0.46 

A  + 

D 

Alliance  Bond-Corp  Bond-A/All iance 

10 

.9  -2.6 

9.1 

453 

NA 

4.25 

1.28 

B 

C 

Alliance  Bond-US  Government-A/Alliance 

7 

.6  -1.9 

8.3 

1,469 

7.5 

4.25 

1.10 

B 

B 

Alliance  Mortgage  Sees  Income-A/Alliance 

8 

.5  -3.5 

7.6 

1,982 

6.8 

4.25 

1.00 

Alliance  Mortgage  Strategy-A/Alliance 

1.9 

5.5 

468 

NA 

4.25 

1.33 

C 

C 

American  Capital  Corp  Bond-A/American  Cap 

7 

.4  -1.8 

7.5 

•  174 

16.4 

4.75 

1.06 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,    a:  Net  of  absorption  of  expenses  by  fund  sponsor,    b:  Includes  back-end  load  that  reverts  to 

distributor.    NA:  Not  applicable  or  not  available. 

Sources:  Forbes:  Upper  Ana'ytical  Services;  Mormngstar,  Inc.:  CDA/Wiesenberger. 

Rules,  page  174.  Distributor  table,  page  246. 
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Performance 
UP  DOWN 
—markets— 

Fund/distributor 

Annualized  total  return 
6/89  last 
to  6/94  12 
months 

Yield 

% 

Assets 
6/30/94 
($mil) 

Weighted 
average 
maturity 
(years) 

Maximum 
sales 
charge 

Annual 
expenses 
per 
$100 

Merrill  Lynch  corporate/govt  bond  index 
Forbes  taxable  bond  fund  composite 

8. 

7. 

5%       -1.1%  7.3% 

6%       -1.3%        6.6%  $0.89 

B 

C 

American  Capital  Govt  Secs-A/American  Cap 

7.7% 

-2.9% 

7.4% 

$3,211 

5.9 

4.75% 

$0.98 

American  Capital  US  Govt  Income-A/American  Cap 

-3.2 

8.4 

355 

5.3 

4.75 

1.06 

Atlas     laovt  &  Mortgage  Secs-A/Atlas 

-2.6 

7  0 

12 

OO/l 

2o4 

00  fl 

o  nn 

u.oua 

n 
0 

c 

Babson  Bond-Portfolio  L/Joner>  &  Babson 

8 

2 

-0.8 

7.4 

1  A 1 

14/ 

i  n  o 
1U.0 

none 

n  Q8 

Baird  Adjustable  Rate  Income/Fiduciary 

_* 

1.6 

A  c 

4.b 

19b 

1/10 

14.0 

0  Ofi 
i.LJ 

(1  fifb 

u.oua 

C 

c 

Bartlett  Fixed  Income/Bartlett 

7.1 

-1.2 

4.9 

106 

5.3 

none 

1.00 

Benham  Adjustable  Rate  Govt  Secs/Benham 

_* 

0.9 

5.4 

738 

24.8 

none 

0.51 

c 

a 
a 

bennam  (jNMA  Income/Dennam 

8 

.3 

-0.9 

b.b 

1  ,U4Z 

C  7 

b./ 

none 

U.34 

A  + 

c 
r 

Benham  Target  Maturities-2000/Benham 

11.8 

a  n 

none 

OC1 

Zbi 

fi  ^ 

0.4 

none 

U.JO 

A  + 

c 
r 

Benham  Target  Maturities-2005/Benham 

12.9 

-b.U 

none 

mi 

1U1 

1 1  K 

ii.  b 

none 

U.DO 

c 

B 

Benham  Treasury  Note/Benham 

7.6 

-0.8 

4.8 

323 

3.3 

none 

0.51 

D 

A 

Bernstein  Govt  Short  Duration/Bernstein 

6.8 

1.5 

3.5 

179 

1.9 

none 

0.68 

C 

D 
D 

Bernstein  Intermed  Duration/Bernstein 

8 

.5 

-U.D 

D.b 

/34 

1 1  8 
11.0 

none 

n  fifi 

U.OJ 

D 

A  _L 

A  + 

Bernstein  Short  Duration  + /Bernstein 

7.3 

1  7 
1./ 

A  A 

4.4 

f\AA 
044 

0.  fi 
J.O 

none 

fi  fifi 

U.00 

\A/awt     Dl_!u       I.,   ,-,   null  II     f  iimJ/IAIm  DU,„ 

Wm  Blair-lncome  rund/Wm  Blair 

n  l 
-U.l 

C  7 
0./ 

1 C7 
lb; 

A  fi 

4. D 

none 

fi  7Q 

U.  /  J 

B 

B 

Bond  Fund  of  America/American  Funds 

9.1 

-1.1 

8.1 

5,009 

9./ 

4.75 

0.71 

F 

B 

Capstone  Government  Income/Capstone 

3.0 

1.4 

2.0 

100 

1.3 

none 

0.93 

n 
U 

A 

Cardinal  Government  Obligations/Cardinal 

7.3 

n  a 

— U.4 

O.l 

178 

1  /  0 

q  n 

J.U 

&  SO 

*+.  JU 

0.73 

D 

n 
U 

Colonial  Federal  Securities-A/Colonial 

7.6 

0.  8 
-0.0 

7  fi 
/.J 

1  dfi.7 
1,40/ 

MA 

4  7fi 

1.16 

Loioniai  nign-Yieio  wiuni-b/Loioniai 

 * 

n  a 

U.4 

fi  9 

IK 
1  ID 

n  q 

LO.J 

+ 
1 

1  94 

c 

C 

Colonial  Income  Fund-A/Colonial 

7.3 

-1.9 

8.0 

160 

16.9 

4.75 

1.10 

D 

A 

Colonial  US  Government-A/Colonial 

6 

.4 

-1.1 

6.8 

1,663 

4.6 

4.75 

1.10 

B 

L 

Columbia  Fixed  Income  Securities/Columbia 

8 

.6 

1  7 

-1./ 

fi  fi 
b.o 

9fiQ 

8  n 

o.u 

non6 

u.uu 

B 

D 

Common  Sense-Government  Fund/Common  Sense 

7.3 

0.  1 
-o.l 

fi  Q 

0.3 

1A1 
j4j 

c  c 

0.0 

fi 

n  qi 

B 

D 

Compass  Capital  Fixed  Income/SEI 

8 

.0 

—1.3 

fi  Q 

£04 

1 1  1 

11.1 

O.I  J 

U.OJ 

D 

B 

Compass  Capital  Short/lntermed/SEI 

7.3 

0.6 

5.1 

239 

4.1 

3.75 

0.84 

C 

C 

Composite  US  Government  Secs-A/Murphey 

7.2 

-3.4 

6.5 

224 

9.5 

4.00 

1.06 

D 

A 

A 

Comstock  Partners  Strategy-A/Dreyfus 

6.7 

Q  9 

7  8 

/  .0 

fi49 

J4£ 

18  8 

10.0 

4.50 

1.37 

D 
D 

0 

Dean  Witter  Federal  Securities/Dean  Witter 

7.0 

J.0 

fi  9 

U.J 

925 

NA 

5.00b 

1.50 

n 
U 

D 

Dean  Witter  Intermediate  Income/Dean  Witter 

6.4 

-1  7 

fi  7 

246 

NA 

5.00b 

1.63 

Dean  Witter  S-T  US  Treasury/Dean  Witter 

 * 

-0.4 

4.9 

496 

2.2 

none 

0.80 

D 

B 

Dean  Witter  US  Goverment  Sees/Dean  Witter 

6.5 

-2.7 

6.9 

10,168 

5.0 

5.00b 

1.18 

D 

A 

Delaware  Group  Treas  Res  Intermed-A/Delaware 

6.9 

-1.4 

7.1 

991 

3.6 

3.00 

0.88 

C 

C 

Delaware  Group  US  Government-A/Delaware 

7.0 

^.6 

9.1 

237 

10.2 

4.75 

1.22 

B 

C 

Dodge  &  Cox  Income  Fund/Dodge 

? 

.7 

-1.0 

6.9 

197 

10.5 

none 

0.60 

A 

D 

Dreyfus  A  Bonds  Plus/Dreyfus 

! 

.3 

-2.2 

7.0 

558 

16.2 

none 

0.90 

D 

B 

Dreyfus  GNMA  Fund/Dreyfus 

7.8 

-1.0 

6.8 

1,556 

8.5 

none 

0.95 

B 

C 

Dreyfus  100%  US  Treasury  Intermed/Dreyfus 

f 

1.4 

-1.4 

7.4 

218 

4.9 

none 

0.73a 

A  + 

F 

Dreyfus  100%  US  Treasury  L-T/Dreyfus 

j 

.0 

-3.2 

7.3 

155 

12.8 

none 

0.73a 

Dreyfus  100%  US  Treasury  S-T/Dreyfus 

 * 

1.5 

8.1 

186 

1.9 

none 

0.11a 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to 
distributor.    tClosed  to  new  investors.    NA:  Not  applicable  or  not  available. 

Rules,  page  174.  Distributor  table,  page  246. 
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rfcHor  rr.ai  ice 
-  DOWN 
-fflarkefs— 

-  jf  id/distributor 

Annualized  total  return 
6/89  last 
to  6/94  12 
months 

Yield  Assets 
%  6/30/94 
($mil) 

Weighted 
average 
maturity 
(years) 

Maximum 
sales 
charge 

Annual 
expenses 
per 
$100 

W  ' 

"'  Merrill  Lynch  corporate/govt  bond  index 
Forbes  taxable  bond  fund  composite 

8.5% 
7.6% 

-1.1% 
-1.3% 

i 

% 
% 

$0.89 

D  A 

Dreyfus  Short-Intermediate  Govt/Dreyfus 

8.2% 

1.0% 

7.1 

%  $528 

2.2 

none 

$0.40a 

Dreyfus  Short-Term  Income/Dreyfus 

— * 

2.1 

7.1 

283 

2.8 

none 

0.15a 

A  D 

Dreyfus  Strategic  Income/Dreyfus 

8./ 

-2.8 

7.4 

344 

14.8 

3.00% 

0.84a 

EV  Prime  Rate  Reserves'/Eaton  Vance 

— * 

5.0 

5.3 

629 

4.8 

3.00b 

1.55 

C  B 

EV  Traditional  Govt  Obligations2/Eaton  Vance 

8.0 

-0.5 

8  0 

456 

4.8 

4.75 

1.12 

D  B 

Enterprise  Group-Government  Sees/Enterprise 

7.3 

-4.5 

8.1 

100 

8.4 

4.75 

1.30a 

A  D 

Federated  US  Government  Bond/Federated 

8.0 

-4.0 

5.6 

104 

11.7 

none 

0.81a 

Fidelity  Advisor  Ltd  Term  Bond-A/Fidelity 

— * 

0.0 

fi  <i 

U.t 

121 

NA 

4.75 

1.23 

D  A 

Fidelity  Advisor  Short  Fixed-lncome/Fidelity 

7.4 

0.6 

6.6 

826 

3.0 

1.50 

0.94 

Fidelity  Asset  Manager-Income/Fidelity 

 * 

3.4 

4.5 

503 

NA 

none 

0.65a 

D  B 

Fidelity  Ginnie  Mae/Fidelity 

7.5 

-2.1 

5.6 

763 

8.1 

none 

0.79 

B  C 

Fidelity  Government  Securities/Fidelity 

8.8 

-2.4 

68 

675 

10.8 

none 

0.69 

C  B 

Fidelity  Intermediate  Bond/Fidelity 

8.1 

0.7 

6.8 

1,843 

7.9 

none 

0.64 

B  C 

Fidelity  Investment  Grade  Bond/Fidelity 

9.2 

-0.2 

7.4 

922 

11.7 

none 

0.74 

D  A 

Fidelity  Mortgage  Securities/Fidelity 

8.2 

2.1 

5.6 

347 

5.6 

none 

0.78 

Fidelity  Short-Intermediate  Govt/Fidelity 

 * 

-0.9 

5.7 

141 

3.6 

none 

0.93 

D  A 

Fidelity  Short-Term  Bond/Fidelity 

7.4 

0.3 

6  8 

1,881 

2.7 

none 

0.80 

C  C 

First  Investors  Government/First  Inv 

6.7 

-2.7 

6.3 

240 

5.4 

6.25 

1.32a 

A  D 

Flag  Inv  Total  Return  US  Treas-A/Brown 

7.8 

-1.8 

13.0 

4013 

10.3 

4.50 

0.76 

C  C 

Fortis  US  Government  Secs/Fortis 

7.2 

-4.0 

8.1 

556 

6.0 

4.50 

0.77 

Fortress  Adjustable  Rate  US  Govt/Federated 

 * 

1.2 

4  2 

624 

4.4 

1.00 

1.02a 

C  A 

FPA  New  Income/FPA 

10.0 

2.6 

6.5 

117 

3.8 

4.50 

0.75 

F        A  + 

Franklin  Adj  US  Government  Secs/Franklin 

5.6 

-1.5 

3.3 

859 

4.5 

2.25 

0.65a 

D  B 

Franklin  Short-lntermed  US  Govt/Franklin 

7.4 

-0.7 

4.7 

241 

3.3 

2.25 

0.73a 

C  B 

Franklin  Tax-Advantaged  US  Govt/Franklin 

7.9 

-3.1 

7.1 

529 

26.5 

4.25 

0.59 

D  A 

Franklin  US  Government  Secs/Franklin 

7.8 

-2.3 

8.1 

12,265 

NA 

4.25 

0.67 

D  B 

Fund  for  US  Government  Secs-A/Federated 

6.8 

-1.9 

7.8 

1,619 

4.1 

4.50 

0.87 

Galaxy  High-Quality  Bond-Retail/Galaxy 

* 

-3.0 

6.5 

153 

11.4 

none 

0.77a 

Galaxy  Intermediate  Bond-Retail/Galaxy 

— * 

-5.1 

6.2 

339 

8.7 

none 

0.81a 

D  B 

Government  Income  Securities/Federated 

6.9 

-1.7 

7.7 

3,068 

3.9 

2.00b 

0.97a 

C  B 

Gradison-McDonald  Govt  Income/Gradison 

7.5 

-2.2 

5.7 

236 

6.5 

2.00 

0.89 

GT  Global  High  Income-A/GT  Global 

 * 

-0.2 

9.8 

380 

12.4 

4.75 

2.14 

D  B 

Hancock  Limited  Term  Govt-A/Hancock 

6.8 

0.3 

5.0 

248 

15.5 

3.00 

1.41 

C  B 

Hancock  Sovereign  Bond-A/Hancock 

8.3 

-1.2 

8.1 

1,404 

15.2 

4.50 

1.25 

B  C 

Hancock  Sovereign  US  Govt  Income-A/Hancock 

7.7 

-2.8 

7.0 

542 

15.5 

4.50 

1.30 

A  C 

Harbor  Bond  Fund/HCA 

9.4 

-0.7 

6.0 

166 

13.3 

none 

0.80a 

Harbor  Short  Duration/HCA 

 * 

2.0 

5.6 

100 

1.2 

none 

0.40a 

A  C 

IDS  Bond  Fund/I DS 

9.2 

-0.3 

8.3 

2,219 

14.2 

5.00 

0.70 

D  A 

IDS  Federal  Income/IDS 

7.2 

-0.6 

6.0 

1,025 

7.1 

5.00 

0.77 

A  D 

IDS  Selective  Fund/I  DS 

8.6 

-1.7 

7.0 

1,526 

7.3 

5.00 

0.72 

'Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,  a-.  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to 
distributor.    NA:  Not  applicable  or  not  available.    'Technically  a  closed-end  fund,    formerly  Eaton  Vance  Government  Obligations.    3Assets  include  sister  fund 

ISI  Total  Return. 


Rules,  page  174.  Distributor  table,  page  246. 


Forbes  ■  August  29,  1994 


m  : 


ith  so  many  things  nibbling 
at  your  budget,  it  wasn't 

easy  to  keep  putting 
money  into  the  invesco 
Industrial- Income  Fund. 

you  weren't  about  to 
r  the  big  one  get  away. 


The  INVESCO  Industrial 
Income  Fund  has  been  reeling  in 
great  reports.  llpper  analytical 
Services  ranked  it  the  number 
one  of  51  equity-income  funds 
based  on  total  return  for  the 
five-year  period  that  ended  60cv941 
And  Smart  Money  Magazine  went 
so  far  as  to  call  it  one  of  the 
ten  safe  bets  for  the  '90s.2 

of  course.  past  performance 
is  no  guarantee  of  future  results, 
but  this  no-load  mutual  fund 
hasn't  had  a  losing  year  in  over 
a  decade.  and  it's  paid  a  dividend 
every  quarter  since  1960. 

so  if  you  have  big  plans  you 
don't  want  to  let  get  away,  talk 
to  invesco.  they've  been  helping 
investors  for  over  60  years. 

Call  for  a  prospectus  today.3 
It  could  come  up  a  winner  if 
youve  been  fishing  for  a  solid 
long-term  investment.  INVESCO. 
Just  one  of  the  smart  choices 
youVe  made.sm 


INVESCO  INDUSTRIAL 

INCOME  FUND 

Annualized  return  through  June  30. 1994 

One  Year  

3.24% 

Three  Year  

1 1 .80% 

Five  Year  

1 3.85% 

Ten  Year  

16.55% 

Fifteen  year  

1 6.07% 

Twenty  Year  

1  6.54% 

INVESCO  FUNDS 

800-320-4525 
Ext.  328 


per  Analytical  Services  ranked  the  fund  #1  of  51  #3  of  22  and  #40  of  92  equity-income  funds  based  on  total  return  for  the  five-year,  ten-year  and  one-year  periods,  respectively,  ended  6/30/94. 

ART  MONEYS  RECOMMENDATION  OF  THE  FUND  AS  A  "SAFE  BET  FOR  THE  '90S"  AS  OF  9/30/93  BASED  ON  ITS  ASSESSMENT  OF  STRATEGIES  OF  THE  26  MUTUAL  FUNDS  WITH  NO  LOSSES  IN  THE  PAST  DECADE. 

LL  FOR  A  PROSPECTUS  YOU'LL  RECEIVE  MORE  COMPLETE  INFORMATION  ON  THE  FUND,  INCLUDING  MANAGEMENT  FEES  AND  EXPENSES.  READ  THE  PROSPECTUS  CAREFULLY  BEFORE  YOU  INVEST  OR  SEND  MONEY. 

AL  RETURN  ASSUMES  REINVESTMENT  OF  ALL  DIVIDEND  AND  CAPITAL  CAIN  DISTRIBUTIONS.  INVESTMENT  RETURN  AND  PRINCIPAL  VALUE  WILL  FLUCTUATE  SO  THAT.  WHEN  REDEEMED.  AN  INVESTOR'S  SHARES  M'Y  BE  WORTH  MORE  OR 
i  THAN  THEIR  ORIGINAL  COST  AS  OF  MAY  26.  1994.  A  NEW  CO-PORTFOLIO  MANAGER  BEGAN  TO  MANAGE  THE  FIXED-INCOME  PORTION  OF  THE  FUND'S  PORTFOLIO.  REPLACING  ONE  OF  THE  FUND'S  FORMER  CO-PORTFOLIO  MANAGERS. 

1SC0  Funds  Group.  Inc..  Distributor. 


LE  BOND  FUNDS 

v — : — 


Fund/distributor  Annualized  total  return      Yield        Assets     Weighted    Maximum  Annual 

:;jJVN  6/89  last  %         6/30/94      average       sales  expenses 

—markets—  to  6/94         12  ($mil)      maturity      charge  per 


months 

(years) 

$100 

—r--T  1  71 

Merrill  Lynch  corporate/goyt  bond  index 

8.5 

% 

-1.1% 

7.3% 

Forbes  taxable  bond  fund  composite 

% 

-1.3% 

6.6% 

$0.89 

A 

D 

IDS  Strategy-Income/I DS 

8.4% 

-1.6% 

7.0% 

$713 

13.3 

5.00%b 

$1.60 

F 

A 

IDS  Strategy-Short-Term  Income/I  DS 

5.7 

-0.7 

4.1 

214 

NA 

5.00b 

1.73 

C 

C 

Intermediate  Bond  Fund  of  America/American  Funds 

7.5 

-1.5 

7.1 

1,669 

5.4 

4.75 

0.82 

D 

A 

Invesco  Select  Income/I nvesco 

8.9 

0.2 

7.6 

134 

11.3 

none 

1.15 

C 

C 

1  nvestors  Trust-Govern  ment-AVG  N  A 

6.6 

-6.1 

8.6 

1,350 

6.4 

4.50 

103 

A 

D 

ISI  Total  Return  US  Treasury/ISI 

7.8 

-1.8 

7.3 

4012 

10.3 

4.45 

0.76 

C 

C 

Janus  Flexible  Income/Janus 

7.4 

3.1 

8.0 

412 

13.2 

none 

0.90 

C 

c 

Kemper  Adjustable  US  Govt-A/Kemper 

7.0 

1.2 

4.9 

212 

NA 

3.50 

1.02 

B 

c 

Kemper  Inc  &  Cap  Preservation-A/Kemper 

8.1 

-1.0 

7.3 

528 

NA 

4.50 

0.89 

Kemper  Short-lntermed  Govt-A/Kemper 

* 

0.0 

5.2 

268 

NA 

3.50 

1.02 

C 

c 

Kemper  US  Government  Secs-A/Kemper 

7.7 

-1.2 

7.5 

5,402 

NA 

4.50 

0.71 

Kemper  US  Mortgage-A/Kemper 

* 

-2.2 

6.7 

4,237 

NA 

4.50 

0.92 

Keystone  America  Cap  Pres  &  Inc  ll-B/Keystone 

* 

1.3 

3.5 

109 

4.6 

3.00b 

1.53a 

C 

D 

Keystone  Custodian  B-l/Keystone 

6.3 

-3.1 

6.8 

366 

12.6 

4.00b 

1.83 

D 

C 

Keystone  Custodian  B-2/Keystone 

6.5 

-1.5 

8.0 

844 

10.7 

4.00b 

1.73 

Kidder,  Peabody  Adj  Rate  Govt-A/Kidder 

2.1 

4.1 

105 

5.2 

2.25 

0.87a 

C 

B 

Legg  Mason  US  Govt  Intermed-Term/Legg  Mason 

7.6 

-0.1 

5.3 

270 

5.0 

none 

0.90a 

C 

C 

Lexington  GNMA  Income/Lexington 

7.8 

-0.2 

7.1 

151 

12.0 

none 

1.02 

C 

c 

Liberty  Financial  US  Govt  Sees/Liberty 

7.5 

-1.5 

7.3 

781 

8.1 

4.50 

1.00 

A 

D 

Lord  Abbett  US  Government  Sees  Fund/Lord  Abbett 

8.3 

-2.9 

9.3 

3,486 

8.1 

4.75 

0.89 

Lord  Abbett  US  Govt  Sees  Trust/Lord  Abbett 

* 

-3.5 

8.1 

365 

7.8 

1.00 

1.75 

B 

C 

Lutheran  Brotherhood  Income  Fund/Lutheran 

7.4 

-3.2 

7.1 

938 

16.2 

5.00 

0.83a 

A 

D 

Mackenzie  Fixed  Income  Trust-A/Mackenzie 

8.1 

0.0 

7.0 

121 

10.2 

4.75 

1.45 

C 

D 

MainStay-Government  Fund/NYLife 

5.9 

-1.4 

7.5 

1,135 

6.5 

5.00b 

1.60 

B 

F 

Managers  Intermediate  Mortgage/Managers 

5.7 

-21.5 

11.0 

148 

6.9 

none 

0.75a 

A 

D 

MAS-Fixed  Income/MAS 

9.3 

-1.0 

7.8 

1,087 

10.1 

none 

0.48 

B 

A 

MAS-High  Yield  Portfolio/MAS 

10.5 

4.5 

8.2 

176 

8.5 

none 

0.48 

Merrill  Lynch  Adjustable  Rate  Secs-A/Merrill 

* 

0.9 

3.8 

382 

3.3 

3.00 

0  91 

B 

C 

Merrill  Lynch  Corp-lntermed-A/Merrill 

8.4 

-1.4 

6.5 

322 

5.6 

2.00 

0.52 

B 

D 

Merrill  Lynch  Corp-lnv  Grade-A3/Merrill 

8.3 

-2.2 

6.8 

878 

5.8 

4.00 

0.51 

V 

D 

Merrill  Lynch  Federal  Secs-A/Merrill 

7.6 

-c.\) 

D.J 

D./ 

U.oY 

Merrill  Lynch  Senior  Floating  Rate4/Merrill 

* 

5.6 

5.4 

825 

NA 

3.00b 

1.43 

B 

D 

MetLife-State  Street  Govt  Secs-A/State  St 

8.0 

-1.1 

6.3 

109 

10.2 

4.50 

1.24a 

B 

C 

MetLife-State  Street  Res  Govt  Income-AVState  St 

8.4 

-0.5 

6.7 

764 

11.7 

4.50 

1.09 

B 

C 

MFS  Bond  Fund-A/MFS 

8.6 

-1.6 

9.3 

499 

13.0 

4.75 

0.96a 

D 

c 

MFS  Govt  Limited  Maturity-A/MFS 

5.8 

-0.4 

5.8 

311 

NA 

2.50 

1.14a 

C 

D 

MFS  Government  Mortgage-A/MFS 

6.3 

-1.6 

7.0 

1,701 

NA 

4.75 

1.35a 

B 

C 

MFS  Government  Securities-A/MFS 

7.6 

-1.9 

7.3 

440 

9.3 

4.75 

0.68a 

D 

D 

MFS  Intermediate  Income-A/MFS 

5.5 

-3.0 

6.1 

348 

NA 

4.75 

1.22 

MFS  Limited  Maturity-A/MFS 

* 

1.3 

6.1 

.  114 

NA 

2.50 

0.95a 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,  a-  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to 
distributor.  NA:  Not  applicable  or  not  available.  'Formerly  GNA  Investors-US  Government  Securities.  2Assets  include  sister  fund  Flag  Investors  Total 
Return,    formerly  Merrill  Lynch  Corp-High  Quality.    "Technically  a  closed-end  fund.  Formerly  Merrill  Lynch  Prime  Fund.    5Formerly  MetLife-State  Street 

Government  Income. 
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Actually,  we  re  a  bit  of  both. 


Our  solid  corporate  strategy  has  delivered  a  proven  record  of  performance.  Yet  we're  able  to  move  at  Mach  speed 
to  pursue  viable,  profitable  opportunities  that  are  right  for  ALLTEL. 

Combine  performance  and  growth  and  you've  got  a  company  that's  really  taking  off.  With  Forbes  500  ranking. 
A  five-year  total  annual  return  of  2-+%.  And  33  consecutive  years  of  annual  dividend  increases,    jhb  ■  VBVHB 
EL  Corporation.  I  or         information,  call  us  at  (501  661  -8999 

CORPORATION 

ALLTEL  Telephone  •  ALLTEL  Mobile  •  Systematics  •  IDS  Healthcare  Systems  •  <  lomputer  Power,  be.  »  \l  I  TEL  Supply  •  HWC  •  ALLTEL  Publishing 


fcf  TAXABLE  BOND  FUNDS 

gHft     ;0'  SURVEY  ' 

tance 

„«.      ii  i 

Fi:;id/distributor 

Annualized  total  return 

Yield 

Assets 

Weighted 

Maximum 

Annual 

Faio 

j-JWN 

6/89 

last 

% 

6/30/94 

average 

sales 

expenses, 

1 

— markftts— 

to  6/94 

12 

($mil) 

maturity 

charge 

per 

--i 

months 

(years) 

$100 

<T  Merrill  Lynch  corporate/govt  bond  index 

8.5 

% 

-1.1% 

7.3% 

$0.89 

...  Forbes  taxable  bond  fund  composite 

7.6 

% 

-1.3% 

6.6% 

B 

D 

Nationwide  Bond  Fund/Nationwide 

7.6% 

-4.6% 

7.5% 

$136 

13.3 

4.50% 

$0  68 

[ 

D 

A 

N  &  B  Limited  Maturity  Bond/Neuberger 

7.1 

0.7 

5.6 

315 

2.3 

none 

0.67a 

F 

A  + 

N  &  B  Ultra  Short  Bond/Neuberger 

5.4 

1.8 

3.6 

108 

0.5 

none 

0.65a 

New  England  Adjustable  Rate  US  Govt-A/New  England 

1.4 

4.0 

611 

NA 

1.00 

0.60a 

B 

C 

New  England  Bond  Income-A/New  England 

8.5 

-2.2 

6.6 

171 

7.5 

4.50 

1.04 

! 

A 

D 

New  England  Government  Secs-A/New  England 

6.9 

-2.8 

6.5 

169 

8.0 

4.50 

1.22 

: 

C 

B 

New  England  Limited-Term  US  Govt-A/New  England 

7.6 

-0.5 

6.1 

497 

4.0 

3.00 

1.14 

! 

D 

B 

North  American  US  Govt  Secs-A/Wood  Logan 

7.5 

-0.1 

5.2 

132 

4.9 

4.75 

1.25a 

0 

Oppenheimer  Invest  Grade  Bond-A/Oppenheimer 

 * 

-2.1 

6.5 

103 

8.7 

4.75 

1.06 

C 

B 

Oppenheimer  Limited  Term  Govt-AVOppenheimer 

8.4 

1.7 

6.7 

231 

NA 

3.50 

1.10 

( 

Oppenheimer  Strategic  Income-A/Oppenheimer 

k 

3.8 

9.5 

4,583 

5.0 

4.75 

0.99 

f 

C 

B 

Oppenheimer  US  Government-A/Oppenheimer 

7.4 

-1.0 

7.3 

313 

5.2 

4.75 

1.20 

j 

Overland  Express  Variable  Rate  Govt-A/Overland 

 * 

0.2 

4.3 

1,692 

1.1 

3.00 

0.76a 

I 

C 

B 

Pacific  Horizon-US  Government  Sees/Concord 

8.0 

-2.9 

6.4 

121 

20.1 

4.50 

0.96a 

[ 

Pacifica  Asset  Preservation/Furman 

2.6' 

4.2 

113 

1.0 

none 

0.86a 

I 

Pacifica  Government  Income/Furman 

_ 

k 

-3.6 

7.0 

148 

8.0 

4.50 

0.92a 

: 

B 

C 

PaineWebber  Inv  Grade  Income-A/PaineWebber 

8.6 

-3.3 

7.8 

442 

15.0 

4.00 

0.96 

5 

PaineWebber  S-T  US  Govt  Income-A/PaineWebber 

— 

-5.3 

5.5 

841 

2.8 

3.00 

0.81 

t 

C 

D 

PaineWebber  US  Govt  Income-A/PaineWebber 

6.5 

-6.2 

7.0 

741 

NA 

4.00 

0.91 

! 

F 

A  + 

Permanent  Port-Treasury  Bill/Permanent 

4.6 

2.5 

1.6 

121 

0.2 

— 2 

0.72a 

D 

Pfamco  Managed  Bond  &  Income/Pfamco 

k 

-1.3 

6.1 

354 

11.5 

none 

0.50 

3 

Phoenix  Multi-Sector  Fixed  Income-A/Phoenix 

k 

-1.8 

8.4 

354 

8.8 

4.75 

1.06 

~t 

C 

B 

Phoenix  Multi-Tax-Exempt  Bond-A/Phoenix 

8.0 

-0.8 

6.1 

156 

12.4 

4.75 

1.03 

C 

C 

Phoenix  US  Government  Secs-A/Phoenix 

7.6 

-2.5 

6.8 

285 

8.2 

4.75 

0.91 

Pilgrim  Adjustable  Rate  Sees  Ill/Pilgrim 

ft 

3.0 

6.2 

5223 

NA 

5.00 

1.24 

Pilgrim  Adjustable  US  Govt  Sees  Ill/Pilgrim 

ft 

-0.6 

5.2 

7603 

NA 

5.00 

0.91 

Pimco  High  Yield/Pimco 

ft 

5.8 

8.6 

277 

6.2 

none 

0.50 

Pimco  Low  Duration/Pimco 

ft 

2.7 

6.1 

2,209 

3.1 

none 

0.43 

■ 

Pimco  Low  Duration  ll/Pimco 

ft 

1.1 

5.8 

136 

3.3 

none 

0.50 

Pimco  Total  Return/Pimco 

* 

-0.6 

6.2 

5,464 

10.3 

none 

0.41 

D 

B 

Pioneer  America  Income  Trust-A/Pioneer 

6.4 

-2.1 

6.8 

180 

7.4 

4.50 

1.00a 

C 

C 

Pioneer  Bond  Fund-A/Pioneer 

8.0 

-1.3 

7.4 

107 

10.1 

4.50 

1.10 

A 

D 

Piper  Funds-Government  Income/Piper 

7.2 

-6.5 

8.2 

134 

NA 

4.00 

1.00 

A 

F 

Piper  Funds-Institutional  Govt  Income/Piper 

5.7 

-23.8 

12.6 

614 

7.6 

t 

0.92 

Portico-Bond  IMMDEX/Sunstone 

ft 

-1.1 

6.4 

251 

8.9 

0.25* 

0.49a 

Portico-Short-Term  Bond  Market/Sunstone 

ft 

1.7 

5.4 

124 

2.9 

0.25* 

0.50a 

C 

B 

Premier  GNMA  Fund-A/Dreyfus 

8.4 

-0.9 

6.3 

201 

NA 

4.50 

0.78a 

T  Rowe  Price  Adjustable  Rate  US  Govt/Price 

1.1 

4.8 

177 

0.7 

none 

0.40a 

C 

B 

T  Rowe  Price  GNMA  Fund/Price 

7.7 

-2.1 

7.4 

790 

7.4 

none 

0.77 

s 

C 

T  Rowe  Price  New  Income/Price 

7.9 

-0.5 

6.4 

1,360 

8.8 

none 

0.82 

'Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.    tClosed  to  new  investors,    t  Distributor  may  impose  purchase  fee,  with  proceeds  reverting  to 

■nd  shareholders,    a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b 

:  Includes  back-end  load  that  reverts  to  distributor.  NA 

:  Not  applicable  or  not 

avaiiac 

'Formerly  Oppenheimer  Government  Securities.    2Flat  fee  of  $35  on 

initial 

investment. 

3Spoke  fund.  Assets  are  for  underlying  hub  fund 

Rules,  page  174.  Distributor  table,  page  246. 
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'erformance 
IP  DOWN 

1— markets— 

Fund/distributor 

Annualized  total  return 
6/89  last 
to  6/94  12 
months 

Yield 

% 

Assets 
6/30/94 
($mil) 

Weighted 
average 
maturity 
(years) 

Maximum 
sales 
charge 

Annual 
expenses 
per 
$100 

Merrill  Lynch  corporate/govt  bond  index 
Forbes  taxable  bond  fund  composite 

8.5% 
7.6% 

-1.1% 
-1.3% 

7.3% 
6.6% 

$0.89 

D 

A 

T  Rowe  Price  Short-Term  Bond/Price 

6.8% 

0.3% 

5.9% 

$592 

2.5 

none 

$0.76 

T  Rowe  Price  Spectrum-Income/Price 

 * 

0.8 

6.5 

617 

7.9 

none 

0.84 

T  Rowe  Price  US  Treasury  Intermed/Price 

-0.6 

5.8 

180 

3.7 

none 

0.79 

Prime  Income  TrustVDean  Witter 

* 

6.1 

5.7 

271 

NA 

3.00%b 

1.54 

B 

0 

Princor  Government  Sees  Income/Princor 

7.9 

-4.0 

6.6 

258 

11.2 

5.00 

0.92 

D 

B 

Prudential  GNMA  Fund-A/Prudential 

6.6 

-2.0 

7.2 

287 

NA 

4.50 

1.10 

B 

D 

Prudential  Government  Plus-A/Prudential 

7.3 

-3.0 

6.9 

1,914 

7.5 

4.50 

0.84 

D 

B 

Prudential  Govt  Secs-lntermed/Prudential 

7.0 

-1.0 

7.4 

298 

3.5 

none 

0.80 

Prudential  Structured  Maturity-A/Prudential 

0.4 

6.1 

246 

2.9 

3.25 

0.80 

A 

c 

r 

Prudential  US  Government-A/Prudential 

6.9 

-3.3 

6.5 

145 

NA 

4.50 

1.06 

F 

A 

Putnam  Adjustable  Rate  US  Govt-A/Putnam 

4.5 

-0.9 

4.5 

173 

1.5 

3.25 

1.07 

D 

D 

Putnam  American  Govt  Trust-A/Putnam 

5.6 

-3.1 

8.0 

2,565 

10.1 

4.75 

0.78 

D 
D 

D 
D 

Putnam  Diversified  Income  Trust-A/Putnam 

10.2 

1.5 

7.6 

3,077 

8.2 

4.75 

0.98 

c 

D 

Putnam  Federal  Income  Trust-A/Putnam 

6.9 

-4.0 

7.9 

490 

8.0 

4.75 

1.02 

n 
□ 

Putnam  Income  Fund-A/Putnam 

8.6 

-1.1 

8.1 

945 

9.2 

4.75 

0.79 

D 

B 

Putnam  US  Govt  Income-A/Putnam 

6.9 

-2.5 

7.9 

5,252 

8.2 

4.75 

0.86 

D 

B 

Quest  for  Value-US  Govt  Income-A/Quest 

7.3 

-2.9 

5.2 

145 

5.0 

4.75 

1.15a 

B 

Scudder  GNMA  Fund/bcudder 

7.5 

-3.2 

7.2 

489 

6.6 

none 

0.87 

n 

b 

L 

Scudder  Income  Fund/Scudder 

8.5 

-1.8 

6.6 

499 

12.0 

none 

0.92 

D 

A 

Scudder  Short  Term  Bond/Scudder 

8.0 

0.3 

6.4 

2,675 

3.0 

none 

0.68 

B 

D 

Security  Income-Corp  Bond-A/Security 

7.6 

-5.4 

7.0 

101 

12.6 

4.75 

1.02 

B 

C 

Sentinel  Government  Securities/Sentinel 

7.9 

-3.0 

5.8 

118 

6.4 

5.00 

1.00 

Sierra-Corporate  Income/Gt  Western 

-5.3 

8.0 

472 

23.2 

4.50 

1.40 

Sierra-US  Government/Gt  Western 

-4.6 

7.4 

665 

7.7 

4.50 

1.05a 

Smith  Barney-S-T  US  Treasury/SB  Shearson 

0.0 

4.5 

163 

NA 

none 

0.88 

SBS  Adjustable  Rate  Govt  Income-A/SB  Shearson 

— * 

1.6 

3.9 

271 

1.0 

none 

1.50a 

SBS  Income-Diversified  Strategic-A/SB  Shearson 

— 

1.3 

8.6 

2,545 

NA 

4.50 

1.14 

A 

D 

SBS  Invest-Government  Secs-A/SB  Shearson 

7.9 

-1.1 

7.5 

724 

NA 

4.50 

0.92a 

A  + 

c 
r 

SBS  Invest-lnv  Grade  Bond-A/bts  bhearson 

O  Q 
0.0 

-0.1 

/.9 

414 

NA 

4.50 

1.11 

B 

C 

SBS  Managed  Governments-A/SB  Shearson 

8.5 

-0.4 

6.5 

761 

NA 

4.50 

1  04 

C 

B 

Smith  Barney-US  Government  Secs-A/SB  Shearson 

8.2 

-1.6 

8.1 

439 

6.8 

4.00 

0.49 

Smith  Breeden-Short  Duration  US  Govt/Smith  Breeden 

2.8 

5.1 

228 

NA 

none 

0.29a 

Society-US  Government  lncome2/Winsbury 

 * 

-1.2 

6.2 

164 

NA 

2.00 

0.73a 

Spartan  Ginnie  Mae/Fidelity 

 * 

-1.8 

5.4 

412 

8.5 

none 

0.65 

C 

C 

Spartan  Government  Income/Fidelity 

7.7 

-3.3 

5.8 

268 

8.8 

none 

0.65 

Spartan  Invest  Grade  Bond/Fidelity 

 * 

-2.1 

7.5 

115 

17.7 

none 

0.65 

D 

A 

Spartan  Limited  Maturity  Govt/Fidelity 

7.0 

-0.1 

5.5 

1,038 

3.6 

none 

0.65 

Spartan  Short-Term  Income/Fidelity 

0.0 

6.9 

877 

2.9 

none 

0.49 

Stagecoach  GNMA  Fund/Stagecoach 

 * 

-2.0 

7.6 

237 

3.3 

4.50 

0  46a 

A 

D 

Stagecoach  US  Govt  Allocation/Stagecoach 

8.3 

-1.9 

6.8 

204 

NA 

4.50 

0.99a 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,  a-.  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to 
distributor.    NA:  Not  applicable  or  not  available.    'Technically  a  closed-end  fund.    2Formerly  Society-Intermediate  Government  Obligations. 
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IRUFY 


I 


IIIIi^HBffilSraHiViHIHi^Hi^HH 

>  i  m  wmma 

rr:afice 

F  ••nd/distributor 

Annualized  total  return 

Yield 

Assets 

Weighted 

Maximum 

Annual 

DOWN 

6/89 

last 

% 

6/30/94 

average 

sales 

expense 

—markets— 

to  6/94 

12 

($mil) 

maturity 

charge 

per 

months 

(years) 

$100 

^'Merrill  Lynch  corporate/govt  bond  index 

8.5% 

-1.1% 

7.3 

% 

Forbes  taxable  bond  fund  composite 

7.6% 

-1.3% 

6.6 

% 

$0.89 

C 

B 

SteinRoe  Income  Fund/Stem  Roe 

8.0% 

-0.7% 

7.4% 

$159 

7.3 

none 

$0.83 

C 

C 

SteinRoe  Intermediate  Bond/Stein  Roe 

7.9 

-0.5 

6.6 

302 

5.9 

none 

0.70 

F 

A  + 

Strong  Advantage  Fund/Strong 

7.6 

4.6 

5.4 

651 

0.3 

none 

0.82 

C 

A 

Strong  Government  Securities/Strong 

10.4 

-09 

6.2 

249 

8.4 

none 

0.91 

D 

C 

Strong  Income  Fund/Strong 

4.3 

1.9 

7.5 

124 

11.8 

none 

1.11 

D 

A 

Strong  Short-Term  Bond/Strong 

7.1 

1.4 

6.5 

1,374 

2.8 

none 

0.86 

F 

A 

SunAmerica  US  Government  Secs-A/SunAmerica 

6.1 

-0.1 

6.3 

827 

NA 

4.75% 

1.35a 

D 

D 

Thomson-Income  Fund-A/Thomson 

5.2 

-4.2 

9.4 

196 

9.0 

4.75 

1.20 

C 

D 

Thomson-US  Government-A/Thomson 

6.8 

-1.8 

6.8 

420 

6.1 

4.75 

1.00 

D 

A 

Thornburg  Ltd  Term  US  Govt/Thornburg 

7.4 

-0.6 

5.4 

198 

4.3 

2.50 

0.96 

B 

D 

Transamerica  Govt  lncome-A1/Transamerica 

6.3 

-2.9 

7.5 

256 

6.0 

4.75 

1.15 

A 

D 

Transamerica  Govt  Securities/Transamerica 

7.4 

-2.5 

8.2 

576 

8.3 

4.75 

1.16 

A 

D 

20th  Century  Long-Term  Bond/20th  Century 

7.5 

-2.1 

6.2 

130 

9.8 

none 

0.94 

D 

B 

20th  Century  US  Governments  S-T/20th  Century 

6.0 

0.1 

3.8 

423 

1.9 

none 

0.91 

A 

D 

United  Bond  Fund/Waddell 

7.7 

-2.6 

6.8 

558 

9.1 

5.75 

0.88 

B 

D 

United  Government  Securities/Waddell 

8.0 

-2.0  • 

5.9 

166 

19.4 

4.25 

0.95 

C 

B 

US  Government  Securities/American  Funds 

8.1 

-2.7 

7.8 

1,388 

9.2 

4.75 

0.83 

USAA  Investment-GNMA/USAA 

 * 

-0.3 

7.5 

259 

4.1 

none 

0.30 

A 

D 

USAA  Mutual-lncome/USAA 

8.5 

-5.2 

8.2 

1,697 

10.9 

none 

0.40 

A 

D 

UST  Master  Funds-Managed  Income/UST 

8.3 

-3.1 

5.5 

109 

15.5 

4.50 

0.85a 

C 

C 

Value  Line  US  Government  SecsA/alue  Line 

7.4 

-6.0 

8.4 

386 

6.2 

none 

0.61 

Van  Kampen  Prime  Rate  lncome2A/an  Kampen 

— * 

6.4 

5.8 

1,181 

NA 

3.00b 

1.56 

C 

C 

Van  Kampen  US  Government-A/Van  Kampen 

7.8 

-3.7 

8.7 

3,707 

6.0 

4.65 

0.87 

Vanguard  Admiral-I-T  US  TreasuryA/anguard 

— * 

-1.5 

5.7 

315 

6.8 

none 

0.15 

Vanguard  Admiral-L-T  US  TreasuryA/anguard 

 * 

-2.3 

7.2 

104 

21.0 

none 

0.15 

Vanguard  Admiral-S-T  US  TreasuryA/anguard 

_* 

0.8 

4.6 

294 

2.6 

none 

0.15 

C 

B 

Vanguard  Fixed  Inc-GNMAA/anguard 

8.4 

-1.2 

6.5 

6,066 

4.5 

none 

0.28 

Vanguard  Fixed  Inc-I-T  US  TreasA/anguard 

— * 

-2.4 

5.9 

868 

6.7 

none 

0.26 

A 

D 

Vanguard  Fixed  Inc-L-T  Corp3A/anguard 

9.5 

-2.7 

7.4 

2,708 

17.4 

none 

0.30 

A  + 

F 

Vanguard  Fixed  Inc-L-T  US  TreasA/anguard 

8.2 

-4.1 

7.1 

683 

21.4 

none 

0.26 

D 

A 

Vanguard  Fixed  Inc-S-T  CorpA/anguard 

8.0 

1.4 

5.6 

3,333 

2.5 

none 

0.26 

D 

A 

Vanguard  Fixed  Inc-S-T  FederalA/anguard 

7.5 

0.7 

5.1 

1,668 

2.6 

none 

0.26 

Vanguard  Fixed  Inc-S-T  US  TreasA/anguard 

 * 

0.7 

4.9 

671 

2.5 

none 

0.26 

A 

C 

Vanguard  Preferred  Stock/Vanguard 

9.5 

-1.9 

6.2 

338 

NA 

none 

0.45 

B 

C 

Vanguard  Total  Bond  MarkePA/anguard 

8.3 

-1.3 

6.5 

1,742 

9.1 

 5 

018 

B 

D 

Vista  US  Government  Income-A/Vista 

7.7 

-2.0 

5.7 

118 

9.7  ■ 

4.50 

0.75a 

B 

C 

Voyageur  US  Government  SecsA/oyageur 

8.7 

-3.9 

6.5 

135 

9.1 

4.75 

1.10 

Woodward  Bond  Fund/Woodward 

 * 

-2.3 

7.4 

518 

6.3 

4.50 

0.73 

Woodward  Intermediate  BondAVoodward 

 * 

-2.2 

5.4 

413 

4.2 

4.50 

0.73 

C 

c 

WPG  Government  Securities/Weiss 

7.1 

-5.8 

7.7 

.  310 

6.5 

none 

0.82 

Tund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to 
distributor.  NA:  Not  applicable  or  not  available.  'Formerly  Transamerica  Special  Government  Income,  technically  a  closed-end  fund.  3Formerly  Vanguard 
Fixed  Income-Investment  Grade.    "Formerly  Vanguard  Bond  Index.    5Annual  $10  maintenance  fee. 
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JfUGEVITY  PCOfUlPUTE 


kYOffi  BfSF  BODY  EVER! 


WIMMMS  Ell 


cipal  bond  funds 


These  tables  list  tax-exempt  funds,  both  national  and 
single-state,  with  at  least  one  year  of  history  and  $100 
million  in  assets.  Beware  single-state  offerings,  which 
often  fail  to  deliver  better  returns,  after  expenses,  than  are 
available  on  national  funds.  Pay  special  attention  to  both 
average  maturity  and  down-market  performance.  A  long 
maturity,  combined  with  a  low  down-market  grade,  shows 


that  a  fund  parks  at  the  highest  point  of  the  yield  curv 
where  a  rise  in  interest  rates  can  annihilate  returns.  Short* 
funds  with  higher  down-market  grades  will  lag  whe 
falling  rates  produce  a  bull  market,  but  they  will  preset^ 
capital  in  a  bear  market.  Funds  with  five-year  records  a( 
graded  against  the  up  and  down  cycles  of  the  Lehma 
Brothers  municipal  bond  index,  measured  monthly. 


115 


110 


105 


100 


95 


Ratio  scale  (6/30/89=100) 


Rising  markets 


Declining  markets 


The  Lehman  Brothers  municipal  bond  index,  scaled  so 
that  June  30,  1989  equals  100,  is  the  benchmark  for 
municipal  bond  fund  ratings.  Funds  are  measured  by 
their  composite  bull-  and  bear-month  performances. 


1989 


1990 


1991 


1992 


1993 


1994 


Performance 
UP  DOWN 


Fund/distributor 


Annualized  total  return 


6/89 


last 


Vield 

% 


Assets 
6/30/94 


Weighted 
average 


Maximum 
sales 


Annual  I 
expensesl 


— 

narkets— 

to  6/94 

12 

($mil) 

maturity 

charge 

per 

months 

(years) 

$100 

Lehman  Brothers  municipal  bond  index 

7.9 

% 

.0% 

Forbes  municipal  bond  fund  composite 

7.3 

Vo 

-0.3%  5 

.7% 

$0.75 

•  II 

AAL  Municipal  Bond/AAL 

-0.6%  5.1% 

$371 

13.0 

4.75% 

$0.99 

A 

F 

AARP  Insured  T-F  Income-Genl  Bond/Scudder 

7.4 

% 

-0.9 

5.0 

1,971 

17.0 

none 

0.68 

B 

D 

ABT  Southern  Master-Florida  T-F/ABT 

6.9 

0.0 

5.0 

195 

22.0 

4.75 

0.50 

A 

D 

AIM  Municipal  Bond-A/AIM 

7.7 

1.2 

5.9 

281 

17.8 

4.75 

0.91a 

D 

B 

Alliance  Muni  Income-Calif-A/Alliance 

7.2 

-1.9 

5.1 

782 

25.0 

4.25 

0.74 

C 

C 

Alliance  Muni  Income-Ins  Calif-A/Alliance 

6.7 

-3.7 

5.6 

141 

24.0 

4.25 

0.94a 

B 

D 

Alliance  Muni  Income-Ins  Natl-A/Alliance 

7.3 

-2.2  5.8 

251 

23.0 

4.25 

0.73a 

B 

C 

Alliance  Muni  Income-Natl-A/Alliance 

7.7 

-2.3 

5.2 

784 

21.0 

4.25 

0.65a 

C 

B 

Alliance  Muni  Income-New  York-A/Alliance 

7.5 

-2.6 

5.1 

317 

27.0 

4.25 

0.68a 

F 

A 

Ambassador  T-F  !ntermed-Retail-A/Ambassador 

4.6 

0.1 

l.l 

111 

6.1 

3.75 

0.95a 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,  a 

Net  of  absorption  of  expenses  by  fund  sponsor,  b: 

Includes  back-end  load  that  reverts  to 

distributor. 

NA:  Not  applicable  or  not  available. 

Sources:  Forbes;  Upper  Analytical  Services;  Mormngstar,  Inc.;  CDA/Wiesenberger. 
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Performance 
|j  UP  DOWN 
1  —markets— 

Fund/distributor 

Annualized  total  return 
6/89  last 
to  6/94  12 
months 

Yield 

% 

Assets 
6/30/94 
($mil) 

Weighted 
average 
maturity 
(years) 

Maximum 
sales 
charge 

Annual 
expenses 
per 
$100 

L 

Lehman  Brothers  municipal  bond  index 
Forbes  municipal  bond  fund  composite 

7.9% 
7.3% 

0.2%  6 
0.3%  5 

.0% 
.7% 

$0.75 

c 

C 

American  Capital  Muni  Bond-A/American  Cap 

7.4% 

0.7% 

5.9% 

$356 

20.5 

4.75% 

$0.92 

D 

A 

American  Capital  T-E-High  Yield-A/American  Cap 

7.5 

2.5 

7.2 

585 

20.7 

t 

1.03 

A 

American  Capital  T-E-lnsured-A/American  Cap 

6.4 

0.8 

5.6 

114 

19.8 

4.75 

1.07a 

Atlas  California  Muni  Bond-A/Atlas 

— * 

0.1 

5.6 

188 

23.0 

3.00 

0.50a 

D 

B 

Benham  Calif  Muni  High  Yield/Benham 

7.5 

1.0 

6.4 

110 

24.3 

none 

0.51 

■  A 

D 

Benham  Calif  Tax-Free  Insured/Benham 

7.2 

-1.3 

5.6 

187 

18.5 

none 

0.50 

D 

A 

Benham  Calif  Tax-Free  Intermed/Benham 

7.1 

1.0 

5.1 

447 

8.2 

none 

0.48 

A 

D 

Benham  Calif  Tax-Free  L-T/Benham 

7.5 

-0.5 

i.O 

274 

21.1 

none 

0.48 

Benham  Calif  Tax-Free  Short  Term/Benham 

 * 

1.7 

3.7 

122 

3.0 

none 

0.54 

Bernstein  Calif  Municipal/Bernstein 

 * 

0.7 

4.6 

169 

6.1 

none 

0.70 

D 

A 

A 

Bernstein  Diversified  Municipal/Bernstein 

6.5 

1.0 

4.7 

532 

6.8 

none 

0.67 

D 

A 

Bernstein  New  York  Municipal/Bernstein 

6.6 

1.0 

4.9 

392 

7.0 

none 

0.67 

B 

C 

California  Tax-Free  Income/California  Inv 

7.5 

-1.9 

5.6 

223 

19.0 

none 

0.60 

F 

A  + 

Calvert  Tax-Free  Reserves-Ltd-A/Calvert 

5.3 

3.1 

3.4 

665 

1.1 

2.00 

0.67 

D 

B 

Churchill  T-F  Fund  of  Kentucky/Aquila 

7.5 

0.9 

5.9 

244 

13.0 

4.00 

0.67a 

D 

B 

Colonial  Calif  Tax-Exempt-A/Colomal 

6.5 

-1.6 

6.0 

440 

23.3 

4.75 

0.75a 

Colonial  Conn  Tax-Exempt-A/Colonial 

— * 

-1.4 

5.8 

155 

NA 

4.75 

0.30a 

B 

C 

Colonial  Mass  Tax-Exempt-A/Colonial 

7.8 

0.2 

( 

).0 

257 

20.5 

4.75 

0.70a 

C 

C 

Colonial  New  York  Tax-Exempt-A/Colonial 

6.9 

-1.7 

6.0 

103 

20.5 

4.75 

0.40a 

c 

c 

Colonial  Ohio  Tax-Exempt-A/Colonial 

6.9 

-0.8 

5.7 

129 

20.0 

4.75 

0.70a 

D 

B 

Colonial  Tax-Exempt-A/Colonial 

6.9 

-0.8 

6.3 

3,605 

23.0 

4.75 

1.02 

C 

C 

Colonial  Tax-Exempt  Insured-A/Colonial 

6.8 

-1.0 

5.5 

270 

21.8 

4.75 

1.07 

c 

c 

Columbia  Municipal  Bond/Columbia 

6.7 

-0.6 

5.5 

375 

11.0 

none 

0.58 

D 

B 

Common  Sense-Muni  Bond/Common  Sense 

7.1 

0.6 

5.4 

109 

19.5 

4.75 

1.00 

B 

D 

Composite  Tax-Exempt  Bond-A/Murphey 

7.0 

-1.4 

5.2 

237 

14.9 

4.00 

0.87 

C 

C 

Dean  Witter  Calif  Tax-Free  Inc/Dean  Witter 

6.4 

-1.2 

5.3 

1,102 

18.0 

5.00b 

1.27 

Dean  Witter  M-S  Muni-Calif/Dean  Witter 

* 

-2.8 

5.9 

127 

NA 

4.00 

0.48a 

C 

c 

Dean  Witter  NY  Tax-Free  Inc/Dean  Witter 

6.6 

-2.4 

5.4 

228 

21.0 

5.00b 

1.27 

B 

c 

Dean  Witter  Tax-Exempt  Sees/Dean  Witter 

7.2 

-1.0 

6.4 

1,439 

18.0 

4.00 

0.47 

C 

B 

Delaware  Group  Tax-Free  USA-A/Delaware 

7.5 

2.2 

6.3 

735 

23.0 

4.75 

0.89 

D 

B 

Delaware  Tax-Free  Penn-A/Delaware 

7.5 

1.1 

6.0 

1,001 

22.3 

4.75 

0.88 

Dreyfus  Calif  Intermed  Muni/Dreyfus 

* 

1.3 

5.4 

286 

8.5 

none 

0.04a 

D 

B 

Dreyfus  Calif  Tax-Exempt  Bond/Dreyfus 

6.6' 

-0.5 

5.8 

1,625 

21.5 

none 

0.69 

Dreyfus  Conn  Intermed  Muni  Bond/Dreyfus 

 * 

1.1 

5.3 

142 

9.2 

none 

0.01a 

Dreyfus  Florida  Intermed  Muni  Bond/Dreyfus 

1.3 

1 

.2 

463 

9.0 

none 

0.20a 

B 

D 

Dreyfus  Insured  Muni  Bond/Dreyfus 

6.7 

-2.7 

.  5.7 

246 

23.3 

none 

0.93 

D 

B 

Dreyfus  Intermed  Muni  Bond/Dreyfus 

7.5 

1.1 

5.5 

1,683 

9.8 

none 

0.71 

C 

C 

Dreyfus  Mass  Tax-Exempt  Bond/Dreyfus 

7.1 

-0.5 

5.7 

159 

22.5 

none 

0.80 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new  investors,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes 
back-end  load  that  reverts  to  distributor.    NA:  Not  applicable  or  not  available. 
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WHICH 


CIPAL  BOND  FUNDS 


^distributor  Annualized  total  return      Yield        Assets     Weighted    Maximum  Annual 

6/89         last  %        6/30/94     average       sales  expenses 

to  6/94         12  ($mil)      maturity      charge  per 


months 

(years) 

$100 

Lehman  Brothers  municipal  bond  index 
Forbes  municipal  bond  fund  composite 

7.< 

7.: 

)%  0.2% 
J%  -0.3% 

C 

C 

Dreyfus  Municipal  Bond/Dreyfus 

7.2% 

-1.1% 

6.2% 

$3,880 

21.6 

none 

$0.68 

Dreyfus  NJ  Intermed  Muni  Bond/Dreyfus 

0.6 

5.2 

238 

NA 

none 

0.06a 

R 
D 

Drpi/fiK  Mi  Mnnirinal  RnnH/Drpvfi i<; 

7  8 

/  .0 

n  l 

u.l 

DJ  J 

11  7 
LL.I 

none 

fl  79o 

c 

c 

Dreyfus  NY  Insured  T-E  Bond/Dreyfus 

6.9 

-1.8 

5.3 

169 

24.5 

none 

0.96a 

c 

B 

Dreyfus  NY  T-E  Bond/Dreyfus 

7.3 

-1.0 

5.9 

1,891 

21.3 

none 

0.71 

D 

B 

Dreyfus  NY  T-E  Intermed  Bond/Dreyfus 

7.5 

1.3 

5.0 

396 

9.6 

none 

0.85a 

F 

A  + 

Dreyfus  Short-lntermed  Muni  Bond/Dreyfus 

6.2 

2.3 

4.4 

570 

2.8 

none 

0.74 

D 

A  + 

Dupree-Kentucky  Tax-Free  Income/Dupree 

7.8 

0.8 

5.6 

257 

15.3 

none 

0.76 

u 

LV  IVIdidlNUM  UdMlUiMld  IVIUfllb  /LdlUII  vdllLc 

^  A 
0.4 

9  R 

—L.O 

O.I 

n  n 

UM 

D.UU/oD 

1  C7 
1.0/ 

EV  Marathon  Florida  Tax-FreeVEaton  Vance 

-3.0 

5.8 

7752 

25.3 

6.00b 

1.47 

EV  Marathon  Massachusetts  Tax-FreeVEaton  Vance 

 * 

-2.7 

5.9 

2892 

23.3 

6.00b 

1.49 

EV  Marathon  Michigan  Tax-FreeVEaton  Vance 

-2.9 

5.6 

1932 

21.8 

6.00b 

1.47 

EV  Marathon  Natl  Ltd  Mat  T-FVEaton  Vance 

— * 

0.6 

4.9 

1522 

7.0 

3.00b 

1.56a 

B 

D 

EV  Marathon  National  MunicipalsVEaton  Vance 

6.9 

-1.1 

6.7 

2,158 

20.5 

6.00b 

1.49 

FV  Ma  rath  fin  Npuu  Iptcpv  Tav-FrPpVFatnn  Vanro 
bl  IVlalalllUII  new  JCIoCJ  1  OA  rice  /L_aLUM  vaNLc 

 * 

L.J 

^  n 

j.j 

dl/12 
414 

OA  1 

£4.1 

D.UUD 

1.31 

EV  Marathon  New  York  Tax-FreeVEaton  Vance 

 * 

-2.4 

5.9 

6512 

22.5 

6.00b 

1.48 

EV  Marathon  Ohio  Tax-FreeVEaton  Vance 

 * 

-2.2 

5.8 

3162 

20.2 

6.00b 

1.54 

EV  Marathon  Pennsylvania  Tax-FreeVEaton  Vance 

 * 

-2.1 

5.9 

5222 

22.4 

6.00b 

1.51 

A 

D 

EV  Municipal  Bond/Eaton  Vance 

7.8 

-1.2 

6.3 

102 

24.8 

4.75 

0.72 

Emerald  Florida  Tax-Exempt-A/Emerald 

-1.2 

5.3 

146 

17.7 

4.50 

0.91a 

c 

B 

FmDire  Builder  Tay-Frpp  Rnnri/Fnrman 

Elliptic  LfUIIUCI    1  OA  1  ICC  UUIIU/I  Ullllall 

8  (1 

n  r 

u.u 

H.j 

0.4 

A  0^ 

u.yo 

C 

A 

Fidelity  Advisor  High  Income  Muni/Fidelity 

9.2 

-0.8 

5.9 

561 

20.5 

4.75 

0.89 

C 

B 

Fidelity  Calif  Tax-Free  High  Yield/Fidelity 

6.9 

-1.8 

6.4 

510 

19.6 

none 

0.57 

B 

D 

Fidelity  Calif  Tax-Free  Insured/Fidelity 

6.8 

-3.3 

5.9 

237 

20.3 

none 

0.48 

C 

B 

Fidelity  Mass  Tax-Free  High  Yield/Fidelity 

7.7 

0.6 

6.4 

1,154 

20.1 

none 

0.54 

B 

C 

Fidelity  Mich  Tax-Free  High  Yield/Fidelity 

7.4 

-0.2 

6.2 

501 

18.2 

none 

0.59 

D 

C 

Fidelity  Minn  Tax-Free/Fidelity 

6.7 

-0.1 

6.0 

313 

20.0 

none 

0.61 

C 

C 

Fidelity  NY  Tax-Free  High  Yield/Fidelity 

7.1 

-1.7 

6.0 

425 

20.6 

none 

0.58 

C 

C 

Fidelity  NY  Tax-Free  Insured/Fidelity 

7.1 

-1.8 

5.7 

352 

19.8 

none 

0.58 

B 

C 

Fidelity  Ohio  Tax-Free  High  Yield/Fidelity 

7.6 

0.6 

6.0 

394 

17.8 

none 

0.57 

D 

A 

Fidelity  Tax-Free-Aggressive/Fidelity 

7.9 

0.5 

6.8 

875 

20.3 

none 

0.64 

C 

B 

Fidelity  Tax-Free-High  Yield/Fidelity 

7.5 

-0.6 

6.4 

1,885 

19.2 

none 

0.56 

B 

D 

Fidelity  Tax-Free-Insured/Fidelity 

7.0 

-2.0 

5.7 

381 

19.3 

none 

0.61 

D 

A 

Fidelity  Tax-Free-Ltd  Term  Munis/Fidelity 

7.3 

0.5 

5.5 

994 

9.9 

none 

0.57 

B 

D 

Fidelity  Tax-Free-Municipal  Bond/Fidelity 

7.2 

-1.5 

5.9 

1,086 

20.1 

none 

0.49 

D 

B 

First  Investors  Insured  T-E/First  Inv 

6.3 

-1.4 

5.9 

1,382 

21.0 

6.25 

1.15 

D 

B 

First  Investors  NY  Insured  T-F/First  Inv 

6.7 

-0.3 

5.6 

201 

21.0 

6.25 

1.25a 

First  Union-High  Grade  Tax-Free-B3/Federated 

 * 

-1.1 

5.2 

113 

20.3 

4.00 

0.85 

'Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to 
distributor.    NA:  Not  applicable  or  not  available.    'Formerly  Eaton  Vance  Funds.   2Assets  as  of  4/30/94.   formerly  First  Union-Insured  Tax-Free. 

Rules,  page  174.  Distributor  table,  page  246. 


Forbes  ■  August  29,  1994 


For  Your  Next  Meeting,  Aim  a  Little  Higher. 


Deep  in  the  Southern  Rockies  lie  two  hundred  and  fifty  spectacular  square  miles 
known  as  Forbes  Trinchera.  Its  tallest  peak  reaches  14,345  feet  into  the  Colorado  sky,  and  its 
mountains  sweep  down  into  valleys  as  green  and  fertile  as  a  Kentucky  meadow. 

This  historic  tract  of  land  was  bought  by  publisher  Malcolm  S.  Forbes  in  1969  as 
a  natural  escape  to  a  place  far  from  Wall  Street  and  corporate  stress.  It  is  this  aspect  of  this 
wonderful  land  that  the  Forbes  family  have  decided  to  share  with  like-minded  colleagues. 

The  buildings  of  Forbes  Trinchera  have  been  remodeled  to  provide  superb 
accommodation,  but  it  is  still,  essentially,  a  ranch. 

Whilst  there,  you  can  ride  the  land  on  horseback,  or  on  trail-bike.  You  can  fly-fish  on  its  miles 

of  streams,  or  hike  its  thousands  of  trails.  You  will  have  special  rights  at  a  nearby 
golf  and  swimming  club,  or  you  can  shoot  skeet  until  every  clay  looks  as  big  as  a  house. 
And,  when  there's  work  to  be  done,  our  main  conference  room  can  seat  up  to  sixty. 

However  you  choose  to  use  it,  Forbes  Trinchera  will  provide  a  lookout  point  from  which  to  view 
the  world.  Two  hundred  and  fifty  square  miles.  Fifty  staff.  Mountains.  Valleys.  Lakes.  Streams. 

Call  1-800-FORBES-5,  and  allow  us  to  tell  you  more. 

Forbes  Trinchera  Ranch 

A  Forbes  Executive  Retreat 


CIPAL  BOND  FUNDS 

o  sbrky 


fund/distributor 

Annualized  total  return  Yiek 

Assets 

Weighted 

Maximum  Annual 

DOWN 

6/89 

last 

% 

6/30/94 

average 

sales  expenses 

—markets— 

to  6/94 

12 

($mil) 

maturity 

charge 

per 

months 

(years) 

$100 

Lehman  Brothers  municipal  bond  index 

7.< 

)% 

-Fdrbes  municipal  bond  fund  composite 

7.: 

J% 

■Hi 

$ 

Flag  Investors  Managed  Muni-A/Brown 

-1.2% 

5.6% 

$139 

12.4 

4.50% 

$0.90a 

A 

c 

Flagship  Tax-Ex-All-American-A/Flagship 

8.7% 

0.3 

6.2 

202 

21.2 

4.20 

0.62a 

6 

D 

Flagship  Tax-Ex-Conn  Double-A/Flagship 

7.0 

-0.8 

5.9 

1  0  Q 

10.0 

0.65a 

Flagship  Tax-Ex-Florida  Double/Flagship 

-0.5 

5.9 

367 

18.9 

4.20 

0.58a 

B 

D 

Flagship  Tax-Ex-Ga  Double-A/Flagship 

b. 

1 

-0.6 

5.8 

127 

19.9 

4.20 

0.70a 

A 

D 

Flagship  Tax-Ex-Ky  Triple-A/Flagship 

7. 

7 

-0.5 

5.9 

378 

18.9 

4.20 

0.58a 

D 

A 

Flagship  Tax-Ex-Limited  Term/Flagship 

7 
/. 

L 

2.3 

4.9 

698 

4.7 

2.50 

0.70a 

B 

D 

Flagship  Tax-Ex-Michigan  Triple-A/Flagship 

7 

i 

-0.3 

5.9 

268 

16.4 

4.20 

0.75a 

A 

D 

Flagship  Tax-Ex-Missouri  Double-A/Flagship 

7 

7 

-0.2 

5.9 

ion 

1 JU 

LV.V 

&  9(1 

0.62a 

B 

D 

Flagship  Tax-Ex-NC  Triple-A/Flagship 

c 
0. 

Q 

-1.2 

5.8 

199 

18.0 

4.20 

0.89a 

B 

c 

Flagship  Tax-Ex-Ohio  Double-A/Flagship 

7 
1. 

3 

0.0 

5.8 

468 

17.2 

4.20 

0.93a 

B 

D 

Flagship  Tax-Ex-Tenn  Double-A/Flagship 

7. 

1 

-0.8 

5.8 

246 

18.0 

4.20 

0.76a 

B 

C 

Flagship  Tax-Ex-Virginia  Double-A/Flagship 

7 

3 

-0.2 

5.9 

112 

20.1 

4.20 

0.64a 

D 

B 

Fortress  Municipal  Income/Federated 

7 
1 

n 

J 

-0.7 

5.8 

473 

15.8 

2.00b 

1.09 

c 

B 

Franklin  Alabama  T-F  Income/Franklin 

7 

M 

t 

1.4 

5.8 

171 
1/1 

91  (1 

i  9R 

0.78 

c 

B 

Franklin  Arizona  T-F  Income/Franklin 

7 

c 
3 

1.0 

5.9 

754 

15.0 

4.25 

0.65 

D 

B 

Franklin  Calif  Insured  T-F  Income/Franklin 

7 

i 

0.9 

5.8 

1,451 

19.0 

4.25 

0.63 

D 

A 

Franklin  Calif  T-F  Income/Franklin 

7 

2 

1.2 

6.4 

13,345 

20.0 

4.25 

0.59 

C 

B 

Franklin  Colorado  T-F  Income/Franklin 

7 

c 

D 

0.5 

5.9 

192 

18.0 

4.25 

0.77 

C 

C 

Franklin  Connecticut  T-F  Income/Franklin 

6 

8 

0.4 

5.8 

154 

21.0 

4.25 

0.79 

D 

rranKiin  reoerai  i-r  income/rranKiin 

7 

7 

0.9 

6.7 

fi  791 

4.25 

0.50 

c 

B 

Franklin  Florida  T-F  Income/Franklin 

7 

7 

1.7 

6.0 

1,293 

19.0 

4.25 

0.64 

c 

B 

Franklin  Georgia  T-F  Income/Franklin 

7 

5 

0.9 

5.8 

117 

18.0 

4.25 

0.81 

c 

A 

Franklin  High  Yield  T-F  Income/Franklin 

8 

0 

3.4 

7.1 

3,274 

20.0 

4.25 

064 

c 

B 

Franklin  Insured  T-F  Income/Franklin 

7 

6 

1.3 

6.1 

1,725 

18.0 

4.25 

0.63 

c 

B 

Franklin  Louisiana  T-F  Income/Franklin 

7 

4 

0.1 

5.9 

110 

19.0 

4.25 

0.80 

c 

B 

Franklin  Maryland  T-F  Income/Franklin 

7 

3 

0.5 

5.8 

152 

20.0 

4.25 

0.81 

D 

B 

Franklin  Mass  Insured  T-F  Income/Franklin 

7 

2 

0.9 

6.0 

291 

18.0 

4.25 

0.74 

a 

0 

Franklin  Mich  Insured  T-F  Income/Franklin 

7 

4 

1.1 

5.9 

1,U£0 

16  n 

1U.U 

4.25 

0.68 

D 

B 

Franklin  Minn  insured  T-F  Income/Franklin 

7 

1 

1.1 

5.9 

487 

18.0 

4.25 

0.73 

C 

B 

Franklin  Missouri  T-F  Income/Franklin 

7 

8 

1.6 

5.8 

226 

18.0 

4.25 

0.77 

C 

B 

Franklin  New  Jersey  T-F  Income/Franklin 

7.3 

-0.1 

6.0 

538 

19.0 

4.25 

0.69 

Franklin  NY  Insured  T-F  Income/Franklin 

_* 

-0.2 

5.5 

248 

22.0 

4.25 

0.50 

D 

A 

Franklin  NY  T-F  Income/Franklin 

8 

1 

1.5 

6.5 

4,595 

18.0 

4.25 

0.62 

C 

B 

Franklin  NC  T-F  Income/Franklin 

7.2 

0.1 

5.8 

213 

18.0 

4.25 

0.77 

C 

B 

Franklin  Ohio  Insured  T-F  Income/Franklin 

7.4 

0.5 

5.9 

657 

18.0 

4.25 

0.69 

C 

B 

Franklin  Oregon  T-F  Income/Franklin 

7.0 

0.1 

5.7 

358 

19.0 

4.25 

0.72 

C 

B 

Franklin  Pennsylvania  T-F  Income/Franklin 

7.6 

1.4 

6.1 

589 

19.0 

4.25 

0.68 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to 
distributor.    NA:  Not  applicable  or  not  available. 
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Forbes  ■  August  29,  199<  ! 


Performance 

Fund/distributor 

Annualized  total  return  Yield 

Assets 

Weighted 

Maximum 

Annual 

UP 

DOWN 

6/89 

last 

% 

6/30/94 

average 

sales 

expenses 

—markets— 

to  6/94 

12 

($mil) 

maturity 

charge 

per 

months 

(years) 

$100 

Lehman  Brothers  municipal  bond  index 

7.< 

)% 

6.0% 

1 

Forbes  municipal  bond  fund  composite 

7.; 

t% 

-0.3°/c 

5.7% 

$0.75 

D 

B 

Franklin  Puerto  Rico  T-F  inrnmp/Franklin 

7. 

?% 

n  q0/ 

0.1  /o 

$171 

1ft  ft 
10. U 

H.L  J/O 

B 

c 

Franklin  Texas  T-F  Income/Franklin 

i  luiimiM  i  caqo  1    1    II  ll>  vl  I  IC/ 1  1  a  1 1  ft  1 1 1 1 

7.7 

9  /I 
LA 

k  n 

o.U 

lift 

17  ft 
i/.U 

ft  7n 

U./  U 

C 

B 

Franklin  Virginia  T-F  Income/Franklin 

7. 

1.0 

5.9 

254 

18.0 

4.25 

0.75 

Galaxy  Tax-Exempt  Bond-Retail/Galaxy 

_* 

-0.8 

5.2 

134 

NA 

none 

0.64a 

General  Calif  Municipal  Bond/Dreyfus 

-0.9 

6.0 

351 

22.7 

none 

0.74 

A 

D 

General  Municipal  Bond/Dreyfus 

8.1 

-1.6 

6.1 

1,007 

22.0 

none 

0.82 

B 

B 

General  NY  Municipal  Bond/Dreyfus 

8.4 

—U.J 

■i  Q 
J.J 

00/ 

on  8 

none 

0.73a 

A 

D 

Hancock  Freedom  MnpH  Tax-F*pmnt-A/Hanmrk 

7. 

i 

u.u 

c,  q 

D.J 

LJl 

99  9 
LL.L 

o  <w 

v.  j  j 

B 

D 

Hancock  Tax-Exempt  Income-A/Hancock 

7. 

I 

-1.0 

5.6 

502 

23.0 

4.50 

1.12 

D 

B 

Hawaiian  Tax-Free  Trust/Aquila 

6.7 

0.0 

5.7 

644 

14.7 

4.00 

0.74a 

Heartland  Group-Wisconsin  T-F/Heartland 

-1,2 

5.2 

112 

20.1 

none 

0.84 

C 

C 

IDS  California  Tax-Exempt/1  DS 

7.0 

0.4 

6.0 

255 

NA 

5.00 

0.63 

D 

B 

IDS  High  Yield  Tax-Exempt/ 1  DS 

6.9 

-0.6 

fi  7 

6,259 

21.1 

5.00 

0.61 

B 

D 

IDS  Insured  Tax-Exempt/1  DS 

7.6 

0.3 

5.6 

525 

23.4 

5.00 

0.65 

D 

B 

IDS  Minnesota  Tax-Exempt/1  DS 

6.9 

0.5 

6.0 

408 

21.7 

5.00 

0.67 

C 

B 

IDS  New  York  Tax-Exempt/1  DS 

7.5 

0.1 

5.9 

120 

23.3 

500 

0.67 

A  + 

F 

IDS  Tax-Exempt  Bond/I  DS 

7.7 

-0.7 

6.1 

1,174 

20.7 

5.00 

0.63 

° 

B 

Intermediate  Municipal  Trust/Federated 

7.0 

0.8 

5.0 

293 

23.9 

none 

0.56a 

A 

D 

Invpiro  T-F  1  nncr.Tprm  RnnHVInvp^rn 

7.4 

-1  9 

COL 

21  Q 

LL.J 

nnnp 
nunc 

1  03 
i  .y  j 

ISI  Manappri  Munirinal/ISI 

iwi  iwiui  lattu  hi u 1 1 i*» lira  1/  i  i 

* 

-1.2 

5.6 

139 

12.4 

4.45 

0.90a 

B 

C 

Kemper  California  T-F  Income-A/Kemper 

7. 

I 

-1.0 

5.1 

1,168 

NA 

4.50 

0.71 

Kemper  Florida  T-F  Income-A/Kemper 

0.6 

5.3 

126 

NA 

4.50 

0.74 

A 

D 

Kemper  Municipal  Bond-A/Kemper 

7.9 

0.0 

5.9 

3,857 

NA 

4.50 

0.62 

B 

B 

Kemper  New  York  T-F  Income-A/Kemper 

8.0 

0.8 

5.5 

342 

NA 

4.50 

0.74 

D 

c 

Kpvstnnp  Amprira  T-F  inrnrnp-fl./Kpv^tonp 

ncpiui IC  nlllCI  ll»a  II   1 1  ll*UI  1 ic  rv  i\C y j  LU I  IC 

6.2 

-2.5 

5.6 

166 

21.8 

4.75 

1.12 

c 

o 

Kpvctnnp  TAY-Fypmnt  TriKt/Kpvc:rnnp 

ii  C  Jr  j  LU 1  IC  1  aA  LACIIipi   1  I  U3U  i\CyolUt  IC 

6.0 

-1.9 

5.8 

747 

20.6 

4.00b 

1.66 

D 

Kpv^tonp  T^y-Frpp  FiinH/Kpv^tnnp 
i\cyoiu:ic  i oa  rice  ruiiu/i\cyoiuiic 

6. 

-2.1 

6.0 

1,355 

20.5 

t  h 

1.67 

c 

D 

1  and  mark  NY  T-F  lnrnmp/1  anHrnarU 

Lai  IU  1 1  la  1  ft  1 1  1    I    I    II IUUI  !  IC/  LullUI  1  la  1  ft 

6.7 

-2.1 

5.3 

104 

19.3 

4.00 

0.80a 

1  ppp  Ma^nn  Man/land  T-F  lnrnmp/1  ppc  Ma^nn 

LbCKK  IVICI3UM  ITIulylullU   I    I    II  IvUI !  IC  LCge,  IVlCOUM 

1.0 

5.3 

145 

13.5 

2.75 

0.46a 

C 

B 

Liberty  Financial  Tax-Free  Bond/Liberty 

7.4 

0.4 

5.6 

256 

16.1 

4.50 

0.60a 

C 

C 

Liberty  Municipal  Securities-A/Federated 

7.3 

-0.1 

6.0 

717 

25.4 

4.50 

0.84 

B 

C 

Lord  Abbett  Calif  T-F  Income/Lord  Abbett 

7.5 

-3.2 

6.1 

324 

19.6 

4.75 

0.68a 

Lord  Abbett  Tax-Free  Inc-Conn/Lord  Abbett 

_* 

-2.2 

6.1 

105 

20.3 

4.75 

0.44a 

Lord  Abbett  Tax-Free  Inc-Fla/Lord  Abbett 

_* 

-2.6 

6.3 

189 

22.3 

4.75 

0.38a 

Lord  Abbett  Tax-Free  Inc-Missouri/Lord  Abbett 

-1.8 

6.0 

118 

19.0 

4.75 

0.48a 

B 

D 

Lord  Abbett  Tax-Free  Inc-Natl/Lord  Abbett 

7.3 

-2.7 

6.2 

662 

21.4 

4.75 

0.87 

Lord  Abbett  Tax-Free  Inc-NJ/Lord  Abbett 

-1.0 

6.0 

188 

21.3 

4.75 

0.35a 

C 

C 

Lord  Abbett  Tax-Free  Inc-NY/Lord  Abbett 

7.2 

-2.9 

6.1 

346 

21.3 

4.75 

0.85 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new  investors,  a:  Net  of  absorption  of  expenses  by  fund  sponsor, 
back-end  load  that  reverts  to  distributor.    NA:  Not  applicable  or  not  available,    formerly  Financial  Tax-Free  Income  Shares. 
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ICIPAL  BOND  FUNDS 


Performance 
UP  DOWN 
—markets— 


.:und/distributor 


Lehman  Brothers  municipal  bond  index 
Forbes  municipal  bond  fund  composite 


Annualized  total  return 
6/89  last 
to  6/94  12 
months 


Yield        Assets     Weighted  Maximum  Annual 

%        6/30/94     average  sales  expenses 

($mil)      maturity  charge  per 
(years)  $100 


A 

D 

Lord  Abbett  Tax-Free  Inc-Texas/Lord  Abbett 

7.7% 

-1.6% 

6.2% 

$105 

20.3 

4.75% 

$0.57a 

B 

C 

Lutheran  Brotherhood  Muni  Bond/Lutheran 

7.5 

-0.9 

5.8 

611 

19.5 

5.00 

0.75 

Mackenzie  Limited  Term  Muni/Mackenzie 

1.6 

C  1 

6.1 

156 

5.8 

3.00 

0.88a 

c 

D 

MainStay-Tax-Free  Bond/NYLife 

6.2 

-1.1 

5.6 

540 

21.5 

5.00b 

1.20 

B 

c 

Merrill  Lynch  Calif  Muni  Bond-A/Merrill 

7.0 

-0.9 

6.0 

785 

23.2 

4.00 

0.62 

Merrill  Lynch  Florida  Muni-A/Merrill 

 * 

-2.0 

5.7 

291 

25.1 

4.00 

0.66a 

Merrill  Lynch  High  Income  MuniVMerrill 

 * 

2.1 

6.0 

215 

NA 

3.00b 

1.46 

C 

C 

Merrill  Lynch  Muni  Intermed  Term-A2/Merrill 

7.1 

1.4 

5.4 

190 

11.7 

2.00 

0.74 

F 

A  + 

Merrill  Lynch  Muni-Ltd  Maturity-A/Merrill 

5.4 

2.1 

3.5 

936 

3.6 

0.75 

0.41 

A 

D 

Merrill  Lynch  Muni-National-A/Merrill 

7.5 

-0.7 

6.0 

1,662 

23.2 

4.00 

0.55 

A 

D 

Merrill  Lynch  Muni-lnsured-A/Merrill 

7.4 

-1.2 

5.8 

2,808 

23.3 

4.00 

0.42 

Merrill  Lynch  NJ  Muni  Bond-A/Merrill 

-1.6 

5.6 

223 

23.1 

4.00 

0.72 

B 

D 

Merrill  Lynch  NY  Muni  Bond-A/Merrill 

7.3 

-2.2 

6.0 

698 

22.2 

4.00 

0.63 

Merrill  Lynch  Penn  Muni  Bond-A/Merrill 

 * 

0.4 

5.6 

158 

22.0 

4.00 

0.69 

B 

0 

MetLite-otate  street  lax-txempt-A/btate  bt 

6.8 

-1.8 

5.0 

307 

17.8 

4.50 

1.10 

MFS  Arkansas  Municipal  Bond-A/MFS 

0.5 

5.6 

205 

19.1 

4.75 

0.75a 

B 

C 

MFS  California  Municipal  Bond-A/MFS 

7.3 

-1.8 

5.9 

330 

17.4 

4.75 

0.68a 

MFS  Florida  Municipal  Bond-A/MFS 

 * 

4.8 

5.9 

115 

19.8 

4.75 

0.77a 

C 

C 

MFS  Maryland  Municipal  Bond-A/MFS 

6.3 

-1.5 

5.7 

167 

17.1 

4.75 

1.23 

C 

C 

MFS  Massachusetts  Municipal  Bond-A/MFS 

7.1 

0.0 

6.1 

279 

17.8 

4.75 

1.19 

A 

M 

c 

r 

iviro  municipal  Bona-A/iviro 

7  C 

n  7 
-'II 

C  0 

3.0 

o  no7 

1  C  0 

lo.y 

A  7C 

4./D 

O.bb 

D 

A 

MFS  Municipal  High  lncome-A3/MFS 

6.5 

1.2 

7.8 

989 

19.8 

t 

1.10 

B 

C 

MFS  New  York  Municipal  Bond-A/MFS 

8.0 

0.0 

5.6 

166 

18.4 

4.75 

1.03a 

C 

c 

MFS  North  Carolina  Muni  Bond-A/MFS 

6.5 

-0.6 

5.5 

487 

17.8 

4.75 

1.16 

B 

D 

MFS  South  Carolina  Muni  Bond-A/MFS 

6.8 

-0.1 

5.4 

186 

18.4 

4.75 

1.23 

D 

B 

MFS  Tennessee  Municipal  Bond-A/MFS 

6.8 

0.8 

5.4 

128 

18.9 

4.75 

1.21 

C 

C 

MFS  Virginia  Municipal  Bond-A/MFS 

6.7 

-1.0 

5.7 

461 

16.9 

4.75 

1.17 

C 

C 

MFS  West  Virginia  Muni  Bond-A/MFS 

7.2 

0.3 

5.7 

137 

17.7 

4.75 

1.30 

D 

A 

Midwest  Group  T-F-lntermed  Term-A/Midwest 

7.0 

1.7 

4.5 

107 

7.3 

1.00 

0.99 

B 

D 

Nationwide  Tax-Free  Income/Nationwide 

6.8 

-2.8 

5.3 

249 

21.4 

5.00b 

0.99a 

C 

C 

New  England  Mass  T-F  Income-A/New  England 

6.8 

-1.8 

5.9 

120 

11.0 

4.25 

0.85a 

A 

D 

New  England  Tax-Exempt  Inc-A/New  England 

6.9 

-1.4 

5.2 

212 

11.0 

4.50 

0.91 

B 

F 

New  York  Muni  Fund/NY  Muni 

5.6 

-6.2 

6.5 

185 

20.2 

none 

1.44 

B 

D 

Nuveen  Calif  Insured  T-F  Value/Nuveen 

7.2 

-1.5 

5.5 

198 

24.0 

4.75 

0.71 

C 

B 

Nuveen  Calif  T-F  Value/Nuveen 

7.0 

-1.5 

5.9 

208 

23.4 

4.75 

0.73 

A 

D 

Nuveen  Insured  Municipal  Bond/Nuveen 

7.9 

-0.8 

5.6 

723 

22.6 

4.75 

0.65 

D 

A 

Nuveen  Municipal  Bond/Nuveen 

7.2 

1.1 

5.7 

2,621 

18.9 

4.75 

0.62 

B 

C 

Nuveen  New  York  Insured  T-F  Value/Nuveen 

7.7 

-1.0 

5.4 

363 

21.6 

4.75 

0.68 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new  investors,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes 
back-end  load  that  reverts  to  distributor.    NA:  Not  applicable  or  not  available.    'Technically  a  closed-end  fund,   formerly  Merrill  Lynch  Municipal 

Income,    formerly  MFS  High  Yield  Municipal  Bond. 
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iffering  Statement  has  been  filed  with  the -Slate  of  New  York.  Such  filing  does  not  constitute  approval  by  the  Slate  of  New  York  of  the  value  or  quality  of  these 

rotri  the  offeror  \\  493-99.  'I  he  proj 

sale  b\  those  or  any  Fed 

le  upon  request  from  Sangre  de  Crisd 

1  Khkosh.  Nebraska  Real 


BNICIPflL  BOND  FUNDS 


ID  SURWV 


.  ,-.  r/ce  id/distributor  Annualized  total  return      Yield        Assets     Weighted    Maximum  Annual 


DOWN 

6/89 

last 

% 

6/30/94 

average 

sales 

expenses 

narkets— 

to  6/94 

12 

($mil) 

maturity 

charge 

per 

months 

(years) 

$100 

Lehman  Brothers  municipal  bond  index 

6.0"! 

ft 

Yij:  Wet* 

-  Forbes  municipal  bond  fund  composite 

7.3% 

-0.3% 

5.7"? 

'o 

$0.75 

c 

a 

0 

wuveen  new  iorK  i-r  vaiue/iNuvcen 

7  ft0/ 

1  .0/0 

fi  9°/ 

5.7%  $143 

93  fi 

£  J.U 

4 .  /  J  /o 

Hfl  7Sa 

A 

0 

Nuveen  Ohio  T-F  Value/Nuveen 

7  ft 

— U.t 

5.6 

160 

CIV 

.4  71. 

H.I  J 

\i.lda 

C 

C 

Oppenheimer  Calif  Tax-Exempt-A/Oppenheimer 

7.2 

-1.3 

6.2 

267 

22.9 

4.75 

0.97 

C 

B 

Oppenheimer  New  York  Tax-Exempt-A/Oppenheimer 

7.3 

-1.1 

6.1 

in 

21.0 

4.75 

0.86 

B 

C 

Oppenheimer  Tax-Free  Bond-A/Oppenheimer 

7.2 

-1.7 

6.2 

636 

21.6 

4.75 

0.88 

B 

B 

Overland  Express  Calif  T-F  Bond-A/Overland 

7.9 

1.0 

5.9 

320 

17.8 

4.50 

0.69a 

r 

rdCiiic  norizon— L-diii  i  "t  Donu/uutiLuru 

7  1 
/.j 

fi  7 
— u./ 

5.3 

222 

LJ.L 

A  Rfi 

M.  JU 

fi  Qfia 

rdCITICd  L-dlUUnild  IdA-rrcc/rUilIlaN 

n  8 

— u.o 

5.2 

203 

14  9 

A  SO 

4.JU 

fi  Qfia 

c 

c 

PaineWebber  California  T-F  Inc-A/PaineWebber 

7.2 

-2.2 

5.5 

280 

23.9 

4.00 

0.90 

B 

c 

PaineWebber  Municipal  High  Inc-A/PaineWebber 

7.3 

-1.6 

5.9 

135 

24.0 

4.00 

1.03a 

B 

D 

PaineWebber  National  T-F  Income-A/PaineWebber 

6.9 

-1.8 

5.6 

610 

25.6 

4.00 

0.89 

D 

A 

Phoenix  Calif  Tax-Exempt  Bonds/Phoenix 

6.9 

0.1 

5.9 

133 

11.9 

4.75 

0.85 

n 
u 

D 
D 

ricrponi  idX-cxcmpi  Dunu/jr  iviurgdii 

7  (1 

/.U 

1.0 

4.5 

386 

XJ.L 

none 

n  71 

U./ 1 

a 

A 

U 

rioneer  iax-rree  income  /r loneer 

7  7 

n  a 

J.U 

488 

HOO 

1Q  3 

1  J.J 

4.  JU 

fi  8fi 

u.OO 

C 

c 

Piper  Funds-Minnesota  T-E/Piper 

6.9 

-0.4 

5.9 

170 

19.0 

4.00 

0.93 

c 

B 

Premier  California  Muni  Bond-A/Dreyfus 

7.7 

0.0 

5.9 

232 

21.1 

4.50 

0.78a 

A 

C 

Premier  Municipal  Bond-A/Dreyfus 

8.4 

-0.3 

6.4 

637 

23.7 

4.50 

0.85a 

A 

C 

Premier  New  York  Muni  Bond-A/Dreyfus 

8.2 

-0.2 

5.4 

217 

17.6 

4.50 

0.78a 

n 

r 
l# 

Dramiar  Q^to  Muni    T  nnn   A  ;Tl  r  a\ it  i  i  c 

rremicr  oiaic  iviuni— uonn-H/ureyius 

7  R 

_/l  A 

5.7 

393 

n  fi 

a  sn 

fi  8fia 
U.OUd 

a 
D 

r 

Premier  State  Muni— Florida-A/Dreyfus 

8  ■? 

0.0 

fi  d 

5.8 

306 

91  fi 

£1.0 

A  "ifi 
4.  JU 

(1  7fia 

B 

c 

Premier  State  Muni-Maryland-A/Dreyfus 

7.7 

-0.8 

5.8 

361 

21.9 

4.50 

0.76a 

A 

c 

Premier  State  Muni-Mich-A/Dreyfus 

8.1 

1.2 

5.8 

202 

20.0 

4.50 

0.81a 

C 

B 

Premier  State  Muni-Minn-A/Dreyfus 

7.8 

0.3 

5.9 

176 

21.3 

4.50 

0.80a 

Premier  State  Muni-NC-A/Dreyfus 

 * 

-2.3 

5.8 

107 

23.2 

4.50 

0.44a 

D 
D 

rremier  oiaie  rviuni— unio-M/ureyTus 

i  i 
i .  i 

5.8 

319 

1Q  8 
13.0 

a  fin. 

4.JU 

fi  81a 
U.Old 

D 
D 

P~or*iior  Qtata  Muni   Pann  A /Ofawf  I  ic 

riciuicr  oiaic  iviuni— rcnn-H/urcyiub 

8  •? 
O.J 

5.9 

295 

?fi  3 

A  fifi 

fi  7fia 

U.  /  Ud 

p 

r 

T  Rowe  Price  Calif  T-F  Income  Bond/Price 

7  1 

n  k 

— U.u 

5.6 

137 

17  R 
l/.J 

none 

fi  Kfia 
U.OUd 

R 

n 
u 

i  nowe  rnce  rviaryiana  i-r  Dona/rnce 

7  1 

n  j 

— U.4 

5.7 

748 

Ifi  1 
10.1 

nonG 

fi  fi7 

U.J/ 

c 

c 

T  Rowe  Price  New  York  T-F  Bond/Price 

7.5 

-0.6 

5.7 

119 

19.4 

none 

0.60a 

c 

A 

T  Rowe  Price  T-F  High  Yield/Price 

8.1 

1.1 

6.3 

877 

21.3 

none 

0.79 

A 

D 

T  Rowe  Price  T-F  Income/Price 

7.4 

-0.7 

5.8 

1,340 

18.0 

none 

0.61 

F 

A  + 

T  Rowe  Price  T-F  Short-Intermediate/Price 

5.8 

2.0 

4.1 

497 

3.1 

none 

0.63 

T  Rowe  Price  Virginia  T-F  Bond/Price 

 * 

-0.6 

5.4 

156 

18.4 

none 

0.65a 

B 

D 

Princor  Tax-Exempt  Bond/Princor 

6.9 

-2.3 

5.7 

180 

25.0 

5.00 

0.88 

Prudential  Adjustable  Rate  Secs-A/Prudential 

 * 

0.7 

4.1 

102 

NA 

1.00 

0.71a 

C 

B 

Prudential  Calif  Muni-Calif-A/Prudential 

6.9 

-0.6 

5.9 

201 

25.5 

4.50 

0.77 

Prudential  Calif  Muni-Income-A/Prudential 

2.6 

6.5 

199 

25.5 

4.50 

0.29a 

D 

B 

Prudential  Muni  Bond-High  Yieid-A/Prudential 

7.3 

1.1 

6.7 

1,142 

NA 

4.50 

0.70 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to 
distributor.    NA:  Not  applicable  or  not  available.    'Formerly  Mutual  of  Omaha  Tax-Free  Income. 
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Performance 
UP  DOWN 
— markets— 


Fund/mstributor 


Annualized  total  return  Yield 
6/89         last  % 
to  6/94  12 
months 


Assets     Weighted  Maximum  Annual 

6/30/94     average  sales  expenses 

($mil)      maturity  charge  per 

(years)  $100 


Lehman  Brothers  municipal  bond  index 

o 

Forbes  municipal  bond  fund  composite 

-0.3% 

5.7"; 

'o 

$0.75 

A 

D 

Prudential  Muni  Bond-lnsured-A'Prudential 

7.1% 

1  1°/ 

—  l.l/o 

5.4%  $769 

NA 

4  50% 

$0.70 

Prudential  Muni  Ser-Florida-A/Prudential 

6.0 

148 

4.50 

0.19a 

A 

D 

Prudential  Muni  Ser-New  Jersey-A/Prudential 

7.6 

-1.0 

5.7 

339 

NA 

4.50 

0.57a 

B 

C 

Prudential  Muni  Ser-New  York-A/Prudential 

7.3 

-0.9 

58 

346 

NA 

4.50 

0.73 

B 

D 

Prudential  Muni  Ser-Ohio-A/Prudential 

7.3 

0.1 

5.7 

121 

NA 

4.50 

0  80 

A 

D 

Prudential  Muni  Ser-Penn-A/Prudential 

7.4 

-0.6 

5.8 

268 

NA 

4.50 

0.74 

B 

D 

Prudential  Natl  Municipals-A/Prudential 

l.i 

-1.2 

5.8 

759 

NA 

4.50 

0.69 

Putnam  Arizona  T-E  Income-A/Putnam 

-0.8 

5.8 

157 

NA 

4.75 

0.98 

B 

C 

Putnam  Calif  T-E  Income-A/Putnam 

7.3 

-0.9 

6.3 

3,641 

23.2 

4.75 

0.74 

Putnam  Florida  T-E  Income-A/Putnam 

-1.8 

5.7 

315 

22.6 

4.75 

0.98 

Putnam  Mass  T-E  Income  ll-A/Putnam 

 * 

-0.2 

6.1 

268 

111 

4.75 

1.00 

Putnam  Mich  T-E  Income  ll-AVPutnam 

— * 

-0.1 

5.9 

139 

22.0 

4.75 

1.05 

D 

B 

Putnam  Minn  T-E  Income  ll-A2/Putnam 

0.6 

5.8 

105 

20.7 

4.75 

1.09 

c 

A 

Putnam  Municipal  Income-A/Putnam 

0  A 

0.4 

-0.3 

6.1 

1,238 

22.1 

4.75 

1.09 

Putnam  New  Jersey  T-E  Income-A/Putnam 

-1.0 

5.8 

291 

21.4 

4.75 

0.95 

A 

D 

Putnam  New  York  T-E  Income-A/Putnam 

7  & 

-1.2 

5.9 

2,295 

22.2 

4.75 

0.78 

Putnam  New  York  T-E  Opportunities/Putnam 

1.0 

6.4 

181 

22.4 

4.75 

0.54 

D 

B 

Putnam  Ohio  T-E  Income  ll-A3/Putnam 

6.7 

-0.1 

6.0 

212 

21.7 

4.75 

1.04 

Putnam  Penn  T-E  Income-A/Putnam 

0.9 

C  0 

5.8 

i  on 

189 

20.6 

4.75 

0.91 

A 

F 

Putnam  Tax-Exempt  Income-A/Putnam 

7  t; 

/.j 

-1.9 

6.1 

2,465 

23.4 

4.75 

0.76 

D 

A 

Putnam  Tax-Free  Income-High  Yield/Putnam 

7  9 

0.6 

6.6 

1,851 

23.4 

4.75 

0.92 

B 

D 

Putnam  Tax-Free  Income-Insured/Putnam 

0.4 

-1.5 

5.5 

569 

23.0 

4.75 

0.94 

Ranson  Managed  Muni-Kansas/Ranson 

0.2 

5.5 

127 

19.4 

4.25 

0.63a 

C 

A 

Rochester  Fund  Municipals/Rochester 

8.7 

-1.4 

6.6 

1,860 

15.5 

4.00 

0.83 

Rochester  Limited-Term  NY  Muni/Rochester 

* 

3.0 

A  0 
4.3 

/ion 

5.0 

2.00 

0.86 

A 

F 

Safeco  Municipal  Bond/Safeco 

7  R 

-2.5 

D.y 

/101 

22.2 

none 

0.52 

A 

D 

Scudder  Calif  Tax-Free/Scudder 

7  fi 

-1.4 

D.o 

"31  A 
Jl4 

14.1 

none 

0.78 

A 

D 

Scudder  High  Yield  Tax-Free/Scudder 

0. 1 

-0.7 

do 

18.5 

none 

0.92a 

A 

D 

Scudder  Managed  Muni  Bonds/Scudder 

7  7 
/ ./ 

-0.8 

5.5 

801 

16.0 

none 

0.63 

A  + 

F 

Scudder  Massachusetts  Tax-Free/Scudder 

r  n 
o.u 

0.3 

6.1 

325 

18.8 

none 

0.07a 

D 

A 

Scudder  Medium  Term  Tax-Free/Scudder 

7.6 

1.5 

5.3 

862 

7.2 

none 

0.50a 

A 

D 

Scudder  NY  Tax-Free/Scudder 

7.7 

-1.4 

5.3 

212 

14.1 

none 

0.82 

A 

D 

Seligman  Calif  Tax-Ex-Quality-A/Seligman 

6.8 

-2.4 

5.5 

102 

21.2 

4.75 

0.80 

B 

C 

Seligman  Tax-Exempt-Mass-A/Seligman 

7.3 

-0.1 

5.8 

123 

18.5 

4.75 

0.84 

B 

C 

Seligman  Tax-Exempt-Michigan-A/Sel  igman 

7.4 

-0.2 

5.6 

154 

17.1 

4.75 

0.82 

C 

C 

Seligman  Tax-Exempt-Minnesota-A/Seligman 

7.1 

2.4 

5.9 

137 

15.8 

4.75 

0.84 

A 

F 

Seligman  Tax-Exempt-National-A/Seligman 

6.6 

-3.4 

5.8 

117 

27.0 

4.75 

0.86 

B 

C 

Seligman  Tax-Exempt-Ohio-A/Sel  igman 

7.3 

0.0 

5.6 

176 

17.2 

4.75 

0.81 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,  a-.  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to 
distributor.  NA:  Not  applicable  or  not  available.  1Reflects  performance  of  Putnam  Michigan  Tax-Exempt  Income  I  prior  to  3/92  merger.  2Reflects  performance 
of  Putnam  Minnesota  Tax-Exempt  Income  I  prior  to  3/92  merger.    3Reflects  performance  of  Putnam  Ohio  Tax-Exempt  I  prior  to  3/92  merger. 
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^MUNICIPAL  BOND  FUNDS 

>j.  JL  t  JJuu^l^HHrafnHfliil^H 

DOWN 
--rr.arkets— 

Fund/distributor 

Annualized  total  return 
6/89  last 
to  6/94  12 
months 

Yield 

% 

Assets 
6/30/94 
($mil) 

Weighted 
average 
maturity 
(years) 

Maximum 
sales 
charge 

Annual 
expenses 
per 
$100 

w 

t 
-r 

r 

Lehman  Brothers  municipal  bond  index 
Forbes  municipal  bond  fund  composite 

0.2% 
-0.3% 

EB 

i 

B 

D 

Seligman  Tax-Exempt-SC-A/Seligman 

D.J  /o 

-1.3% 

5.4% 

$120 

18.8 

4.75% 

$0.82 

Sentinel  Tax-Free  Income/Sentinel 

0.0 

5.3 

109 

13.5 

5.00 

0.75a 

Sierra-Calif  Municipal/Gt  Western 

-2.0 

5.9 

508 

23.5 

4.50 

0.50a 

j 

Sierra-National  Municipal/Gt  Western 

 * 

-0.9 

6.0 

354 

19.7 

4.50 

0.90a 

Sit  Tax-Free  Income/Sit 

 * 

3.0 

5.9 

288 

14.3 

none 

0.77a 

k- 

B 

C 

Smith  Barney  Muni-Calif-A/SB  Shearson 

7.6 

-0.5 

6.3 

170 

22.6 

4.00 

0.54 

: 

Smith  Barney  Muni-Florida-A/SB  Shearson 

0.0 

6.0 

105 

21.7 

4.00 

0.54 

D 

A  + 

Smith  Barney  Muni-Ltd  Term-A/SB  Shearson 

7  ? 

1.9 

5.8 

299 

7.0 

2.00 

0.53 

D 

A 

C 

Smith  Barney  Muni-National-A/SB  Shearson 

O.J 

0.2 

6.5 

423 

22.7 

4.00 

0.52 

3 

B 

c 

SBS  California  Municipals-A/SB  Shearson 

7  7 
/ .  / 

1.5 

5.9 

516 

19.0 

4.50 

0.80 

f 

D 

c 

SBS  Income-Tax-Exempt  Inc-A/SB  Shearson 

6.8 

-0.4 

6.5 

1,078 

NA 

4.50 

0.85 

A  + 

D 

SBS  Managed  Municipals-A/SB  Shearson 

9.0 

2.0 

6.3 

2,170 

22.8 

4.50 

0.72 

5 

A 

C 

SBS  NJ  Municipals-A/SB  Shearson 

7  9 

/  ,J 

-0.9 

5.8 

170 

21.3 

4.50 

0.83a 

C 

D 

B 

SBS  NY  Municipals-A/SB  Shearson 

7  ] 

-1.1 

6.3 

822 

22.9 

4.50 

0.78 

3 

Spartan  Calif  Muni  High  Yield/Fidelity 

 * 

-1.8 

6.2 

457 

21.3 

none 

0.52 

3 

B 

D 

Spartan  Conn  Muni  High  Yield/Fidelity 

7  n 

-0.7 

6.1 

378 

19.8 

none 

0.55 

Spartan  Florida  Muni  High  Yield/Fidelity 

 * 

-0.1 

5.7 

389 

18.6 

none 

0.25 

5 

Spartan  Intermediate  Muni/Fidelity 

 * 

1.2 

5.3 

258 

9.0 

none 

0.18 

F 

Spartan  Municipal  Income/Fidelity 

 * 

-0.9 

6.2 

682 

19.8 

none 

0.55 

k 

B 

D 

Spartan  New  Jersey  Muni  High  Yield/Fidelity 

7  fi 

-0.7 

5.8 

366 

17.6 

none 

0.55 

Spartan  New  York  Muni  High  Yield/Fidelity 

 * 

-2.3 

6.1 

358 

22.1 

none 

0.55 

: 

B 

C 

Spartan  Penn  Muni  High  Yield/Fidelity 

Q.U 

1.0 

6.4 

272 

19.3 

none 

0.55 

; 

F 

A  + 

Spartan  Short-Intermediate  Muni/Fidelity 

6.2 

1.9 

4.5 

1,081 

3.7 

none 

0.50 

B 

Stagecoach  Calif  Tax-Free  Bond/Stagecoach 

 * 

-1.4 

5.4 

415 

15.2 

4.50 

0.64a 

[ 

D 

B 

SteinRoe  High  Yield  Municipals/Stein  Roe 

fi  fi 

0.0 

0.9 

6.0 

308 

189 

none 

0.76 

■ 

C 

B 

SteinRoe  Intermed  Municipals/Stein  Roe 

7  4 

1.2 

4.8 

238 

8.0 

none 

0.71 

B 

C 

SteinRoe  Managed  Municipals/Stein  Roe 

7  A 

1 .4 

-0.3 

5.8 

688 

16.5 

none 

0.65 

C 

C 

Strong  Municipal  Bond/Strong 

7  ? 

-0.1 

6.0 

340 

24.9 

none 

0.70a 

Strong  Short-Term  Muni  Bond/Strong 

 * 

1.8 

4.2 

200 

2.6 

none 

0.60a 

D 

A 

SunAmerica  Tax-Exempt  Insured-A/SunAmerica 

S  7 

-1.7 

5.4 

182 

NA 

4.75 

1.28a 

B 

C 

Tax-Exempt  Bond  Fund  of  America/American  Funds 

7.4 

0.1 

5.8 

1,364 

15.6 

4.75 

0.71 

C 

C 

Tax-Exempt  Fund  of  California/American  Funds 

7.1 

0.8 

5.7 

222 

12.3 

4.75 

0.71 

D 

B 

Tax-Free  Fund  of  Colorado/Aquila 

7.4 

0.7 

5.4 

210 

11.8 

4.00 

0.53a 

D 

B 

Tax-Free  Trust  of  Arizona/Aquila 

7.3 

-0.4 

5.6 

372 

14.5 

4.00 

0.68a 

D 

B 

Tax-Free  Trust  of  Oregon/Aquila 

6.8 

0.3 

5.4 

321 

16.3 

4.00 

0.66a 

Thornburg  Intermediate  Muni/Thornburg 

 * 

2.6 

5.2 

2021 

8.7 

3.50 

0.90a 

F 

A  + 

Thcrnburg  Ltd  Term  Muni-Calif/Thornburg 

6.5 

2.4 

4.6 

1101 

4.9 

2.50 

1.00a 

D 

A  + 

Thornburg  Ltd  Term  Muni-Natl/Thornburg 

6.8 

2.3 

4.7 

1.0001 

4.6 

2.50 

0.98 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,    a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b: 
distributor.    NA:  Not  applicable  or  not  available.    'Assets  as  of  3/31/94. 

Includes  back-end  load  that  reverts  to 

Rules,  page  174.  Distributor  table,  page  246. 
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Performance 
UP  DOWN 
—markets— 

Fund/distributor 

Annualized  total  return 
6/89  last 
to  6/94  12 
months 

Yield 

% 

Assets 
6/30/94 
($mil) 

Weighted 
average 
maturity 
(years) 

Maximum 
sales 
charge 

Annual 
expenses 
per 
$100 

Lehman  Brothers  municipal  bond  index 
Forbes  municipal  bond  fund  composite 

7.9% 
7.3% 

0.2% 
-0.3% 

6.0% 
5.7% 

:■  ST  -.  '  • 

$0.75 

Thornburg  New  Mexico  Intermed  Muni/Thornburg 

1.9% 

4.8% 

$1391 

6.9 

3.50% 

$0.83a 

Transamerica  Calif  Tax-Free  Inc-A/Transamerica 

* 

-1.7 

6.0 

348 

24.3 

4.75 

0.75a 

D 

A 

Transamerica  High  Yield  Tax  Free-A/Transamerica 

7.3% 

1.8 

7.0 

161 

24.8 

4.75 

1.19 

Transamerica  Tax-Free  Bond-A/Transamerica 

— * 

-1.5 

5.9 

210 

26.1 

4.75 

0.85a 

A  + 

F 

United  Municipal  Bond/Waddell 

7.9 

-1.2 

5.5 

966 

19.2 

4.25 

0.65 

D 

A 

United  Municipal  High  Income/Waddell 

8.6 

3.1 

6.7 

340 

21.6 

4.25 

0.78 

USAA  Tax-Exempt-Calif  Bond/USAA 

 * 

-2.8 

5.9 

378 

22.1 

none 

0.44 

D 

B 

USAATax-Exempt-lntermediate/USAA 

7.4 

1.1 

5.5 

1,538 

8.8 

none 

0.41 

B 

C 

USAA  Tax-Exempt-Long-Term/USAA 

7.4 

-1.4 

6.1 

1,789 

22.7 

none 

0.39 

F 

A  + 

USAA  Tax-Exempt-Short-Term/USAA 

5.6 

2.3 

4.3 

923 

2.6 

none 

0.41 

USAA  Tax-Exempt-Virginia/USAA 

* 

-0.8 

5.8 

233 

21.0 

none 

0.49 

D 

A 

UST  Master  Tax-Exempt-lntermediate/UST 

7.1 

1.2 

4.0 

270 

8.3 

4.50 

0.64 

C 

D 

Value  Line  Tax-Exempt-High  YieldA/alue  Line 

6.8 

-1.9 

5.7 

246 

18.1 

none 

0.58 

B 

C 

Van  Kampen  Calif  Insured  T-F-A/Van  Kampen 

7.2 

-2.5 

5.7 

166 

21.8 

3.00 

0.69a 

B 

D 

Van  Kampen  Insured  Tax-Free-A/Van  Kampen 

7.4 

-0.8 

5.9 

1,192 

19.5 

4.65 

0.84 

Van  Kampen  Municipal  Income-A/Van  Kampen 

— * 

-1.5 

6.2 

716 

23.0 

4.65 

0.87a 

B 

C 

Van  Kampen  Penn  Tax-Free  Income-A/Van  Kampen 

8.1 

-0.7 

6.0 

254 

21.2 

4.65 

0.71a 

F 

A 

Van  Kampen  Tax-Free  High  Income-A/Van  Kampen 

5.1 

3.5 

7.3 

725 

20.6 

4.65 

1.03 

A 

D 

Vanguard  Calif  T-F-lnsured  L-T/Vanguard 

7.5 

-0.3 

5.7 

910 

14.7 

none 

0.19 

Vanguard  Florida  Insured  T-FA/anguard 

 * 

0.6 

5.3 

292 

NA 

none 

0.21 

A  + 

D 

Vanguard  Muni  Bond-High  YieldA/anguard 

8.3 

0.3 

6.2 

1,751 

11.2 

none 

0  19 

A  + 

F 

Vanguard  Muni  Bond-Insured  L-TA/anguard 

7.8 

-0.3 

5.9 

1,912 

12.0 

none 

0.19 

B 

B 

Vanguard  Muni  Bond-lntermedA/anguard 

8.3 

2.5 

5.3 

4,958 

6.7 

none 

019 

D 

A  + 

Vanguard  Muni  Bond-Ltd  TermA/anguard 

6.6 

2.3 

4.3 

1,786 

2.9 

none 

0.19 

A  + 

F 

Vanguard  Muni  Bond-Long-TermA/anguard 

8.2 

-0.2 

5.9 

984 

12.4 

none 

0.19 

F 

A  + 

Vanguard  Muni  Bond-S-TA/anguard 

5.3 

2.4 

3.5 

1,531 

1.2 

none 

0.19 

A  + 

F 

Vanguard  NJ  Tax-Free-Insured  L-TA/anguard 

7.8 

-0.3 

5.7 

696 

9.5 

none 

0.20 

A 

D 

Vanguard  New  York  Insured  T-FA/anguard 

7.9 

-0.1 

5.7 

754 

19.5 

none 

0.19 

Vanguard  Ohio  Tax  Free-Insured  L-TA/anguard 

0.3 

5.4 

161 

15.0 

none 

0.21 

A 

D 

Vanguard  Penn  Tax-Free-Insured  L-TA/anguard 

8.1 

0.7 

5.8 

1,412 

18.0 

none 

0.20 

D 

A 

Venture  Muni  ( + )  Plus/Selected 

7.2 

4.1 

6.8 

183 

15.9 

4.00b 

2.08 

A 

C 

Vista  New  York  Tax-Free  Income-AA/ista 

8.0 

-0.5 

5.1 

110 

18.1 

4.50 

0.75a 

A  + 

D 

Vista  Tax-Free  Income-A/Vista 

9.0 

-1.1 

5.1 

106 

14.1 

4.50 

0.48a 

Voyageur  Arizona  Ins  Tax-Free-AA/oyageur 

 * 

-1.5 

5.9 

262 

20.0 

4.75 

0.80a 

D 

B 

Voyageur  Colorado  Tax-Free-A/Voyageur 

7.5 

-0.9 

6.0 

415 

21.2 

3.90 

0.75 

Voyageur  Florida  Insured  Tax-Free-AA/oyageur 

 * 

-2.3 

6.0 

291 

23.2 

4.75 

0.75a 

D 

A 

Voyageur  Minnesota  Insured-AA/oyageur 

7.4 

-0.2 

5.6 

319 

20.9 

4.75 

1.00a 

D 

A 

Voyageur  Minnesota  Tax-Free-A/Voyageur 

7.4 

0.1 

5.8 

455 

20.3 

4.75 

1.02 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,  a:  Net  of  absorption  of  expenses  by  fund  sponsor, 
distributor.    NA:  Not  applicable  or  not  available.    1Assets  as  of  3/31/94. 
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mm 

URVEY 

k  bond  funds 


High-yield  funds  buy  the  debt  of  companies  below  invest- 
ment grade  (rated  BB+  or  below  by  Standard  &  Poor's  and 
Bal  or  under  by  Moody's);  some  dabble  in  the  debt  of 
nations  like  Venezuela  or  Nigeria.  Corporate  junk  bonds, 
typically  maturing  in  seven  to  ten  years,  carry  moderate 
interest  rate  risk  but  a  good  dose  of  credit  risk.  The  most 
daring  funds,  like  Fidelity  Capital  &  Income,  like  debt  that 


already  has  defaulted.  Some,  such  as  Northeast  Investors 
load  up  on  lower-rated  issuers,  betting  they  will  no| 
default.  Others,  like  Nicholas  Income,  like  bonds  tha 
barely  belong  in  the  junkyard.  Generally,  the  higher  th^ 
yield  and  the  lower  the  down-market  grade,  the  greate! 
the  credit  risk.  Our  benchmark:  monthly  prices  of  th« 
Merrill  Lynch  high  yield  index  since  October  1984. 


Rising  markets 


Declining  markets 


Performance        Fund/distributor  Annualized  total  return      Yield        Assets     Weighted    Maximum  Annual 


UP  DOWN 

10/84 

last 

% 

6/30/94 

average 

sales 

expense 

—markets— 

to  6/94 

12 

($mil) 

maturity 

charge 

per 

months 

(years) 

$100 

Merrill  Lynch  high  yield  index 

12.8% 

4.8% 

3.3% 

Forbes  junk  bond  fund  composite 

10.9% 

4.4% 

9.7% 

$1.06 

Advantage  High  Yield  Bond/Advest 

 * 

5.0% 

9.5% 

$139 

10.4 

4.00%b 

$1.35 

B      ■  B 

AIM  High  Yield-A/AIM 

12.7% 

5.2 

10.4 

799 

8.5 

4.75 

1.12 

C      ■  D 

American  Capital  High  Yield  Inv-A/American  Cap 

8.9 

4.4 

10.6 

493 

8.2 

4.75 

1.07 

American  High-Income  Trust/American  Funds 

2.9 

8.5 

819 

6.4 

4.75 

0.87 

A  iC 

Colonial  High  Yield  Secs-A/Colonial 

11.9 

6.6 

9.8 

635 

7.9 

4.75 

1.23 

A+  iF 

Dean  Witter  High  Yield  Sees/Dean  Witter 

8.3 

8.4 

12.0 

517 

7.3 

t 

0.68 

B  iC 

Delaware  Group  Delchester-A/Delaware 

11.5 

4.0 

11.3 

1,112 

6.2 

4.75 

1.05 

B  iB 

EV  Income  Fund  of  Boston/Eaton  Vance 

12.4 

6.3 

10.8 

105 

7.4 

4.75 

103 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors.    a:  Net  of  absorption  of  expenses  by  fund  sponsor,    b:  Includes  back-end  load  that  reverts  to  distributor.    NA:  Not  applicable  or  not  available. 

Sources:  Forbes,  Upper  Analytical  Services;  Mornmgstar,  Inc.;  CDA/Wiesenberger. 
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Fund/distributor 


Merrill  Lynch  high  yield  index 
Forbes  junk  bond  fund  composite 


Annualized  total  return 
10/84  last 
to  6/94  12 
months 


Yield 

% 


Assets     Weighted  Maximum  Annual 

6/30/94     average  sales  expenses 

($mil)      maturity  charge  per 

(years)  $100 


■c 

■  C 

EV  Marathon  High  IncomeVEaton  Vance 

— * 

5.4% 

10.4% 

$423 

7.8 

6.00%b 

$1.91 

D 
D 

rederated  nigh  Yield  Trust/Federated 

11.8% 

3.4 

9.6 

407 

8.6 

none 

0.83a 

■  D 

■  A 

■  A 

rideiity  Advisor  High  Yield/l-idehty 

— * 

6.0 

7.9 

641 

7.1 

475 

1.22 

A 

A 

■  D 

■  D 

rideiity  capital  &  income/Fidelity 

12.8 

4.6 

9.5 

2,637 

6.6 

none§ 

0.97 

First  Investors  Fund  for  Income/First  Inv 

8.5 

5.0 

10.1 

410 

7.9 

6.25 

1.16a 

■c 

■  D 

First  Investors  High  Yield/First  Inv 

 * 

6.0 

9.7 

178 

7.5 

6.25 

1.54 

p 

*  V 

Franklin's  AGE  High  Income/Franklin 

10.1 

3.3 

10.0 

1,730 

9.7 

4.25 

0.71 

_  pi 

m  D 

Hancock  Strategic  Income-A/Hancock 

~~ * 

1.4 

9.7 

419 

8.5 

4.50 

1.32 

C 

■  U 

IDS  Lxtra  Income/lUb 

10.8 

3.3 

10.3 

1,695 

8.5 

5.00 

0.81 

U 

■  A 

Invesco  High  Yield/1  nvesco 

10.8 

0.5 

9.0 

255 

9.7 

none 

0.97 

Investment  Series-Fortress  Bond/Federated 

 * 

0.0 

8.1 

142 

NA 

2.00 

1.04a 

n 
O 

■  C 

Kemper  Diversified  Income-A/Kemper 

10.2 

4.9 

9.2 

771 

NA 

4.50 

0.98 

D 

D 

Kemper  High  Yield-A/Kemper 

12.7 

4.8 

9.8 

3,198 

NA 

4.50 

0.84 

Keystone  America  Strategic  Inc-A/Keystone 

3.4 

9.2 

326 

9.3 

4.75 

1.34 

c 

_  r 

■  r 

Keystone  Custodian  B-4/Keystone 

7.8 

1.8 

9.5 

781 

8.0 

4.00b 

1.80 

A 

■C 

Liberty  High  Income  Bond-A/Federated 

12.1 

4.2 

9.7 

475 

6.6 

4.50 

1.18a 

L> 

m  A 
■  A 

Lord  ADuett  Dond-Uebenture/Lord  Abuett 

11.0 

3.1 

9.5 

1,007 

9.1 

4.75 

0.88 

Lutheran  Brotherhood  High  Yield/Lutheran 

4.5 

8.9 

482 

8.8 

5.00 

0.94 

■  B 

■  B 

MainStay-High  Yield  Corp  Bond/NYLife 

9.7 

8.8 

1,032 

7.1 

5.00b 

1.60 

C 

■  A 

Merrill  Lynch  Corp-High  Income-A/Merrill 

12.7 

3.9 

9.2 

3,229 

9.3 

4.00 

0.52 

■  A 

■  C 

MetLife  State  Street  High  Income-A/State  St 

 * 

8.4 

10.0 

722 

6.8 

4.50 

1.16a 

■  U 

Mro  Hign  income-A/lvlrb 

y.o 

1  A 

LA 

9./ 

818 

0  c 

8.5 

4.75 

1.00a 

c 

r 

■  A 

Nicholas  Income  Fund/Nicholas 

9.8 

3.1 

8.6 

151 

7.3 

none 

0.62 

c 

■  B 

Northeast  Investors  Trust/Northeast 

12.3 

12.1 

9.9 

586 

7.2 

none 

0.72 

Oppenheimer  Champion  High  Yield-A/Oppenheimer 

o.b 

9.U 

1/2 

6.0 

4.75 

1.37 

D 

■  A 

Oppenheimer  High  Yield-A/Oppenheimer 

11.0 

6.3 

10.3 

1,133 

7.0 

4.75 

0.95 

A 

■  D 

PaineWebber  High  Income-A/PameWebber 

11.7 

4.2 

10.9 

799 

7.9 

4.00 

0.93 

D 

■  A 

Phoenix  High  Yield-A/Pnoenix 

10.8 

3.0 

9.2 

569 

7.7 

4.75 

1.06 

■  D 

■  B 

T  Rowe  Price  High  Yield/Price 

1  A 

-1  4 

9.6 

1,188 

9.9 

none§ 

0.85 

U 

■  C 

DMiilnHilnl  II 'L  v;.|J   A  Hi.,   -1    ,•  +  , 

Prudential  High  Yield-A/rrudential 

in  i 

lU.J 

4.1 

i  n  c 
10.5 

O  A 

8.4 

4.50 

0.86 

■  A 

■  B 

Putnam  High  Yield  Advantage/Putnam 

5.4 

10.8 

717 

8.4 

4.75 

1.10 

C 

■  B 

Putnam  High  Yield  Trust-A/Putnam 

11.6 

4.8 

10.6 

3,481 

8.7 

4.75 

0.91 

■  C 

■  D 

SBS  Income-High  Income-A/SB  Shearson 

 * 

3.2 

9.9 

734 

NA 

4.50 

1.18 

Spartan  High  Income/Fidelity 

 * 

8.0 

10.0 

658 

6.5 

none§ 

0.75 

■  B 

■C 

SunAmerica  High  Income-A/SunAmerica 

 * 

1.4 

10.5 

186 

NA 

4.75 

1.72 

Transamerica  High  Yield  Bond-A2/Transamerica 

 * 

6.1 

10.6 

180 

NA 

4.75 

1.22 

D 

■  D 

United  High  Income/Waddell 

9.1 

3.7 

8.9 

973 

8.5 

5.75 

0.99 

■  D 

■  B 

United  High  Income  ll/Waddeli 

4.1 

8.8 

370 

7.8 

5.75 

1.05 

■C 

■  D 

Van  Kampen  High  Yield-A/Van  Kampen 

 * 

2.9 

9.4 

300 

6.8 

4.65 

1.20 

D 

■A 

Vanguard  Fixed  Inc-High  Yield/Vanguard 

10.9 

1.8 

9.3 

2,172 

10.9 

none§ 

0.32 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  In  operation  or  did  not  meet  asset  minimum  for  full  period.  §Distributor  may  impose 
redemption  fee,  with  proceeds  reverting  to  other  fund  shareholders,  a-.  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to 
distributor.    NA:  Not  applicable  or  not  available.    'Formerly  Eaton  Vance  High  Income,    formerly  Transamerica  Special  High  Yield  Bond. 
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bal  bond  funds 


These  funds  invest  in  foreign  debt,  mosdy  issued  by 
governments,  and  sometimes  throw  in  U.S.  securities  to 
boot.  As  the  unraveling  of  the  European  Monetary  System 
showed  almost  two  years  ago,  even  the  short-term  variety 
is  extremely  sensitive  not  only  to  interest  rate  changes  but 
also  to  currency  fluctuations.  Long-term  global  funds 


react  even  more  sharply.  We  measure  these  funds  agair 
the  monthly  returns  of  the  dollar-denominated  J.  P.  Mc 
gan  global  government  bond  index  since  June  1989. 
fund  must  have  at  least  a  year  of  performance  history  an 
$25  million  in  assets  to  be  listed,  and  at  least  five  years 
history  to  be  graded. 


-■ 
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Ratio  scale  (6/30/89=100) 


Rising  markets        |  Declining  markets 


1989 


1990 


1991 


1992 


1993 


1994 


Performance 


Fund/distributor 


Annualized  total  return      Yield        Assets      Weighted    Maximum  Annual 


UP  DOWN 

—markets— 

6/89 
to  6/94 

last 
12 
months 

% 

6/30/94 
($mil) 

average 
maturity 
(years) 

sales 
charge 

expenses 
per 
$100 

JP  Morgan  government  bond  index 
Forbes  global  bond  fund  composite 

9.8% 
8.8% 

4.0% 

-0.3% 

13.0% 
7.0% 

■ 

m 

Alliance  Income  Builder-AVAIIiance 

 * 

-1.6% 

4.0% 

$72 

NA 

4.25% 

$1.62 

Alliance  Multi-Market  Strategy- A/A  1 1  ra nee 

 * 

-2.6 

8.3 

349 

2.0 

4.25 

1.40 

Alliance  North  American  Govt  Income-A/Alliance 

 ★ 

-5.3 

12.2 

2,361 

5.9 

4.25 

1.33 

F        A  + 

Alliance  Short-Term  Multi-Market-A/Alliance 

7.0% 

0.5 

6.9 

1,878 

1.9 

4.25 

1.12 

Alliance  World  Income/Alliance 

 * 

1.9 

4.0 

104 

0.4 

none 

1.54a 

American  Capital  Global  Govt-A/American  Cap 

 * 

-0.5 

8.8 

232 

8.8 

4.75 

1.43 

Benham  European  Government  Bond/Benham 

7.8 

5.4 

241 

7.9 

none 

0.90 

BJB  Investment-Global  Income-A/BJB 

 * 

-3.4 

5.3 

44 

4.4 

4.00 

1.78 

Blanchard  Flexible  Income/Sheffield 

 * 

0.6 

7.7 

481 

5.8 

1.30a 

Blanchard  Short-Term  Global  Income/Sheffield 

-0.7 

6.7 

475 

2.0 

1.44 

B  C 

Capital  World  Bond/American  Funds 

8.8 

2.0 

6.5 

574 

10.4 

4.75 

1.19 

Dean  Witter  Global  S-T  Income/Dean  Witter 

 * 

-0.2 

6.6 

209 

1.6 

3.00b 

1.64 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to 
distributor.    NA:  Not  applicable  or  not  available.    'Formerly  Alliance  Multi-Market  Income  &  Growth.    2F lat  fee  of  $75  on  initial  investment. 

Sources:  Forbes;  Upper  Analytical  Services;  Mormngstar,  Inc.;  CDA/Wiesenberger. 

Rules,  page  174.  Distributor  table,  page  246. 


Forbes  ■  August  29,  1994 


Performance 

Fund/distributor 

Annualized  total  return 

Yield 

Assets 

Weighted 

Maximum  Annual 

UP  DOWN 

6/89 

last 

% 

6/30/94 

average 

sales  expenses 

—markets— 

to  6/94 

12 

($mil) 

maturity 

charge 

per 

months 

(years) 

$100 

JP  Morgan  government  bond  index 

9.8% 

4.0% 

13.0% 

Forbes  global  bond  fund  composite 

7.0% 

ft 

1.29 

D  C 

Dean  Witter  World  Wide  Income/Dean  Witter 

5.4% 

-1.7% 

5.9% 

$205 

8.5 

5.00%b 

51.90 

EV  Marathon  S-T  Strategic  IncomeVEaton  Vance 

— * 

-3.7 

7.7 

271 

NA 

3.00b 

2.00 

C  C 

Fidelity  Global  Bond/Fidelity 

7.7 

-7.4 

7.1 

519 

8.1 

none 

1.17 

[—  ■     I      1     ■        II              a  ■         III                           if—  •     .  ... 

Fidelity  New  Markets  Income/Fidelity 

 * 

-2.0 

7.2 

167 

11.4 

none 

1.24a 

Fidelity  Short-Term  World  Income/Fidelity 

— * 

-0.4 

7.7 

314 

2.7 

none 

1.00 

D  B 

Franklin  Global  Government  Income/Franklin 

6.3 

-3.6 

8.0 

192 

11.0 

4.25 

0.92 

D  A 

Franklin/Templeton  Global  Currency2/Franklin 

8.9 

6.2 

4.2 

52 

1.4 

3.00 

1.41a 

Franklin/Templeton  Hard  Currency3/Franklin 

* 

10.8 

1.7 

55 

0.3 

3.00 

1.47a 

Goldman  Sachs  Global  Income/Goldman 

— 

-0.5 

5.9 

558 

NA 

4.50 

1.30 

C  C 

GT  Global  Government  Income-A/GT  Global 

8.3 

-2.8 

14.4 

865 

6.3 

4.75 

1.42 

A  F 

GT  Global  Strategic  Income-A/GT  Global 

9.5 

-1.6 

10.1 

763 

10.5 

4.75 

1.74 

D  C 

Hancock  Freedom  Global  Income-A/Hancock 

5.9 

0.7 

8.0 

139 

10.8 

4.50 

1.57 

Hancock  S-T  Strategic  lncome-A4/Hancock 

— 

3.1 

10.3 

111 

NA 

3.00 

1.37 

A  C 

IDS  Global  Bond/I DS 

10.9 

0.9 

6.7 

440 

12.2 

5.00 

1.31 

Kemper  Global  Income-A/Kemper 

— 

0.7 

7.5 

75 

NA 

4.50 

1.52 

Kemper  Short-Term  Global  Income-A/Kemper 

 * 

-2.2 

8.1 

66 

0.9 

t 

1.23 

Kidder,  Peabody  Global  Fixed  Income-A/Kidder 

 * 

3.2 

4.9 

220 

10.6 

2.25 

1.20 

Landmark  Intermediate  Income/Landmark 

— 

-2.2 

5.5 

52 

8.9 

4.00 

0.90a 

Legg  Mason  Global  Government/Legg  Mason 

— 

3.9 

5.5 

156 

7.6 

none 

1 43a 

B  D 

Lord  Abbett  Global-lncome/Lord  Abbett 

9.1 

-1.5 

9.4 

273 

8.6 

4.75 

1.04 

A  C 

Merrill  Lynch  Global  Bond  Inv  &  Ret-A/Merrill 

11.1 

-1.3 

6.3 

895 

8.2 

4.00 

0.82 

Merrill  Lynch  S-T  Global  Income-A/Merrill 

 * 

0.3 

6.9 

1,065 

2.9 

3.00 

0.94 

D  A 

Merrill  Lynch  World  Income-A/Merrill 

10.7 

0.9 

8.3 

2,194 

6.5 

4.00 

0.78 

B  D 

MFS  World  Governments-A/MFS 

9.7 

-0.8 

10.4 

470 

NA 

4.75 

1.54a 

C  B 

PaineWebber  Global  income-A/PaineWebber 

10.0 

0.3 

7.1 

1,655 

NA 

4.00 

1.18 

Pimco  Foreign  Fund/Pimco 

 * 

-0.1 

5.8 

398 

7.9 

none 

0.54 

T  Rowe  Price  Global  Govt  Bond/Price 

* 

-0.1 

5.6 

44 

7.8 

none 

1.20a 

A+  D 

T  Rowe  Price  International  Bond/Price 

12.0 

5.8 

6.7 

758 

9.7 

none 

0.99 

T  Rowe  Price  S-T  Global  Income/Price 

— 

-0.3 

6.9 

83 

NA 

none 

1.00a 

D  B 

Prudential  Intermed  Global  Income-A/Prudential 

6.5 

-1.0 

7.2 

291 

7.4 

3.00 

1.51 

Prudential  S-T  Global-Assets-A/Prudential 

 * 

-0.3 

4.6 

119 

NA 

0.99 

1.48 

Prudential  S-T  Global-lncome-A/Prudential 

— * 

-1.6 

6.5 

275 

NA 

3.00 

1.12 

B  D 

Putnam  Global  Governmental  Income-A/Putnam 

9.6 

-3.7 

6.7 

514 

11.8 

4.75 

1.29 

A  D 

Scudder  International  Bond/Scudder 

13.5 

-2.8 

7.6 

1,232 

12.0 

none 

1.25a 

Scudder  Short  Term  Global  Income/Scudder 

 * 

-0.4 

8.1 

681 

2.2 

none 

1.00a 

C  C 

SBS  Income-Global  Bond-A/SB  Shearson 

8.1 

-1.2 

6.6 

69 

NA 

4.50 

1.60 

SBS  Short-Term  World  Income-A/SB  Shearson 

 * 

-3.0 

5.6 

56 

NA 

3.00 

1.29a 

SBS  Worldwide  Prime  Assets-A/SB  Shearson 

 * 

-2.5 

3.9 

52 

NA 

none 

1.75a 

Smith  Barney  World-Global  Govt-A/SB  Shearson 

 * 

1.3 

6.9 

91 

NA 

4.00 

1.30 

SunAmerica  Diversified  Income-A/SunAmerica 

 * 

-0.9 

9.1 

196 

NA 

4.75 

1.42a 

C  B 

Templeton  Income  Fund/Tern pleton 

7.4 

-2.2 

8.0 

201 

9.4 

4.25 

1.16 

B  D 

Van  Eck  World  Income-A/Van  Eck 

8.0 

-3.6 

7.6 

159 

7.3 

4.75 

1.27 

Warburg  Pincus  Global  Fixed  Income/Warburg 

1.3 

5.3 

92 

7.2 

none 

0.49a 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new  investors,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes 
back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  'Formerly  Eaton  Vance  Short-Term  Global,  formerly  Huntington-Global 
Currency,    formerly  Huntmgton-Hard  Currency.    "Formerly  Hancock  Freedom  S-T  World  Income. 
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able  money  funds 


Money  funds,  even  those  sold  by 
banks  whose  depositors  are  covered 
by  the  Federal  Deposit  Insurance 
Corp.,  cannot  guarantee  sharehold- 
ers against  loss.  But,  as  two  recent 
bailouts  show,  the  advisers  of  most 
money  funds  want  to  make  sure  that 
their  shareholders  never  do  lose  any 
money.  "'Breaking  the  buck,"  or  suf- 
fering a  price  decline  below  $1  per 
share,  would  shred  the  confidence  of 
shareholders. 

In  June  BankAmerica  had  to  put 
$50.5  million  into  its  Pacific  Horizon 
Prime  Fund  and  Government  Fund  in 
order  to  make  up  the  losses  those 
funds  had  suffered  owning  govern- 
ment-backed notes  that  looked  safe 
and  short-term  but  in  fact  suffered 
freakish  price  swings.  In  March 
Zweig/Glaser  Advisers  put  $415 ,000 
into  its  $100  million  Zweig  Cash 
Fund  when  it  took  a  hit  on  variable- 
rate  notes. 

But  the  capacity  to  keep  them 
whole  is  another  question  altogether. 
A  huge  bank  like  BankAmerica,  a 
prosperous  boutique  like  Zweig,  have 
deep  enough  pockets  to  cover  most 
contingencies.  A  lot  of  smaller  com- 
panies do  not.  Should  you  want  to 
take  a  chance  on  the  Pipsqueak  Ag- 
gressive Growth  Stock  Fund,  skip  the 
Pipsqueak  money  market  fund.  In- 
stead, keep  your  cash  at  a  well-capital- 
ized giant  such  as  Fidelity,  Dreyfus  or 
Vanguard. 

In  stock  funds,  it  may  occasionally 
make  sense  to  pay  higher-than-aver- 
age  expenses  to  get  a  talented  manag- 
er. In  money  funds,  it  never  does.  One 
Treasury  bill  is  the  same  as  the  next. 
Even  different  Treasury  bills  are  not 
that  different:  A  30-day  bill  yields 
4.2%,  a  90-day,  4.6%.  A  prescient 
interest-rate  guess  by  a  money  fund 
manager  will  barely  register.  There's 
just  not  very  much  a  smart  money 
fund  manager  can  do  to  outperform  a 
dumb  one.  So  the  one  who  charges 
the  least  for  his  services  will  return  the 
most  for  his  shareholders. 

If  you  arc  vising  the  fund  network  at 
Hint  brokers  as  Fidelity  and 
-  These  firms  will  let 
you  i;  ,  !  own  money  funds. 


:und/distributor 

Assets 
6/30/94 
($mil) 

Last  12  months 

return  from 
income  dividends 

Annual 
expenses 
per  $100 

Benham  Capital  Preservation/Ben  ham 

$2,795 

2.8% 

$0.51 

Benham  Government  Agency/Benham 

504 

2.9 

0.50a 

Alex  Brown  Cash  Reserve-Treasury/Brown 

516 

2.7 

0.54a 

Dreyfus  Basic  Money  Market/Dreyfus 

1,513 

3.4 

0.10a 

FFB  Funds-Cash  Management/Furman 

U.Ob 

FFB  Funds-US  Treasury/Furman 

604 

2.8 

0.56 

Fidelity  Cash  Reserves/Fidelity 

13,151 

3.0 

0.48 

Fidelity  Daily  Income  Trust/Fidelity 

2,087 

2.9 

0.56 

Galaxy  Government  Fund/Galaxy 

580 

2.9 

0.55 

Kemper  Money  Market-Govt  Secs/Kemper 

647 

3.1 

0.47 

Kemper  Money  Market-MM/Kemper 

4,126 

3.1 

0.53 

Pacific  Horizon-Prime-PH/Concord 

1,088 

3.0 

0.52a 

Pacific  Horizon-Treasury-PH/Concord 

1.0 

U.DO 

PaineWebber  Cashfund/PaineWebber 

3,454 

2.9 

0.61 

Pierpont  Money  Market/JP  Morgan 

2,021 

3.0 

0.43 

Rodney  Square-MM/Rodney  Sq 

702 

3.0 

0.53 

Schwab  Value  Advantage  MM/Schwab 

U.4U3 

Society-Prime  Obligations/Winsbury 

745 

3.2 

0.60 

Spartan  Money  Market/Fidelity 

6,922 

3.2 

0.30a 

Spartan  US  Government  MM/Fidelity 

761 

3.0 

0.45a 

Spartan  US  Treasury  MM/Fidelity 

l.Dto 

£.6 

n  ti 

Stagecoach  Money  Market/Stagecoach 

744 

2.9 

0.58 

United  Services-Govt  Savings/United 

611 

3.4 

0.40a 

USAA  Mutual-Money  Market/USAA 

960 

3.1 

0.50 

UST  Master  Funds-Govt  Money/UST 

715 

2.9 

0.50a 

UST  Master  Funds-Money/UST 

776 

3.0 

0.51a 

Vanguard  Admiral-US  Treasury  MM/Vanguard 

1,045 

3.1 

0.15 

Vanguard  MM  Reserves-Federal/Vanguard 

2,031 

3.1 

0.32 

Vanguard  MM  Reserves-Prime/Vanguard 

13,292 

3.1 

0.32 

Vanguard  MM  Reserves-US  Treas/Vanguard 

1,974 

3.0 

0.32 

Woodward  Money  Market/Woodward 

1,471 

3.0 

0.49 

Woodward  Treasury  MM/Woodward 

558 

2.9 

0.50 

•  Dividend  exempt  from  state  tax  in  states  that  permit  flow-through  of  US  government  interest,  a:  Net  of  absorption  of 

expenses  by  fund  sponsor. 

Sources:  Upper  Analytical  Services;  Forbes. 
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Tax-free 

As  with  taxable  money  funds,  ex- 
penses are  everything  in  tax-free  mon- 
ey markets.  There's  never  any  reason 
to  pay  more  than  the  maximum  0.57% 
in  annual  expenses  shown  here. 

Watch  the  little  "a."  That's  our 
symbol,  placed  just  to  the  right  of  the 
numbers  in  the  column  headed  "An- 
nual expenses  per  $100,"  for  funds 
whose  advisers  are  absorbing  some  of 
their  annual  overhead  costs.  These 
funds  are  on  sale — but  they  can  go 
back  to  hill  price  without  warning, 
zither  in  one  fell  swoop  or  in  incre- 
ments. Take  Dreyfus  Basic  Municipal 
Money  Market.  This  year  it  charged  a 
minuscule  0.09%  in  operating  ex- 
penses, but  last  year  it  charged  noth- 
ing. If  short-term  rates  stay  stable, 
that  kind  of  creeping  increase  will 
eventually  crimp  this  fund's  returns. 

Should  your  tax-free  money  fund 
be  single-state  (double-tax-free)  or 
national  (exempt  only  from  federal 
tax)?  If  you  get  a  single-state  hind, 
i'ou  will  save  a  modest  amount  of  state 
taxes.  Two  cautions  here.  One,  don't 
:orget  that  state  taxes  are  deductible 
3n  federal  returns;  that  may  lower 
/our  effective  benefit  from  a  double- 
tax-free  fund  to  only  some  15  basis 
joints  (hundredths  of  a  percent  of 
/ield).  Two,  keep  an  eye  on  those 
expenses.  High  expenses  can  easily 
erase  the  advantage  that  a  double-tax - 
rree  fund  offers  over  an  efficient  na- 
:ional  fund. 

In  many  states,  the  best  aftertax 
leal  is  on  the  previous  page  of  taxable 
noney  hinds.  A  money  fund  that 
nvests  purely  in  U.S.  Treasure's  is 
exempt  from  state  tax.  On  the  facing 
?age,  the  seven  funds  with  bullets  to 
:he  left  of  their  names  all  qualify. 

For  investors  with  at  least  $25,000 
»vho  don't  need  checkwriting  privi- 
eges,  the  preferred  stock  of  closed- 
end  municipal  bond  funds  is  an  excel- 
ent  deal.  Offered  by  such  firms  as 
SJuveen  and  Van  Kampen  Merritt, 
this  short-term  paper  (usually  matur- 
ng  in  7  to  28  days)  has  next  to  no 
tredit  risk,  comes  without  any  man- 
igement  fee  and  can  be  bought  with- 
out commission  through  most  full- 
;ervice  and  discount  brokers. 


money  funds 


Fund/distributor 

Assets 
($mil) 

Last  12  months 

rpfri irn  f mm 

ICLUI II  1 1  Ul II 

income  dividends 

Annual 

py  nfinc.Pt; 
CALPCI  IOCS 

per  $100 

Renham  Calif  Tax-Frpp  MM/Rpnham 

$393 

2.0% 

$0.51 

Benham  Calif  Tax-Free  Muni  MM/Benham 

245 

2.1 

0.51 

California  Daily  Tax-Free  Inc/Reich  &  Tang 

132 

2.1 

0.35a 

Dreyfus  Basic  Muni  MM/Dreyfus 

965 

2.5 

0.09a 

Dreyfus  Connecticut  Muni  MM/Dreyfus 

248 

2.2 

0.19a 

Dreyfus  Mass  Muni  MM/Dreyfus 

111 

2.1 

0.28a 

Dreyfus  NJ  Muni  MM/Dreyfus 

779 

2.1 

0.35a 

Dreyfus  Penn  Muni  MM/Dreyfus 

137 

2.4 

0.25a 

Evergreen  Tax  Exempt  MM/Lieber 

431 

2.4 

0.30a 

Fidelity  Tax-Exempt  MM/Fidelity 

3,451 

2.2 

0.53 

General  Calif  Municipal  MM/Dreyfus 

728 

2.2 

0.32a 

General  NY  Municipal  MM/Dreyfus 

677 

2.1 

0.32a 

HighMark  Calif  Tax-Free/Winsbury 

114 

2.0 

0.57a 

Kemper  Money  Market-Tax-Exempt/ Kemper 

800 

2.3 

0.41 

Nations-Tax-Exempt-Investor  A/Nations 

190 

2.1 

0.50a 

Salomon  Brothers  NY  Muni  MM/Salomon 

216 

2.3 

0.41 

Spartan  Calif  Municipal  MM/Fidelity 

1,233 

2.4 

0.21 

Spartan  Connecticut  Muni  MM/Fidelity 

162 

2.0 

0.24 

Spartan  Florida  MM/Fidelity 

367 

2.3 

0.18 

Spartan  Mass  Municipal  MM/Fidelity 

353 

2.0 

0.40 

Spartan  Muni  Money/Fidelity 

2,432 

2.4 

0.32 

Spartan  New  Jersey  Muni  MM/Fidelity 

389 

2.2 

0.29 

Spartan  New  York  Municipal  MM/Fidelity 

535 

2.0 

0.50 

Spartan  Pennsylvania  Muni  MM/Fidelity 

225 

2.2 

0.55 

USAA  Tax-Exempt-Calif  MM/USAA 

248 

2.2 

0.49 

USAA  Tax-Exempt-Money  Market/USAA 

1,590 

2.3 

0.40 

Vanguard  Calif  Tax-Free-MM/Vanguard 

1,108 

2.3 

0.19 

Vanguard  Muni  Bond-MM/Vanguard 

4,282 

2.4 

0.19 

Vanguard  NJ  Tax-Free-MM/Vanguard 

797 

2.2 

0.20 

Vanguard  Ohio  Tax-Free-MM/Vanguard 

140 

2.3 

0.21 

Vanguard  Penn  Tax-Free-MM/Vanguard 

1,037 

2.3 

0.20 

Woodward  Tax-Exempt  MM/Woodward 

467 

2.0 

0.51 

a:  Net  of  absorption  of  expenses  by  fund  sponsor. 
Sources:  Upper  Analytical  Services;  Forbes. 
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d  distributors 


Don't  just  order  the  prospectus  when 
you  call  the  distributor  listed  below. 
The  prospectus  describes  what  the 
fund  can  own;  the  annual  and  semian- 
nual reports  describe  what  the  fund 
does  own.  Ask  for  the  latest  version  of 
all  three.  More  meticulous  investors 
will  also  request  the  fund's  statement 
of  additional  information,  which 
gives  still  more  detail.  These  docu- 
ments are  not  light  reading.  But  mu- 
tual fund  investing  is  not  as  simple  as  it 
used  to  be,  and  forewarned  is  fore- 
armed. For  each  distributor,  we  show 
address,  telephone  number  and  the 
investment  required  to  open  an  ac- 
count at  its  funds. 


Fund/minimum  initial  investment  ($) 

AAL  Capital  Management 

222  West  College  Avenue 
Appleton,  Wl  54919-0007 
(800)  553-6319 

AAL  Bond  Fund/ 1,000 
AAL  Capital  Growth/ 1,000 
AAL  Municipal  Bond/ 1,000 
AAL  Smaller  Company  Stock/ 1,000 

ABT  Financial  Services 

340  Royal  Palm  Way 
Palm  Beach,  FL  33480 
(800)  553-7838 

ABT  Growth  &  Income  Trust/ 1,000 
ABT  Invest-Emerging  Growth/ 1,000 
ABT  Southern  Master-FIa  T-F/ 1,000 
ABT  Utility  Income/ 1,000 

Acorn  Investment  Trust 

227  West  Monroe  Street 
Chicago,  IL  60606-5016 

(312)  634-9200  (local);  (800)  922-6769 

Acorn  Fundt 

Acorn  International  Fundt 

Addison  Capital  Fund/ 1,000 
1608  Walnut  Street 
Philadelphia,  PA  19103 
(800)  526-6397 


Fund 

Symbol 

Balanced 

DA 
DM 

Foreign  stock 

FS 

Global  bond 

GB 

Global  stock 

GS 

Junk  bond 

JU 

Money  market 

MM 

Municipal  bond 

MU 

Stock 

ST 

Taxable  bond 

BD 

Type       Fund /minimum  initial  investment  ($)  Type 

Advest  Group 

280  Trumbull  Street 
Hartford,  CT  06103 

(203)  525-1421  (local);  (800)  243-8115 

BD       Advantage  Government  Securities/ 500  BD 

ST       Advantage  Growth  Fund/ 500  ST 

MU       Advantage  High  Yield  Bond/ 500  JU 

ST       Advantage  Income  Fund/ 500  BA 

Advantage  Special  Fund/ 500  ST 

Scottish  Widows  International/ 1,000  FS 

AIM  Distributors 

Eleven  Greenway  Plaza 


Houston,  TX  77046 

ST 
ST 

(713)  626-1919  (local);  (800)  347-1919 

MU 

AIM  Aggressive  Growtht 

ST 

ST 

AIM  Balanced  Fund-A/500 

BA 

AIM  Equity-Charter/ 500 

ST 

AIM  Equity-Constellation/ 500 

ST 

AIM  Equity-Weingarten/500 

ST 

AIM  Government  Securities-A/500 

BD 

AIM  Growth  Fund-A/500 

ST 

ST 

AIM  High  Yield-A/500 

JU 

FS 

AIM  Income  Fund-A/500 

BD 

ST 

AIM  International-Equity/ 500 

FS 

AIM  Limited  Maturity  Treas  Shares/500 

BD 

AIM  Municipal  Bond-A/500 

MU 

AIM  Summit  Fund** 

ST 

AIM  Utilities  Fund-A/500 

ST 

AIM  Value  Fund-A/500 

ST 

Fred  Alger  &  Co 

30  Montgomery  Street 

Jersey  City,  NJ  07302 

(800)  992-3863 

Alger  Fund-Growthi 

ST 

Alger  Fund-Small  Capitalization^ 

ST 

Fund/minimum  initial  investment  ($) 

Alliance  Fund  Services 

500  Plaza  Drive 
Secaucus,  NJ  07094 
(800)  247-4154 

Alliance  Balanced  Shares-A/250 
Alliance  Bond-Corporate  Bond-A/250 
Alliance  Bond-US  Government-A/250 
Alliance  Conservative  lnvestors-A/250 
Alliance  Counterpoint  Fund-A/250 
Alliance  Fund-A/250 
Alliance  Funds-Balanced-A/250 
Alliance  Global  Small  Cap-A/250 
Alliance  Growth  &  lncome-A/250 
Alliance  Growth  Fund-A/250 
Alliance  Growth  lnvestors-A/250 
Alliance  Income  Builder-A/250 
Alliance  International  Fund-A/250 
Alliance  Mortgage  Sees  lncome-A/250 
Alliance  Mortgage  Strategy  Trust-A/250 
Alliance  Multi-Market  Strategy-A/250 
Alliance  Muni  lncome-Calif-A/250 
Alliance  Muni  Income-Ins  Calif-A/250 
Alliance  Muni  Income-Ins  Natl-A/250 
Alliance  Muni  lncome-National-A/250 
Alliance  Muni  Income-New  York-A/250 
Alliance  New  Europe-A/250 
Alliance  North  American  Govt  lnc-A/250 
Alliance  Premier  Growth-A/250 
Alliance  Quasar  Fund-A/250 
Alliance  Short-Term  Multi-Market-A/250 
Alliance  Technology  Fund-A/250 
Alliance  World  Income  Trust/ 10,000 
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und/ minimum  initial  investment  ($) 

MPS  Mutual  Funds/ 1,000 
)70  Seventeenth  Street 
)enver,  CO  80202 

303)  623-2577  (local);  (800)  392-2673 

\mbassador7  500 

)ne  Exchange  Place 
Boston,  MA  02109 
800)  892-4366 

\merican  Capital 

1800  Post  Oak  Boulevard 
Houston,  TX  77056 

713)  993-0500  (local);  (800)  421-5666 


Type 

ST 


MU 


American 
merican 
American 
American 
American 
American 
American 
American 
American 
American 
American 
American 
American 
American 
American 
American 


Capital  Comstock  Fund-A/500 
Capital  Corp  Bond-A/500 
Capital  Emerging  Growth-A/500 
Capital  Enterprise  Fund-A/500 
Capital  Equity  lncome-A/500 
Capital  Global  Equity-A/500 
Capital  Global  Govt-A/500 
Capital  Government  Secs-A/500 
Capital  Growth  &  Income/ 500 
Capital  Harbor-A/500 
Capital  High  Yield  lnv-A/500 
Capital  Muni  Bond-A/500 
Capital  Pace-A/500 
Capital  T-E-High  Yield-At 
Capital  T-E-lnsured-A/500 
Capital  US  Govt  lncome-A/500 


American  Funds  Group 

!33  South  Hope  Street 
.os  Angeles,  CA  90071-1443 
800)  421-9900 

Amcap  Fund/ 1,000 
American  Balanced  Fund/ 500 
American  High-Income  Trust/ 1,000 
American  Mutual  Fund/250 
3ond  Fund  of  America/ 1,000 
"apital  Income  Builder/ 1,000 

apital  World  Bond/ 1,000 

apital  World  Growth  &  Income/ 1,000 

uroPacific  Growth  Fund/250 

undamental  Investors/250 
-rowth  Fund  of  America/ 1,000 
Income  Fund  of  America  / 1 ,000 
ntermediate  Bond  Fund  of  America/ 1,000 
nvestment  Co  of  America/ 2 50 
New  Economy  Fund/ 1,000 
New  Perspective  Fund/ 250 
Smallcap  World  Fund/ 1,000 
Tax-Exempt  Bond  Fund  of  America/ 1,000 
Tax-Exempt  Fund  of  California  / 1,000 
US  Government  Securities/ 1,000 
Washington  Mutual  Investors/250 

American  Growth  Fund/ 500 

110  Seventeenth  Street 
Denver,  CO  80202 

(303)  623-6137*  (local);  (800)  525-2406 


ST 
BD 
ST 
ST 
BA 
GS 
GB 
BD 
ST 
BA 
JU 
MU 
ST 
MU 
MU 
BD 


ST 
BA 
JU 
ST 
BD 
ST 
GB 
GS 
FS 
ST 
ST 
BA 
BD 
ST 
ST 
GS 
GS 
MU 
MU 
BD 
ST 

ST 


Fund /minimum  initial  investment  ($)  Type 

American  Heritage  Corp/ 5,000  ST 
1370  Avenue  of  the  Americas 
New  York,  NY  10019 

(212)  397-3900  (local);  (800)  828-5050 

Amway  Management  Co/ 500  ST 

7575  East  Fulton  Street 
Ada,  Ml  49355 
(800)  346-2670 

Analytic  Optioned  Equity  Fund /  5,000  ST 
2222  Martin  Street 
Irvine.  CA  92715 

(714)  833-0294  (local);  (800)  374-2633 

Aquila  Distributors 

380  Madison  Avenue 
New  York,  NY  10017 

(212)  697-6666  (local);  (800)  228-4227 

Churchill  Tax-Free  Fund  of  Kentucky/ 1,000  MU 

Hawaiian  Tax-Free  Trust/ 1,000  MU 

Tax-Free  Fund  of  Colorado/ 1,000  MU 

Tax-Free  Trust  of  Arizona  / 1 ,000  M  U 

Tax-Free  Trust  of  Oregon/ 1,000  MU 

Atlas  Funds 

1901  Harrison  Street 
Oakland,  CA  94612 

(510)  446-4444  (local);  (800)  933-2852 

Atlas  California  Muni  Bond-A/2,500  MU 
Atlas  Growth  &  Income- A/ 2, 500  ST 
Atlas  US  Govt  &  Mortgage  Secs-A  /  2 , 500        B  D 

Robert  W  Baird  &  Co 

777  East  Wisconsin  Avenue 
Milwaukee,  Wl  53202 

(414)  765-3500  (local);  (800)  792-2473 

Baird  Blue  Chip/ 1,000  ST 
Baird  Capital  Development/ 1,000  ST 

Baron  Asset  Fund/ 2, 000  ST 

450  Park  Avenue 
New  York,  NY  10022 
(800)  992-2766 

Bartlett  Capital  Trust 

36  East  Fourth  Street 
Cincinnati.  OH  45202 

(513)  621-4612  (local);  (800)  800-4612 

Bartlett  Basic  Value/ 5,000  ST 
Bartlett  Fixed  Income/ 5,000  BD 
Bartlett  Value  International/ 5,000  FS 


Fund  /minimum  initial  investment  ($)  Type 

Benham  Capital  Management 

1665  Charleston  Road 
Mountain  View,  CA  94043 
(800)  321-8321 

Benham  Adjustable  Rate  Govt  Sees  / 1,000  BD 

Benham  Calif  Municipal  High  Yield/ 1,000  MU 

Benham  Calif  Tax-Free  Insured/ 1,000  MU 

Benham  Calif  Tax-Free  Intermediate/ 1,000  MU 

Benham  Calif  Tax-Free  Long-Term/ 1,000  MU 

BenhamCalif  Tax-Free  MM/ 1,000  MM 

Benham  Calif  Tax-Free  Muni  MM/ 1,000  MM 

Benham  Calif  Tax-Free  Short  Term/ 1,000  MU 

Benham  Capital  Preservation/ 1,000  MM 

Benham  Equity  Growth/ 1,000  ST 

Benham  European  Government  Bond/ 1,000  GB 

Benham  GNMA  Income/ 1,000  BD 

Benham  Gold  Equities  Index/ 1,000  GS 

Benham  Government  Agency/ 1,000  MM 

Benham  Income  &  Growth/ 1,000  ST 

Benham  Target  Maturities-2000/ 1,000  BD 

Benham  Target  Maturities-2005/ 1,000  BD 

Benham  Treasury  Note/ 1,000  BD 

Benham  Utilities  Income/ 1,000  ST 

Berger  Associates 

210  University  Boulevard 
Denver,  CO  80206 
(800)  333-1001 

Berger  One  Hundred/250  ST 
Berger  One  Hundred  and  One/250  ST 

Sanford  C  Bernstein  &  Co 

767  Fifth  Avenue 
New  York,  NY  10153 
(212)  756-4097* 

Bernstein  California  Muni/25,000 
Bernstein  Diversified  Municipal/25,000 
Bernstein  Govt  Short  Duration/ 25,000 
Bernstein  Intermediate  Duration/25,000 
Bernstein  International  Value/25,000 
Bernstein  New  York  Municipal/25,000 
Bernstein  Short  Duration  Plus/25,000 

Berwyn  Fund/ 10,000 
1189  Lancaster  Avenue 
Berwyn,  PA  19312 
(800)  824-2249 

BJB  Investment  Funds/2,500 

330  Madison  Avenue 
New  York,  NY  10017 
(800)  435-4659 

William  Blair 

222  West  Adams  Street 
Chicago,  IL  60606 
(800)  742-7272 

Wm  Blair-Growth  Fund  / 1,000  ST 
Wm  Blair-lncome  Fund/2,500  BD 
Wm  Blair-lnternational  Growth/ 5.000  FS 


MU 
MU 
BD 
BD 
FS 
MU 
BD 

ST 


GB 


[/ill  accept  collect  calls.   tClosed  to  new  investors.   tNo  minimum.   "Available  only  through  monthly  contractual  plan. 
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r,um  initial  r  fitment  {$)  Type 

Srandywine  Fund/ 25,000  ST 
c/o  Firstar  Trust  Co 
PO  Box  701 

Milwaukee,  Wi  53201-0701 
(BOO)  656-3017 

Alex  Brown  &  Sons 
135  East  Baltimore  Street 
Baltimore,  MD  21202 
(800)  767-3524 

Alex  Brown  Cash  Reserve-Treasury  / 1,500  MM 
Flag  Investors  Managed  Muni-A/2,000  MU 
Flag  Investors  Quality  Growth /2.000  ST 
Flag  Investors  Telephone  lncome-A/2,000  ST 
Flag  Investors  Total  Return  US  Treas-A/2,000  BD 
Flag  Investors  Value  Builder-A/2,000  BA 

Bull  &  Bear  Group 

Eleven  Hanover  Square 
New  York,  NY  10005 

(212)  363-1100  (local);  (800)  847-4200 

Bull  &  Bear  Gold  Investors/ 1,000  GS 
Bull  &  Bear  Special  Equities/ 1 ,000  ST 


Burnham  Securities  / 1,000 

ST 

1325  Avenue  ot  the  Americas 

New  York,  NY  10019 

(800)  874-3863 

California  Investment  Trust/ 10,000  MU 
44  Montgomery  Street 
San  Francisco,  CA  94104 

(415)  398-2727  (local);  (800)  225-8778 

Calvert  Group 

4550  Montgomery  Avenue 
Bethesda,  MD  20814 
(800)  368-2748 

Calvert-Ariel  Appreciation-A/2,000  ST 
Calvert-Ariel  Growth  Fundt  ST 
Calvert  Social  Inv-Equity-A/ 1,000  ST 
Calvert  Social  Inv-Managed  Growth-A/ 1,000  BA 
Calvert  Tax-Free  Reserves-Limited-A/2,000  MU 
Calvert  World  Values-Global  Equity-A/2,000  GS 


Capstone  Asset  Planning  Co 

5847  San  Felipe 

Houston,  TX  77057 

(800)  262-6631 

Capstone  Government  Income/ 10,000 

BD 

Capstone  US  Trend/ 200 

ST 

Cardinal  Group  of  Funds 

155  East  Broad  Street 

Columbus,  OH  43215 

(800)  282-9446  (local);  (800)  848-7734 

Cardinal  Fund/ 1,000 

ST 

Cardinal  Government  Obligations/ 1,000 

BD 

Carillon  Investments/ 500 

BA 

PO  Box  5304 

Cincinnati,  OH  45201 

(800)  999-1840 

Fund /minimum  initial  investment  ($)  Type 

Century  Shares  Trust/ 500  ST 

One  Liberty  Square 
Boston,  MA  02109 

(617)  482-3060*  (local);  (800)  321-1928 

CGM  Funds 

222  Berkeley  Street 
Boston,  MA  02116 

(617)  859-7714  (local);  (800)  345-4048 

CGM  Capital  Development  ST 
CGM  Mutual  Fund/2,500  BA 

Clipper  Fund/ 5,000  ST 
9601  Wilshire  Boulevard 
Beverly  Hills,  CA  90210 

(310)  247-3939  (local);  (800)  776-5033 

Cohen  &  Steers  Capital  Management/ 10,000  ST 
757  Third  Avenue 
New  York,  NY  10017 

(212)  832-3232  (local);  (800)  437-9912 

Colonial  Investment  Services 

One  Financial  Center 
Boston,  MA  02111 
(800)  225-2365 


Colonial 

Calif  Tax-Exempt-A/ 1,000 

MU 

Colonial 

Connecticut  Tax-Exempt-A/ 1,000 

MU 

Colonial 

Federal  Securities-A/ 1,000 

BD 

Colonial 

Fund-A/ 1,000 

BA 

Colonial 

Global  Equity-A/ 1,000 

GS 

Colonial 

Growth  Shares  Trust-A/ 1,000 

ST 

Colonial 

High-Yield  Muni-Bt 

BD 

Colonial 

High  Yield  Secs-A/ 1,000 

JU 

Colonial 

Income  Fund-A/ 1,000 

BD 

Colonial 

Mass  Tax-Exempt-A/ 1,000 

MU 

Colonial 

Natural  Resources-A/ 1,000 

GS 

Colonial 

New  York  Tax-Exempt-A/ 1 ,000 

MU 

Colonial 

Ohio  Tax-Exempt-A/ 1,000 

MU 

Colonial 

Small  Stock-A/ 1,000 

ST 

Colonial 

Strategic  Income-A/ 1,000 

BA 

Colonial 

Tax-Exempt-A/ 1,000 

MU 

Colonial 

Tax-Exempt  Insured-A/ 1,000 

MU 

Colonial 

US  Fund  for  Growth-A/ 1,000 

ST 

Colonial 

US  Government-A/ 1,000 

BD 

Colonial 

Utilities  Fund-A/ 1,000 

BA 

Fund /minimum  initial  investment  ($)  Ty 

Columbia  Funds  Management  Co 

PO  Box  1350 

Portland,  OR  97207-1350 
(800)  547-1707 

Columbia  Balanced  Fund/ 1,000 
Columbia  Common  Stock/ 1,000 
Columbia  Fixed  Income  Securities/ 1,000 
Columbia  Growth  Fund/ 1,000 
Columbia  International  Stock/ 1,000 
Columbia  Municipal  Bond/ 1,000 
Columbia  Special  Fund/2,000 

Common  Sense  Distributors 

3120  Breckinridge  Boulevard 
Duluth,  GA  30199-0001 
(800)  544-5445 

Common  Sense-Government/250 
Common  Sense-Growth/250 
Common  Sense-Growth  &  Income/250 
Common  Sense-MuniciDal  Bond/250 

Concord  Financial  Group 

155  West  55th  Street 
New  York,  NY  10019 
(800)  332-3863 

Pacific  Horizon-Aggressive  Growth/ 1,000 
Pacific  Horizon-Calif  Tax-Ex  Bond/ 1,000 
Pacific  Horizon-Capital  Income/ 1,000 
Pacific  Horizon-Prime-PH  / 1 ,000  lv 
Pacific  Horizon-Treasury-PH/ 1,000  f\. 
Pacific  Horizon-US  Govt  Sees/ 1,000 

Copley  Financial  Services  Corp/ 1,000 
PO  Box  3287 
Fall  River,  MA  02722 
(800)  424-8570 

Cowen  &  Co 

Financial  Square 
New  York,  NY  10005 

(212)  495-6000  (local);  (800)  221-5616 

Cowen  Income  +  Growth-A/ 1,000 
Cowen  Opportunity  Fund-A/ 1,000 


"  Wili  accept  collect  calls.  tClosed  to  new  investors. 
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)ean  Witter  Reynolds 

arborside  Financial  Center,  Plaza  2 
=rsey  City,  NJ  07311-3977 
800)  869-3863 

Jean  Witter  American  Value/ 1,000 
)ean  Witter  Calif  Tax-Free  Income/ 1,000 
)ean  Witter  Capital  Growth  Sees/ 1,000 
)ean  Witter  Convertible  Sees/ 1,000 
Jean  Witter  Developing  Growth  Sees/ 1,000 
)ean  Witter  Diversified  Income/ 1,000 
)ean  Witter  Dividend  Growth  Sees/ 1,000 
)ean  Witter  European  Growth/ 1,000 
Jean  Witter  Federal  Securities/ 1,000 
)ean  Witter  Global  Div  Growth/1,000 
)ean  Witter  Global  S-T  Income  / 1,000 
)ean  Witter  Health  Sciences/ 1,000 
)ean  Witter  High  Yield  Secst 
)ean  Witter  Intermediate  Income/ 1,000 
Jean  Witter  Managed  Assets/ 1,000 
Jean  Witter  M-S  Muni-Calif/ 1,000 
Jean  Witter  Natural  Resource  Devel/ 1,000 
Jean  Witter  NY  Tax-Free  Inc/ 1,000 
Jean  Witter  Pacific  Growth  / 1,000 
Jean  Witter  Prec  Metals  &  Minerals/ 1,000 
Jean  Witter  Short-Term  US  Treasury/ 10,000 
Jean  Witter  Strategist  Fund  / 1,000 
Jean  Witter  Tax-Exempt  Securities/ 1 ,000 
Jean  Witter  US  Goverment  Sees/ 1,000 
Jean  Witter  Utilities/ 1,000 
W  Witter  Value-Added  Mkt-Equity/ 1,000 
Jean  Witter  World  Wide  Income/ 1,000 
Jean  Witter  World  Wide  Investment/ 1,000 
'rime  Income  Trust/ 1,000 
"CW/DW  Core  Equity/ 1,000 
'CW/DW  Income  &  Growth/ 1,000 
"CW/DW  Latin  American  Growth  / 1,000 

Jelaware  Distributors 

818  Market  Street 
'hiladelphia,  PA  19103-3682 
800)  523-4640 


Jelaware 
Jelaware 
Jelaware 
Jelaware 
Jelaware 
Jelaware 
Jelaware 
Jelaware 
Jelaware 
Jelaware 
Jelaware 
Jelaware 


ST 
MU 
ST 
BA 
ST 
BA 
ST 
FS 
BD 
GS 
GB 
ST 
JU 
BD 
BA 
MU 
ST 
MU 
FS 
GS 
BD 
BA 
MU 
BD 
ST 
ST 
GB 
GS 
BD 
ST 
BA 
FS 


Group  Decatur  Income/250 
Group  Decatur  Total  Return/ 2 50 
Group  Delaware  Fund/250 
Group  Delcap  Fund  1/250 
Group  Delchester-A/250 
Group  International  Equity/250 
Group  Tax-Free  USA-A/ 1,000 
Group  Treas  Res  Intermed-A/ 1,000 
Group  Trend/250 
Group  US  Government-A/ 1,000 
Group  Value/250 
Tax-Free  Pennsylvania-A/ 1,000 


ST 
ST 
BA 
ST 
JU 
FS 
MU 
BD 
ST 
BD 
ST 
MU 


Jodge  &  Cox 

Ine  Sansome  Street 

ian  Francisco,  CA  94104 

415)  434-0311 

Dodge  &  Cox  Balanced  Fund/ 2, 500 

BA 

Dodge  &  Cox  Income  Fund/2,500 

BD 

Dodge  &  Cox  Stock  Fund/2,500 

ST 

The  Vanguard  Variable  Annuity  Plan 

NOW  YOU  HAVE  MORE  CHOICES 
FOR  TAX-DEFERRED  ASSET  BUILDING 

New  International  Portfolio 
Added  To  Vanguard's  No-Load  Line-Up 

Investors  in  the  Vanguard  Variable 
I 


I  Annuity  Plan  now  can  choose  from 
seven  no-load  Vanguard  portfolios  to 
create  programs  that  reflect  their 
personal  long-term  investment  goals: 
money  market,  high-quality  bond, 
balanced,  indexed  equity  equity 
income,  growth  equity,  plus  the  new 
international  portfolio. 

There  are  no  sales  commissions  or 
"surrender"  charges.  And  to  lower  the 
cost  of  investing  still  further,  the  Plan 
has  maintained  annual  expenses  of 
about  less  than  one-half  the  expenses 
of  the  average  variable  annuity* 

This  Plan  is  well  suited  for  investors 
who  have  exhausted  other  methods  of 
tax-deferred  investing,  such  as  IRAs, 
SEPs,  and  Keoghs,  and  for  those  who 


wish  to  make  larger  contributions  than 
qualified  retirement  plans  allow. 

The  minimum  initial  investment  is 
only  $5,000. 

Call  1-800-231-7839 
For  a  Free  Information  Kit. 

The  Kit  includes  prospectuses  that  contain 
more  complete  information  on  advisory 
fees  and  other  expenses.  Please  read  them 
carefully  before  you  invest  or  send  money. 
The  Vanguard  Variable  Annuity  Plan  is 
issued  by  National  Home  Life  Assurance 
Company  of  Valley  Forge,  PA,  a  member  of 
the  Capital  Holding  family  (for  New  York 
residents  by  National  Home  Life  Assurance 
Company  of  New  York). 
©  Vanguard  Marketing  Corp.,  Distributor 
*Source:  Morningstar,  Inc. 
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Flat  Fee  Trading  just  got  flatter! 

Trade  any  NASDAQ/0TC  stock,  in  any  amount 


Our  fees  may  be  flat,  but  our  service  isn't. 

If  you  call  us  during  market  hours  to  place  an  order  in  a  NASDAQ/OTC  stock,  we 
guarantee  to  answer  your  call  by  the  third  ring.  If  we  don't,  your  trade  is  FREE. 
Call  National  Discount  Brokers  for  your  new  account  kit  today. 

NDB  offers  the  following  additional  premium 

services: 

Stop  orders  on  all  NASDAQ  stocks 
24  hour  touch  tone  trading  with  a 
20%  discount  on  the  transaction  fee 
No  fee  IRA* 

Free  cash  management  account 
(ProCash  Plus)* 
No  fee  checking  on  all  Alliance 
money  market  funds 
Competitive  rates  on  all  credit  balances 
Instant  execution  on  most  equity  trades 
Money  back  service  guarantee.  If  you're 
dissatisfied  for  any  reason,  just  tell  us 
and  your  transaction  fee  will  be  returned 

♦$10,000  minimum  balance. 


National  Discount 

BROKERS 

Discounting  Redefined 

1-800-4-1-PRICE 

Fax  (212)  248-2845 

Member  NASD  and  SIPC 
New  York  .  Los  Angeles  •  Chicago 
Dallas  •  West  Palm  Beach 

All  accounts  protected  up  to  $10  million 


Forbes  ■  August  29,  1994 


DISTRIBUTORS 


■ 


SURVEY 


.Mir,  v.-     stment  ($) 


Dreyfus  Service  Corp 
144  Glenn  Curtiss  Boulevard 
Uniondale,  NV  11556-0144 
(800)  645-656  i 

Comstock  Partners  Strategy-A/2,500  BD 

Dreyfus  A  Bonds  Plus/2,500  BD 

Dreyfus  Appreciation  Fund/2,500  ST 

Dreyfus  Balanced  Fund  12, 500  BA 

Dreyfus  Basic  Money  Market/25,000  MM 

Dreyfus  Basic  Municipal  MM /25, 000  MM 

Dreyfus  Calif  Intermed  Muni  Bond/2,500  MU 

Dreyfus  Calif  Tax-Exempt  Bond/2,500  MU 

Dreyfus  Capital  Growth/2,500  ST 

Dreyfus  Capital  Value-A/2,500  ST 

Dreyfus  Conn  Intermed  Muni  Bond  12, 500  MU 

Dreyfus  Conn  Municipal  MM/2,500  MM 

Dreyfus  Edison  Electric  Index/2,500  ST 

Dreyfus  Florida  Intermed  Muni  Bond/2,500  MU 

Dreyfus  Fund/2, 500  ST 

Dreyfus  Global  Growth/2,500  GS 

Dreyfus  GNMA  Fund/ 2,500  BD 

Dreyfus  Growth  &  Income/2,500  ST 

Dreyfus  Growth  Opportunity/2,500  ST 

Dreyfus  Insured  Municipal  Bond/2,500  MU 

Dreyfus  I  ntermed  M  uni  Bond  /  2 , 500  M  U 

Dreyfus  International  Equity/2,500  FS 

Dreyfus  Massachusetts  Muni  MM  12, 500  MM 

Dreyfus  Mass  Tax-Exempt  Bond/2,500  MU 

Dreyfus  Municipal  Bond/ 2, 500  MU 

Dreyfus  NJ  Intermed  Muni  Bond/2,500  MU 

Dreyfus  New  Jersey  Muni  Bond/2,500  MU 

Dreyfus  New  Jersey  Muni  MM/2,500  MM 

Dreyfus  New  Leaders/2,500  ST 

Dreyfus  NY  Insured  T-E  Bond/2,500  MU 

Dreyfus  NY  T-E  Bond  12, 500  MU 

Dreyfus  NY  T-E  Intermed  Bond/2,500  MU 

Dreyfus  100%  US  Treasury  I  ntermed/ 2, 500  BD 
Dreyfus  100%  US  Treasury  Long  Term/2,500  BD 

Dreyfus  100%  US  Treasury  S-T/2,500  BD 

Dreyfus  Pennsylvania  Municipal  MM  12, 500  MM 

Dreyfus  Short-Intermediate  Govt/2,500  BD 

Dreyfus  Short- 1  ntermed  Muni  Bond/2, 500  MU 

Dreyfus  Short-Term  I  ncome  /  2 , 500  B  D 

Dreyfus  Strategic  Growth  /  2 , 500  ST 

Dreyfus  Strategic  Income/2,500  BD 

Dreyfus  Strategic  lnvesting-A/2,500  ST 

Dreyfus  Third  Century/2,500  ST 

First  Prairie  Diversified  Asset-A/ 1,000  BA 

General  California  Municipal  Bond  12, 500  MU 

General  California  Municipal  MM/2,500  MM 

General  Municipal  Bond/2,500  MU 

General  New  York  Municipal  Bond/2,500  MU 

General  New  York  Municipal  MM/2,500  MM 

Peoples  Index  Fund  12, 500  ST 

Peoples  S&P  MidCap  lndex/2,500  ST 


Type       Fund /minimum  initial  investment  ($) 

Premier  California  Muni  Bond-A/ 1,000 
Premier  Global  lnvesting-A/2,500 
•  Premier  GNMA  Fund-A/ 1,000 
Premier  Municipal  Bond-A/ 1,000 
Premier  New  York  Municipal  Bond-A/ 1,000 
Premier  State  Muni-Connecticut-A/ 1,000 
Premier  State  Muni-Florida-A/ 1,000 
Premier  State  Muni-Maryland-A/ 1,000 
Premier  State  Muni-Michigan-A/ 1,000 
Premier  State  Muni-Minnesota-A/ 1,000 
Premier  State  Muni-NC-A/ 1 ,000 
Premier  State  Muni-Ohio-A/ 1,000 
Premier  State  Muni-Pennsylvania-A/ 1,000 


Type       Fund/minimum  initial  investment  ($) 


Dupree  Investment  Advisors/ 100 

PO  Box  1149 
Lexington,  KY  40589 

(606)  254-7741  (local);  (800)  866-0614 

Eaton  Vance  Distributors 

24  Federal  Street 
Boston,  MA  02110 

(617)  482-8260  (local);  (800)  225-6265 

EV  Equity-Income  Trust/ 1,000 

EV  Growth  Fund/ 1,000 

EV  Income  Fund  of  Boston/ 1,000 

EV  Marathon  California  Munis/ 1,000 

EV  Marathon  Florida  Tax-Free/ 1,000 

EV  Marathon  High  Income/ 1,000 

EV  Marathon  Massachusetts  Tax-Free/ 1,000 

EV  Marathon  Michigan  Tax-Free/ 1,000 

EV  Marathon  Natl  Ltd  Mat  T-F/ 1,000 

EV  Marathon  National  Municipals/ 1,000 

EV  Marathon  New  Jersey  Tax-Free/ 1,000 

EV  Marathon  New  York  Tax-Free/ 1,000 

EV  Marathon  Ohio  Tax-Free/ 1,000 

EV  Marathon  Pennsylvania  Tax-Free/ 1,000 

EV  Marathon  S-T  Strategic  Income/ 1,000 

EV  Municipal  Bond/ 1,000 

EV  Prime  Rate  Reserves/ 5,000 

EV  Special  Equities/ 1,000 

EV  Stock  Fund/ 1,000 

EV  Traditional  Govt  Obligations/ 1,000 

EV  Traditional  Investors/ 1 ,000 

EV  Traditional  Total  Return/ 1,000 

EBi  Funds 

1315  Peachtree  Street  NE 
Atlanta,  GA  30309 
(800)  554-1156 

EBI  Equity  Fund/25,000 
EBI  Flex  Fund/25,000 

Eclipse  Financial  Services 

PO  Box  2196 

Peachtree  City,  GA  30269 

(404)  631-0414*  (local);  (800)  872-2710 

Eclipse  Financial  Asset-Balanced/ 1,000 
Eclipse  Financial  Asset-Equity/ 1,000 


MU 
GS 
BD 
MU 
MU 
MU 
MU 
MU 
MU 
MU 
MU 
MU 
MU 

MU 


ST 
ST 
JU 
MU 
MU 
JU 
MU 
MU 
MU 
MU 
MU 
MU 
MU 
MU 
GB 
MU 
BD 
ST 
ST 
BD 
BA 
ST 


ST 
BA 


Emerald  Asset  Management/3,000 

150  Second  Avenue  North 
St  Petersburg,  FL  33701 
(800)  637-6336 

Enterprise  Group 

3343  Peachtree  Road  NE 
Atlanta,  GA  30326 
(800)  432-4320 

Enterprise  Group-Capital  Apprec/ 1,000 
Enterprise  Group-Government  Sees/ 1,000 
Enterprise  Group-Growth  &  Income/ 1,000 
Enterprise  Group-Growth/ 1,000 
Enterprise  Group-lntl  Growth  / 1,000 

FAM  Value  Fund/2,000 

PO  Box  399 
Cobleskill,  NY  12043 

(518)  234-7400  (local);  (800)  932-3271 

FBL  Investment  Advisory  Services/250 

5400  University  Avenue 
West  Des  Moines,  IA  50266 
(515)  225-5400 

Federated  Securities  Corp 

Federated  Investors  Tower 
Pittsburgh,  PA  15222-3779 
(800)  245-0242 

American  Leaders  Fund-A/ 500 
Federated  Growth  Trust/25,000 
Federated  High  Yield  Trust/25,000 
Federated  Stock  Trust/25,000 
Federated  US  Government  Bond/ 25,000 
First  Union-Balanced-B/ 1,000 
First  Union-High  Grade  Tax-Free-B/ 1,000 
First  Union-Value-B/ 1,000 
Fortress  Adjustable  Rate  US  Govt/ 1,500 
Fortress  Municipal  Income/ 1,500 
Fortress  Utility  Fund/ 1,500 
Fund  for  US  Government  Secs-A/500 
Government  Income  Securities/ 1,500 
Intermediate  Municipal  Trust/25,000 
International  Equity  Fund-A/ 500 
Investment  Series-Fortress  Bond/ 1,500 
Investment  Series-High  Quality  Stock/ 500 
Liberty  Equity  lncome-A/500 
Liberty  High  Income  Bond-A/ 500 
Liberty  Municipal  Securities-A/500 
Liberty  Utility  Fund-A/ 500 
Stock  &  Bond  Fund-A/25,000 
Tower-Capital  Appreciation/ 1,000 


BA 

ST 


I   i      tClosed  to  new  investors.   "Available  only  through  monthly  contractual  plan. 
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Th  in  k 

International. 

Th  ?  n  h 

Twentieth 
Century. 


Introducing  Twentietk  Century's 
newest  international  growth  fund. 

Now  there  are  two  reasons  to  do  your  international  investing 
with  Twentieth  Century.  That's  because  we  now  offer  two  different 
international  funds: 


INTERNATIONAL 
MERGING  GROWTH 


This  fund  was  introduced  April  1, 1994. 
Its  primary  focus  is  on  rapidly  growing, 
"emerging"  companies.  The  fund  is  not 
restricted  geographically  or  confined  to  markets  in  developing  countries. 
It  invests  in  smaller  companies  in  developed  nations,  and  can  invest  up  to 
half  of  its  portfolio  in  companies  in  countries  with  emerging  markets. 

This  fund  invests  primarily  in  larger, 
more  seasoned  companies  of  developed 
countries.  And  so  far,  it's  proving  itself. 
The  fund's  total  cumulative  return  for  the  period  beginning  May  31, 1991, 
and  ending  June  30, 1994,  is  57.7%.*  By  comparison,  the  EAFE*  Index, 
an  index  of  unmanaged  international  stocks,  had  a  29.5%  total  cumula- 
tive return  for  the  same  time  period. 

To  find  out  more,  call  or  write  for  a  free  World  Investors  Kit,  which 
contains  a  prospectus  with  more  complete  information,  including  charges, 
expenses  and  minimums.  Investments  in  foreign  securities  involve  a 
greater  risk,  and  in  the  case  of  International  Emerging  Growth  significantly 
greater  risk,  than  investments  in  domestic  securities. 
Please  read  the  prospectus  carefully  before  investing. 

Call  today,  toll-free: 

1-800-345-2021 

P.O.  Box  419200,  Kansas  City,  MO  64141-6200 

Investments  That  Work' 


©  1994  Twentieth  Century  Services.  Inc 
FBS 


*  23.0%  and  16.3%  are  International  Equity's  1 -year  and  since  inception  (5/9/91)  average  annual  total  returns 
as  of  June  30,  1994.  "Data  quoted  represents  past  performance  and  assumes  reinvestment  of  all  distributions. 
Investment  return  and  principal  value  will  fluctuate,  and  redemption  value  may  be  more  or  less  than  original  cost.  ■ 
The  Morgan  Stanley  Europe,  Australia,  Far  East  (EAFE")  Index  is  a  widely  followed  group  of  stocks  from  20  different 
countries,  and  it  is  not  an  investment  product  available  for  purchase.  Source:  Lipper  Analytical  Services 


TWO  INTERNATIONAL  FUNDS  FROM  TWENTIETH  CENTURY. 


DISTRIBUTOR 


URIflY 

A 

mi       ii  estqwnf ($)  Type 

Fidelity  Michigan  Tax-F  ree  High  Yield/2,500  MU 

Fidelity  Minnesota  Tax-Free/ 2, 500  MU 

fidelity  Mortgage  Securities/2,500  BD 

Fidelity  New  Markets  Income/2,500  GB 

Fidelity  New  Millennium/2,500  ST 

Fidelity  NY  Tax-Free  High  Yield/2,500  MU 

Fidelity  NY  Tax-Free  Insured/2,500  MU 

Fidelity  Ohio  Tax-Free  High  Yield/2,500  MU 

Fidelity  OTC  Portfolio/2,500  ST 

Fidelity  Overseas  Fund/ 2, 500  FS 

Fidelity  Pacific  Basin/2,500  FS 

Fidelity  Puritan  Fund/2,500  BA 

Fidelity  Real  Estate  Investment/2,500  ST 

Fidelity  Retirement  Growth/ 500  ST 

Fidelity  Select-American  Gold/2,500  GS 

Fidelity  Select-Automotive/2,500  ST 

Fidelity  Select-Biotechnology/2,500  ST 

Fidelity  Select-Brokerage  &  lnv/2,500  ST 

Fidelity  Select-Chemicals/2, 500  ST 

Fidelity  Select-Corn  puters  /  2 , 500  ST 

Fidelity  Select-Construct  &  Housing/2,500  ST 

Fidelity  Select-Developing  Commun/2,500  ST 

Fidelity  Select-Electronics / 2 , 500  ST 

Fidelity  Select-Energy/2,500  ST 

Fidelity  Select-Energy  Service/2,500  ST 

Fidelity  Select-Environment  Services/2,500  ST 

Fidelity  Select-Financial  Services/2,500  ST 

Fidelity  Select-Food  &  Agriculture/2,500  ST 

Fidelity  Select-Health  Care/2,500  ST 

Fidelity  Select-Home  Finance/2,500  ST 

Fidelity  Select-Industrial  Equipment/2,500  ST 

Fidelity  Select-Industrial  Materials/2,500  ST 

Fidelity  Select-Leisure/2,500  ST 

Fidelity  Select-Medical  Delivery/2,500  ST 

Fidelity  Select-Multimedia/2,500  ST 

Fidelity  Select-Natural  Gas/2,500  ST 

Fidelity  Select-Paper  &  Forest  Prods/2,500  ST 

Fidelity  Select-Prec  Metals  &  Mins/2,500  FS 

Fidelity  Select-Regional  Banks/2,500  ST 

Fidelity  Select-Retailing/2, 500  ST 

Fidelity  Select-Software  &  Computer/2,500  ST 

Fidelity  Select-Technology/ 2, 500  ST 

Fidelity  Select-Telecommunications/2,500  ST 

Fidelity  Select-Utilities/2, 500  ST 

Fidelity  Short-Intermediate  Govt/2,500  BD 

Fidelity  Short-Term  Bond  Port/2,500  BD 

Fidelity  Short-Term  World  Income/2,500  GB 

Fidelity  Small  Cap  Stock/2,500  ST 

Fidelity  Southeast  Asia/2,500  FS 

Fidelity  Stock  Selector/ 2, 500  ST 

Fidelity  Tax-Exempt  Money  Market/ 5,000  MM 

Fidelity  Tax-Free-Aggressive/ 2, 500  MU 

Fidelity  Tax-Free-High  Yield/2,500  MU 

Fidelity  Tax-Free-Insured/ 2, 500  MU 

Fidelity  Tax-Free-Ltd  Term  Munis/2,500  MU 

Fidelity  Tax-Free-Municipal  Bond/2,500  MU 

Fidelity  Trend  Fund  /  2 , 500  ST 

fidelity  Utilities  Income/2,500  ST 

!iity  Value  Fund/2,500  ST 

.  Vi  rldwiOf  rund/2,500  GS 


Fund/minimum  initial  investment  ($) 

Spartan  Calif  Muni  High  Yield/ 10,000 
Spartan  Calif  Muni  MM/25,000 
'Spartan  Conn  Muni  High  Yield/ 10,000 
Spartan  Conn  Muni  MM/25,000 
Spartan  Florida  Money  Market/25,000 
Spartan  Florida  Muni  High  Yield/ 10,000 
Spartan  Ginnie  Mae/ 10,000 
Spartan  Government  Income/ 10,000 
Spartan  High  Income/ 10,000 
Spartan  Intermediate  Municipal/ 10,000 
Spartan  Investment  Grade  Bond/ 10,000 
Spartan  Limited  Maturity  Govt/ 10,000 
Spartan  Mass  Muni  MM/25,000 
Spartan  Money  Market/20,000 
Spartan  Municipal  Income/ 10,000 
Spartan  Municipal  Money/25,000 
Spartan  New  Jersey  Muni  High  Yield/ 10,000 
Spartan  New  Jersey  Municipal  MM/25,000 
Spartan  New  York  Muni  High  Yield/ 10,000 
Spartan  New  York  Municipal  MM/25,000 
Spartan  Penn  Muni  High  Yield/ 10,000 
Spartan  Penn  Muni  MM/25,000 
Spartan  Short-Intermediate  Muni/ 10,000 
Spartan  Short-Term  Income/ 10,000 
Spartan  US  Government  MM/20,000 
Spartan  US  Treasury  MM/20.000 

Fiduciary  Management 

225  East  Mason  Street 
Milwaukee,  Wl  53202 
(800)  338-1579 

Baird  Adjustable  Rate  Income/ 1,000 
Fiduciary  Capital  Growth  Fund/ 1,000 
Reynolds  Blue  Chip  Growth/2.000 

First  Eagle  Fund  of  America/ 5,000 

45  Broadway 

New  York,  NY  10006 

(212)  943-9200  (local);  (800)  451-3623 

First  Investors  Management  Co 

95  Wall  Street 
New  York,  NY  10005 
(800)  423-4026 


Type       Fund /minimum  initial  investment  ($) 


First  Omaha  Equity  Fund/ 500 

1900  East  Dublin-Granville  Road 
Columbus,  OH  43229 
(800)  662-4203 


MU 
MM 
MU 


MU 
BD 
BD 
JU 
MU 
BD 
BD 


MU 
MM 
MU 
MM 
MU 
MM 
MU 
MM 
MU 
BD 
MM 
MM 


BD 
ST 
ST 

ST 


First 

Investors  Blue  Chip/ 1,000 

ST 

First 

Investors  Fund  for  Income/ 1,000 

JU 

First 

Investors  Global  Fund/ 1,000 

GS 

First 

Investors  Government/ 1,000 

BD 

First 

Investors  High  Yield/ 1,000 

JU 

First 

Investors  Insured  Tax-Exempt/ 1,000 

MU 

First 

Investors  NY  Insured  Tax-Free/ 1,000 

MU 

First 

Investors  Special  Situations/ 1,000 

ST 

First 

Investors  Total  Return/ 1,000 

BA 

First 

Investors  Utilities  Income/ 1,000 

ST 

ST 


Flagship  Financial 

One  First  National  Plaza 
Dayton,  OH  45402 

(513)  461-0332  (local);  (800)  227-4648 

Flagship  Tax-Ex-AII-American-A/3,000 
Flagship  Tax-Ex-Conn  Double-A/3,000 
Flagship  Tax-Ex-Florida  Double/3,000 
Flagship  Tax-Ex-Ga  Double-A/3,000 
Flagship  Tax-Ex-Ky  Triple-A/ 3, 000 
Flagship  Tax-Ex-Limited  Term/3,000 
Flagship  Tax-Ex-Michigan  Triple-A/3,000 
Flagship  Tax-Ex-Missouri  Double-A/3,000 
Flagship  Tax-Ex-NC  Triple-A/3,000 
Flagship  Tax-Ex-Ohio  Double-A/3,000 
Flagship  Tax-Ex-Tennessee  Double-A/3,000 
Flagship  Tax-Ex-Virginia  Double-A/3,000 
Flagship  Utility  lncome-A/3,000 

Flex  Funds/2,500 

PO  Box  7177 
Dublin,  OH  43017 

(614)  766-7000  (local);  (800)  325-3539 

Fortis  Financial  Group 

PO  Box  64284 
St  Paul,  MN  55164 

(612)  738-4000*  (local);  (800)  800-2638 

Fortis  Advantage-Asset  Allocation/ 500 

Fortis  Advantage-Capital  Apprec/500 

Fortis  Capital  Fund/ 500 

Fortis  Fiduciary  Fund/ 500 

Fortis  Growth  Fund/ 500 

Fortis  US  Government  Securities/ 500 

Forum  Financial  Services 

Two  Portland  Square 
Portland,  ME  04101 
(207)  879-1900 

Oak  Hall  Equity/ 10,000 
Sound  Shore  Fund/ 10,000 


tClosed  to  new  investors. 
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The 

Gabelli 

Asset 

Fund 


The  Gabelli  Asset  Fund  is  a  no-load  mutual  fund  seeking  long- 
term  growth  of  capital.  It  employs  an  asset  value  approach -a  fundamental 
investment  philosophy -investing  in  companies  selling  below  their  private 
market  value. 


$1,000  Minimum  Initial  Investment 

-Ask  about  our  monthly  automatic  investment  plan  - 
For  a  prospectus,  please  call 

1-800-GABELLI 

Available 


1-800-422-3554 

Gabelli  &  Company,  Inc.  The  Gabelli  Asset  Fund 

One  Corporate  Center  •  Rye,  New  York  10580-1435 

The  prospectus  contains  more  complete  information,  including  fees  and  expenses. 
Read  it  carefully  before  you  invest  or  send  money. 


Vanguard  In  ter national  Equity  Index  Fund 

VANGUARD  CHARTS  AN  INDEX  STRATEGY 
TO  EUROPE  AND  THE  PACIFIC 


Through  the  European  and 
Pacific  Portfolios  of  Vanguard 
International  Equity  Index  Fund, 
investors  can  track  the  perfor- 
mance of  the  Morgan  Stanley 
Capital  International  Europe 
(Free)  and  Pacific  Indexes. 

This  strategy  offers  investors 
the  advantage  of  diversifying 
their  investments  beyond  U.S. 
markets,  and  the  opportunity  for 
low-cost  international  investing 
(the  1993  expense  ratio  for  the 
European  and  Pacific  Portfolios 
was  0.31%  and  0.32%,  respectively, 
compared  to  an  average  expense 
ratio  of  1.57%  for  international 
equity  funds*). 

Portfolios  are  neither  sponsored  by  nor 
affiliated  with  Morgan  Stanley  Capital 
International. 


If  you  are  among  the  inves- 
tors who  feel  that  exposure  to  the 
equity  markets  of  Europe,  the 
Pacific  Basin  or  both  has  a  place 
in  a  balanced,  long-term  invest- 
ment program,  you  may  wish  to 
consider  Vanguard  International 
Equity  Index  Fund. 
Minimum  initial  investment,  $3,000 
per  Portfolio;  $500  for  IRAs. 

Call  1-800-962-5089 
For  A  Free 
Information  Kit. 

The  Kit  contains  a  prospectus  with  more 
complete  information  on  transaction  fees, 
distribution  charges  and  other  expenses. 
Please  read  it  carefully  before  investing  or 
sending  money. 

*Lipper  Analytical  Services,  Inc. 

©  Vanguard  Marketing  Corp.,  Distributor 
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.  DISTRIBUTORS 

NMWY 


»';:aci/*ii)i8iuin  <'.:  :::.>  investment  ($) 

Type 

Franklin'  Ohio  insured  T-F  Income/ 100 

MU 

Franklin  Oregon  T-F  income/ 100 

MU 

Franklin  Pacific  Growth/ 100 

FS 

Franklin  Pennsylvania  T-F  Income/ 100 

MU 

Franklin  Puerto  Rico  T-F  Income/ 100 

MU 

Frankiin  Rising  Dividends/ 100 

ST 

Franklin  Short-lntermed  US  Govt/ 100 

BD 

Franklin  Small  Cap  Growth/ 100 

ST 

Franklin  Tax-Advantaged  US  Govt/2,500 

BD 

Franklin /Templeton  Global  Currency/ 100 

GB 

Franklin /Templeton  Hard  Currency/ 100 

GB 

Franklin  Texas  T-F  Income/ 100 

IVIU 

Franklin  US  Government  Sees/ 100 

BD 

Franklin  Utilities  Fund/ 100 

ST 

Franklin  Virginia  T-F  Inromp / 1  DO 

MU 

Franklin's  AGE  High  Income/ 100 

JU 

Frpmnnt  Mutual  FnnrK 

50  Beale  Street 

San  Francisco,  CA  94105 

(800)  548-4539 

Frpmnnt  filnhal  Fund/?  OOfi 

GS 

Fremont  Growth  Fund/ 2,000 

ST 

Fnnrk  nktrihntnr/ 1  DOO 

O  1 

Hno  F¥rhan(io  Plaro 
UMc  LAWldllgC  rldLc 

Rnstnn  MA  fi^lflQ 

UUolUII,  liln  \JLL\JJ 

(800)  982-8782 

Fiirman  ^pl7 

237  Park  Avenue 

New  York,  NY  10017 

(800)  662-8417 

Empire  Builder  Tax-Free  Bond/ 1,000 

MU 

FFB  Funds-Cash  Management/ 1,000 

MM 

FFB  Funds-US  Treasury/ 1,000 

MM 

Pacifica  Asset  Preservation/ 500 

nri 

dU 

Pacifica  Balanced  Fund/500 

BA 

Pacifica  California  Tax-Free/ 500 

MU 

Parifira  Fmiitv  Valnp/5nn 

ST 

Pacifica  Government  Income/ 500 

BD 

fi^hplli  &  C'nmnanv 

One  Corporate  Center 

Rye,  NY  10580-1434 

(914)  921-5100  (local);  (800)  422-3554 

Gabelli  ABC  Fundt 

BA 

Gabelli  Asset  Fund/ 1,000 

ST 

Gabelli  Convertible  Securities! 

D  A 

BA 

Gabelli  Equity  Income/ 1,000 

ST 

Gabelli  Growth  Fund/ 1,000 

ST 

Gabelli  Small  Cap  Growth/ 1,000 

ST 

Gabeili  Value  Fund/ 1,000 

ST 

Fund /minimum  initial  investment  ($)  Type 

Galaxy  Funds 

440  Lincoln  Street 
Worcester,  MA  01605 
(800)  628-0414 

Galaxy  Asset  Allocation-Retail/2,500  BA 

Galaxy  Equity  Growth-Retail / 2,500  ST 

Galaxy  Equity  lncome-Retail/2,500  ST 

Galaxy  Equity  Value-Retail/2,500  ST 

Galaxy  Government  Fund/2,500  MM 

Galaxy  High-Quality  Bond-Retail /2.500  BD 

Galaxy  Intermediate  Bond-Retai!/2,500  BD 

Galaxy  International  Equity-Retail /2,500  FS 
Galaxy  Small  Company  Equity-Retail/2,500  ST 

Galaxy  Tax-Exempt  Bond-Retail/2,500  MU 

GAM  Funds 

135  East  57th  Street 
New  York,  NY  10022 
(800)  426-4685 

GAM  International  Fund/ 10,000  FS 
GAM  Pacific  Basin/ 10,000  FS 

Gateway  Trust/ 1,000  ST 
400  TechneCenter  Drive 
Milford,  OH  45150 

(513)  248-2700  (local);  (800)  354-6339 


General  Securities/ 500 

ST 

Two  North  LaSalle 

Chicago,  IL  60602 

(800)  939-9990 

Gintel  &  Co 

Six  Greenwich  Office  Park 
Greenwich,  CT  06831 
(800)  243-5808 


Gintel  Erisa  Fund/ 10,000 

ST 

Gintel  Fund/5,000 

ST 

G  IT  I  nvestment  Services  /  2 , 500  ST 

1655  North  Fort  Myer  Drive 
Arlington,  VA  22209 
(800)  336-3063 

GNA  Investors  Trust/ 500  BD 

Two  Union  Square 
Seattle,  VVA  98101-2336 

(206)  625-1755*  (local);  (800)  426-5520 

Goldman  Sachs  Funds 

6060  Sears  Tower 
Chicago.  IL  60606 
(800)  762-5035 

Goldman  Sachs  Capital  Growth/ 1,500  ST 
Goldman  Sachs  Global  Income/ 1,500  GB 
Goldman  Sachs  Select  Equity/ 1,500  ST 

Gradison  Mutual  Funds 

580  Walnut  Street 
Cincinnati,  OH  45202 

(513)  579-5000  (local);  (800)  869-5999 

Gradison-McDonald  Established  Value/ 1,000  ST 
Gradison-McDonald  Govt  Income/ 1,000  BD 
Gradison-McDonald  Opportunity  Value/ 1,000  ST 


■ f  - '  tClosed  to  new  investors.   }No  minimum.   #Available  at  lower  minimum  through  discount  brokerage. 


Fund /minimum  initial  investment  ($) 

Great  Western  Sierra  Trust  Funds 

9301  Corbin  Avenue 
Los  Angeles,  CA  91342 
(800)  222-5852 

Sierra-California  Municipal/ 250 
Sierra-Corporate  Income/250 
Sierra-Emerging  Growth /250 
Sierra-Growth  &  Income/ 2 50 
Sierra-International  Growth/250 
Sierra-National  Municipal/250 
Sierra-US  Government/250 

Greenspring  Fund  / 1 ,000 

2330  West  Joppa  Road 

Lutherville,  MD  21093-4641 

(410)  823-5353  (local);  (800)  366-3863 

GT  Global  Financial  Services 

50  California  Street 
San  Francisco,  CA  94111 
(800)  548-9995 

GT  America  Growth-A/500 

GT  Europe  Growth-A/500 

GT  Global  Emerging  Markets-A/500 

GT  Global  Government  lncome-A/500 

GT  Global  Growth  &  lncome-A/500 

GT  Global  Health  Care-A/500 

GT  Global  High  lncome-A/500 

GT  Global  New  Pacific  Growth-A/500 

GT  Global  Strategic  lncome-A/500 

GT  Global  Telecommunications-A/500 

GT  International  Growth-A/500 

GT  Japan  Growth-A/500 

GT  Latin  America  Growth-A/500 

GT  Worldwide  Growth-A/500 

Guardian  Investor  Services  Corp 

201  Park  Avenue  South 
New  York,  NY  10003 
(800)  221-3253 

Guardian  Asset  Allocation  / 1 ,000 
Guardian  Baillie  Gifford  Intl/ 1,000 
Guardian  Park  Avenue/ 1,000 
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J ind/ minimum  initial  investment  ($)  Type 

lihn  Hancock  Advisers 

,  1  Huntington  Avenue 
j  ston,  MA  02199 
00)  225-5291 


ancock  Discovery-A/ 1,000  ST 

ancock  Freedom  Global-A / 1 ,000  GS 

encock  Freedom  Global  Inc-A/ 1,000  GB 

ancock  Freedom  Global  Tech-A/ 1,000  ST 

ancock  Freedom  Gold  &  Govt-A/ 1 ,000  BA 

ancock  Freedom  Mngd  Tax-Ex-A/ 1,000  MU 
ancock  Freedom  Natl  Aviation  &  Tech  / 1,000  ST 

ancock  Freedom  Pacific  Basin  Eq/ 1,000  FS 

ancock  Freedom  Regional  Bank-A/ 1,000  ST 

ancock  Growth  Fund-A/ 1,000  ST 

ancock  Limited  Term  Govt-A/ 1,000  BD 

ancock  S-T  Strategic  Inc-A/ 1,000  GB 

ancock  Sovereign  Achievers-A/ 1,000  ST 

ancock  Sovereign  Balanced / 1 ,000  BA 

ancock  Sovereign  Bond-A/ 1,000  BD 

ancock  Sovereign  Investors-A/ 1 ,000  ST 

:ancock  Sovereign  US  Govt  Inc-A/ 1,000  BD 

ancock  Special  Equities-At  ST 

ancock  Strategic  I  ncome-A  / 1 ,000  J  U 

jancock  Tax-Exempt  Income-A/ 1 ,000  MU 

CA  Securities 

le  SeaGate 
iledo,  OH  43666 

U9)  247-2477*  (local);  (800)  422-1050 

;arbor  Bond  Fund/2,000  BD 

arbor  Capital  Appreciation/2,000  ST 

arbor  Growth  Fund /2.000  ST 

larbor  International  Fundt  FS 

larbor  Short  Duration/2,000  BD 

larbor  Value  Fund/2,000  ST 


leartland  Advisors 

30  North  Milwaukee  Street 
nlwaukee,  Wl  53202 
300)  432-7856 

leartland  Group-Value/ 1,000  ST 
leartland  Group-Wisconsin  Tax  Free/ 10,000  MU 

leine  Securities 

1  John  F  Kennedy  Parkway 
hort  Hills,  NJ  0/078 
BOO)  553-3014 


lutual  Series  Fund-Beacon/ 5,000  ST 

Mutual  Series  Fund-Discovenyt  ST 

lutual  Series  Fund-Mutual  Shares/5,000  ST 

/lutual  Series  Fund-Quaiified/ 1,000  ST 

leritage  Asset  Management 

80  Carillon  Parkway 
t  Petersburg,  PL  33716 

813)  573-8143  (local);  (800)  421-4184 

leritage  Capital  Appreciation/ 1,000  ST 
leritage  Income-Growth  Trust/ 1,000  BA 
leritage  Series-Small  Cap  Stock/ 1,000  ST 


Fund/minimum  initial  investment  ($)  Type 

Wayne  Hummer  &  Co/ 1 ,000  ST 
300  South  Wacker  Drive 
Chicago,  IL  60606 

(312)  431-1700  (local);  (800)  621-4477 

IAA  Trust  Company/ 100  ST 

PO  Box  2901 

Bloomington,  It  61702-2901 
(800)  422-8261 

IAI  Funds 

PO  Box  357 

Minneapolis,  MN  55440 

(612)  376-2700  (local);  (800)  945-3863 

IAI  Balanced  Fund/ 5,000  BA 

IAI  Emerging  Growth/ 5,000  ST 

IAI  Growth  &  Income/5,000  ST 

IAI  International  Fund/ 5,000  FS 

IAI  MidCap  Growth/ 5,000  ST 

IAI  Regional  Fund/ 5,000  ST 

IAI  Value  Fund/5,000  ST 

IDS  Financial  Services 

IDS  Tower  10 
Minneapolis,  MN  55440 
(800)  437-4332 


IDS 

Blue  Chip  Advantage/2,000 

ST 

IDS 

Bond  Fund/2,000 

BD 

IDS 

California  Tax-Exempt/2,000 

MU 

IDS 

Discovery  Fund/ 2, 000 

ST 

IDS 

Diversified  Equity  Income/2,000 

ST 

IDS 

Equity  Plus/ 2,000 

ST 

IDS 

Extra  Income/ 2, 000 

JU 

IDS 

Federal  Income/2,000 

BD 

IDS 

Global  Bond/2,000 

GB 

IDS 

Global  Growth/ 2, 000 

GS 

IDS 

Growth  Fund/ 2,000 

ST 

IDS 

High  Yield  Tax-Exempt/2,000 

MU 

IDS 

Insured  Tax-Exempt/2,000 

MU 

IDS 

International  Fund/2,000 

FS 

IDS 

Managed  Retirement/2,000 

ST 

IDS 

Minnesota  Tax-Exempt/2,000 

MU 

IDS 

Mutual  Fund/2,000 

BA 

IDS 

New  Dimensions/2,000 

ST 

IDS 

New  York  Tax-Exempt/2,000 

MU 

IDS 

Precious  Metals/ 2,000 

FS 

IDS 

Progressive  Fund/2,000 

ST 

IDS 

Selective  Fund/2,000 

BD 

IDS 

Stock  Fund/2,000 

ST 

IDS 

Strategy-Aggressive  Equity/ 2, 000 

ST 

IDS 

Strategy-Equity/2,000 

ST 

IDS 

Strategy-lncome/2,000 

BD 

IDS 

Strategy-Short-Term  Income/ 2, 000 

BD 

IDS 

Strategy-Worldwide  Growth/ 2,000 

FS 

IDS 

Tax-Exempt  Bond/ 2, 000 

MU 

IDS 

Utilities  Income/2,000 

ST 

Fund /minimum  initial  investment  ($) 

Type 

InterSecurities 

201  Highland  Avenue 

Largo,  FL  34640 

(800)  851-9777 

IDEX  Fund/50 

ST 

IDEX  II  Global-A/ 50 

GS 

IDEX  II  Growth-A/50 

ST 

IDEX  Fund  3t 

ST 

Invesco  Funds  Group 

PO  Box  173706 

Denver,  CO  80217-3706 

(800)  525-8085 

Invesco  Dynamics  Fund/ 1,000 

ST 

Invesco  Emerging  Growth/ 1,000 

ST 

Invesco  Growth  Fund/1  000 

ST 

Invesco  High  Yield/ 1,000 

JU 

Invesco  Industrial  Income/ 1,000 

ST 

Invesco  Intl— European/ 1,000 

FS 

Invesco  Intl-lnternational  Growth/1,000 

FS 

Invesco  Intl-Pacific  Basin/ 1,000 

FS 

Invesco  Select  Income/ 1 ,000 

BD 

Invesco  Strategic-Energy/ 1,000 

ST 

Invesco  Strategic— Environ  Svcs/ 1,000 

ST 

Invesco  Strategic-Financial  Services/ 1,000 

ST 

Invesco  Strategic-Gold  / 1,000 

GS 

Invesco  Strategic-Health  Sciences/ 1,000 

ST 

Invesco  Strategic-Leisure  / 1,000 

ST 

Invesco  Strategic-Technology/ 1,000 

ST 

1  nvesco  Strategic-Utilities  / 1 ,000 

ST 

Invesco  T-F  Long-Term  Bond/ 1,000 

MU 

Invesco  Value-Total  Return/1  mill ion# 

ST 

Invesco  Value-Value  Equity/ 1  million# 

ST 

Investors  Research  Fundt 

ST 

3916  State  Street 

Santa  Barbara,  CA  93105 

(805)  569-3253  (local);  (800)  732-1733 

ISI 

717  Fifth  Avenue 

New  York,  NY  10022 

raring       71  t> 

ISI  Managed  Municipal/ 5,000 

MU 

ISI  Total  Return  US  Treasury/ 5,000 

BD 

Janus  Capital 

100  Fillmore  Street 

Denver,  CO  80206-4923 

(800)  525-8983 

Janus  Balanced  Fund/ 1,000 

BA 

Janus  Enterprise  Fund/ 1,000 

ST 

Janus  Flexible  Income/ 1  000 

BD 

Janus  Fund/1,000 

ST 

Janus  Growth  &  Income/ 1,000 

ST 

Janus  Mercury  Fund  / 1,000 

ST 

Janus  Twenty  Fundt 

ST 

Janus  Venture  Fundt 

ST 

Janus  Worldwide  Fund/ 1,000 

GS 
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DISTRIBUTORS 


RVEY 


mum  is   .  investment  ($) 

son-Pilot  Investor  Services/300 
PO  Bex  22086 
Greensboro,  NC  27420 
(800)  458-4498 

Jones  &  Babsort 

2440  Pershing  Road 
Kansas  City,  M0  64108 

(816)  471-5200  (local);  (800)  422-2766 

Babson  Bond-Portfolio  L/500 

Babson  Enterprise  Fundt 

Babson  Enterprise  Fund  11/1,000 

Babson  Growth  Fund/ 500 

Babson -Stewart  Ivory  International/2,500 

Babson  Value  Fund/ 1,000 

Shadow  Stock  Fund/2,500 

UMB  Stock  Fund/ 1,000 

Kaufmann  Fund/ 1,500 
17  Battery  Place 
New  York,  NY  10004 

(212)  344-2661*  (local);  (800)  346-5263 

rvemper  Financial  Services 

120  South  LaSalle  Street 
Chicago,  IL  60603 
(800)  621-1048 

Kemper  Adjustable  US  Govt-A/ 1,000 
Kemper  Blue  Chip-A/ 1,000 
Kemper  California  T-F  Income-A/ 1,000 
Kemper  Diversified  Income-A/ 1,000 
Kemper  Florida  T-F  Income-A/ 1,000 
Kemper  Global  Income-A/ 1,000 
Kemper  Growth  Fund-A/ 1,000 
Kemper  High  Yield  Fund-A/ 1,000 
Kemper  Inc  &  Cap  Preservation-A/ 1,000 
Kemper  International  Fund-A/ 1,000 
Kemper  Money  Market-Govt  Sees/ 1,000 
Kemper  Money  Market-MM/ 1,000 
Kemper  Money  Market-Tax-Exempt/ 1,000 
Kemper  Municipal  Bond-A/ 1,000 
Kemper  New  York  T-F  Income-A/ 1,000 
Kemper  Retirement  Fund  It 
Kemper  Retirement  Fund  lit 
Kemper  Retirement  Fund  lilt 
Kemper  Retirement  Fund  IVt 
Kemper  Short-lntermed  Govt-A/ 1,000 
Kemper  Short-Term  Global  Income-At 
Kemper  Small  Cap  Equity-A/ 1,000 
Kemper  Technology  Fund-A/ 1,000 
Kemper  Total  Return-A/ 1,000 
Kemper  US  Government  Securities-A/ 1,000 
Kemper  US  Mortgage-A/ 1,000 


Type 

ST 


BD 

ST 
ST 
ST 
FS 
ST 
ST 
ST 

ST 


BD 
ST 
MU 
JU 
MU 
GB 
ST 
JU 
BD 
FS 


MU 
MU 
BA 
BA 
BA 
BA 
BD 
GB 
ST 
ST 
BA 
BD 
BD 


Fund /minimum  initial  investment  ($)  Type 

Keystone  Distributors 

PO  Box  2121 

Boston,  MA  02106-2121 

(800)  343-2898 

Keystone  America  Cap  Pres  &  Inc  ll-B/1,000  BD 

Keystone  America  Equity  Income-A/ 1,000  ST 

Keystone  America  Global  Oppor-A/ 1,000  ST 

Keystone  America  Hartwell  Emerg-A/ 1,000  ST 

Keystone  America  Omega- A  / 1 , 000  ST 

Keystone  America  Strategic  Inc-A/ 1,000  JU 

Keystone  America  T-F  Income-A/ 1,000  MU 

Keystone  Custodian  B-l  / 1 ,000  BD 

Keystone  Custodian  B-2/ 1,000  BD 

Keystone  Custodian  B-4/ 1,000  JU 

Keystone  Custodian  K-l  / 1 ,000  BA 

Keystone  Custodian  K-2/ 1 ,000  ST 

Keystone  Custodian  S-l / 1 ,000  ST 

Keystone  Custodian  S-3/ 1 ,000  ST 

Keystone  Custodian  S-4/ 1,000  ST 

Keystone  International  Fund  / 1 ,000  FS 

Keystone  Precious  Metals/ 1,000  FS 

Keystone  Tax-Exempt  Trust/ 10,000  MU 

Keystone  Tax-Freet  MU 

Kidder,  Peabody 

Two  Broadway 
New  York,  NY  10005 

(212)  510-8101  (local);  (800)  543-3373 

Kiader,  Peabody  Adj  Rate  Govt-A/ 1 ,000  BD 

Kidder,  Peabody  Asset  Allocation-A/ 1,000  BA 

Kidder,  Peabody  Equity  Income-A/ 1,000  ST 

Kidder,  Peabody  Global  Equity-A/ 1,000  GS 

Kidder,  Peabody  Global  Fixed  Inc-A/ 1 ,000  GB 

Landmark  Funds 

450  West  33rd  Street 
New  York,  NY  10001 

(212)  564-3456*  (local);  (800)  846-5300 

Landmark  Balanced  Fund/ 1,000  BA 

Landmark  Equity  Fund/ 1,000  ST 

Landmark  Intermediate  Income/ 1,000  GB 

Landmark  International  Equity/ 1,000  FS 

Landmark  New  York  T-F  Income/ 1,000  MU 

Laurel  Funds 

PO  Box  890 

Pittsburgh,  PA  15230-0890 
(800)  548-2868 

Laurel  Capital  Appreciation-Investor/ 1,000  ST 

Laurel  Special  Growth-Investor/ 1,000  ST 

Laurel  Stock  Fund-Investor/ 1,000  ST 


Fund /minimum  initial  investment  ($) 

Leeb  Personal  Finance/2,500 

312  Walnut  Street 
Cincinnati,  OH  45202 

(513)  629-2000  (local);  (800)  543-8721 

Legg  Mason  Wood  WaiKer 

7  East  Redwood  Street 
Baltimore,  MO  21203 
(800)  822-5544 

Legg  Mason  Global  Government/ 1,000 
Legg  Mason  Maryland  T-F  Income/ 1,000 
Legg  Mason  Special  Investment/ 1,000 
Legg  Mason  Total  Return  Trust/ 1,000 
Legg  Mason  US  Govt  Intermed-Term/ 1,000 
Legg  Mason  Value  Trust/ 1,000 

Lexington  Management  Corp 

PO  Box  1515 

Saddle  Brook,  NJ  07662 

(800)  526-0056 

Lexington  Corp  Leaders  Trust/ 1,000 
Lexington  Global  Fund/ 1,000 
Lexington  GNMA  Income/ 1,000 
Lexington  Goldfund/ 1,000 
Lexington  Growth  &  Income/ 1,000 
Lexington  Strategic  Investments/ 1,000 
Lexington  Strategic  Silver/ 1,000 
Lexington  Worldwide  Emerging  Mkts/ 1,000 

Liberty  Securities 

600  Atlantic  Avenue 
Boston,  MA  02210-2214 

(617)  722-6000  (local);  (800)  872-5426 

Liberty  Financial  Growth  &  Income/500 
Liberty  Financial  Tax-Free  Bond/ 500 
Liberty  Financial  US  Govt  Sees/ 500 
Liberty  Financial  Utilities/ 500 

Lieber  &  Co 

2500  Westchester  Avenue 
Purchase,  NY  10577 
(800)  235-0064 

Evergreen  American  Retirement/2,000 
Evergreen  Foundation  Fund/ 500 
Evergreen  Fund  12, 000 
Evergreen  Global  Real  Estate  Equity/2,000 
Evergreen  Growth  &  Income/2,000 
Evergreen  Limited  Market/ 5,000 
Evergreen  Tax  Exempt  MM/2,000 
Evergreen  Total  Return/2,000 

Lincoln  Investment  Planning 

218  Glenside  Avenue 
Wyncote,  PA  19095-1595 
(800)  242-1421 

Rightime  Blue  Chip/2,000 
Rightime  Fund/2,000 
Rightime  MidCap  Fund/2,000 


tClosed  to  new  investors.   #Available  at  lower  minimum  through  discount  brokerage. 
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jnd/ minimum  initial  investment  ($)  Type 

3rd  Abbett  &  Co 

.7  Fifth  Avenue 

1  York,  NY  10153-0203 

!00)  874-3733 

filiated  Fund/250  ST 

3rd  Abbett  Bond-Debenture/ 1,000  JU 

3rd  Abbett  Calif  T-F  Income/ 1,000  MU 

3rd  Abbett  Developing  Growth/ 1,000  ST 

3rd  Abbett  Equity  Fundt  BA 

3rd  Abbett  Fundamental  Value/ 1,000  ST 

3rd  Abbett  Global-Equity/ 1,000  GS 

3rd  Abbett  Global-Income/ 1 .000  GB 

3rd  Abbett  T-F  Income-Conn  / 1,000  MU 

3rd  Abbett  T-F  Income-Florida II  ,000  MU 

3rd  Abbett  T-F  Income-Missouri/ 1,000  MU 

3rd  Abbett  T-F  Income-Natl/ 1,000  MU 

3rd  Abbett  T-F  Income-NJ/ 1,000  MU 

3rd  Abbett  T-F  Income-New  York/ 1,000  MU 

3rd  Abbeit  T-F  Income-Texas/ 1,000  MU 

3rd  Abbett  US  Government  Sees/ 500  BD 

3rd  Abbett  US  Govt  Sees  Trust  / 1 ,000  B  D 

3rd  Abbett  Value  Appreciation  / 1,000  ST 

utheran  Brotherhood  Securities 

5  Fourth  Avenue  South 
inneapolis,  MN  55415 

il2)  339-8091  (local);  (800)  328-4552 

utheran  Brotherhood  Fund/ 500  ST 

utheran  Brotherhood  High  Yield/ 500  JU 

utheran  Brotherhood  Income/ 500  BD 

utheran  Brotherhood  Muni  Bond/ 500  MU 

utheran  Brotherhood  Oppor  Growth/ 500  ST 

lackenzie/lvy  Group  of  Funds 

)  Box  5007 

3ca  Raton,  FL  33432-0807 
500)  456-5111 

N  Growth  Fund/ 1,000  ST 

y  Growth  with  Income/ 1,000  ST 

6  International  Fund-A/ 1,000  FS 
lackenzie  American  Fund-A/ 1,000  ST 
lackenzie  Canada  Fund-A/ 1 ,000  FS 
lackenzie  Fixed  Income  Trust-A/ 1,000  BD 
lackenzie  Limited  Term  Municipal/ 1,000  MU 
lackenzie  North  American  / 1 ,000  BA 

lairs  &  Power/ 1,000  ST 
)2  Minnesota  Street 
Paul,  MN  55101 
>12)  222-8478 


Fund/minimum  initial  investment  ($)  Type 

Managers  Funds 

40  Richards  Avenue 
Norwalk.  CT  06854 

(203)  857-5321  (local);  (800)  835-3879 

Managers  Capital  Appreciation/ 10,000  ST 

Managers  Income  Equity/ 10,000  ST 

Managers  Intermediate  Mortgage/ 10,000  BD 

Managers  Special  Equity/ 10,000  ST 

Horace  Mann  Growth  Fundt  ST 

One  Horace  Mann  Plaza 
Springfield,  IL  62715 

(217)  789-2500  (local);  (800)  999-1030 

MAS  Funds 

One  Tower  Bridge 

West  Conshohocken,  PA  19428 

(800)  354-8185 


MAS-Equity  Fund/ 1  million*  ST 

MAS-Fixed  Income/ 1  million*  BD 

MAS-High  Yield  Portfolio/ 1  million*  BD 

MAS-lnternational  Equity/ 1  million*  FS 

MAS-Small  Capitalization  Value/ 1  million*  ST 

MAS-Value/1  million*  ST 

Massachusetts  Financial  Services 

PO  Box  2281 

Boston,  MA  02107-9906 

(617)  954-5000*  (local);  (800)  225-2606 

Mass  Investors  Growth  Stock-A/ 1,000  ST 

Mass  I  nvestors  Trust-A  / 1 , 000  ST 

MFS  Arkansas  Municipal  Bond-A/ 1,000  MU 

MFS  Bond  Fund-A/ 1,000  BD 

MFS  California  Municipal  Bond-A/ 1,000  MU 

MFS  Capital  Growth-A/ 1,000  ST 

MFS  Emerging  Growth-At  ST 

MFS  Florida  Municipal  Bond-A/ 1 ,000  MU 

MFS  Gold  &  Natural  Resources-A/ 1,000  FS 

MFS  Govt  Limited  Maturity-A/ 1,000  BD 

MFS  Government  Mortgage-A/ 1,000  BD 

MFS  Government  Securities-A/ 1,000  BD 

MFS  Growth  Opportunities-A/ 1,000  ST 

MFS  High  Income-A/ 1,000  JU 

MFS  Intermediate  Income-A/ 1,000  BD 

MFS  Limited  Maturity-A/ 1,000  BD 

MFS  Managed  Sectors-A/ 1,000  ST 

MFS  Maryland  Municipal  Bond-A/ 1,000  MU 

MFS  Mass  Municipal  Bond-A/ 1,000  MU 

MFS  Municipal  Bond-A/ 1,000  MU 

MFS  Municipal  High  Income-At  MU 

MFS  New  York  Municipal  Bond-A/ 1,000  MU 

MFS  North  Carolina  Muni  Bond-A/ 1,000  MU 

MFS  Research  Fund-A/ 1,000  ST 

MFS  South  Carolina  Muni  Bond-A/ 1,000  MU 

MFS  Tennessee  Municipal  Bond-A/ 1,000  MU 

MFS  Total  Return-A/ 1,000  BA 

MFS  Utilities  Fund-A/ 1,000  ST 

MFS  Value  Fund-A/ 1,000  ST 

MFS  Virginia  Municipal  Bond-A/ 1,000  MU 

MFS  West  Virginia  Muni  Bond-A/ 1,000  MU 

MFS  World  Equity-A/ 1,000  GS 

MFS  World  Governments-A/ 1,000  GB 

MFS  World  Total  Return-A/ 1,000  GS 


Fund /minimum  initial  investment  ($)  Type 

Mathers  Fund/ 1,000  ST 
100  Corporate  North 
Bannockburn,  IL  60015 

(708)  295-7400*  (local);  (800)  962-3863 

MBL  Assurance  Corp/ 250  ST 

520  Broad  Street 
Newark,  NJ  07102-3111 
(800)  559-5535 

Mentor  Growth  Fund  / 1 ,000  ST 
PO  Box  1357 
Richmond,  VA  23211 

(804)  782-3719  (local);  (800)  825-5353 

Meridian  Fund/ 1,000  ST 
60  East  Sir  Francis  Drake  Boulevard 
Larkspur,  CA  94939 

(415)  461-6237  (local);  (800)  446-6662 


Merrill  Lynch  Funds  Distributor 

4800  Deer  Lake  Drive,  East 
Jacksonville,  FL  32246 
(800)  637-3863 

Merrill  Lynch  Adjustable  Rate  Secs-A/ 1,000  BD 

Merrill  Lynch  Bal  Inv  &  Retire-A/ 1 ,000  BA 

Merrill  Lynch  Basic  Value-A/ 1,000  ST 

Merrill  Lynch  Calif  Muni  Bond-A/ 1,000  MU 

Merrill  Lynch  Capital-A/250  ST 

Merrill  Lynch  Corp-High  Income-A/ 1,000  JU 

Merrill  Lynch  Corp-lntermediate-A/ 1,000  BD 

Merrill  Lynch  Corp-lnvest  Grade-A/ 1,000  BD 

Merrill  Lynch  Devel  Capital  Mkts/ 1 ,000  FS 

Merrill  Lynch  Dragon  Fund-A/ 1,000  FS 

Merrill  Lynch  EuroFund-A/ 1,000  FS 

Merrill  Lynch  Federal  Securities-A/ 1,000  BD 

Merrill  Lynch  Florida  Muni  Bond-A/ 1,000  MU 

Merrill  Lynch  Fund  for  Tomorrow-A/ 1,000  ST 

Merrill  Lynch  Fundamental  Growth-A/ 1,000  ST 

Merrill  Lynch  Global  Allocation-A/ 1,000  GS 
Merrill  Lynch  Global  Bond  Inv  &  Ret-A/ 1 ,000  GB 

Merrill  Lynch  Global  Convertible-A/ 1 ,000  GS 

Merrill  Lynch  Global  Holdings-A/ 1,000  GS 

Merrill  Lynch  Global  Resources-A/ 1,000  ST 

Merrill  Lynch  Global  Utility-A/ 1,000  GS 

Merrill  Lynch  Growth  Inv  &  Retire-A/ 1,000  ST 

Merrill  Lynch  Healthcare  Fund-A/ 1 ,000  GS 
Merrill  Lynch  High  Income  Muni  Bond/1,000  MU 

Merrill  Lynch  Latin  American-A/ 1,000  FS 

Merrill  Lynch  Muni-lnsured-A/ 1,000  MU 

Merrill  Lynch  Muni-Ltd  Maturity-A/ 1,000  MU 

Merrill  Lynch  Muni-National-A/ 1,000  MU 

Merrill  Lynch  Muni  Intermed  Term-A/ 1,000  MU 

Merrill  Lynch  NJ  Muni  Bond-A/ 1,000  MU 

Merrill  Lynch  NY  Muni  Bond-A/ 1,000  MU 

Merrill  Lynch  Pacific  Fund-A/ 1,000  FS 

Merrill  Lynch  Penn  Muni  Bond-A/ 1,000  MU 

Merrill  Lynch  Phoenix-A/ 1,000  BA 

Merrill  Lynch  Senior  Floating  Rate/1,000  BD 

Merrill  Lynch  S-T  Global  Income-A/ 1 ,000  GB 

Merrill  Lynch  Special  Value-A/250  ST 

Merrill  Lynch  Strategic  Div-A/ 1,000  ST 

Merrill  Lynch  Technology-A/ 1,000  GS 

Merrill  Lynch  World  Income-A/ 1,000  GB 
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£<md/ minimum  in/rial  investment  ($) 

Mewman  Investment  Trust 
1200  Westlake  Avenue  North 
Seattle,  WA  98109 

(206)  285-8877  (local);  (800)  423-4893 

Merriman  Asset  Allocation/ 1,000 
Merrirnan  Capital  Appreciation/ 1,000 

Midwest  Strategic 

312  Walnut  Street 
Cincinnati,  OH  45202 
(800)  543-8721 


Midwest  Group  T-F-lntermed  Term-A/ 1,000  MU 
Midwest  Strategic-Utility  Income-A/ 1,000  ST 


Type       Fund /minimum  initial  investment  ($) 

Murphey  Favre 

601  West  Main  Avenue 
Spokane,  WA  99201 

(509)  353-3550  (local);  (800)  543-8072 


BA 
ST 


MINI  Mutual  Funds/250 

4500  Rockside  Road 

Cleveland,  OH  44131-6809 

(216)  642-3000  (local);  (800)  233-1240 

Mimlic  Sales  Corp 

400  North  Robert  Street 
St  Paul,  MN  55101 
(800)  443-3677 

Mimlic  Asset  Allocation/ 250 
Mimlic  Investors  Fund  1/250 

Monetta  Fundt 

1776-A  South  Naperville  Road 
Wheaton,  II  60187-8133 
(800)  666-3882 

Montgomery  Funds 

600  Montgomery  Street 
San  Francisco,  CA  94111 
(800)  572-3863 

Montgomery  Emerging  Markets/ 500 
Montgomery  Global  Communications/ 500 
Montgomery  Small  Cap  Fundt 

JP  Morgan  &  Co 

Nine  West  57th  Street 
New  York,  NY  10019 
(800)  521-5411 

Pierpont  Capital  Appreciation/ 25,000 
Pierpont  Equity  Fund /25, 000 
Pierpont  International  Equity/25,000 
Pierpont  Money  Market/25,000 
Pierpont  Tax-Exempt  Bond/25,000 

Morgan  Keegan  &  Co/ 1,000 
50  North  Front  Street 
Memphis,  TN  38103 
(800)  366-7426 

MSB  Fund/ 50 

330  Madison  Avenue 
New  York,  NY  10017 

(212)  551-1920  (local);  (800)  631-6364 


ST 


BA 
ST 

ST 


FS 
FS 
ST 


ST 
ST 
FS 
MM 
MU 

ST 


ST 


Type       Fund /minimum  initial  investment  ($) 

New  England  Fund  Group 

399  Boylston  Street 
Boston,  MA  02116 

(617)  267-6600*  (local);  (800)  225-7670 


Composite  Bond  &  Stock-A/ 1,000 
Composite  Growth-A/ 1,000 
Composite. Northwest  50  Fund-A/ 1,000 
Composite  Tax-Exempt-A/ 1,000 
Composite  US  Government  Secs-A/ 1,000 

National  Industries  Fund/ 250 

1801  Century  Park  East 
Los  Angeles,  CA  90067 
(800)  367-7814 

Nations  Fund 

One  Nations  Bank  Plaza 
Charlotte,  NC  28255 
(800)  321-7854 

Nations-Equity  Income-Investor  A/ 1,000 
Nations-Tax-Exempt-Investor  A/ 1 ,000 

Nationwide  Financial  Services 

One  Nationwide  Plaza 
Columbus,  OH  43216 
(800)  848-0920 

Nationwide  Bond  Fund/ 250 
Nationwide  Fund/ 250 
Nationwide  Growth  Fund/250 
Nationwide  Tax-Free  Income/ 1,000 

Neuberger  &  Berman  Management 

605  Third  Avenue 

New  York,  NY  10158-0006 

(800)  877-9700 

N  &  B  Genesis  Fund/ 1,000 
N  &  B  Guardian  Fund/ 1,000 
N  &  B  Limited  Maturity  Bond/ 2,000 
N  &  B  Manhattan  Fund/ 1,000 
N  &  B  Partners  Fund/ 1,000 
N  &  B  Selected  Sectors/ 1,000 
N&B  Ultrashort  Bond/2,000 

New  Alternatives  Fund/ 2, 500 

150  Broadhollow  Road 
Melville,  NY  11747 

(516)  423-7373*  (local);  (800)  423-8383 


BA 
ST 
ST 
MU 
BD 

ST 


ST 


BD 
ST 
ST 
MU 


ST 
ST 
BD 
ST 
ST 
ST 
BD 

ST 


epl  collect  calls.  tClosed  to  new  investors. 


New  England  Adj  Rate  US  Govl-A/2,500 
New  England  Balanced-A/2,500 
New  England  Bond  lncome-A/2,500 
New  England  Capital  Growth-A/2,500 
New  England  Government  Sec-A/2,500 
New  England  Growth  Fundt 
New  England  Growth  Oppors-A/2,500 
New  England  Intl  Equity- A/ 2, 500 
New  England  Limited-Term  US  Govt-A/2,500 
New  England  Mass  T-F  lncome-A/2,500 
New  England  Tax-Exempt  lncome-A/2,500 
New  England  Value-A/2,500 

New  USA  Mutual  Funds/ 1,000 
12655  Beatrice  Street 
Los  Angeles,  CA  90066 
(800)  222-2872 

New  York  Muni  Fund/ 1,000 
90  Washington  Street 
New  York,  NY  10006 
(800)  322-6864 

Newport  Distributors 

1500  Forest  Avenue 
Richmond,  VA  23229 

(804)  285-8211  (local);  (800)  527-9500 

Newport  Tiger  Fund/ 1,000 
Vontobel  EuroPacific  Fund/ 1,000 
Vontobel  US  Value/ 1,000 

Nicholas  Company 

700  North  Water  Street 
Milwaukee,  Wl  53202 
(414)  272-6133* 

Nicholas  Fund/ 500 
Nicholas  11/1,000 
Nicholas  Income  Fund/ 500 
Nicholas  Limited  Editiont 

Nomura  Capital  Management/ 1,000 
180  Maiden  Lane 
New  York,  NY  10038 

(212)  509-8181  (local);  (800)  833-0018 

Northeast  Investors  Trust 

50  Congress  Street 
Boston,  MA  02109 

(617)  523-3588  (local);  (800)  225-6704 

Northeast  Investors  Growth  / 1,000 
Northeast  Investors  Trust/ 1,000 
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jnd/minimum  initial  investment  ($) 

tin  Nuveen  &  Co 

3  West  Wacker  Drive 
licago,  IL  60606 
00)  621-7227 

jveen  California  Insured  T-F  Value/ 1,000 
jveen  California  Tax-Free  Value/ 1,000 
jveen  Insured  Municipal  Bond/ 1,000 
uveen  Municipal  Bond/ 1,000 
uveen  New  York  insured  T-F  Value/ 1,000 
uveen  New  York  Tax-Free  Value/ 1,000 
uveen  Ohio  Tax-Free  Value/ 1,000 

YLife  Distributors 

0  Cherry  Hill  Road 
rsippany,  NJ  07054-0421 
;00)  522-4202 


Type 


MU 
MU 
MU 
MU 
MU 
MU 
MU 


ainStay- 
ainStay 
ainStay- 
ainStay 
ainStay- 
ainStay 
ainStay- 
ainStay 
ainStay- 


-Capital  Appreciation/ 500 
-Convertible  Fund/500 
-Equity  Index/ 1,000 
-Global  Fund/ 500 
-Government  Fund/ 500 
-High  Yield  Corp  Bond/ 500 
-Tax-Free  Bond/ 500 
-Total  Return/ 500 
-Value  Fund/ 500 


berweis  Emerging  Growth  / 1,000 
le  Constitution  Drive 
irora,  IL  60506 

'08)  897-7100  (local);  (800)  323-6166 

lympic  Trust 

)0  West  Sixth  Street 
Is  Angeles,  CA  90017 

!13)  362-8900  (local);  (800)  346-7301 

lympic  Trust-Balanced  Income/ 5,000 
lympic  Trust-Equity  Income/5,000 
lympic  Trust-International/ 5,000 

ppenheimer  Fund  Management 

)  Box  5270 
jnver,  CO  80217 

$03)  671-3200*  (local);  (800)  525-7048 


ppenheimer 
ppenheimer 
ppenheimer 
ppenheimer 
ppenheimer 
ppenheimer 
ppenheimer 
ppenheimer 
ppenheimer 
ppenheimer 
'ppenheimer 
ppenheimer 
'ppenheimer 
•ppenheimer 
ippenheimer 
'ppenheimer 
ippenheimer 


ST 
BA 
ST 
GS 
BD 
JU 
MU 
BA 
ST 

ST 


BA 
ST 
FS 


Asset  Allocation-A/ 1,000 
Calif  Tax-Exempt-A/ 1,000 
Champion  High  Yield-A/ 1,000 
Discovery  Fund-A/ 1,000 
Equity  income-A/ 1,000 
Fund-A/ 1,000 
Global  Eio-Tech/ 1,000 
Global  Environment/ 1,000 
Global  Fund-A/ 1,000 
Global  Growth  &  Inc-A/ 1,000 
Gold  &  Special  Mins/ 1,000 
High  Yield-A/ 1,000 
Invest  Grade  Bond-A/ 1,000 
Limited  Term  Govt-A/ 1,000 
Main  St  Inc  &  Growth-A/ 1,000 
New  York  Tax-Exempt-A/ 1,000 
Special  Fund-A/ 1,000 


MU 
JU 
ST 
BA 
ST 
GS 
GS 
GS 
GS 
GS 
JU 
BD 
BD 
ST 
MU 
ST 


#1  Performing  Fund  Since 
the  Market  Low  of  1987 

— per  Mutual  Fund  Forecaster* 

The  Kaufmann  Fund 

A  Small  Company  Growth  Fund 


Five  Yr.  Compounded  Annual  Return** 

25 


20 
15 
10 


S&P  500l  18.7o/oj 

10.3%  J 


KAUFX 
FUND 


More  than  twice  the  average  total 
annual  return  of  all  funds.** 

Morningstar  5  Star  (*****)  Rating 

(as  of  5/3 1/94) 


The  Kaufmann  Fund  is  an 
aggressive  growth  fund  dedicated 
to  the  objective  of  capital  appre- 
ciation through  investment  in  small 
growth  companies.  The  Fund 
invests  primarily  in  companies 
beyond  the  venture  stage  that  are 
profitable  and  have  substantial 
growth  prospects. 


Lawrence  Auriana  and  Hans  Utsch, 
Portfolio  co-managers. 


For  information  call: 


1  -800-346-5263 


*  Period  of  12/4/87-6/30/94. 

"Five  year  period  ending  6/30/94,  per  Lipper  Analytical  Services. 

Since  February  1986,  the  date  the  Fund  became  fully  operational  after  reorganization,  the 
Fund's  total  return  was  205. 7%.  The  Fund's  compounded  annualized  return  to  June  30, 
1994  for  the  one  year,  and  2/86-6/94  periods  are  6.4%,  14.4%  respectively.  Total 
returns  for  periods  ending  June  30,  1994  are  historical  and  include  change  in  share  price, 
reinvestment  of  dividends  and  capital  gains.  There  is  a  0.2%  redemption  fee  and  a  12b-1 
fee  in  excess  of  0.25%.  The  S&P  is  an  unmanaged  index  consisting  of  the  common  stock 
of  500  publicly  traded  U.S.  companies.  For  more  information  including  charges  and 
expenses,  please  read  the  prospectus  carefully  before  you  invest.  The  performance  cited 
represents  past  performance  which  is  not  indicative  of  future  results;  investment 
performance  fluctuates;  fund  shares  when  redeemed  may  be  worth  more  or  less  than 
original  cost. 

THE  KAUFMANN  FUND,  INC. 
17  Battery  Place,  New  York,  NY  10004  •  Fax  (212)  344-6227 
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•ijl 

DISTRIBUTORS 

t  SURVEY 

nun       in  vestment  ($)  Type 

Oppenheimer  Strategic  Inc  &  Growth-A/ 1,000  BA 

Oppenheimer  Strategic  lncome-A/1,000  BD 

Oppenheimer  Target  Fund-A/ 1 ,000  ST 

Oppenheimer  Tax-Free  Bond-A/ 1,000  MU 

Oppenheimer  Time  Fund  / 1,000  ST 

Oppenheimer  Total  Return-A/ 1,000  ST 

Oppenheimer  US  Government  Trust-A / 1 ,000  BD 

Oppenheimer  Value  Stock-A/ 1,000  ST 

Overland  Express 

PO  Box  63084 

San  Francisco,  CA  94163 

(800)  552-9612 

Overland  Express  Asset  Allocation-A/ 1,000  BA 

Overland  Express  Calif  T-F  Bond-A/ 1,000  MU 
Overland  Express  Variable  Rate  Govt-A/ 1,000  BD 

Pacific  Financial  Asset  Management  Corp 

700  Newport  Center  Drive 
Newport  Beach,  CA  92660-9030 
(800)  800-7674 

Pfamco  Balanced  Portfolio/200,000#  BA 

Pfamco  Capital  Appreciation/200,000#  ST 

Pfamco  Emerging  Markets/200,000#  FS 

Pfamco  Enhanced  Equity/200,000#  ST 

Pfamco  Equity  Income /200,000#  ST 

Pfamco  Managed  Bond  &  lncome/200,000#  BD 

Pfamco  Mid  Cap  Growth /200,000#  ST 

Pfamco  Small  Cap  Growth t  ST 

Pfamco  Small  Cap  Value/200,000#  ST 

PaineWebber 

1000  Harbor  Boulevard 
Weehawken,  NJ  07087-6790 
(800)  647-1568 

PaineWebber  Asset  Allocation-A/ 1,000  BA 

PaineWebber  Atlas  Global  Growth-A/ 1,000  GS 

PaineWebber  Blue  Chip  Growth-A/ 1,000  ST 

PaineWebber  California  T-F  lncome-A/1,000  MU 

PaineWebber  Capital  Apprec-A/ 1,000  ST 

PaineWebber  Cashfund/ 5,000  MM 

PaineWebber  Dividend  Growth-A/ 1,000  ST 

PaineWebber  Europe  Growth-A  / 1,000  FS 

PaineWebber  Global  Energy-A/ 1,000  GS 

PaineWebber  Global  Growth  &  Inc-A/ 1,000  GS 

PaineWebber  Global  lncome-A/1,000  GB 

PaineWebber  Growth  Fund-A  / 1,000  ST 

PaineWebber  High  lncome-A/1,000  JU 

PaineWebber  Investment  Grade  Inc-A/ 1,000  BD 

PaineWebber  Municipal  High  Inc-A/ 1,000  MU 

PaineWebber  National  T-F  lncome-A/1,000  MU 

PaineWebber  Regional  Fml  Growth-A/ 1,000  ST 

PaineWebber  S-T  US  Govt  Income-A/ 100  BD 

PaineWebber  Small  Cap  Value-A/ 1,000  ST 

PaineWebber  US  Govt  lncome-A/1,000  BD 


Fi inri  /  minimum  initial  inwp^tmpnt  ($.\ 

rUMU/  IIIIIIIIIIUIII  lllllldl  II 1 VCMII ICI11  \$) 

Tunp 
iype 

Ftinri /  minimum  initial  inup^tmpnt  fx) 

1  UllUf  II 1 1 11 1 1 IIU  III  IlllUdl  1 1 1  VCol  II ICI U  \  -p  1 

Parnassus  Financial  Management/ 2,000 

CT 
O  1 

Pilgrim  Group 

m  oaiiiomia  onset 

10100  Santa  Monica  Boulevard 

Con  Franricrn  ffl  111 
OdU  MdllUiUU,  bn  J'\  1  I  1 

Ins  Anoplps  PA  Q0nfi7.dll? 

LUo  nllgclco,  un  j\J\)\}l  HllC 

(800)  999-3505 

(800)  334-3444 

Pasadena  Group  of  Mutual  Funds 

Pilgrim  Adjustable  Rate  Securities 

11/  D.UUU 

OUU  liUlul  nUbclilcdU  DUUlcVdlU 

riignm  Aujusiauie  Uo  bovt  bees  n 

/  D,UUU 

Pasadena,  CA  91107-2133 

Pilprim  MapnaCan  Fimri/1  OOO 

1  Hgl  N  1  I  IVIugl  \Q\jQ  \J  1  U 1  1 U  /  1  ,  \J\J\J 

(800)  882-2855 

Pilot  runds/  1,U(JU 

rdsaaena  tsaianceu  rceiurn-M/ i,uuu 

RA 
Dn 

ICC  IA/rrt  CC*k  Ct-n«+ 

1  jj  West  oDih  btreet 

rasaaena  browtn  runu-A/  l.uuu 

o  1 

Maui  Vnrb  MV  IflfllQ 

New  TOiK,  NT  luuiy 

Pasadena  Nifty  Fifty-A/ 1,000 

ST 

(800)  717-4568 

Pax  World  Fund/ 2 50 

BA 

Pimco  Funds 

224  State  Street 

840  Newport  Center  Drive 

Portsmouth,  NH  03801 

Newport  Beach,  CA  92660 

(800)  767-1729 

(800)  800-0952 

Penn  Square  Management/ 500  ST 

2650  Westview  Drive 
Wyomissing,  PA  19610 
(800)  523-8440 

Permanent  Portfolio 

PO  Box  5847 
Austin,  TX  78763 
(800)  531-5142 

Permanent  Portfolios-Permanent/ 1,000  BA 
Permanent  Portfolios-Treasury  Bill/ 1,000  BD 

GR  Phelps  &  Co 

140  Garden  Street 
Hartford,  CT  06154 
(800)  234-5606 

Connecticut  Mutual-Growth/ 1,000  ST 
Connecticut  Mutual-Total  Return  / 1,000  BA 

Philadelphia  Fund/ 1,000  ST 
1200  North  Federal  Highway 
Boca  Raton,  FL  33432 
(800)  749-9933 

Phoenix  Equity  Planning  Corp 

100  Bright  Meadow  Boulevard 
Enfield,  CT  06083-2200 
(800)  243-4361 

Phoenix  Balanced  Fund/ 500  BA 

Phoenix  Calif  Tax-Exempt  Bonds/500  MU 

Phoenix  Convertible  Fund  /  500  BA 

Phoenix  Equity  Opportunities/ 500  ST 

Phoenix  Growth  Fund  /  500  ST 

Phoenix  High  Yield-A/ 500  JU 

Phoenix  Income  &  Growth-A/500  BA 

Phoenix  Multi-Sector  Fixed  Income-A/ 500  BD 

Phoenix  Multi-Capital  Appreciation/ 500  ST 

Phoenix  Multi-International/ 500  FS 

Phoenix  Multi-Tax-Exempt  Bond-A/ 500  BD 

Phoenix  Stock  Fund/ 500  ST 

Phoenix  Total  Return/ 500  BA 

Phoenix  US  Government  Secs-A/500  BD 

Phoenix  Worldwide  Opportunities/ 500  GS 


tClosed  to  new  investors.   #Available  at  lower  minimum  through  discount  brokerage. 


Pimco  Foreign  Fund/500,000# 
Pimco  High  Yield /500,000# 
Pimco  Low  Duration /500,000# 
Pimco  Low  Duration  ll/500,000# 
Pimco  Total  Return/500,000# 

Pioneer  Group 

PO  Box  9014 

Boston,  MA  02205-9014 

(800)  225-6292 

Pioneer  America  Income  Trust-A/ 1,000 
Pioneer  Bond  Fund-A/ 1,000 
Pioneer  Capital  Growth-A/ 1,000 
Pioneer  Equity-lncome-A/ 1,000 
Pioneer  Europe  Fund-A/ 1,000 
Pioneer  Fund/ 50 
Pioneer  Growth  Shares/ 1,000 
Pioneer  11/50 
Pioneer  Income/ 1,000 
Pioneer  International  Growth-A/ 1,000 
Pioneer  Tax-Free  Income/ 1,000 
Pioneer  Three/ 1,000 
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'"Ms* 


LEAVING  YOUR  JOB? 

DON'T  LEAVE  20%  OF  YOUR 
RETIREMENT  MONEY  REHIND 


Free  T.  Howe  Price  kit  helps  you  protect  your  retirement  savings. 

If  you're  leaving  your  job,  choosing  what  to  do  with 
your  retirement  plan  payout  may  be  one  of  the  most 
important  decisions  you'll  make.  And  current  law 
makes  your  choices  more  complicated — and  more 
important — than  ever.  Depending  on  your  decision,  the 
IRS  could  withhold  20%  of  your  retirement  money. 

We  help  you  know  all  your  options.  Our  up-to-date 
kit  can  help  you  understand  all  your  options.  In  plain,  straightforward 
language,  we  give  you  the  accurate,  detailed  facts  you  need  to  help 
decide  what's  best  for  you.  And,  with  our  free  Direct  Rollover  Service, 
we  can  coordinate  your  request  directly  with  your  previous  employer, 
if  you  so  choose. 

Call  for  more  information  and  a  free  kit 
1-800-541-6648 


Invest  With  Confidence 

T.RoweRice 


4|jjl 


IKAR023277 


T.  Rowc  Price  Investment  Services,  Inc.,  Distributor. 


1  Yr.  Return  Ended  6/30/94* 

+1.40 

S&P500 

+22.99 

Dreyfus  Strategic 
Growth,  L.P. 

Dreyfus  Strategic  Growth,  L.P. 
hasn't  performed  like  the  S&P...or  like 
most  mutual  funds. 

Of  course,  past  performance  is  no 
guarantee  of  future  results.  And  this  kind  of  dynamic 
common  stock  fund  is  only  suitable  for  those  willing  to  accept 
substantial  risks  in  the  hope  of  profiting  in  any  market  conditions. 
For  more  complete  information,  including  sales  charges  and  expenses,  as 
well  as  special  risk  considerations  involving  the  Fund's  investment  flexibility, 
call  toll  free  for  a  Prospectus.  Please  read  it  carefully  before  you  invest. 

Unlike  the  Fund,  which  can  employ  special  investment  techniques  (such  as 
short  selling),  the  Standard  &  Poor's  500  Composite  Stock  Price  Index  is  a  widely 
accepted  unmanaged  index  of  stock  market  performance. 

Mutual  fund  shares  are  not  FDIC-insured  and  the  net  asset  value  of  all  mutual 

funds  of  this  type  will  fluctuate  from  time  to  time. 

Dreyfus  Strategic  Growth,  LP. 

 1-800-373-9387    Ext.  4748 

"Source  for  the  S&P  figures:  Lipper  Analytical  Services, 

Inc.  Average  annual  total  returns  of  the  Fund  for      O  ^fYVo        \A.  ^fV% 
the  5-year  and  since  inception  (3/27/87)  periods  were  0»  J \3      and  .lTT«vlV7  respectively. 
All  figures  reflect  maximum  3%  sales  load.  Investment  return  of  the  Fund  fluctuates  so  the  upon 
redemption  you  may  receive  more  or  less  than  original  investment.  ©  1094,  Dreyfus  Service  Corporation. 


D  DISTRIBUTORS 


■SURVEY 


•  -  :ittn  ii  it-»l  investment  ($)  Type 

pai  Preservation  Funds/ 1,000  ST 
215  North  Mam  Street 
Wast  Bend,  Wl  53095 
(800)  826-4600 

Princor  Financial  Services  Corp 

PO  Box  10423 

Des  Moines,  IA  50392-0200 

(800)  247-4123 

Princor  Blue  Chip/300  ST 

Princor  Capital  Accumulation/ 300  ST 

Princor  Emerging  Growth/300  ST 

Princor  Government  Sees  Income/ 1 ,000  BD 

Princor  Growth  Fund/ 300  ST 

Princor  Managed  Fund/300  BA 

Princor  Tax-Exempt  Bond/ 1,000  MU 

Princor  Utilities  Fund/ 1,000  ST 

Princor  World  Fund/ 300  GS 

Prudentia!  Securities 

PO  Box  15005 

New  Brunswick,  NJ  08837 

(800)  225-1852 

Global  Utility  Fund-A/ 1,000  GS 

Nicholas-Applegate  Growth  Equity-A/ 1,000  ST 

Prudential  Adjustable  Rate  Secs-A/5,000  MU 

Prudential  Calif  Municipal-Calif-A/ 1,000  MU 

Prudential  Calif  Municipal-lncome-A/ 1,000  MU 

Prudential  Equity  Fund-A/ 1 ,000  ST 

Prudential  Equity  Income-A/ 1,000  ST 

Prudential  FlexiFund-Conservative-A/ 1,000  ST 

Prudential  F lexi Fu nd-Stra tegy- A / 1,000  ST 

Prudential  Global  Fund-A / 1 ,000  GS 

Prudential  Global  Genesis-A / 1 ,000  GS 

Prudential  Global  Nat  Resources-A/ 1,000  GS 

Prudential  GNMA  Fund-A/ 1,000  BD 

Prudential  Government  Plus-A/ 1,000  BD 

Prudential  Govt  Secs-lntermed/ 1,000  BD 

Prudential  Growth  Fund-A  / 1,000  ST 

Prudential  Growth  Opportunity-A/ 1,000  ST 

Prudential  High  Yield-A/ 1,000  JU 

Prudential  IncomeVertible-A/ 1 ,000  BA 

Prudential  Intermed  Global  Inc-A/ 1,000  GB 

Prudential  Multi-Sector  Fund-A/ 1,000  ST 

Prudential  Muni  Bond-High  Yield-A/ 1,000  MU 

Prudential  Muni  Bond-lnsured-A/ 1,000  MU 

Prudential  Muni  Ser-Florida-A/ 1,000  MU 

Prudential  Muni  Ser-New  Jersey-A/ 1,000  MU 

Prudential  Muni  Ser-New  York-A/ 1,000  MU 

Prudential  Muni  Ser-Ohio-A/ 1 ,000  MU 

Prudential  Muni  Ser-Pennsylvania-A/ 1,000  MU 

Prudential  National  Municipals-A/ 1,000  MU 

Prudential  Pacific  Growth-A/ 1 ,000  FS 

Prudential  S-T  Global-Assets-A/ 5,000  GB 

Prudential  S-T  Global-lncome-A/ 1,000  GB 

Prudential  Structured  Maturity-A/ 1,000  BD 

Prudential  US  Government-A/ 1 ,000  BD 

Prudential  Utility  Fund-A/ 1,000  ST 


Fund/minimum  initial  investment  ($)  Type 

Putnam  Mutual  Funds 

PO  Box  41203 
Providence,  Rl  02940-1203 
(800)  225-1581 

Putnam  Adjustable  Rate  US  Govt-A/500  BD 

Putnam  American  Govt  Trust-A/ 500  BD 

Putnam  Arizona  T-E  Income-A/ 500  MU 

Putnam  Asia  Pacific  Growth-A/500  FS 

Putnam  Balanced  Government-A/ 500  BA 

Putnam  Calif  Tax-Exempt  lncome-A/500  MU 

Putnam  Convertible  lncome-Growth-A/500  BA 

Putnam  Corporate  Asset  Trust/25,000  ST 

Putnam  Diversified  Income  Trust-A/ 500  BD 

Putnam  Dividend  Growth-A/500  ST 

Putnam  Energy-Resources-A/500  ST 

Putnam  Equity  lncome-A/500  ST 

Putnam  Europe  Growth-A/500  FS 

Putnam  Federal  Income  Trust-A/500  BD 

Putnam  Florida  T-E  lncome-A/500  MU 

Putnam  Fund  for  Growth  &  lncome-A/500  ST 

George  Putnam  Fund  of  Boston-A/500  BA 
Putnam  Global  Governmental  lncome-A/500  GB 

Putnam  Global  Growth-A/500  GS 

Putnam  Health  Sciences  Trust-A/500  ST 

Putnam  High  Yield  Advantage/500  JU 

Putnam  H  igh  Yield  Trust-A  /  500  J  U 

Putnam  Income  Fund-A/ 500  BD 

Putnam  Investors  Fund-A/ 500  ST 

Putnam  Managed  Income  Trust-A/500  ST 

Putnam  Mass  T-E  Income  ll-A/500  MU 

Putnam  Mich  T-E  Income  H-A/500  MU 

Putnam  Minn  T-E  Income  ll-A/500  MU 

Putnam  Municipal  lncome-A/500  MU 

Putnam  New  Jersey  T-E  Income-A /  500  M U 

Putnam  New  Opportunities-A/500  ST 

Putnam  New  York  T-E  lncome-A/500  MU 

Putnam  New  York  T-E  Opportunities/ 500  MU 

Putnam  Ohio  T-E  Income  ll-A/500  MU 

Putnam  OTC  Emerging  Growth-A/500  ST 

Putnam  Pennsylvania  T-E  lncome-A/500  MU 

Putnam  Tax-Exempt  lncome-A/500  MU 

Putnam  Tax-Free  Income-High  Yield/ 500  MU 

Putnam  Tax-Free  Income-Insured/ 500  MU 

Putnam  US  Govt  lncome-A/500  BD 

Putnam  Utilities  Growth  &  lncome-A/500  ST 

Putnam  Vista  Fund-A/ 500  ST 

Putnam  Voyager  Fund-A/ 500  ST 


tClosed  to  new  investors. 


Fund/minimum  initial  investment  ($) 

Quantitative  Advisors 

Lincoln  North 
Lincoln,  MA  01/73 
(800)  331-1244 

Quantitative-Boston  Foreign  Growth-07 5,000 
Quantitative-Boston  Growth  &  Inc-O/ 5,000 
Quantitative-Boston  Numeric-0 / 5,000 

Quest  for  Value 

225  Liberty  Street 
New  York,  NY  10281 
(800)  232-3863 

Quest  for  Value-Growth  &  Income-A/ 1 ,000 
Quest  for  Value-Opportunity-A/ 1,000 
Quest  for  Value-Small  Cap-A/ 1 ,000 
Quest  for  Value-US  Govt  Income-A/ 1,000 
Quest  for  Value  Fund-A/ 1 ,000 
Quest  for  Value  Global  Equity-A  / 1,000 

Ranson  Capital/ 1,000 
120  South  Market  Street 
Wichita,  KS  67202 
(800)  345-2363 

Reich  &  Tang  LP 

600  Fifth  Avenue 
New  York,  NY  10020 
(800)  676-6779 

California  Daily  Tax-Free  Income/1,000 
Reich  &  Tang  Equity/ 5,000 

Robertson,  Stephens  &  Co 

555  California  Street 
San  Francisco,  CA  94104 
(800)  766-3863 

Robertson  Stephens  Contrarian/ 5,000 
Robertson  Stephens  Emerging  Growth/ 5,000 
Robertson  Stephens  Value  Plus/ 5,000 

Rochester  Fund  Distributors 

70  Linden  Oaks 
Rochester,  NY  14625 
(716)  383-1300* 

Bond  Fund  For  Growth/2,000 
Rochester  Fund  Municipals/2,000 
Rochester  Limited-Term  NY  Muni/ 5,000 

Rodney  Square  Funds 

1100  North  Market  Street 
Wilmington,  DE  19890-0001 
(800)  336-9970 

Rodney  Square-Money  Market/ 1,000 
Rodney  Square  International  Equity/ 1,000 
Rodney  Square  Multi-Manager-Growth/ 1,000 

Royce  Funds 

1414  Avenue  of  the  Americas 
New  York,  NY  10019 
(800)  221-4268 

Pennsylvania  Mutual  Fundt 
Royce  Fund-Equity  Income/2,000 
Royce  Fund-Premier/2,000 
Royce  Fund-Value/2,000 
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'und/ minimum  initial  investment  ($) 

tushmore  Group/ 2, 500 

"  922  Fairmont  Avenue 
,;ethesda,  MD  20814 
800)  343-3355 

iyback  Management  Corp 

711  Carondelet  Avenue 
It  Louis,  MO  63105 
314)  727-5305 

Lindner  Dividend  Fund/2,000 
.indner  Fund/2,000 

>afeco  Securities 

'0  Box  34890 

ieattle,  WA  98124-1890 

800)  624-5711 

jafeco  Equity  Fund/ 1,000 
Safeco  Growth  Fund/ 1,000 
>afeco  Income  Fund/ 1,000 
Safeco  Municipal  Bond/ 1,000 
Safeco  Northwest  Fund  / 1,000 

Jalomon  Brothers  Asset  Management 

Seven  World  Trade  Center 
Jew  York,  NY  10048 
800)  725-6666 

Salomon  Brothers  Capital  Fund/ 1,000 
Salomon  Brothers  Investors  Fund/ 500 
Salomon  Brothers  NY  Muni  MM/ 100,000 
Salomon  Brothers  Opportunity  Fund/ 1,000 

5BM  Financial  Services 

3400  Normandale  Lake  Boulevard 
Vlinneapolis,  MN  55437 
[800)  328-4735 


Type 

ST 


ST 
ST 


ST 
ST 
ST 
MU 
ST 


ST 
ST 
VIM 
ST 


itate  Bond  Common  Stock/ 250 
State  Bond  Diversified/ 2 50 

SBSF  Funds 

45  Rockefeller  Plaza 
New  York,  NY  10111 
(800)  422-7273 

SBSF  Convertible  Securities/ 5,000 
SBSF  Fund/ 5,000 

Schafer  Value  Fund/ 2,000 
645  Fifth  Avenue 
New  York,  NY  10022 
(800)  343-0481 

Schroder  Capital  Management  lntl/2,500 

PO  Box  419942 

Kansas  City,  MO  64141-6942 

(800)  344-8332 

Charles  Schwab/25,000 

101  Montgomery  Street 
San  Francisco,  CA  94104 
(800)  526-8600 


ST 
ST 


BA 
ST 

ST 


FS 


MUTUAL  FUND  INVESTORS! 

TURN  TO  PAGE  270 
FOR  VALUABLE  INFORMATION 
ON  MUTUAL  FUNDS 


Many  of  today's  leading  funds  use  the  FORBES  MUTUAL  FUNDS 
PORTFOLIO  to  make  their  prospectuses  available  to  readers.  Simply 
call  the  800  numbers  listed  in  the  section  or  mail  back  the  postage- 
paid  reply  card  provided. 

Don't  miss  this  easy  and  convenient  way 
to  get  the  mutual  fund  information  you  need. 


For  more  information  about  HIV/AIDS,  call  the 
National  AIDS  Hotline,  Centers  for  Disease  Control,  1-800-342-AIDS; 
or  write  to  the  American  Association  for  World  Health, 
1129  20th  Street  NW,  Suite  400,  Washington,  DC  20038-3403. 

UNITED  STATES 
POSTAL  SERVICE  ,, 
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HP  DISTRIBUTORS 

D SURVEY 


':•  -vvz'M  ir.ii;ji  investment  ($) 

TvDe 

Fund /minimum  initial  investment  ($) 

TVDG 

Scudder  Investor  Services 
Two  Ime.Raiicnal  Place 
Boston,  MA  021 10-4 i03 
(800)  225-2470 

Selected  /Venture  Advisers 

P0  Box  1688 

Santa  Fe,  NM  87504-1688 
(800)  279-0279 

AARP  Capital  Growth/ 500  ST 

AARP  Growth  &  Income/ 500  ST 

AARP  Income-GNMA  &  US  Treasury/ 500  BD 

AARP  Income-High  Quality  Bond/500  BD 

AARP  insured  T-F  Income-Genl  Bond/500  MU 

Japan  Fund/ 1,000  FS 

Scudder  Balanced  Fund  / 1 ,000  BA 

Scudder  California  Tax-Free/ 1,000  MU 

Scudder  Capital  Growth  / 1 ,000  ST 

Scudder  Development  Fund/ 1,000  ST 

Scudder  Global  Fund/ 1,000  GS 

Scudder  Global  Small  Company/ 1 ,000  GS 

Scudder  GNMA  Fund/ 1,000  BD 

Scudder  Gold  Fund/ 1,000  GS 

Scudder  Growth  &  Income/ 1,000  ST 

Scudder  High  Yield  Tax-Free/ 1,000  MU 

Scudder  Income  Fund  / 1 ,000  BD 

Scudder  International  Bond/ 1,000  GB 

Scudder  International  Fund/ 1,000  FS 

Scudder  Latin  America  / 1 ,000  FS 

Scudder  Managed  Municipal  Bonds/ 1,000  MU 

Scudder  Massachusetts  Tax-Free/ 1,000  MU 

Scudder  Medium  Term  Tax-Free/ 1 ,000  MU 

Scudder  NY  Tax-Free/ 1,000  MU 

Scudder  Pacific  Opportunities/ 1 ,000  FS 

Scudder  Quality  Growth  / 1 ,000  ST 

Scudder  Short  Term  Bond/ 1,000  BD 

Scudder  Short  Term  Global  Income/ 1,000  GB 

Scudder  Value  Fund/ 1,000  ST 


Securities  Management  &  Research 

One  Moody  Plaza 

Galveston,  TX  77550 

(800)  231-4639 

American  National  Growth/ 100 

ST 

American  National  Income/ 100 

ST 

Security  Distributors 

700  Harrison  Street 
Topeka,  KS  66636 
(800)  888-2461 


Security  Equity  Fund-A/100 

ST 

Security  Growth  &  lncome-A/100 

ST 

Security  Income-Corporate  Bond-A/ 100 

BD 

Security  Ultra  Fund-A/100 

ST 

SEI  Corp 

680  East  Swedesford  Road 

Wayne,  PA  19087 

(800)  342-5734 

Compass  Capital  Equity-lncome/2,500 

ST 

Compass  Capital  Fixed  Income/2,500 

BD 

Compass  Capital  Growth/ 2,500 

ST 

Compass  Capital  Short/ Intermediate/2,500 

BD 

PBHG  Growth  Fund/ 1,000 

ST 

SEI  Index  S&P  500  Index* 

ST 

New  York  Venture  Fund  / 1 ,000  ST 

RPF  of  America-Convertible  Sees/ 1,000  BA 

RPF  of  America-Global  Value/ 1,000  GS 

RPF  of  America-Growth  Fund/ 1,000  ST 

Selected  American  Shares/ 1 ,000  ST 

Selected  Special  Shares/ 1 ,000  ST 

Venture  Muni  (+)  Plus/ 1.000  MU 

Seligman  Financial  Services 

100  Park  Avenue 
New  York,  NY  10017 
(800)  221-7844 

Seligman  Calif  Tax-Ex-Quality-A/ 1,000  MU 

Seligman  Capital  Fund-A/ 1 ,000  ST 

Seligman  Common  Stock-A/ 1,000  ST 

Seligman  Communications  &  Info-A/ 1,000  ST 

Seligman  Frontier  Fund-A/ 1,000  ST 

Seligman  Growth  Fund-A  / 1,000  ST 

Seligman  Henderson  Gl  Emerg  Cos-A/ 1 ,000  FS 

Seligman  Henderson  International-A/ 1,000  FS 

Seligman  Income  Fund-A/ 1,000  BA 

Seligman  Tax-Exempt-Mass-A/ 1,000  MU 

Seligman  Tax-Exempt-Michigan-A/ 1,000  MU 

Seligman  Tax-Exempt-Minnesota-A/ 1,000  MU 

Seligman  Tax-Exempt-National-A/ 1,000  MU 

Seligman  Tax-Exempt-Ohio-A/ 1 .000  MU 

Seligman  Tax-Exempt-SC-A/ 1,000  MU 

Sentinel  Financial  Services 

National  Life  Drive 
Montpelier,  VT  05604 
(800)  344-7437 


Sentinel  Balanced  Fund/ 500 

BA 

Sentinel  Common  Stock/ 500 

ST 

Sentinel  Emerging  Growth/ 500 

ST 

Sentinel  Government  Securities/ 500 

BD 

Sentinei  Growth  Fund/ 500 

ST 

Sentinel  Tax-Free  Income/ 500 

MU 

Sentinel  World  Fund/ 500 

FS 

Sentry  Equity  Services/ 500 

ST 

1800  North  Point  Drive 

Stevens  Point,  Wl  54481 

(800)  533-7827 

Sequoia  Fundt 

ST 

767  Fifth  Avenue 

New  York,  NY  10153-4798 

(212)  832-5280 

Sheffield  Investments 

41  Madison  Avenue 
New  York,  NY  10010 
(800)  922-7771 

Blanchard  Flexible  Income/3,000  GB 

Blanchard  Global  Growth/3,000  GS 

Blanchard  Precious  Metals/3,000  GS 

Blanchard  Short-Term  Global  Income/3,000  GB 


Fund/ minimum  initial  investment  ($] 

Tv 

SIFE  Trust/200 

490  North  Wiget  Lane 

Walnut  Creek,  CA  94598 

(800)  524-7433 

Signature  Financial  Group 

Six  St  James  Avenue 
Boston,  MA  02116 
(800)  638-1896 

FundTrust-Aggressive  Growth/ 1,000 
FundTrust-Growth/ 1,000 
FundTrust-Growth  &  Income/ 1,000 

Sit  Investment  Associates 

90  South  Seventh  Street 
Minneapolis,  MN  55402 
(800)  332-5580 

Sit  Growth  &  Income/2,000 
Sit  Growth  Fund/2,000 
Sit  International  Growth/2,000 
Sit  Tax-Free  Income/ 2, 000 

Skyline  Fund 

350  North  Clark  Street 
Chicago,  IL  60610 
(800)  458-5222 

Skyline  Fund-Special  Equitiest 
Skyhne  Fund-Special  Equities  11/1,000 

Smith  Barney  Shearson 

1345  Avenue  of  the  Americas 
New  York,  NY  10105 

(212)  720-9150  (local);  (800)  544-7835 

Smith  Barney-Income  &  Growth-A/3,000 
Smith  Barney-S-T  US  Treasury/ 10,000 
Smith  Barney-Utility-A/ 10,000 
Smith  Barney  Capital  Appreciation-A/3,000 
Smith  Barney  Muni-California-A/ 10,000 
Smith  Barney  Muni-Florida-A/ 10,000 
Smith  Barney  Muni-Limited  Term-A/ 10,000 
Smith  Barney  Muni-National-A/ 10,000 
Smith  Barney-US  Government  Secs-A/3,000 
Smith  Barney  World-Global  Govt-A/ 10,000 
Smith  Barney  World-lntl  Equity-A/3,000 
SBS  Adjustable  Rate  Govt  Income-A/ 1,000 
SBS  Advisors  Fund-A/25,000 
SBS  Aggressive  Growth-A/ 1,000 
SBS  Appreciation  Fund-A/1,000 
SBS  California  Municipals-A/ 1,000 
SBS  Equity-Growth  &  Income-A/ 1,000 
SBS  Equity-Sector  Analysis-A/ 1,000 
SBS  Equity-Strategic  Inv-A/ 1,000 
SBS  Fundamental  Value-A/ 1,000 
SBS  Global  Opportunities-A/ 1,000 
SBS  Income-Convertible-A/ 1,000 
SBS  Income-Diversified  Strategic-A/ 1,000 
SBS  Income-Global  Bond-A/ 1,000 
SBS  Income-High  Income-A/ 1,000 
SBS  Income-Premium  Tot  Ret-A/ 1,000 
SBS  Income-Tax-Exempt  Inc-A/ 1,000 
SBS  Income-Utilities-A/ 1,000 
SBS  Invest-European-A/ 1,000 


tClosed  to  new  investors.   {No  minimum.  #Available  at  lower  minimum  through  discount  brokerage. 
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und/ minimum  initial  investment  ($) 

Type 

BS  Invest-Government  Secs-A/ 1,000 

BD 

BS  Invest-lnvest  Grade  Bond-A/ 1,000 

BD 

BS  Invest-Special  Equities-A/ 1,000 

ST 

BS  Managed  Governments-A/ 1,000 

BD 

BS  Managed  Municipals-A/ 1,000 

MU 

BS  New  Jersey  Municipals-A/ 1,000 

MU 

BS  New  York  Municipals-A/ 1,000 

MU 

BS  Precious  Metals  &  Minerals-A/ 1,000 

FS 

BS  Principal  Return-Series  1996t 

BA 

BS  Principal  Return-Series  1998t 

BA 

3S  Principal  Return-Series  2000t 

BA 

BS  Short-Term  World  Income-A/ 1,000 

GB 

3S  Telecommunications-Growth-A  / 1 ,000 

ST 

3S  Worldwide  Prime  Assets-A/2,500 

GB 

mith  Breeden  Associates/ 1,000 

BD 

)0  Europa  Drive 

lapel  Hill,  NC  27514 

500)  221-3138 

oGen  Securities  Corpt 

GS 

)  Rockefeller  Plaza 

:w  York,  NY  10020 

!12)  399-1141  (local);  (800)  628-0252 

outheastern  Asset  Management 

)75  Poplar  Avenue 

emphis,  TN  38119 

$00)  445-9469 

Dngleaf  Partners  Fund/10,000# 

ST 

angleaf  Partners  Small-Cap/ 10,000# 

CT 

tagecoach  Asset  Management 

)  Box  7066 

in  rrancisco,  la  ytuu 

5UU)  lll-alil 

tagecoach  Asset  Allocation  / 1,000 

BA 

tagecoach  California  Tax-Free  Bond/ 1,000 

MU 

tagecoach  Corporate  Stock  / 1,000 

ST 

tagecoach  GNMA  Fund/ 1,000 

BD 

tagecoach  Growth  &  Income/ 1,000 

ST 

tagecoach  Money  Market/ 1,000 

MM 

tagecoach  US  Govt  Allocation/ 1,000 

BD 

tate  Street  Financial  Services 

ne  Financial  Center 
Dston,  MA  02111 
300)  882-0052 

letLife-State  Street  Cap  Apprec-A /  500  ST 

letLife-State  Street  Equity  Income-A/ 500  ST 

letLife  State  Street  Equity  lnv-A/500  ST 

letLife-State  Street  Gov!  Secs-A  /  500  B  D 

letLife-State  Street  H  igh  I  ncome-A  /  500  J  U 

letLife-State  Street  Mngd  Assets-A/500  BA 
letLife-State  Street  Res  Global  Energy-A/500  GS 

letLife-State  Street  Res  Govt  Income-A / 500  B D 

letLife-State  Street  Tax-Exempt-A /  500  M U 

tate  Street  I  nvestment  Trust-A  /  500  ST 

tate  Street  Research  Capital-A/500  ST 


Fitnri  /  minimum  initial  ini/octmont  i\\ 
rUllU/  IMMMIMUUI  lllllldl  lllvcol  Weill  [$} 

Type 

item  Koe  &  rarnnam 

rU  DUX  114 j 

Chirapn  II  60690 

(800)  338-2550 

SteinRoe  Capital  Opportunities/2,500 

ST 

SteinRoe  High  Yield  Municipals/2,500 

MU 

SteinRoe  Income  Fund/2,500 

BD 

SteinRoe  Intermediate  Bond/2,500 

BD 

SteinRoe  Intermediate  Municipals/2,500 

MU 

SteinRoe  Managed  Municipals/2,500 

MU 

^fpinRnp  Prime  Fm  litioc  /  9  ROD 
oicii  i r\uc  r in i  ic  r_Lj uiucd /  c. ,  juu 

ST 

oteinKoe  opeual  runa/^ouU 

O  1 

bteinRoe  Stock  hund/^?b0U 

CT 
0  1 

^tpinRnp  Tntal  Return/ 9  ^OD 
OLcMIrUc  lUldl  IxcLUI  1 1  /  c. ,  JUU 

RA 

Dn 

Stratton  Funds 

r/n  Fund  Plan  ^piwps    P0  Rnx  874 

\i  1  U  1  UIIU  1  lull  JCI  VI  .Cj       1  v  UUA  VI  ^ 

Conshohocken,  PA  19428-0874 

(800)  634-5726 

Stratton  Growth  Fund/ 2,000 

CT 
SI 

Strattnn  Mnnthlv  Divirlpnrl  ^harpc;/?  000 
oucjuuii  iviui  hi  My  L/iviuciiu  oiicjico  /  l. 

ST 

Strong  Cornel iuson  Capital  Management 

rU  DOX  L)3ov 

Milwaukee,  Wl  53201-2936 

(800)  368-1030 

Strong  Advantage  Fund/ 1,000 

BD 

Strong  Common  Stockt 

ST 

Strong  Discovery  Fund/ 1,000 

ST 

Strong  Government  Securities/ 1,000 

BD 

Strong  Income  Fund/ 1,000 

BD 

Strong  International  Stock/ 1,000 

FS 

Strong  Investment  Fund/250 

BA 

Strong  Municipal  Bond/2,500 

MU 

Strnnp  Onnnrtnnitv  Fund/ 1  000 

OllUllg  \J  |J[JUI  IU 1  1 1  ly  1  UIIU/  1  ,wU 

ST 

otrong  anon.- 1  erm  Bona  / 1  ,uuu 

Rn 
du 

Strong  Short-Term  Municipal  Bond/2,500 

Ml  1 

ML) 

BA 

SunAmerica  Asset  Management 

/ jj  IIIIIU  ttvcNUc 

Npw  Ynrk  NY  10017 

llGYi    1  Ul  r\,  111    1UU1  ' 

(800)  858-8850 

SunAmerica  Balanced  Assets-A/500 

BA 

SunAmerica  Blue  Chip  Growth-A/500 

ST 

SunAmerica  Diversified  Income-A/ 500 

GB 

Qi  in  A  mprir^  H  loh  1  nrnmP-A  /  SOD 
ouiir\iiiciiua  m  igi  i  iiiuuiiic  r\i  >j\j\j 

JU 

ounAmenca  oman  lo  browtn-M/ouu 

CT 

SunAmerica  Tax-Exempt  lnsured-A/500 

(\/ii  I 
IVIU 

^iinAmprirj^  1  1^  nnvprnmpnt  ^pr^-A/^OD 
OUllMliicilLa  uo  vjuvciiMiiciiL  oc^o  rw  •JKjyj 

BD 

Sunstone 

r  In  Firclir  True!  Pn     P0  Rnv  701 

c/o  rirsiar  irusi  i^o   ru  dox  /ui 

Milwaukee,  Wl  53201-0701 

(800)  982-8909 

Portico-Balanced  Fund/ 1,000 

BA 

Portico-Bond  IMMDEX/ 1,000 

BD 

Portico-Equity  Index/ 1,000 

ST 

Portico-Growth  &  Income/ 1,000 

ST 

Portico-MidCore  Growth/ 1,000 

ST 

Portico-Short-Term  Bond  Market/ 1,000 

BD 

Portico-Special  Growth  / 1,000 

ST 

Yacktman  Fund  12. 500 

ST 

Fund /minimum  initial  investment  ($) 

Type 

Templeton  Funds  Distributors 

500  East  Broward  Boulevard 

Fort  Lauderdale,  FL  33394-3091 

(800)  237-0738 

Templeton  Foreign  Fund/ 100 

FS 

Templeton  Global  Opportunities/ 100 

GS 

Templeton  Growth  Fund/ 100 

GS 

Templeton  Income  Fund/ 100 

GB 

Templeton  Real  Estate  Securities/ 100 

GS 

Templeton  Smaller  Companies  Growth/ 100 

GS 

Templeton  World  Fund/ 100 

GS 

Thomson  Investor  Services 

One  Station  Place 

Stamford,  CT  06902 

(800)  227-7337 

Thomson-Equity  Income-A/ 1,000 

BA 

Thomson-Growth-A/ 1 ,000 

ST 

Thomson-Income  Fund-A/ 1,000 

BD 

'  Thomson-lnternational-A/ 1,000 

GS 

Thomson-Opportunity-At 

ST 

Thomson-Precious  Metals-A/ 1,000 

GS 

Thomson-Target-A/ 1,000 

ST 

Thomson-US  Government-A/ 1,000 

BD 

Thornburg  Management 

119  East  Marcy  Street 

Santa  Fe,  NM  87501 

(800)  847-0200 

Thornburg  Intermediate  Municipal/ 5,000 

MU 

Thornburg  Limited  Term  Muni-Calif /  5,000 

MU 

Thornburg  Limited  Term  Muni-Natl/5,000 

MU 

Thornburg  Limited  Term  US  Govt/5,000 

BD 

Thornburg  New  Mexico  Intermed  Muni/ 5,000  MU 

Tocqueville  Fund/ 5,000 

ST 

1675  Broadway 

New  York,  NY  10019 

(800)  697-3863 
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Forbes  Presents 


GES  AND 
OPPORTUNITIES 

IN 


THE 
EXPANDING 
FEDERAL 
FACILITY 


CREATED  IN 

PARTICIPATION  WITH: 

The  United  States 
Department  of  Defense 

The  United  States 
Department  of  Energy 

The  United  States  Environmental 
Protection  Agency 

American  Consulting 
Engineers  Council 

Clean  Sites,  Inc. 

Defense  Cleanup 

The  Hazardous  Waste 
Action  Coalition 


Cleanup  &  Redevelopment  Market 

RESTORATION  •  TECHNOLOGY  •  DEVELOPMENT  •  REUSE 


SEPTEMBER  21 -23, 1994 
THE  CAPITAL  HILTON 
WASHINGTON,  D.C 

PLAN  NOW  TO  ATTEND 
THIS  UNPRECEDENTED  CONFERENCE 

Join  government,  business  and  investment  leaders, 
environmental,  engineering,  construction  and  insurance 
experts. 

Explore  the  opportunities  and  challenges  in  the  largest 
environmental  project  in  United  States  history:  the  cleanup! 
and  redevelopment  of  federally  owned  and  operated  facilities 


SEATING  IS  STRICTLY  LIMITED.  REGISTER  TODAY! 


PRESENTED  IN  ASSOCIATION  WITH: 

American  International  Goodwin,  Procter  &  Hoar 

Hill  International,  Inc. 

Johnson  &  Higgins 

Law  Companies  Group,  Inc. 

Lockheed  Environmental 
Systems  &  Technologies  Co. 

Minet  Insurance  Services,  Inc. 


Group,  Inc. 

Black  &  Veatch 

anonie  Environmental 
Services  Corp. 

Chemical  Bank 

Commerce  and 
Industry  Insurance 
Company,  Inc. 

CS  First  Boston 

Engineering  News 
Record 

ERM  Inc. 

Fluor  Daniel,  Inc. 

E  Capital 


Ogden  Environmental 
and  Energy  Services 

OHM  Corp. 

Pepper,  Hamilton  &  Scheetz 

Raytheon  Engineers  and 
Constructors  International,  Inc. 

William  E.  Simon  &  Sons,  Inc. 

TRW,  Inc. 


CONFERENCE  CHAIRMEN: 


PARTICIPATE  IN  THE  LARGEST 
AND  MOST  LUCRATIVE 
RESTORATION  PROJECT  IN 
UNITED  STATES  HISTORY 

Environmental  restoration  of  contaminated  federal 
facilities  is  the  fastest-growing  business  in  the 
United  States.  Innovative  technologies  must  be 
developed  to  address  radioactive,  nuclear  and 
other  hazardous  wastes,  and  to  destroy  ordinance 
and  chemical  weapons.  Eventual  redevelopment 
and  re-use  is  the  primary  objective  of  the 
restoration  process. 


Robert  F.  Cushman,  Esquire 
Partner 

Pepper,  Hamilton  &  Scheer. 

Richard  M.  Teater 
Group  President 
Government  and  Power 
Fluor  Daniel  Federal  Programs 

Barry  Perso  fsky 
Senior  Environmental  Officer 
American  international  Group 


Ground  Floor  Opportunity  To  Develop 

Federal  Facilities  Into  Financially  Viable  Industrial, 

Commercial  or  Residential  Properties  Including: 

•  Privatization 

•  Innovative  Financing  And  Insurance  Techniques 

•  Opportunities  for  commercializing  environmental  technology 

•  Eliminating  liability  and  turning  formerly  contaminated  sites  into 

valuable  assets 

•  Creating  an  investment  portfolio  of  contaminated  projects 

•  Small  business  participation  in  the  cleanup  of  federal  facilities 


Cleanup&  Redevelopment  Market 

RESTORATION  •  TECHNOLOGY  •  DEVELOPMENT  •  REUSE 


SEPTEMBER  21-23,1 994 
THE  CAPITAL  HILTON 
WASHINGTON,  D  C 


For  information  on  participating  with  leaders  from 
government  and  industry  in  this  $400  billion  dollar  market, 
call  800/243-3238,  fax  203/857-4075  or  mail 
this  coupon  to  CMC,  200  Connecticut  Avenue, 
Norwalk,  CT  06856-4990. 


slAME 


ZOMPANY  

ADDRESS  

:iTY/STATE/ZIP. 
3HONE 


TITLE 


FAX 


FFCU94B2 


f  ND  DISTRIBUTORS 


mium  initial  investment  ($) 


Type 


Fund/minimum  initial  investment  ($) 


Type 


Fund/minimum  initial  investment  ($) 


icansametica 
1000  Louisiana 
Houston,  fX  77002-5098 
(800)  343-6840 

Transamerica  Calif  Tax-Free  Inc-A/ 1,000 
Transarnerica  Capital  Growth-A/ 1,000 
Transamerica  Emerging  Growth-A/ 1,000 
Transamerica  Global  Resources-A/ 1,000 
Transamerica  Government  Income-A/ 1,000 
Transamerica  Govt  Securities/ 1,000 
Transamerica  Growth  &  Income-A/ 1,000 
Transamerica  High  Yield  Bond-A/ 1,000 
Transamerica  High  Yield  Tax  Free-A/ 1,000 
Transamerica  Tax-Free  Bond-A/ 1,000 

Tweedy  Browne/ 2, 500 

52  Vanderbilt  Avenue 
New  York,  NY  10017 
(800)  432-4789 

Twentieth  Century  Investors 

PO  Box  419200 

Kansas  City,  MO  64141-6200 

(800)  345-2021 


MU 
ST 
ST 
ST 
BD 
BD 
BA 
JU 
MU 
MU 

GS 


20th 

Century  Balanced  Investors' 

BA 

20th 

Century  Giftrust  Investors/250 

ST 

20th 

Century  Growth  Investors1 

ST 

20th 

Century  Heritage  Investors1 

ST 

20th 

Century  International  Equity1 

FS 

20th 

Century  Long-Term  Bond  12, 500 

BD 

20th 

Century  Select  Investors1 

ST 

20th 

Century  Ultra  Investors1 

ST 

20th 

Century  US  Governments  S-T/2,500 

BD 

20th 

Century  Vista  Investors1 

ST 

United  Services  Advisors 

PO  Box  781234 

San  Antonio,  TX  78278-1234 

(800)  873-8637 

United  Services-Gold  Shares/ 1 ,000  FS 
United  Services-Government  Savings/ 1,000  MM 

United  Services-World  Gold  / 1 ,000  GS 

USAA  Investment  Management  Co 

9800  Fredericksburg  Road 
San  Antonio,  TX  78288 
(800)  382-8722 

USAA  Investment-Balanced/ 1,000  BA 

USAA  Investment-Cornerstone/ 1 ,000  GS 

USAA  Investment-GNMA  Trust/3,000  BD 

USAA  Investment-Gold  Fund  / 1 ,000  FS 

USAA  Investment-International/ 1,000  FS 

USAA  Investment-World  Growth  / 1,000  GS 

USAA  Mutual-Aggressive  Growth  / 1,000  ST 

USAA  Mutual-Growth  &  Income/ 1 ,000  ST 

USAA  M  utual-Growth  / 1 ,000  ST 

USAA  Mutual-Income/ 1,000  BD 

USAA  Mutual-Income  Stock/ 1,000  ST 

USAA  Mutual-Money  Market/ 1,000  MM 

USAA  Tax-Exempt-California  Bond/3,000  MU 

USAA  T2x-Exempt-Califomia  MM/3,000  MM 

USAA.Tax-F-       Intermediate/3,000  MU 


USAA  Tax-Exempt-Long-Term /3.000 
USAA  Tax-Exempt-Money  Market/3,000 
•USAA  Tax-Exempt-Short-Term/3,000 
USAA  Tax-Exempt-Virginia  Bond/3,000 

UST  Distributors 

155  West  55th  Street 
New  York,  NY  10019 
(800)  233-1136 


MU 
MM 
MU 
MU 


UST 

Master  Funds- 

-Early  Life  Cycle/ 1,000 

ST 

UST 

Master  Funds- 

-Emerg  Americas  / 1 ,000 

FS 

UST 

Master  Funds- 

-Equity/ 1,000 

ST 

UST 

Master  Funds- 

-Govt  Money/ 1,000 

MM 

UST 

Master  Funds- 

-Income  &  Growth /1, 000 

ST 

UST 

Master  Funds- 

-International/ 1,000 

FS 

UST 

Master  Funds- 

-Managed  Income/ 1,000 

BD 

UST 

Master  Funds- 

-Money/ 1,000 

MM 

UST 

Master  Funds- 

-Pacific/Asia/1,000 

FS 

UST 

Master  Funds- 

-Pan  European/ 1,000 

FS 

UST 

Master  Tax-Exempt-Intermediate/ 1,000 

MU 

Value  Line  Securities 

220  East  42nd  Street 
New  York,  NY  10017 
(800)  223-0818 

Value  Line  Convertible/ 1,000  BA 
Value  Line  Fund/ 1,000  ST 
Value  Line  Income/ 1,000  ST 
Value  Line  Leveraged  Growth  Inv/ 1,000  ST 
Value  Line  Special  Situations/ 1,000  ST 
Value  Line  Tax-Exempt-High  Yield /1,000  MU 
Value  Line  US  Government  Sees/ 1,000  BD 

Van  Eck  Securities  Corp 

122  East  42nd  Street 
New  York,  NY  10168 
(800)  221-2220 

Van  Eck  Asia  Dynasty-A/ 1 ,000  FS 
Van  Eck  Gold /Resources/ 1,000  GS 
Van  Eck  International  Investors  Gold  / 1,000  FS 
Van  Eck  World  I  ncome-A  / 1 , 000  G  B 

Van  Eck  World  Trends/ 1,000  GS 

Van  Kampen  Merritt 

One  Parkview  Plaza 
Oakbrook  Terrace,  IL  60181 
(800)  225-2222 

Van  Kampen  Calif  Insured  T-F-A/ 1,000  MU 

Van  Kampen  Growth  &  Income-A/ 1,000  ST 

Van  Kampen  High  Yield  Fund-A/ 1,000  JU 

Van  Kampen  Insured  T-F-A/ 1,000  MU 

Van  Kampen  Municipal  Income-A/ 1,000  MU 

Van  Kampen  Penn  T-F  Income-A/ 1,000  MU 

Van  Kampen  Prime  Rate  Income/ 1,000  BD 

Van  Kampen  Short  Term  Global-A/ 1,000  FS 

Van  Kampen  T-F  High  Income-A/ 1,000  MU 

Van  Kampen  US  Government-A/ 1,000  BD 


Vanguard  Group  of  Investment  Cos 

PO  Box  2600 

Valley  Forge,  PA  19482 

(800)  662-7447 

Vanguard  Admiral-I-T  US  Treasury/ 50,000 
Vanguard  Admiral-L-T  US  Treasury/50,000 
Vanguard  Admiral-S-T  US  Treasury/ 50,000 
Vanguard  Admiral-US  Treasury  MM/ 50,000 
Vanguard  Asset  Allocation/3,000 
Vanguard  Balanced  Index/3,000 
Vanguard  California  T-F-lnsured  L-T/3,000 
Vanguard  California  T-F-MM/3,000 
Vanguard  Convertible  Securities/3,000 
Vanguard  Equity  Income/3,000 
Vanguard  Explorer  Fund /3, 000 
Vanguard  Fixed  lnc-GNMA/3,000 
Vanguard  Fixed  Inc-High  Yield/3,000 
Vanguard  Fixed  Inc-I-T  US  Treas/3,000 
Vanguard  Fixed  Inc-Long  Term  Corp/3,000 
Vanguard  Fixed  Inc-L-T  US  Treas/3,000 
Vanguard  Fixed  Inc-S-T  Corp/3,000 
Vanguard  Fixed  Inc-S-T  Federal /3,000 
Vanguard  Fixed  Inc-S-T  US  Treas/3,000 
Vanguard  Florida  Insured  Tax-Free/3,000 
Vanguard  Index-Extended  Market/3,000 
Vanguard  lndex-500  Portfolio/3,000 
Vanguard  lndex-Growth/3,000 
Vanguard  Index-Small  Cap  Stock/3,000 
Vanguard  Index-Total  Stock  Market/3,000 
Vanguard  lndex-Value/3,000 
Vanguard  Intl  Equity  lndex-European/3,000 
Vanguard  Intl  Equity  Index-Pacific/ 3,000 
Vanguard  International  Growth/3,000 
Vanguard  MM  Reserves-Federal/3,000 
Vanguard  MM  Reserves-Pnme/3,000 
Vanguard  MM  Reserves-US  Treas/3,000 
Vanguard /Morgan  Growth  Fund/3,000 
Vanguard  Muni  Bond-High  Yield/3,000 
Vanguard  Muni  Bond-Insured  L-T/3,000 
Vanguard  Muni  Bond-lntermediate/3,000 
Vanguard  Muni  Bond-Limited  Term/3,000 
Vanguard  Muni  Bond-Long-Term/ 3, 000 
Vanguard  Muni  Bond-Money  Market/3,000 
Vanguard  Muni  Bond-Short-Term/3,000 
Vanguard  NJ  Tax-Free-Insured  L-T/3,000 
Vanguard  NJ  Tax-Free-MM/3,000 
Vanguard  New  York  Insured  T-F/3,000 
Vanguard  Ohio  Tax-Free-Insured  L-T/3,000 
Vanguard  Ohio  Tax-Free-MM/3,000 
Vanguard  Penn  Tax-Free-Insured  L-T/3,000 
Vanguard  Penn  Tax-Free-MM/3,000 
Vanguard  Preferred  Stock/3,000 
Vanguard  Primecap  Fund/ 10,000 
Vanguard  Quantitative  Portfolios/3,000 
Vanguard  Special-Energy/3,000 
Vanguard  Special-Gold  &  Precious/3,000 
Vanguard  Special-Health  Care/3,000 
Vanguard  Special-Utilities  Income/3,000 
Vanguard  STAR  Fund/ 500 
Vanguard  Total  Bond  Market/3,000 
Vanguard  Trustees'  Equtty-lntl / 10,000 


tClosed  to  new  investors.   'An  automatic  monthly  investment  plan  is  required  for  investments  less  than  $2,500. 
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und/ minimum  initial  investment  ($)  Type 

j'anguard  Trustees'  Equity-US/ 10,000  ST 

I'anguard  US  Growth  Portfolio/3,000  ST 

I'anguard  Wellesley  Income  Fund/3,000  BA 

i'anguard  Wellington  Fund/3,000  BA 

'anguard  Windsor  Fundt  ST 


'anguard  Windsor  11/3,000  ST 

'ista  Mutual  Funds 

0  Box  419392 
ansas  City,  MO  64141 
800)  648-4782 

irowth  Fund  of  Washington/2,500  ST 

'ista  Capital  Growth-A/2,500  ST 

'ista  Equity  Fund/2,500  ST 

'ista  Growth  &  lncome-A/2,500  ST 
'ista  New  York  Tax-Free  lncome-A/2,500  MU 

'ista  Tax-Free  lncome-A/2,500  MU 

'ista  US  Government  lncome-A/2,500  BD 


'oyageur  Fund  Distributors 

0  South  Seventh  Street 
linneapolis,  MN  55402 

612)  376-7000  (local);  (800)  553-2143 


Fund /minimum  initial  investment  ($) 

Type 

Weiss,  Peck  &  Greer 

One  New  York  Plaza 

Npuu  Ynrli  NY  1  finfU 
llcW  IUIK,  III  1UUUM 

(800)  223-3332 

vvr<j  bovernmeni  oecuriiies/^.DUU 

DU 

WPG  Growth  &  Income/2,500 

ST 

WPG  Growth  Fund /250, 000 

ST 

wrb  uuantnaiivG  tquiTy/D.uuu 

CT 

WPG  Tudor  Fund/2,500 

ST 

Weitz  Securities/25,000 

ST 

9290  West  Dodge  Road 

umana,  Nt  ooii^-oj^y 

(800)  232-4161 

Westchester  Capital  Management/2,000 

ST 

100  Summit  Lake  Drive 

Valhalla  NY  10595 

ICJIMUIICI,  III    1U>/J  J 

(800)  343-8959 

MJ  Whitman  LP/ 1,000 

ST 

767  Third  Avenue 

New  York,  NY  10017 

(800)  443-1021 

Fund/minimum  initial  investment  ($) 

Type 

Wood  Logan 

1455  East  Putnam  Avenue 

Old  Greenwich,  CT  06870 

(800)  334-0575 

Mnr+U  A  mrtriron  Ac-rat  A 1  Inn^t inn  A /I  000 

BA 

(Nor>n  American  browtn  &  income-A/  i.uuu 

O  1 

INUllll  MlllcflLdll  UtUWlfl  rW  1,UUU 

ST 

North  American  US  Govt  Securities-A/ 1,000 

BD 

Wood,  Struthers  &  Winthrop  Management 

Twn  Wp^t  Flm  street 

Consholiocken,  PA  19428 

(800)  225-8011 

Winthrop  Focus  Funds-Aggress  Grow/ 1,000 

o  1 

Winthrnn  Fnn  i<;  Fi  mrR— (irnwth  / 1  000 

ST 

Winthrop  Focus  Funds-Growth  &  Inc/ 1,000 

ST 

Woodward  Funds 

rU  DUX  /l/Oo 

Trnv  Ml  48007-7058 

'800)  688-3350 

Woodward  Bond  Fund/ 1,000 

BD 

Woodward  Equity  Index/ 1,000 

ST 

Woodward  Intermediate  Bond/ 1,000 

BD 

Woodward  Intrinsic  Value/ 1  000 

ST 

Woodward  Money  Market/ 500 

MM 

IVIIVI 

Woodward  Opportunity  Fund/ 1,000 

o  1 

WnnHwprH  Tax-Fxpmnt  MM/ 500 

MM 

Woodward  Treasury  Money  Market/ 500 

MM 

VWrtiLino  Accotc  P nmmnn  HfilHinoc 
VVOlAIPg  Hbbcls  VAHNtllUII  nUIUIllga 

One  Harbour  Place 

Portsmouth,  NH  03801 

(800)  223-7010 

\A/nrlcino  Accotc— Piti7Pnc  Ralpn.rpH2 

VVUI  Ml  Ig  Maot-Lo   ollliCI  lo  Ddla! 

BA 

Working  Assets-Citizens  Growth2 

ST 

Yamaichi  Global  Fund/ 1,000 

GS 

T         IK      IJ  T  1—    fl  1  

Two  World  Tradp  Center 

New  York,  NY  10048 

(800)  327-6143 

Yorktown  Distributors/ 500 

ST 

PO  Box  2529 

Lynchburg,  VA  24501 

(800)  544-6060 

Zweig  Securities 

Five  Hanover  Square 
New  York,  NY  10004 
(800)  272-2700 


'oyageur  Arizona  Ins  Tax-Free-A/ 1,000  MU 

'oyageur  Colorado  Tax-Free-A/ 1,000  MU 

'oyageur  Florida  Insured  Tax-Free-A/ 1,000  MU 

'oyageur  Growth  Stock  / 1,000  ST 

'oyageur  Minnesota  Insured-A/ 1,000  MU 

'oyageur  Minnesota  Tax-Free-A/ 1,000  MU 

/oyageur  US  Government  Securities/ 1,000  BD 

Vaddell  &  Reed 

1300  Lamar  Avenue 
ihawnee  Mission,  KS  66202 
800)  366-5465 

Jnited  Accumulative  Fund/ 500  ST 

United  Bond  Fund/500  BD 

Jnited  Continental  Income/ 500  BA 

Jnited  Gold  &  Government/  500  FS 

Jnited  Government  Securities/ 500  BD 

Jnited  High  Income/ 500  JU 

Jnited  High  Income  11/500  JU 

Jnited  Income  Fund/ 500  ST 

Jnited  International  Growth/ 500  FS 

Jnited  Municipal  Bond/500  MU 

Jnited  Municipal  High  Income/ 500  MU 

Jnited  New  Concepts/ 500  ST 

Jnited  Retirement  Shares/ 500  BA 

Jnited  Science  &  Technology /  500  ST 

Jnited  Vanguard  Fund/ 500  ST 

A/addell  &  Reed  Growth  / 1 ,000  ST 

JVaddell  &  Reed  Total  Return  / 1,000  ST 

Warburg  Pincus 

166  Lexington  Avenue 
*lew  York,  NY  10017-3147 
(800)  257-5614 

Warburg  Pincus  Capital  Appreciation/ 2, 500  ST 

Warburg  Pincus  Emerging  Growth/2,500  ST 

Warburg  Pincus  Global  Fixed  Income/2,500  GB 

Warburg  Pincus  Growth  &  Income/ 1,000  ST 

Warburg  Pincus  international  Equity/2,500  FS 


onthly  charge  for  minimum  investments  less  than  $1,000. 


Winsbury  Company 

1900  East  Dubhn-Granville  Road 
Columbus,  OH  43229 
(800)  554-3862 

Amcore  Vintage  Equity/ 1 ,000  ST 

American  Performance  Equity/ 1,000  ST 

AmSouth  Balanced  Fund  / 1 ,000  BA 

AmSouth  Equity  Fund  / 1 ,000  ST 

AmSouth  Regional  Equity/ 1,000  ST 

Conestoga-Equity  Fund/ 1,000  ST 

HighMark  California  Tax-Free/ 1,000  MM 

HighMark  Income  Equity-Investor/ 1,000  ST 

MarketWatch  Equity  Fund/ 1,000  ST 

Parkstone  Equity  Fund-A/ 1,000  ST 

Parkstone  High  Income  Equity- A/ 1,000  ST 

Parkstone  International  Discovery-A/ 1,000  GS 

Parkstone  Small  Capitalization-A/ 1 ,000  ST 

Riverfront  Income  Equity/ 5,000  ST 

Sessions  Riverside  Capital  Equity  / 1,000  ST 

Society-Diversified  Stock/ 1,000  ST 

Society-International  Growth/ 1,000  FS 

Society-Ohio  Regional  Stock/ 1 ,000  ST 

Society-Prime  Obligations/ 1,000  MM 

Society-US  Government  Income/ 1,000  BD 


Zweig  Series-Appreciation-A/ 1,000  ST 

Zweig  Series-Managed  Assets-A/ 1 ,000  BA 

Zweig  Series-Priority  Selection-A  / 1 ,000  ST 

Zweig  Series-Strategy-A  / 1 ,000  ST 
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Fbrbes 

MUTUAL  FUNDS 
PORTFOLIO 


Convenience,  diversification,  liquidity,  modest  initial  investment  and  reasonable  expenses  have  helped 
mutual  funds  become  the  investment  of  choice  for  millions  of  Americans.  For  individual  investors,  mutual 
funds  also  have  the  added  advantage  of  a  financial  professional  at  the  helm  who  can  manage  the  fund  and 
provide  the  expertise  to  help  it  grow.  These  are  some  reasons  mutual  fund  shareholder  accounts 
currently  exceed  84  million,  compared  to  under  10  million  at  the  beginning  of  the  1980s.* 

Clearly,  mutual  funds  have  benefits  that  continue  to  attract  investors.  FORBES  Mutual  Funds  Portfolio 
gives  you  an  efficient  way  to  review  some  of  todays  most  interesting  and  profitable  funds.  Each  of  the 
funds  in  this  portfolio  can  provide  you  with  a  prospectus  for  more  information.  For  faster  response,  call 
the  800  numbers  indicated  in  each  ad  or  mail  in  the  reader  response  card  included  in  the  section.  Before 
sending  money,  read  each  prospectus  carefully  to  make  sure  you  are  making  the  right  investment  for  you. 


*  ICI  1/94 


THE  AMERICAN  HERITAGE  FUND 

#1  Fund  1991-1993 

The  American  Heritage  Fund  is  an  aggressive 
Mutual  Fund  designed  tor  investors  seeking 
maximum  capital  growth.  The  Fund  has  been 
ranked  America's  number  one  performing  Mutual 
Fund  for  the  three  year  period  ending  December  31 , 
993  by  Upper  Analytical  Services,  Inc.  Past 
pfformance  does  not  guarantee  future  results.  For 
more  complete  information  including  charges,  risks 
anc  expenses,  call  1-800-735-1243  for  a  FREE 
PROSPECTUS.  Read  it  carefully  before  you  invest. 

Call  800-735-1243 

\OhU    ERITAGE  FUND,  INC.  /?St  4 

icas,  New  York  NY  lOOigVc/  1 


The  Global  Asset  Allocation  Fund 

Seek  growth  and  income  —  without  high  risk  —  in  the 
Blanchard  Global  Growth  Fund,  the  one-step  global  asset 
allocation  fund  with  the  innovative  ability  to  diversify  between 
any  or  all  of  the  world's  major  markets:  U.S.  &  foreign  stocks  and 
bonds...  emerging  markets  ...  and  precious  metals.  As  the  global 
investment  outlook  changes,  so  can  the  portfolio  mix  of  the  Fund! 
Gall  for  a  free  prospectus  which  you  should  read  carefully  before 
investing.*  No  Account  Opening  Fee  thru  9/30/94! 

1-800-829-FUND  (3863),  Ext  2607 

n  Blanchard  Global  Growth  Fund 

*  The  Fund's  foreign  sectors  entail  certain  currency,  credit  and  interest  rate  risks. 
Investment  return  and  principal  value  will  vary  so  that  shares,  when  redeemed,  may  he 
more  or  less  than  original  cost.  Distrihuted  by  Sheffield  Investments,  Inc. 
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its  EASY  TO  SEE  WHY  OUR 
INTERNATIONAL  INVESTORS  THINK 
THE  WORLD  OF  BARTLEIT. 


BARRETT  VALUE  INTERNATIONAL  FUND 


ONE  YEAR  19.76% 

13*44% 
FROM  I      EPTION  6.59% 


October  6,  1989 


Average  annual  total  returns  for  the  period  ended  June  30, 
1994  including  reinvestment  of  dividends  and  capital  gains.* 

VALUE  INVESTING  IS  SMART  FOREIGN  POLICY 

Bartlett's  strategy  of  diversified  value  investing  has 
proven  itself  over  the  years.  In  a  twelve -month  period 
of  ups  and  downs  in  overseas  markets,  the  no-load 
Bartlett  Value  International  Fund  delivered  an  aver- 
age annual  total  return  of  19.76%.  To  receive  a  free 
prospectus  containing  more  complete  informa- 
tion, call  the  number  below. 


Bartlett  &  Co. 


36  East  Fourth  Street,  Cincinnati,  OH  45202-3896 


1-800-800-4612 


'  Reflects  partial  waivers  of  management  fees.  Foreign  investing  carries 
>pecial  risks  Read  the  prospectus  carefully  before  you  invest  or  send 
noney.  Past  performance  does  not  guarantee  future  results. The 
principal  value  and  investment  returns  of  the  Fund  fluctuate  so  that 
jpon  redemption  you  may  receive  more  or  less  than  your  original 
nvestment. 


FIRST  EAGLE  FUNDS 

Since  1803,  only  a  priviledged  few  have  been  privy  to  the  global  investment 
pertise  of  Arnhold  and  S.  Bleichroeder,  Inc.  Over  the  years,  we  have  served 
jr  clients  well  by  adhering  to  the  belief  that  judicious  stock-picking  can 
ioduce  above-average  returns. 

i  Today,  ihat  same  time-tested  strategy  is  available  to  you  through  our  two 
)n-diversified,  no-load  mutual  funds: 

First  Eagle  Fund  of  America,  Inc. 

a  domestic  equity  fund  founded  in  1987 

First  Eagle  International  Fund,  Inc. 

a  new  equity  fund  which  invests  worldwide 

Both  are  advised  by 

&/Y*4r/r/ r/sts/.  ^ .  jft/f/rds'rf'r/"/'.  .Jstr. 
all  1-800-451-3623  for  a  free  prospectus  containing  more  complete  information 
eluding  charges,  expenses  and  mimmums  on  both  funds.  Please  read  the  prospectus 
irefully  before  investing  or  sending  money.  4 


26  BROADWAY,  NEW  YORK,  N.Y.  100M  (212)  908-4519 
Chronicling  the  h'uttory  of  America  '<*  capital  markets 
Please  viiit  our  current  exhibit  commemorating 
"The  70th  Anniversary  of  the  American 
Mutual  Fund  Industry" 

11:30  AM  to  2:30  PM  -  Monday  thru  Friday  or  by  appointment 
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sound  choice  for  income- 
again  and  again 


Benham  GNMA  Income  Fund 


Benham  GNMA 
Income  Fund 
has  earned  a 
reputation  for 
its  long-term 
performance — 
and  high  marks 
from  financial 
publications. 


Morningstar — 
(★*★★★) 

April  29, 1994 

Fortune®  magazine— 

"The  best  Government 
Mortgage  Mutual  Fund." 
March  21, 1994 

Forbes  magazine — 

"A  Best  Buy." 
August  30, 1993,  August  31, 
1992,  September  2,1991 


Morningstar,  Inc. 
has  given  the 
Fund  a  five-star 
rating,  stating  that 
it  "has  built  a 
strong  record 
.  .  .  and  highly 
competitive  total 
returns." 


Call  1-800-331-8331 

□  The  Benham  Group® 

True  no-load  mutual  funds 


Past  performance  does  not  guarantee  future  results.  Returns  will  vary  so  that 
shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  cost. 

Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as 
of  5/31194.  The  ratings  may  change  monthly.  Morningstar  ratings  are 
calculated  from  the  funds'  three- and  five-year  average  annual  total  returns, 
with  appropriate  fee  adjustments  ana  a  risk  factor  that  reflects  fund  performance 
relative  to  three-month  Treasury  bill  returns.  Ten  percent  of  the  funds  in  an 
investment  category  receive  five  stars.  Benham  Distributors,  Inc.  M4FPG 


JANUS  WORLDWIDE  FUND 
A  WORLD  FOR  THE  WISE. 

If  you  feel  like  your  money  is  going  nowhere, 
invest  in  Janus  Worldwide  Fund. 

With  Janus  Worldwide  Fund,  you  might  buy  into  a  technology  stock  in 
Singapore.  Or  a  promising  medical  firm  in  Germany.  Or  a  multina- 
tional company  based  in  Sydney.  Or  a  world  of  other  exciting  invest- 
ment opportunities  that  helped  this  no-load  fund  achieve  an  average 
annual  total  return  of  18.54%  for  the  life  of  the  fund.* 

If  you're  interested  in  an  investment  that  has  the  potential  to  really 
take  you  somewhere,  here's  a  chance  to  put  your  money  to  work  on  a 
global  scale. 

Call  today  for  a  free  prospectus  containing  more  complete  informa- 
tion, including  expenses  and  special  risks  associated  with  foreign 
investing  such  as  currency  fluctuations  and  political  uncertainty. 
Please  read  it  carefully  before  you  invest  or  send  money. 

Janus  Worldwide  Fund 

P.O.  Box  173375  Denver  CO 
80217-3375 

1-800-525-8983,  extension  452 
Ask  about  our  family  of  funds. 

1-800-525-8983,  ext.  452 

'Janus  Worldwide  Fund's  average  annual  total  return  for  the  one-year  period 
ending  June  30,  1994  was  17.82%,  and  18.54%  for  the  life  of  the  fund  from  May 
15,  1991  through  June  30,  1994.  Figures  are  based  on  total  return,  including 
reinvestment  of  dividends  and  capital  gains.  Past  performance  does  not  guarantee 
future  results.  Your  return  and  share  price  will  vary  and  may  be  worth  more  or  less 
at  redemption  than  at  purchase. 

Funds  distributed  by  Janus  Distributors,  Inc.  Member  NASD.  6 
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ming  Fund  Since 
xet  Low  of  1987 

— per  Mutual  F  und  Forecaster* 

The  Kaufmann  Fund 


Five  Yr.  Compounded  Annual  Return" 


G&P  500 
10.3% 


E 


KAUFX  I 
FUND  ■ 

18.7%l 


Hans  Utsch  and  Lawrence  Auriana,  Portfolio 
co-managers. 


More  than  twice  the  average  total 
annual  return  of  all  funds.4 


For  information  call:  ]  "800-346-5263 

*  Period  of  12/4/87-6/30/94. 

"Five  year  period  ending  6/30/94,  per  Lipper  Analytical  Services. 

Since  February  1986,  the  date  the  Fund  became  fully  operational  after 
reorganization,  the  Fund's  total  return  was  205. 7%.  The  Fund's  compounded 
annualized  return  to  June  30,  1994  for  the  one  year,  and  2/86-6/94  periods 
are  6.4%,  14.4%  respectively.  Total  returns  for  periods  ending  June  30, 
1994  are  historical  and  include  change  in  share  price,  reinvestment  of 
dividends  and  capital  gains.  There  is  a  0.2%  redemption  fee  and  a  12b-1  fee 
in  excess  of  0.25%.  The  S&P  is  an  unmanaged  index  consisting  of  the 
common  stock  of  500  publicly  traded  U.S.  companies.  For  more  information 
including  charges  and  expenses,  please  read  the  prospectus  carefully  before 
you  invest.  The  performance  cited  represents  past  performance  which  is  not 
indicative  of  future  results;  investment  performance  fluctuates;  fund  shares 
when  redeemed  may  be  worth  more  or  less  than  original  cost. 

THE  KAUFMANN  FUND,  INC. 
1 7  Battery  Place,  New  York,  NY  1 0004  •  Fax  (21 2)  344-6227  7 


Over  more  than  a  decade... 
whatever  history  has 
had  to  offer,  our 

Legg  Mason  Value  Trust® 

ranked  in  the  top  12%  of  all 
general  equity  funds.* 


For  a  free  prospectus,  including 
charges  and  expenses  on  our 
Legg  Mason  Value  Trust, 
or  any  of  our  other  funds, 

call  1-800-822-5544, 

or  the  Legg  Mason  office 
closest  to  vou. 


lalytical  Services,  Inc.  from  5/6/82 
Mease  read  the  prospectus  carefully 
nding  any  money. 
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LEXINGTON  GOLDFUND 


The  Fund  seeks  to  provide  capital  appreciation  by  investing  in  a 
careful  mix  of  gold  bullion  and  gold  mining 
shares  throughout  the  world. 

CONSIDER  A  GOLD  INVESTMENT  FOR: 

Capital  Appreciation  Potential  •  International  Portfolio  Diversification 


is 


Average  Annual  Total  Returns  Ended  6/30/94 

1  Year 

5  Year 

Ten  Year 

.91% 

4.02% 

5.44% 

LEXINGTON  FUNDS  DISTRD3UTOR,  INC.,  Distributor 

1-800-526-0057 


LEXINGTON  WORLDWIDE 
EMERGING  MARKETS 


The  Fund  seeks  long-term  growth  of  capital  primarily  through  investment 
in  equity  securities  of  companies  domiciled  in,  or  doing  business  in, 
emerging  countries  and  emerging  markets. 
WHY  INVEST  IN  EMERGING  MARKETS? 
Attractive  Growth  Opportunities  •  Increased  Portfolio  Diversification 


Average  Annual  Total  Returns  Ended  6/30/94 

1  Year 

5  Year 

Ten  Year 

28.60% 

11.55% 

13.97% 

LEXINGTON  FUNDS  DISTRIBUTOR,  INC.,  Distributor 

1-800-526-0057  1 


IEF 


HI 


THE  MULTIPLE 

MUTUAL  FUND  PROGRAM  m 

Simplify  Your  Life  With 

•  Your  own  custom-tailored  portfolio  of  no-load  funds 

•  Comprehensive  performance  and  tax  reporting 

•  Diversification  among  funds  and  managers 

•  Long-term  investment  strategies  without  market  timing 
■  Annual  fees  that  start  as  low  as  $750 

A  service  of  Towneley  Capital  Management,  Inc., 
registered  investment  advisors  since  1971. 

1-800-545-4442  or  714-837-3580 

8:00AM  to  5:00PM  Pacific  Time 


B 


SoGen  Funds.  Inc. 


This  series  of  portfolios  is  managed  by  Jean- 
Marie  Eveillard,  SoGen's  renowned  global 
contrarian. 

SoGen  Overseas  Fund:  Long-term  growth 
of  capital  by  applying  a  risk-averse  value 
investing  strategy  to  mostly  small  and  mid-size 
foreign  stocks. 

SoGen  Gold  Fund:  Growth  of  capital  by  investing  in  companies 
involved  in  gold  mining,  processing,  dealing  or  holding  gold  or  othe 
precious  metals. 

For  prospectus  and  information,  call: 

(800)  628-0252 

The  prospectus  describes  the  risks  associated  with  investments  in  foreign 
securities  and  gold-related  securities.  Please  read  it  carefully  before  investing.  1 
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ipanies  listed  on  this  page  will  send  you  more 
ion  about  their  funds  for  free  including  invest- 
icies,  risk  considerations,  fees  and  expenses. 
)er  to  read  the  prospectus  on  their  funds  care- 
>re  you  invest  or  send  money. 

er  service  use  the  800#  listed  next  to  each 
i  or  circle  the  number  on  the  adjacent  post-paid 
;  corresponds  to  the  company  listed. 

in  requests  please  allow  a  few  weeks  for 
ng. 


1ST  29,  1994 

IERICAN  HERITAGE  FUND 
100-735-1243 

ANCHARD  GLOBAL  GROWTH  FUND 
iOO-829-FUND  Ext.  2607 

RTLETT  VALUE  INTERNATIONAL  FUND 
100-800-4612 

1ST  EAGLE  FUNDS 
i00-451-3623 

JSEUM  OF  AMERICAN  FINANCIAL  HISTORY 

2-908-4519 

\LLS  ONLY 

NHAM  GNMA  INCOME  FUND 
500-331-8331  Dept.  M4FPG 

NUS  WORLDWIDE  FUND 
500-525-8983  Ext.  452 

IE  KAUFMANN  FUND 
500-346-5263 

GG  MASON  VALUE  TRUST 
300-822-5544 

XINGTON  GOLDFUND 
500-526-0057 

XINGTON  WORLDWIDE  EMERGING 

\RKETS  FUND 

300-526-0057 

JLTIPLE  MUTUAL  FUNDS 
300-545-4442  or  714-837-3580 
U_LS  ONLY 

)GEN,  INC. 
300-628-0252 

ivertiser  will  accept  calls  only. 


FORBES  MUTUAL  FUNDS  PORTFOLIO 

Please  circle  the  number  below  of  each  com 
pany  listed  on  this  page  whose  fund  prospec- 
tus you  would  like  to  receive.  There  is  no 
charge  for  this  service. 


1 

7 


2 
8 


3 
9 


4 
10 


5 
12 


□  yes    I  currently  own  Mutual  Funds 

□  no 

Name 


Title 


Company 

Address 

City 


State 


Zip 


Phone 

Forbes  will  process  all  requests  prior  to  November  29,  1994 
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August  29,  1994 

FORBES  MUTUAL  FUNDS  PORTFOLIO 

Please  circle  the  number  below  of  each  com 
pany  listed  on  this  page  whose  fund  prospec- 
tus you  would  like  to  receive.  There  is  no 
charge  for  this  service. 


1 

7 


2 
8 


3 
9 


4 
10 


5 
12 


□  yes  I  currently  own  Mutual  Funds 
-I  no 

Name  .  


Title 


Company 
Address 
City  


State 


Zip, 


Phone 


Forbes  will  process  all  requests  prior  to  November  29.  1994 


The  companies  listed  on  this  page  will  send  you  mo 
information  about  their  funds  for  free  including  inves 
ment  policies,  risk  considerations,  fees  and  expense 
Remember  to  read  the  prospectus  on  their  funds  car 
fully  before  you  invest  or  send  money. 

For  faster  service  use  the  800#  listed  next  to  ea< 
company  or  circle  the  number  on  the  adjacent  post-pa 
card  that  corresponds  to  the  company  listed. 

For  mail-in  requests  please  allow  a  few  weeks  f< 

processing. 


AUGUST  29,  1994 

1 .  AMERICAN  HERITAGE  FUND 
1-800-735-1243 

2.  BLANCHARD  GLOBAL  GROWTH  FUND 
1-800-829-FUND  Ext.  2607 

3.  BARTLETT  VALUE  INTERNATIONAL  FUND 

1-800-800-4612 

4.  FIRST  EAGLE  FUNDS 
1-800-451-3623 

MUSEUM  OF  AMERICAN  FINANCIAL  HISTORY 

212-908-4519 
CALLS  ONLY 

5.  BENHAM  GNMA  INCOME  FUND 
1-800-331-8331  Dept.  M4FPG 

6.  JANUS  WORLDWIDE  FUND 
1-800-525-8983  Ext.  452 

7.  THE  KAUFMANN  FUND 
1-800-346-5263 

8.  LEGG  MASON  VALUE  TRUST 
1-800-822-5544 

9.  LEXINGTON  GOLDFUND 
1-800-526-0057 

10.  LEXINGTON  WORLDWIDE  EMERGING 
MARKETS  FUND 
1-800-526-0057  . 

IT  MULTIPLE  MUTUAL  FUNDS 

1-800-545-4442  or  714-837-3580 
CALLS  ONLY 

12.  SOGEN,  INC. 
1-800-628-0252 


Advertiser  will  accept  calls  only. 


1BES/BARRAWALL  STREET  REVIEW 

ARDY  ■■ 


With  the  stock  market  waffling  side- 
ways and  bonds  jumping  around  on 
speculation  about  Alan  Greenspan's 
next  move,  convertible  bonds  are  a 
way  to  benefit  from  gains  in  either 
market.  Dreyfus  Growth  &  Income 
Fund  manager  Richard  Hoey  is  dedi- 
cating 20%  of  his  portfolio  to  con- 
vertible securities.  This  conservative 
strategy  sacrifices  a  bit  of  yield,  but 
Hoey  says  it  allows  him  to  sleep 
nights:  "I'd  rather  give  up  one  or  two 
percentage  points  in  yield  and  partic- 
ipate in  the  potential  gain  in  the 
stock." 

One  of  Hoey's  favorites  is  the  Inco 
53/ts  of  2004.  Trading  above  par,  this 
bond's  yield  to  maturity  is  4.13%, 
about  200  basis  points  below  a  simi- 
larly rated  ten-year  corporate,  and  is 
convertible  into  33  shares  of  the 
common,  or  a  recent  worth  of  $933. 
Inco  is  a  Canadian  firm,  but  its  stock 
and  bond  prices  are  listed  in  the  U.S. 
and  are  denominated  in  U.S.  dollars. 


Special  focus 


Wall  Street  punishes  companies  whose 
earnings  disappoint.  These  eight  firms 
reported  second-quarter  results  substan- 
tially below  analysts'  forecasts;  their 
stocks  got  hammered.  Ben  &  Jerry's,  for 
example,  was  expected  to  earn  28  cents 
a  share  but  made  only  a  dime.  The  stock 
fell  11%  in  a  single  day. 

Underachievers 


The  overall  market 


Company 

Quarterly  earnings 
actual  %  surprise 

Total  Petroleum  NA 

$0.01 

-96% 

Summit  Bncp-Wash 

0.04 

-87 

Long  Island  Lighting 

0.10 

-73 

American  Pacific 

0.09 

-68 

Ben  &  Jerry's 

0.10 

-64 

Laclede  Steel 

0.21 

-62 

Vons  Cos 

0.10 

-62 

CNA  Financial 

0.27 

-61 
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The  Barra  All-US  price  index  as  or  8/4/94 

Market  value:  $5,048.3  billion 
P/E:  20.6 

P/E  minus  negative  EPS:  16.0 
Price/book:  2.7 
Yield:  2.5% 


12-month  closeup 


Barra  index 

200-day  moving  average 


2400 
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Closeup  on  the  market 


%  change  from 


Index  or  investment 

2-week  change 

1  year  ago 

5-year  high 

Barra  All-US  index 

1.4  % 

1.7% 

-6.4% 

S&P/Barra  Growth  index1 

1.2 

4.7 

-3.7 

S&P/Barra  Value  index 

1.6 

5.3 

-3.5 

Dow  Jones  industrials 

0.9 

6.1 

-5.3 

S&P  500 

1.3 

2.3 

-4.9 

NYSE 

1.3 

1.9 

-5.4 

Nasdaq 

0.7 

a 

0.7 

-10.4 

Amsx 

1.9 

1.3 

-9.5 

EAFE3 

0.7 

12.9 

0.0 

CRB  futures  index45 

0.0 

6.8 

-8.3 

Gold  (Comex  spot) 

-1.7  ■ 

0.1 

-10.6 

Yen 5  (per  $US) 

1.2 

-3.5 

-37.4 

Oil  5(W  Texas  Intermediate) 

4.1 

_J  14.8 

-51.0 

The  best  and  worst  performing  stocks 


2-week 

1994 

2-week 

1994 

Best 

Price 

change 

EPS6 

Worst 

Price 

change 

EPS6 

ElectroCom  Automation 

9  3/4 

73% 

$0.65 

Radica  Games 

5  3/8 

-42% 

NA 

Intergroup  Healthcare 

59  Vz 

57 

2.34 

Medimmune 

5V4 

-42 

f-O.93 

American  Cyanamid 

90 '/4 

52 

4.26 

California  Micro  Devices 

131/8 

-36 

0.62 

Pharmaceutical  Mktg  Svcs 

ioy4 

41 

0.50 

Score  Board 

5  >/2 

-31 

1.08 

Freeport  McMoRan  Oil  &  Gas 

73/B 

40 

NA 

Powersoft 

37  V8 

-29 

1.16 

The  best  and  worst  performing  industry  factors7 


2-week 

Since 

2-week 

Since 

Best 

change 

12/31/93 

Worst 

change 

12/31/93 

Iron  and  steel 

6.0% 

21.2% 

Oilfield  services 

-8.5% 

-5.6% 

Electric  utilities 

5.3 

-11.1 

Precious  metals 

-4.8 

-14.6 

Water  transport 

4.9 

5.1 

Real  estate 

-3.8 

-25.3 

Chemicals 

4.7 

12.0 

Hotels,  restaurants 

-3.6 

-11.7 

Paper 

4.5 

12.6 

Motor  vehicles 

-3.4 

-12.4 

Source-.  IBES.  Inc. 


Note-  Data  for  period  ending  8/4/94  The  Barra  All-US  price  index  consists  of  all  publicly  traded  common  U.S.  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  toreign  stocks  trading  on  U.S. 
markets  ADRs  REITs  and  closed-end  funds  are  excluded.  'Total  return  of  a  portfolio  of  more  than  150  large-capitalization  stocks  that  has  high  historical  earnings  growth  and  has  predicted  above-average 
earnings  growth' 2 Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios. 3  A  dollar-denominated  capitalization-weighted 
index  of  more  than  1  000  stocks  from  Europe  Australia,  New  Zealand  and  the  Far  East.  Source:  Morgan  Stanley  Capital  International  Perspective.  '  Index  of  21  commodity  futures.  "  Source:  Knight-Ridder 
Financial  Information.'  Estimate.  Source:  IBES,  Inc. '  Shows  return  to  the  industry  factor  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have 
proportional  contributions  in  two  or  more  groups.  NA:  Not  available.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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"A  technical  rebound'1''  is  how 
William  Leach,  director  of  fixed 
income  research  at  Boston  Company 
Asset  Management,  describes  the 
dramatic  recovery  in  the  bond 
market  in  early  August. 

A  different  view  on  the  bond 
market  is  offered  by  Marshall  Cox, 
director  of  fixed  income  research  at 
Nashville-based  Bradford  Invest- 
ment Management.  Cox  feels  the 
economy  is  not  as  strong  as  indicat- 
ed by  economic  data,  and  that  this 
bodes  well  for  bonds.  Nonetheless, 
Cox  favors  only  Treasurys  and 
agency  obligations  of  fewer  than 
nine  years  in  maturity. 

Agency  bonds  should  be  shopped 
for  carefully.  Some  government 
arms  (e.g.,  the  Tennessee  Valley 
Authority  and  the  Federal  Farm 
Credit  Bank)  issue  bonds  that,  like 
Treasurys,  are  not  taxed  by  state  and 
local  governments.  But  other 
agency  obligations,  such  as  Ginnie 
Maes  and  Freddie  Macs,  are  not 
exempt  from  such  taxes.  Also  look 
out  for  early  call  provisions  and,  in 
the  case  of  mortgage -backed  bonds, 
early  prepayment  risk. 

Given  current  spreads,  high-grade 
corporate  bonds  do  not  have  much 
of  an  edge  over  Treasurys.  That's 
why  William  Leach  favors  some 
BBB-rated  bonds  that  seem  to  be 
good  risks.  One  interesting  issuer  is 
Hertz  Corp.  The  company  could 
benefit  from  a  credit  upgrade,  since 
Ford  Motor — an  A-rated  credit 
risk — owns  50%  of  Hertz  and  has 
plans  to  buy  the  remaining  50%. 

Another  group  of  BBB-rated 
bonds  that  might  be  priced  ineffi- 
ciently is  debt  of  Noranda,  the 
Canadian  metals  producer.  Interest 
and  principal  are  denominated  in 
U.S.  dollars. 

In  the  tax-free  market,  municipal 
bonds  haven't  experienced  the  sharp 
price  declines  suffered  by  Treasurys 
and  corporate  debt.  One  reason  is 
that  cities  and  states  are  issuing  less 
debt  these  days.  Municipal  yields, 
none'theless,  are  still  attractive  at 
most  points  in  the  maturity  spec- 
trum when  compared  with  taxable 
alternatives. 

N  :  •  ept  «'  ■  ne  f(  stnoted,  all  information  provided  by  Barra,  Inc.,  Berkeley,  Calif.  'A  basis  point  is  equal  to  one-hundredth  of  a  percentage  point.  2 Yield  on  10-year  Treasurys. 
'Tn« ,rai  urease  in  the  overall  Consumer  Price  Index.  "Source:  First  Boston.  ^Source:  Lehman  Brothers.  6Data  through  7/31/94.  'Annualized. 
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Spread  over  Treasurys 

Total  returns 

Security 

Basis  points' 

Security 

1  year' 

3  years5  7 

AA  corporates 

46 

AAA  corporates 

-0.3.% 

9.4% 

AAA  industrials 

24 

Ginnie  Maes 

1.1 

7.7 

Ginnie  Maes 

107 

Junk  corporates' 

3.8 

14.0 

Junk  corporates4 

423 

Municipals 

1.9 

8.0 

Municipals5 

-125 

Treasury  bonds 
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It  Takes  Audacity  To 
Succeed  In  Business 

An  Astonishingly  Fresh  and  Imaginative  Approach  to  Understanding  Money- 
Power,  and  Business.  Written  Especially  for  Today's  Leadership  Generation  ' 


Here  are  just  some  of  the 
subjects  covered  in  our  pre- 
mier issue — all  typical  of 
the  stimulating  ideas  you'll 
get  in  copy  after  copy: 

"Boris  Yeltsin, 
Meet  Alexander 
Hamilton" 

by  Jude  Wanniski 

It's  a  huge  country  that  has 
gone  through  a  wrenching,  con- 
vulsive period  that  left  it  an 
economic  basket  case.  Russia 
1992?  No.  America  1792.  The 
imaginative  steps  we  took  then, 
some  two  hundred  years  ago. 
could  save  Russia  today. 


How  General 
Motors  Beat  Ford 

by  J.  M.  Fenster 

|  In  the  1920s  GM  was  a  hungry 
number  two  that  astutely  per- 

jceived  a  changing  marketplace 
and  rudely  knocked  number- 
one  auto  bulkier  Ford  from  its 


ORBES  and  AMERICAN  HERITAGE 
announce  a  just-off-the-press, 
brand-new  quarterly  business 
magazine:  AUDACITY.  A  bright, 
bold  read  that  presents  lessons  from  the 
historical  vantage  point  of  AMERICAN 
HERITAGE,  with  the  finger-on-the-pulse 
business  acumen  of  FORBES. 

It's  a  must-have  magazine  filled  with 
lively,  useful  information  about  American 
business  that  we  guarantee  will  put  a 
whole  new  perspective  on  how  you  look 
at  your  company  and  your  career. 

As  Ralph  Waldo  Emerson  put  it,  "The 
years  teach  much  which  the  days  never 
know." 


perch.  It's  uncannily  similar  to 
the  way  the  Japanese  beat  the 
U.S.  auto  industry  in  the  '70s 
and  '80s. 


J 


CHEVROLET 


Why  Business 
History? 

An  interview  with 
Alfred  Chandler 

We  used  to  start  our  managers 
on  the  shop  floor.  The  great 
successes  of  American  busi- 
ness have  been  innovators  in 
corporate  strategy  and  struc- 
ture. Today  we  start  managers 


off  in  business  school.  By  for- 
getting much  of  what  we  long 
knew  and  falling  into  the  dan- 
gerous practice  of  divorcing 
operating  and  top  management, 
we  have  put  ourselves  in  severe 
jeopardy. 

My  Turning 
Point 

A  regular  feature 

IBM's  Thomas  Watson  has 
heard  praise  for  his  accom- 
plishments all  his  life.  But  one 
compliment  he  got — a  WWII 
Air  Force  general's  scrawled 
"Splendid!"  on  a  report  Watson 
wrote  as  a  young  pilot — 
meant  more  than  the  rest  com- 
bined. It  galvanized  the  young 
pilot's  self-confidence  and 
has  meant  the  most  to  him  to 
this  day. 


Boot  Hill 

Another  regular  feature 

Where  did  the  great  companies 
that  failed  go  wrong?  Why?  In 
our  premier  issue:  the  rise  and 
fall  of  the  United  Fruit 
Company  (1899-1975), 
Aeromarine  West  Indies 
Airways — America's  first 
international  airline  (1920- 
1923).  and  RKO  Radio 
Pictures  (1928-1958). 
In  our  second  issue: 
DuMont  Television 
Network  (1946- 
1955).  Look 
Magazine  (1937- 
1971),  and  the 
USFL  (1982- 
1986). 


:or  a  risk  free  copy,  call  1-800-825-0061.  Or  write:  Audacity,  P.O.  Box  6606,  Syracuse,  NY  13217 


Yes!  Send  me  four  quarterly  issues  of  Audacity  for  just  $14.95!  Start  my  subscription  with  the  next  issue.  (  )  Enclosed  is  my  check 


Please  charge  my  credit  card.  Circle  one:       American  Express       Visa  MasterCan 


# 


Nann 


i  Company 


\<l<ln-ss 


City.  State.  Zip 

Our  guarantee:  If  the  first  issue  you  receive  doesn't  live  up  to  your  expectations,  keep  it 
I  free  of  charge  and  cancel  your  subscription.  Your  money  will  be  refunded  in  lull. 
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INUESTMEN 


's  a  simple  formula  for  using  mutual  funds  to  achieve 
perior  long-term  returns  and  avoid  nasty  surprises. 


Avoiding 
whiplash 


BY  KENNETH  L.  FISHER 


Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based 
money  manager.  His  third  book  is 
100  Minds  that  Made  the  Market. 


No  one  sets  out  deliberately  to  buy  a 
stock  or  a  mutual  fund  group  at  the 
top  and  panic-sell  at  the  bottom,  but 
it  happens  all  the  time.  You  know  the 
stocks  are  high,  but  you  can't  miss  out 
on  the  excitement.  You  know  the 
stock  is  cheap,  but  you've  lost  money 
on  it  and  you  are  just  sick  of  it,  so  you 
dump  at  the  bottom. 

Market  whiplash.  You  bought  bio- 
tech  when  it  was  hot,  then  sold  out 
this  year  in  disgust.  Costly  mistake. 

The  smart  players  avoid  whiplash. 
They  know  they  can't  time  markets. 
They  know,  too,  that  no  one  style  of 
investing  pays  off  all  the  time.  So  they 
spread  their  bets  by  style  of  stock,  go 
for  good  long-term  returns  and  to 
hell  with  volatility. 

They  spread  their  bets  over  a  variety 
of  investment  styles.  This  means  hav- 
ing a  chunk  of  capital  in  small  stocks 
and  a  chunk  in  big  stocks.  It  means 
diversifying  those  two  groups  further 
into  half  growth  and  half  value  stocks. 
And  it  means  owning  some  foreign 
stocks.  This  isn't  the  path  to  instant 
riches,  because  when  one  group 
shines,  another  will  hold  you  back; 
but  it's  the  path  to  steady  growth.  It's 
a  sure  way  to  avoid  whiplash. 

require!  owning  lots  of  stocks, 
but  individual  investors  can  get  virtu- 


ally the  same  whiplash-proofing  by 
using  mutual  funds. 

Realize  that  each  fund  has  its  own 
style  whether  it  means  to  or  not.  The 
key  is  to  balance  styles  against  each 
other.  As  a  rule  that  is  right  95%  of  the 
time,  if  big  growth  stocks  are  the 
market's  hottest  area  for  a  few  quar- 
ters, small  value  will  have  been  the 
worst  area.  And  vice  versa.  Ditto  for 
big-cap  value  and  small-cap  growth. 
If  one  leads,  the  other  lags. 

Say  you  saw  the  article  in  the  July 
18  Forbes  on  Kent  Simons  and  Law- 
rence Marx,  who  run  Neuberger  & 
Berman's  successful  Selected  Sectors 
Fund.  You  liked  their  philosophy  and 
background.  You  buy  the  fund  for 
your  401(k).  Good  choice.  But  re- 
member: Marx  and  Simons  go  for  big 
value  stocks,  and  they  won't  always 
lead  the  market. 

Next  step:  Hedge  your  bet  by  put- 
ing  some  money  in  a  good  small-cap 
growth  fund  to  pair  against  Simons 
and  Marx's  predilection  for  big  value 
stocks.  It's  unlikely  the  two  funds  will 
do  equally  well  at  any  one  time,  but  it 
is  also  unlikely  you'll  be  left  behind 
when  the  market  changes  gears. 

One  fund  that  would  make  a  good 
match  with  Selected  Sectors  is  Fideli- 
ty's Select  Biotechnology.  The  latter 
is  a  splendid  fund  that  has  lagged  for 
several  years  as  biotech  stocks  went 
out  of  favor.  Buying  Fidelity  Biotech 
is  a  way  of  betting  that  favor  will  smile 
again  on  this  kind  of  stock — which  it 
certainly  will.  But  you  might  prefer  a 
small-stock  fund  that  invests  over  a 
wider  spectrum. 

Where  do  you  get  this  information? 
Forbes'  Annual  Mutual  Funds  Sur- 
vey and  Morningstar  can  be  a  big 
help.  Morningstar's  in-depth  style 
analysis  is  the  cat's  meow:  accurate, 
updated  and  easy  to  use. 

Forbes  is  tops  for  making  down- 


market behavior  friendly  to  fathom.  I 
would  buy  no  fund  that  rated  lower 
than  "C"  in  a  down  market,  no  mat 
ter  how  good  it  was  in  an  up  market. 

For  those  who  don't  want  to  spend 
hours  poring  through  Forbes  and 
Morningstar,  here's  an  easier  way  to 
whiplash-proof  your  portfolio:  Pick  a 
big  fund  family  with  funds  of  varying 
styles.  Most  load  families  let  you 
switch  among  their  funds  load-free. 
Spread  80%  of  your  equity  money 
equally  four  ways  in  the  family's 
funds:  one  part  in  its  big  value  hind, 
one  big  growth,  one  small  growth  and 
one  small  value — four  hinds,  20% 
each.  Put  another  20%  into  its  foreign 
hind.  Instant,  cheap  and  relatively 
painless  diversification. 

For  those  who  would  like  a  more 
active  and  sophisticated  variation  and 
profit  from  most  folks'  tendency  to 
whiplash  themselves,  you  can  do  this: 
Check  which  of  those  five  funds  had 
the  highest  return  in  the  last  five  years; 
pare  that  one  back  from  20%  to  8% — 
and  spread  that  12%  you  took  from  it 
equally  among  the  others.  You  now 
have  four  funds  with  23%  and  one  at 
8%.  Next  year  do  it  again — and  every 
year — always  setting  the  hind  with  the 
best  five-year  record  at  8%  of  your 
portfolio.  Four  funds  with  23%  and 
one  with  8%. 

Why  cut  the  winners?  Simple  expe- 
rience. Market  leadership  rotates, 
which  is  why  some  people  get  whip- 
lashed.  If  a  group  of  stocks  has  been  a 
winner  for  five  years,  it  is  almost  cer- 
tain to  lag  in  the  next  five  years.  It's 
about  to  become  the  place  not  to  be. 

Based  on  my  analysis  (and  paral- 
leled by  a  similar  Morningstar  study), 
this  approach  would  have  done  about 
4%  per  year  better  on  average  over  the 
last  20  years  than  simply  being  fully 
diversified  in  funds.  And  it  would  beat 
any  single  style  in  total  return.  H 
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Some  investment  letters  are  suitable  only  for  large 
portfolios.  Which  letters  work  for  smaller  investors? 

Getting  a 
proper  fit 


Mark  Hulbert  is  editor  of  the  Alexandria,  Va.- 
based  Hulbert  Financial  Digest,  which  monitors 
the  performance  of  investment  advisory  letters. 
His  newest  book  is  The  Hulbert  Guide  to  Financial 
Newsletters  (Dearborn  Financial  Publishing). 


Thk  Zweig  Foir  cast  is  in  first  place  on  a 
risk-adjusted  basis  among  all  letters 
the  Hulbert  Financial  Digest  has 
tracked  since  1980.  But  my  mail  indi- 
cates that  investors  with  less  than 
several  million  dollars  have  problems 
following  all  of  Zweig's  advice. 

Why?  Because  Zweig  often  hedges 
his  model  portfolio  with  stock  index 
futures.  Futures  contracts  are  so  ex- 
pensive that  a  portfolio  has  to  be  huge 
in  order  for  even  one  contract  to 
represent  the  percentage  that  Zweig 
recommends. 

In  early  August,  for  example, 
Zweig  allocated  5%  of  his  model  port- 
folio to  a  short  position  in  Value  Line 
index  futures.  The  smallest  possible 
position — one  contract — is  worth 
around  $225,000.  An  investor  could 
not  follow  this  recommendation, 
therefore,  unless  he  was  playing  with 
at  least  $4.5  million. 

The  question  I  am  thus  asked: 
Would  any  other  of  the  top-perform- 
ing letters  be  better  suited  to  smaller 
portfolios? 

To  find  out,  I  analyzed  the  invest- 
ment letters  we  monitor  from  a  new 


point  of  view:  How  much  money 
would  you  need  to  follow  any  of  them? 
I  calculated  what  portfolio  size  would 
be  needed  in  order  to  be  adequately 
diversified  and  still  reduce  typical  one- 
way commissions  at  Charles  Schwab  & 
Co. — the  nation's  largest  discount- 
er— to  just  1%  in  the  case  of  stocks  and 
bonds,  and  3%  in  die  case  of  options. 

The  dividing  lines  between  the  re- 
sultant categories  are  not  inviolable. 
If  you  are  a  buy- and -hold  investor,  for 
example,  or  you  use  a  deep  discount 
broker,  then  you  can  lower  the  fol- 
lowing thresholds. 

Here  are  the  top-performing  letters 
in  each  of  these  categories: 

■  $2,500  to  $100,000.  For  portfolios 
below  six  figures,  mutual  funds  are 
the  best  investment  vehicle.  Any  of 
the  top-performing  mutual  fund  let- 
ters, of  which  there  are  several,  would 
be  appropriate  for  smaller  investors. 
The  top-ranked  one  over  the  last 
eight  years:  Stockmarket  Cycles,  writ- 
ten by  Peter  Eliades. 

Over  the  last  eight  years,  Eliades' 
mutual  fund  advice  has  produced  a 
gain  of  361%,  in  contrast  to  118%  for 
the  stock  market.  At  any  given  time 
Eliades'  portfolio  is  100%  invested  in 
one  of  Fidelity's  Select  funds.  These 
funds  have  a  minimum  investment  of 
just  $2,500.  As  a  result,  a  small  inves- 
tor can  profit  from  Eliades'  advice  as 
easily  as  a  multimillionaire  can. 

■  $100,000.  This  is  the  minimum 
portfolio  size  suitable  for  you  to  fol- 
low a  letter  that  recommends  individ- 
ual stocks  and  still  pay  no  more  than 
1%  one-way  commissions  at  Schwab. 

Even  at  this  minimum  portfolio 
size,  however,  you  still  don't  want  a 
letter  that  recommends  frequent  trad- 
ing. Take  the  Value  Line  Investment 
Survey,  for  example,  the  top-perform- 


ing letter  over  the  last  14  years.  If  you 
followed  this  letter  by  holding  its  top- 
ranked  stocks  for  six  months  to  a  year, 
trading  costs  wouldn't  eat  you  alive 
on  a  $100,000  portfolio.  But  upgrad- 
ing your  portfolio  weekly  as  Value 
Line's  top-ranked  group  changes 
would  be  too  costly  even  for  a 
$100,000  account. 

■  $250,000  and  above.  Most  of  the 
top -performing  stock  letters  fit  into 
this  category. 

Consider  lames  Collins'  ore  In- 
sight and  Louis  Navellier's  mpt  Re- 
view, both  among  the  very  best  long- 
term  performers.  Both  tailor  their  ad- 
vice to  a  variety  of  portfolio  sizes, 
some  of  which  are  smaller  than 
$250,000.  But  I'm  wary  about  fol- 
lowing their  advice  in  portfolios 
smaller  than  this.  Both  letters  advo- 
cate a  high  degree  of  portfolio  turn- 
over, and  both  recommend  stocks 
with  relatively  high  bid/asked 
spreads.  To  achieve  the  returns  re- 
ported by  the  hfd — which  assumes  a 
1%  one-way  commission — you  would 
need  portfolios  at  least  in  the  quarter- 
million-dollar  neighborhood. 

Another  top- performing  service 
that  you  should  consider  only  if  your 
portfolio  is  this  large:  Value  Line  Con- 
vertibles. On  this  service's  buy  list  are  a 
number  of  convertible  bonds  with 
relatively  high  bid/asked  spreads. 
Only  if  your  portfolio  is  this  substan- 
tial can  you  construct  a  diversified 
group  of  such  bonds  and  keep  these 
spreads  tolerable. 

■  What  do  you  do  if  you  would  love  to 
follow  Martin  Zweig  but  you  haven't 
the  scratch  to  do  so?  Your  best  bet  is 
to  follow  the  Zweig  Performance  Rat- 
ings Report — which  has  an  equally 
good  long-term  record  and  doesn't 
use  futures.  WM 
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Gambling  stocks  have  been  driven  down  to 
a  point  where  they  are  bargains. 

An  overdone 
selloff 


BY  U.S.  SALOMON  JR. 


R.S.  Salomon  Jr.  is  chairman  and  chief  executive 
of  Salomon  Brothers  Asset 
Management  Inc.  and  portfolio  manager  of 
Salomon  Brothers  Capital  Fund  Inc. 
Research  assistant:  Caroline  Davenport. 


Gaming  stocks  have  taken  a  beating 
as  a  result  of  concerns  about  new 
federal  taxes,  regulatory  delays  and 
overcapacity.  The  high-quality,  large- 
capitalization  stocks  in  this  group  are 
down  about  30%  so  far  this  year.  In 
my  view,  the  selloff  has  been  over- 
done and  several  of  the  companies  are 
cheap  at  these  levels. 

The  concern  about  taxes  started 
with  President  Clinton's  proposal  for 
a  4%  federal  tax  on  gaming  revenues. 
The  proposal  has  been  withdrawn, 
but  not  forgotten.  Many  observers 
now  assume  that  it  is  only  a  matter  of 
time  before  a  federal  tax  in  some  form 
is  imposed  on  the  industry. 

Worries  about  capacity — both  too 
little  and  too  much — have  also 
weighed  on  the  market.  There  have 
been  several  postponements  or  delays 
in  the  approval  of  new  gaming  juris- 
dictions, notably  in  Louisiana,  Mis- 
souri and  Indiana.  Meanwhile,  ana- 
lysts fret  about  overcapacity  in  such 
areas  as  Tunica,  Miss.,  parts  of  the 
Gulf  Coast  and  Las  Vegas. 

The  downturn  in  the  stocks  has 
been  exacerbated  by  two  factors.  For 
one  thing,  rising  interest  rates  have 


put  pressure  on  growth  stock  multi- 
ples in  general.  Inflated  expectations 
for  growth  and  earnings  have  been 
another  problem:  By  the  end  of  last 
year,  estimates  for  gaming  companies 
had  been  marked  up  to  levels  that 
afforded  no  room  for  setbacks. 

Investor  concerns  on  all  of  these 
counts  have  depressed  stock  prices  be- 
yond levels  justified  by  fundamentals. 
Gaming  is  still  very  much  a  growth 
industry,  and  the  best  companies  in  the 
business  face  bright  futures. 

Gaming  has  become  increasingly 
respectable.  More  and  more  people 
flock  to  casinos,  and  many  people 
bring  their  families  to  gaming  resorts 
on  vacation.  Given  the  surging  popu- 
larity, new  facilities — some  land- 
based  and  some  floating — are  likely  to 
open  up  in  such  places  as  Texas,  Penn- 
sylvania, Florida,  Massachusetts  and 
Alabama.  Important  cities  such  as 
New  Orleans,  where  gaming  has  al- 
ready been  approved,  and  Detroit  and 
Chicago,  where  legalization  is  being 
considered,  present  significant  op- 
portunities. The  growth  into  new 
markets  will  more  than  make  up  for 
delays  in  other  places,  and  the  indus- 
try should  continue  to  register 
growth  of  20%  to  25%  annually. 

The  worries  about  overcapacity 
also  appear  to  have  been  unjustified. 
To  be  sure,  gaming  operations  in 
Mississippi  and  the  Gulf  Coast  seem 
to  have  been  poorly  planned.  In  Las 
Vegas,  however,  there  is  reason  to  be 
confident  that  the  new  facilities 
opened  by  Circus  Circus,  Mirage  and 
MGM  Grand,  which  together  in- 
creased the  number  of  rooms  in  the 
city  by  10,000,  or  12%,  will  do  just 
fine.  At  recent  count,  the  traffic  at  the 
airport  in  Las  Vegas  was  up  about  1 5% 
to  20%  from  year-ago  levels.  Compa- 
nies may  well  be  offering  guests  spe- 


cial rates  to  make  sure  that  new  capac- 
ity is  used.  As  long  as  new  customers 
are  coming  in  at  a  healthy  rate,  how- 
ever, investors  have  little  to  fear. 

Stepping  back  from  the  concerns  of 
the  moment,  I  believe  that  the  poor 
financial  health  of  state  and  local  gov- 
ernments (see  my  May  10,  1993  col- 
umn) is  a  kind  of  protection  from 
federal  taxation  of  gambling.  Local 
governments  are  running  record  defi- 
cits, and  politicians  must  find  ways  to 
cut  spending  and  raise  revenues.  In 
recent  years  local  governments  have 
been  unable  to  resist  the  lure  of  legal- 
ized gambling  operations  as  a  new 
source  of  funds.  State  and  local  gov- 
ernments' stake  in  gaming  serves  as  a 
powerful  incentive  to  prevent  the  fed- 
eral government  from  dipping  its  hand 
into  the  cookie  jar.  Not  surprisingly, 
local  governments  lobbied  heavily  to 
defeat  the  President's  tax  proposal. 

Where  casinos  are  opened  near  state 
borders,  the  pressure  only  increases  on 
the  lawmakers  in  the  adjoining  states. 
For  example,  a  catalyst  for  the  legaliza- 
tion movement  in  Detroit  has  been  the 
presence  of  a  large  casino  across  the 
border  in  Windsor,  Ont.  Similarly,  the 
large  number  of  Massachusetts  license 
plates  in  the  parking  lots  at  the  Fox- 
woods  casino  in  Connecticut  must 
cause  officials  in  Boston  to  reflect  on 
the  nature  of  lost  opportunity.  Politi- 
cians in  New  York  and  Philadelphia, 
meanwhile,  surely  have  looked  long- 
ingly at  Atlantic  City  as  they  contem- 
plated their  unbalanced  budgets. 

Selling  at  price/earnings  multi- 
ples that  are  close  to  the  market 
multiple  of  14  times  1995  profits, 
gaming  stocks  are  at  sizable  dis- 
counts to  growth  rates.  At  these 
levels,  it  would  not  surprise  me  to  see 
some  consolidation  in  the  industry. 
The  valuations  are  simply  too  con- 
servative in  light  of  the  growth  po- 
tential and  financial  health  of  these 
companies.  The  best  companies  in 
the  business  consistently  generate 
significant  amounts  of  cash  and  have 
very  strong  balance  sheets. 

Investors  should  consider  a  portfolio 
of  high-quality,  large-capitalization 
companies  as  a  way  to  participate  in  the 
growth  of  the  gaming  business.  The 
stocks  that  appear  most  attractive  at 
current  levels  are  Promus  (30),  Caesars 
World  (42),  Mirage  (18)  and  Interna- 
tional Game  Technology  (19).  HI 
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Don't  let  market  volatility  and  an  inept  Administration 
scare  you  away  from  the  many  good  investments 
available  to  investors  today. 

Learning  to 
love  volatility 


BY  JOHN  RUTLEDGE 


John  Rutledge  is  an  economist 
and  chairman  of  Rutledge  &  Co.,  a 
merchant  bank  in  Greenwich,  Conn. 


In  the  private  equity  business,  you 
never  want  to  run  out  of  great  com- 
panies to  buy  or  capital  to  buy  them 
with.  Bringing  the  two  together  is  a 
full-time  job,  with  most  of  it  taking 
place  in  some  other  guy's  time  zone. 
But  the  jet  lag  is  worth  it.  The  road 
to  wisdom  is  not  paved  with  good 
intentions,  it  is  paved  with  frequent- 
flyer  miles. 

Nor  is  wisdom  to  be  found  only  in 
the  boardroom.  The  most  powerful 
idea  I  heard  all  month  was  on  the 
Piccadilly  line  of  the  London  Under- 
ground from  Heathrow.  A  British 
army  chap  was  trying  his  line  on  a 
South  African  girl  sitting  across  from 
him.  "My  personal  philosophy,'1  said 
the  soldier,  "is  that  you  can't  unin- 
vent  things.  You  can't  uninvent  the 
bow  and  arrow,  you  can't  uninvent 
the  nuclear  bomb,  and  you  can't  un- 
invent the  way  people  behave." 

That's  the  way  it  is  with  the  Clinton 
Administration  here  at  home.  We 
can't  uninvent  it,  so  we  have  to  live 
with  it,  live  with  its  clumsy  handling  of 
the  dollar  crisis,  its  inept  diplomacy,  its 
Japan -bashing,  its  tangled  health  care 
program.  Some  of  the  consequences 
of  this  plague  are  that  capital  is  flowing 
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out  of  the  U.S.,  the  dollar  has  been 
falling  and  financial  markets  have  be- 
come more  volatile.  But  remember 
what  that  soldier  chap  said  about 
learning  to  live  with  what  you  can't 
change.  Don't  let  increased  volatility 
and  inept  politicians  drive  you  out  of 
the  investment  markets.  Volatile  mar- 
kets aren't  necessarily  bad  markets. 

A  whole  generation  of  money  man- 
agers have  had  their  heads  muddled 
by  this  beta  stuff.  They  believe  that 
investments  whose  prices  fluctuate 
more  than  the  market  are  more  risky, 
and  therefore  should  have  lower 
prices  and  higher  total  returns. 

Volatility  can  be  a  real  problem  for 
short-term  traders,  of  course,  espe- 
cially those  playing  with  borrowed 
money.  But  if"  you  are  a  long-term 
investor,  volatility  is  your  friend.  It 
gives  you  occasional  chances  to  buy 
good  stuff  more  cheaply  than  you 
ordinarily  could.  The  real  risk  of  an 
investment  isn't  volatility,  it's  getting 
the  fundamentals  of  the  business 
wrong  in  your  estimate  of  its  long- 
term,  or  intrinsic,  value. 

So  never  mind  volatility,  and  never 
mind  the  Clintons.  Learn  to  live  with 
volatility  and  profit  from  it.  The  real 
meltdowns  in  the  stock  market  don't 
happen  because  of  volatility,  they 
happen  when  investors'  opinions  of 
the  long-term  profitability  and  cash- 
flow-generating abilities  of  a  compa- 
ny or  an  industry  are  proven  wrong. 

This  suggests  redefining  risk  as  in- 
trinsic value  risk,  which  is  the  likeli- 
hood that  an  investor's  estimate  of  a 
business'  intrinsic  value,  i.e.,  the  pres- 
ent value  of  its  future  profits,  will  be 
proven  wrong.  This  means  that,  un- 
like with  beta,  the  riskiness  of  owning 
a  business  or  security  is  measured  by 
die  accuracy  of  the  investor's  esti- 


mates and  expectations. 

There  are  compelling  reasons  why 
investors  will  be  better  off  building  a 
portfolio  of  companies  they  under- 
stand, rather  than  holding  a  diversi- 
fied mix  of  securities  they  don't  un- 
derstand. Remember  what  Warren 
Buffett  says:  "I  won't  buy  a  stock  if  I 
can't  understand  its  business." 

Intrinsic  value  risk  does  vary,  even 
for  those  with  a  clear  grasp  of  the 
business'  potential.  It  is  reasonable  to 
assume  that  the  more  distant  cash 
flows  of  a  company  are  inherently 
more  risky,  i.e.,  more  likely  to  disap- 
pear, than  are  nearer-term  cash  flows. 
This  is  just  another  way  of  saying — 
excuse  the  cliche — that  a  bird  in  the 
hand  is  worth  two  in  the  bush. 

The  bird -in -the -bush  companies 
are  those  expected  to  have  negative 
free  cash  flows  in  the  early,  high- 
growth  years,  when  they  need  to  sell 
stock  and  borrow  money  to  finance 
their  expanding  balance  sheets.  They 
are  expected  to  turn  into  cash  ma- 
chines for  investors  much  later,  when 
the  growth  slows.  The  risk  here  is  that 
lots  of  things  can  go  wrong  and  the 
birds  might  stay  in  the  bush. 

So,  even  though  price  volatility 
does  not  matter,  intrinsic  risk  does 
matter.  Based  upon  our  internal  esti- 
mates of  cash  flows  over  the  next  30 
years,  40%  of  the  intrinsic  value  of  the 
S&P  industrials  is  dependent  on  cash 
flow  estimates  more  than  ten  years 
into  the  future. 

But  within  that  universe  of  stocks, 
there  are  wide  variations  in  this  mea- 
sure of  intrinsic  risk.  Far-distant  cash 
flows  account  for  only  25.1%  of  in- 
trinsic value  for  Gillette  and  23.4%  for 
3M,  both  strong  free-cash-flow  gen- 
erators. For  Toys  "R"  Us,  however, 
84.7%  of  intrinsic  value  is  based  on 
cash  flows  after  year  ten.  Dividing 
each  of  these  back-loaded  value  esti- 
mates by  that  of  the  S&P  400  gives 
intrinsic  risk  estimates  of  about  half 
the  market  for  Gillette  (0.63)  and  3M 
(0.59),  but  twice  the  market  (2.12) 
for  Toys"R"  Us. 

Investors  should  demand  a  signifi- 
cantly higher  expected  return  from 
back-loaded,  high-intrinsic-risk  com- 
panies than  from  firms  producing  free 
cash  flow  today.  But  they  should  not 
let  worry  about  volatility  or  an  incom- 
petent Administration  scare  them 
aw  ay  from  good  investments.  WB 
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Whatever  the  Fed  may  think,  I  firmly  believe  that 
the  long-range  trend  is  deflationary,  not  inflationary. 

Greenspan  versus 
Kondratieff 


BY  A.  GARY  SHILLING 


A.  Gary  Shilling  is  president  of 
A.  Gary  Shilling  &  Co.,  economic  consultants 
and  investment  advisers.  His  firm  publishes 
Insight,  a  monthly  newsletter  covering  the 
business  outlook  and  investment  strategy. 


For  many  years  I  have  said  that  the 
underlying  trend  in  the  world  econo- 
my is  disinflation  or  even  deflation. 
Yet  my  four  latest  columns  have  pre- 
dicted sharply  higher  interest  rates, 
especially  on  the  short  end. 

Have  I  abandoned  my  disinflation 
thesis?  No.  You  have  to  distinguish 
between  the  medium  and  long 
ranges.  Long  range,  the  trend  re- 
mains disinflationary,  but  the  end-of- 
the-business-cycle  forces  now  domi- 
nate. With  no  relevant  exceptions  in 
the  postwar  era,  the  results  never  vary 
when  the  Fed  starts  to  worry  about 
inflation  and  tightens  credit:  rising 
bond  yields  and  leaping  short  rates  to 
the  point  that  they  equal  or  exceed 
long  rates. 

This  means  that  Treasury  bond 
yields  will  continue  to  rise  and  three- 
month  bill  yields  will  leap  four  per- 
centage points  or  more  by  the  time 
the  Fed  finishes  the  squeeze. 

Longer  range,  the  economy  in  the 
1990s  is  in  a  Kondratieff  wave  depres- 
sion, the  final  and  weakest  phase  of  a 
B0-to-60-year-long  wave  and  a  peri- 
od of  disinflation  or  deflation. 

Similar  Kondratieff  wave  10-year 


depressions  occurred  in  the  1930s 
and  in  decades  spanning  the  1880s  to 
1890s  and  the  1830s  to  1840s.  The 
details  differ,  but  the  structure  is  al- 
ways the  same.  In  the  current  phase, 
the  economy  lacks  the  stimuli  it  got  in 
the  early  postwar  period  from  catch- 
ups in  consumer  spending  and  con- 
struction and  the  Cold  War  defense 
outlays.  Indeed,  business  is  being  de- 
pressed by  falling  military  outlays  and 
the  unwinding  of  the  1980s  excesses: 
excess  debt,  excess  employment,  ex- 
cess real  estate.  This  isn't  just  a  U.S. 
affair.  In  large  part  these  constricting 
forces  and  the  negative  effects  of  ris- 
ing protectionism  are  at  work 
throughout  industrialized  countries. 

I  believe  the  Fed,  in  worrying  about 
inflation,  made  the  wrong  move  in 
these  circumstances.  Regardless,  the 
historical  script  will  be  followed. 

My  guess  is  that  the  Fed's  tighten- 
ing will  bring  on  a  severe  recession. 
The  parallel  is  the  1937-38  "Roose- 
velt Depression,"  similarly  precipitat- 
ed by  the  combination  of  a  money 
squeeze  designed  to  preempt  infla- 
tion and  federal  spending  cuts  and 
upper-bracket  income  tax  increases 
intended  to  reduce  the  deficit.  Indus- 
trial production  fell  33%,  more  than 
twice  the  15%  decline  in  the  deepest 
postwar  recession,  1973-75. 

This  time  a  major  U.S.  downturn 
will  cut  short  budding  recoveries  on 
the  European  continent  and  the  pros- 
pect of  one  in  Japan.  On  balance,  it 
will  reignite  deflation. 

How  should  an  investor  play  this 
situation,  where  the  prospect  is  for 
higher  interest  rates  in  the  medium 
term,  much  lower  rates  in  the  long 
term?  It  depends  on  your  time  hori- 
zon. If  you  are  one  of  the  very  few 
who  truly  have  a  long-term  invest- 
ment purview,  invest  for  deflation — 


in  long-term,  high-quality  bonds,  for 
example — and  leave  on  a  slow  boat  to 
Hongo  Bongo.  But  that  approach  is 
hard  for  most  who  worry  about  their 
portfolios  over  the  next  year  or  two. 
In  that  time  frame,  almost  the  reverse 
of  the  deflationary  investment  strate- 
gy should  be  the  winner.  So  unless 
you  are  willing  to  accept  interim  de- 
clines of  30%  or  more  from  here  in 
your  U.S.  stocks  and  10%  or  greater  in 
bonds,  you  need  to  adapt  to  the  inter- 
mediate-term reality. 

In  the  current  climate,  with  a  Fed- 
induced  recession  in  the  cards,  you 
should  do  well  shorting  many  stocks. 
Consider  the  failed  leaders  of  yester- 
year— drugs  like  Merck  and  Bristol- 
Myers  Squibb  and  national  brand 
nondurables  like  Philip  Morris.  Over- 
blown Hong  Kong  property  compa- 
nies are  still  very  vulnerable,  as  are 
U.S.  casino  operators  and  other  re- 
cent fad  stocks.  Bonds  and  short-term 
financial  instruments  also  make  nice 
shorts  as  interest  rates  rise.  At  the 
same  time,  industrial  commodity 
prices  may  keep  jumping,  and  the 
dollar  may  finally  be  bottoming  as 
higher  yields  attract  foreign  money 
and  a  more  rational  U.S.  trade  policy 
toward  Japan  depresses  the  yen. 

At  some  point,  however,  the  Fed 
will  have  to  ease  when  it  realizes  that  a 
recession  is  looming.  This  makes  in- 
vesting tough,  since  no  one  rings  a 
bell  at  that  point,  and  history  isn't 
much  help.  In  the  postwar  era  it  took 
anywhere  from  four  months  to  almost 
four  years  between  the  onset  of  Fed 
tightening  and  the  expansion's  peak. 

In  the  current  situation  I  think  the 
downturn  will  come  sooner  rather 
than  later.  The  inherent  weaknesses  in 
the  economy  suggest  an  early  1995 
start  for  the  recession.  So,  too,  do  the 
average  lags  between  the  peak  in  con- 
sumer durable  spending  and  the  cycli- 
cal top  (three  quarters)  and  housing 
starts  (four  quarters),  since  durables 
probably  topped  out  early  this  year 
and  housing  in  late  1993. 

With  all  these  crosscurrents,  for 
many  investors  the  best  intermediate- 
term  position  may  be  cash.  A  few  may 
want  to  look  beyond  the  current  in- 
vestment climate  of  Fed  tightening 
and  looming  recession.  A  recession, 
especially  a  severe  one,  will  reestablish 
deflation  as  the  dominating  trend  of 
this  era.  SB 
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Conventional  wisdom  says  the  overvalued  yen  wil 
ruin  the  Japanese  economy.  Don't  bet  on  it. 

Japan's  healthy 
deflation 


BY  STEVE  H.  HANKE  &  SIR  ALAN  WALTERS 


Steve  H.  Hanke  is  a  professor  of 
Applied  Economics  at  The  Johns  Hopkins  University 
in  Baltimore  and  Sir  Alan  Walters  is  vice  chairman 
of  AIG  Trading  Group,  Inc.  in  Washington,  D.C. 


Economic  and  financial  articles  are 
usually  based  on  facts  and  fundamen- 
tals. Our  complaint  is  that  financial 
copy  is  often  based  on  the  wrong 
fundamentals.  That  is  why  those  who 
embrace  conventional  wisdom,  as  ex- 
pressed by  the  experts  and  the  media, 
tempt  Providence.  Nowhere  is  this 
more  evident  than  in  prognostica- 
tions about  the  Japanese  economy. 

In  early  1993  we  made  our  maiden 
voyage  at  Forbes  (Apr.  12,  1993). 
The  cognoscenti  had  all  but  written 
the  Japanese  yen's  obituary.  The  pre- 
vailing view  went  like  this:  With  U.S. 
interest  rates  higher  than  Japanese 
rates  and  with  the  U.S.  on  its  way  to  a 
full-blown  recovery,  while  Japan  was 
in  the  middle  of  a  slump,  the  dollar 
had  to  rise  against  the  yen.  Besides, 
the  purchasing  power  parity  data  indi- 
cated that  the  yen  was  grossly  overval- 
ued. Highly  plausible.  All  based  on 
facts  and  fundamentals. 

But  based  on  the  wrong  facts  and 
the  wrong  fundamentals.  By  picking 
through  trends  in  Japan's  balance- of  - 
payments  data,  we  demonstrated  that 
the  yen  would  defy  conventional  wis- 
dom and  appreciate.  It  did.  The  dollar 
bought  115  yen  in  the  spring  of  1993. 


This  summer  the  dollar  has  dropped 
well  under  100  yen. 

So,  let's  revisit  Japan.  Will  the  over- 
valued yen  finally  ruin  the  economy? 
In  recent  weeks  the  governor  of  the 
Bank  of  Japan,  Yasushi  Mieno,  and 
government  officials  have  bmshed  aside 
concerns  about  the  sttong  yen,  arguing 
that  die  recoveiy  will  be  sustained. 

There  are  a  lot  of  skeptics  around. 
They  have  dredged  up  a  piece  of 
conventional  wisdom  to  make  their 
case.  They  claim  that  countries  expe- 
riencing deflation,  as  Japan  is,  are 
destined,  at  best,  to  stagnate.  This 
chain  of  reasoning  is  so  short,  simple 
and  oft  repeated  that  it  has  the  quality 
of  a  self-evident  truth.  But,  it  is  not. 

History,  in  fact,  shows  that  defla- 
tion and  stagnation  do  not  necessarily 
go  together.  During  the  greenback 
episode  in  the  U.S.,  a  deflation  of  50% 
took  place  in  the  decade  and  a  half 
after  1865.  This  decline  in  prices  did 
not  produce  stagnation,  however.  In- 
deed, the  deflation  was  accompanied 
by  an  extraordinaiy  increase  in  output 
and  real  income.  Japan  also  experi- 
enced deflationary  growth  in  the 
1920s,  when  prices  fell  on  average  by 
3.4%  per  year  and  real  income  in- 
creased by  2.1%  per  annum. 

Let's  now  explain  why  Japan  will 
detv  conventional  wisdom  once  again. 
To  accomplish  this,  we  rely  on  ortho- 
dox monetary  theory  and  a  series  of 
insightful  studies  authored  over  the  last 
15  years  by  John  Greenwood,  publish- 
er of  the  Asian  Moneta  ry  Monitor. 

The  conventional  argument  goes 
like  this: 

Japan's  postwar  recoveries  have 
usually  been  led  by  a  rapid  growth  in 
exports.  The  strong  yen  is  undermin- 
ing export  competitiveness  and  will 
preclude  an  export-led  recovery  this 
time  around.  Meanwhile,  imports, 


bargains  at  100  yen  to  the  dollar,  will 
probably  continue  to  rise  sharply. 
Consequently,  the  Japanese  trade  sur- 
plus will  shrink  and  the  contribution 
of  the  external  balances  of  goods  and 
services  to  a  Japanese  recovery  will  be 
negative  over  the  coming  year. 

So,  without  a  boost  from  the  exter- 
nal sector,  Japan  will  have  to  rely  on 
internal  increases  in  consumption,  in- 
vestment or  government  expendi- 
tures. But  here  the  fundamentals  sug- 
gest that  there  is  little  basis  for  en- 
couragement. Nominal  gnp  will 
remain  flat  in  Japan. 

That's  the  conventional  argument. 
Here's  why  we  don't  buy  it: 

Recoveries  are  measured  in  real 
terms  adjusted  for  inflation.  Conse- 
quently, real  growth  can  occur  even 
when  nominal  GNP  is  flat  or  falling — if 
prices  are  falling. 

Since  mid- 1990  the  Bank  of  Japan 
has  imposed  an  extremely  deflation- 
ary monetary  policy  to  burst  Japan's 
asset  bubble.  Even  though  the  con- 
sumer price  index  is  still  rising  in 
Japan,  this  conventional  measure  of 
inflation  has  become  obsolete.  The 
typical  Japanese  consumer  is  rapidly 
switching  from  traditional  outlets  to 
discount  stores  and  specialty  retailers 
that  market  cheap  imports. 

Consequently,  official  price  indexes 
no  longer  represent  the  price  changes 
in  the  typical  basket  of  goods  and 
services.  More  realistic  data  on  Japa- 
nese prices  show  that  an  adjusted  CPI  is 
probably  falling  by  as  much  as  3%  per 
year.  The  Bank  of  Japan's  squeeze  is 
working.  Japan  is  experiencing  defla- 
tion. Thus,  the  Japanese  are  enjoying 
an  increase  in  the  real  purchasing  pow- 
er of  their  yen  holdings. 

This  increase  in  purchasing  power 
will  sustain  a  rise  in  real  domestic 
demand,  which  will  ensure  that  Japan 
enjoys  real  growth  with  declining 
prices.  Indeed,  our  calculations, 
based  on  the  venerable  quantity  the- 
ory of  money,  suggest  that  real 
growth  over  the  next  year  could  easily 
reach  3%. 

For  our  readers  who  have  placed 
their  bets  on  stagnation  in  Japan,  it's 
time  to  pull  those  bets.  Deflationary 
growth  is  in  the  cards.  Contrary  to 
conventional  wisdom,  this  will  make 
the  yen  more  competitive  and  Japa- 
nese bonds  more  attractive  on  a  long- 
term  basis.  in 
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Quaking  over  Quaker 

With  big  merger  deals  raging  again 
on  Wall  Street,  takeover  rumors  re- 
cently propelled  Quaker  Oats  stock 
into  the  low  80s.  The  stock  has  since 
backed  off  to  a  recent  72%,  and  Duff 
&  Phelps  analyst  Ellen  Baras  predicts 
more  profit-taking  to  come. 

Baras  notes  that  Switzerland's  Nes- 
tle, one  rumored  buyer,  has  said  pub- 
licly it's  not  wooing  Chicago's  $6 
billion  (sales)  Quaker.  Another  ru- 
mored suitor  is  Philip  Morris.  But 
Baras  says  pm  is  looking  for  companies 
strong  overseas.  Quaker's  interna- 
tional operations,  especially  Europe 
and  Brazil,  have  lately  been  weak. 
Foreign  penetration  by  Gatorade, 
Quaker's  popular  sports  beverage,  has 
been  disappointing. 

In  the  U.S.,  Gatorade  dominates  its 
category,  but  competition  from 
Coca-Cola's  Powerade  and  Pepsi's  All 
Sport  is  increasing.  Baras  says  Quaker 
may  have  to  spend  heavily  on  market- 
ing for  Gatorade  to  hold  its  ground. 

In  the  fiscal  year  ended  June  30 
Quaker  earned  $4.32  a  share,  exclud- 
ing one-time  charges.  Baras  is  looking 
for  $4.75  in  the  next  fiscal  year.  Sell- 
ing for  nearly  16  times  expected  cal- 
endar 1994  earnings,  the  stock  trades 
at  a  20%  premium  to  the  S&P  500. 

Quaker  stock,  trading  on  the  Big 
Board,  could  easily  slide  into  the  60s, 
says  Baras,  when  investors  realize  that 
no  takeover  is  pending. 

A  bear's  take  on  aluminum 

Aluminum  Co.  of  Am  erica  (recent 
nyse  price,  787/s),  Reynolds  Metals 
Co.  (50V&)  and  Alcan  Aluminium 
Ltd.  (24%)  have  all  run  up  in  recent 
months  on  better-than-expected  sec- 
ond-quarter earnings,  improved  alu- 
minum ingot  prices  and  falling  cash 
production  costs. 

Time  to  take  profits  in  the  stocks, 
says  Oppenheimer  nonferrous  metals 
analyst  Jocelyn  Palmer. 

Palmer  worries  that  the  global  sup- 
ply of  aluminum  far  outstrips  de- 
mand. Though  the  West  and  Russia 
agreed  earlier  this  year  to  cut  back 
primary  production  of  aluminum, 
neither  has  honored  its  pledged  goal. 
Worse,  improved  economics  may 

mpt  some  producers  to  delay 
ucd  cutbacks  or  restart  some 
idled  capacity. 


Reynolds  Metals'  Illinois  plant 

Risks  aplenty  in  aluminum  stocks. 


Palmer  says  the  stronger-than-ex- 
pected  second-quarter  earnings  in 
part  reflected  strong  seasonal  de- 
mand. She  expects  the  third  quarter 
to  be  weaker.  She  notes  that  while 
inventories  of  aluminum  ingot  on  the 
London  Metal  Exchange  have  begun 
to  decline,  they  are  still  up  27%  over 
last  year.  Palmer  believes  that  alumi- 
num demand  in  the  U.S.,  which  ac- 
counts for  30%  of  the  West's  demand, 
may  already  have  plateaued.  U.S.  pro- 
ducer inventories  are  up  slightly. 

If  so,  any  speculative  element  that 
may  have  helped  push  up  ingot  prices 
could  fast  disappear  from  the  alumi- 
num market.  Palmer  warns  that  since 
mid- July,  ingot  prices  on  the  LME 
have  dropped  a  nickel,  to  65  cents  a 
pound,  and  could  pull  back  further, 
taking  with  them  the  stocks  of  Alcoa, 
Alcan  and  Reynolds. 

Newspaper  story 

Since  spring  the  shares  of  Knight- 
Ridder,  Inc.,  which  owns  29  daily 
newspapers  in  15  states  (titles  include 
the  Miami  Herald,  Philadelphia  In- 
quirer and  Detroit  Free  Press),  have 
fallen  11%.  Weighing  on  the  stock 
have  been  a  slower  than  hoped  for 
recovery  in  ad  lineage,  the  prospect  of 
higher  newsprint  prices,  and  fears  that 
Knight- Ridder  may  decide  to  acquire 
Mead  Corp.'s  Lexis/Nexis  division 
and  overpay.  Yet  another  negative: 
Knight- Ridder  Chairman  and  Chief 


Executive  James  Batten  was  recently 
treated  for  a  brain  tumor. 

These  are  all  valid  concerns,  but  a< 
537/8  a  share  on  the  NYSE,  the  stock 
now  looks  oversold. 

Batten  has  in  place  a  well-qualified 
successor:  P.  Anthony  Ridder,  53j 
who  has  run  the  newspaper  business] 
has  been  president  since  1989  and  id 
charge  during  Batten's  absence.  As  tcj 
a  Lexis/Nexis  deal,  it's  worth  recall- 
ing that  Knight- Ridder's  business  in-j 
formation  services  division  has  lately 
turned  in  impressive  results. 

Media  analyst  James  Dougherty,  ol 
Dean  Witter  Reynolds,  also  notes  that 
Knight- Ridder's  finances  are  rockJ 
solid.  With  cash  flow  growing  and 
long-term  debt  only  around  25%  of 
total  capital,  Knight- Ridder  has  the 
flexibility  to  make  a  meaningful  ac- 
quisition. (Lexis/Nexis'  price  is  ru- 
mored to  be  $1  billion.) 

Dougherty  says  this  year's  results 
won't  include  the  expenses  incurred 
in  1993  from  the  startup  of  a  new 
Philadelphia  plant.  He  estimates 
Knight-Ridder  will  earn  $3.20  a  share 
this  year,  a  19%  gain,  and  be  up  1 1  %  in) 
1995,  to  $3.55. 

Management  clearly  believes  the 
stock  is  an  attractive  investment. 
Knight-Ridder  has  been  buying  back 
stock,  and  just  authorized  the  repur- 
chase of  3  million  more  shares,  on 
about  5%  of  the  common  outstand- 
ing. Dougherty  thinks  Knight-Ridder 
stock  will  rise  about  25%,  to  67  a 
share,  over  the  next  12  months. 

Mistaken  identity? 

If  you're  looking  for  a  solid  defen- 
sive stock  to  own  in  a  sloppy  market 
like  the  present  one,  Donaldson,  Luf- 
kin  &  Jenrette  analyst  Ty  Govatos 
recommends  $3.5  billion  (sales)  Pit- 
ney Bowes,  Inc.,  the  world's  largest 
maker  of  postage  meters  and  related 
equipment.  Recently  367/8,  the  NYSE- 
listed  stock  is  down  20%  from  its  early 
1994  high.  Govatos  thinks  it  can  re- 
cover to  the  mid-40s,  up  more  than 
20%,  over  the  next  year. 

In  Govatos'  view,  Stamford, 
Conn. -based  Pitney  Bowes  is  a  victim 
of  mistaken  identity.  He  says  many 
investors  expect  too  much  from  Pit- 
ney in  terms  of  revenue  growth, 
which  appears  even  more  lackluster 
when  compared  with  some  compa- 
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ARTHRITIS 
DOESN'T  WAIT  FOR 
YOU  TO  GET  OLD. 


You  don't  have  to  be  old  to  get  arthritis.  It 
can  happen  to  anyone  at  any  age.  If  you  notice  any 
of  the  following  warning  signs,  consult  your  doctor 
or  call  your  local  Arthritis  Foundation  chapter.  Early 
diagnosis  and  treatment  can  make  a  difference. 

Swelling  in  one  or  more  joints 

Early  morning  stiffness 

Weight  loss,  fever  or  weakness  combined 

with  joint  pain 

Recurring  pain  or  tenderness  in  a  joint 
Inability  to  move  a  joint  normally 
Redness  and/or  warmth  in  a  joint 
Symptoms  persisting  more  than  two 
weeks 

Get  the  facts  about  arthritis.  Contact  your 
local  chapter  for  a  free  brochure  or  call  1-800- 
283-7800. 


A 

ARTHRITIS 

FOUNDATION® 


Your  Source  for  Help  and  Hope  ® 


We're  the  largest  private,  non-profit 
planter  of  trees  in  the  world  (ten  million 
last  year). 

We  worked  with  250,000  farmers  to 
produce'crops  and  fuel  wood. 

We  trained  75,000  people  in  small 
businesses  and  created  15,000  jobs. 

We  helped  immunize  1 ,748,000 
mothers  and  children  against  major  illness. 

We  helped  train  35,000  community 
health  workers. 

All  this  and  more  in  1993. 

Our  emergency  relief  for  disaster 
victims  continues.  As  does  our  unwavering 
commitment  to  helping  millions  of  refugees. 

Very  simply,  CARE  has  the  power  to 
get  things  done. 

And  you  have  the  power  to  make  it 
happen. 

Give. 

CARE  does  what  no  one  else  can  do. 


CARE  Corporate  Council 

The  AES  Corp.,  IBM  Corp.,  Mini  Cablevision,  Starbucks  Coffee  Co.,  Amity  Leather  Products  Co.,  Arthur  Andersen  &  Co., 
Bank  of  America,  Bankers  Trust  Co.,  Barton-Cotton  Sales  Corp.,  Bear  Stearns  &  Co.,  Inc.,  The  Boeing  Co.,  CS  First  Boston, 
Inc.,  Cambex  Corp.,  Campbell  Soup  Co.,  Candle  Corp.,  Capital  Cities/ ABC,  Cargill,  Inc.,  Chemical  Banking  Corp.,  CITICORP, 
CoBank,  The  Coca  Cola  Co.,  ConAgra,  Inc.,  Design  Imports  India,  Diagnostic  Products  Corp.,  EDS,  Edward  D.  Jones  &  Co., 
The  Equitable,  Forbes,  Inc.,  Garden  Botanika,  General  Electric,  General  Mills,  Inc.,  Georgia  Power  Co.,  Hearst  Corp.,  Joseph  E. 
Seagram  &  Sons,  Inc.,  KFC  Corp.,  KPMG  Peat  Marwick,  Kidder  Peabody  &  Co.,  Inc.,  Land  O'Lakes,  Inc.,  LoBue  Associates, 
Lombard  World  Trade,  Inc.,  Louis  Dreyfus  Sugar  Co.,  Inc.,  Macmillan,  Inc.,  Masco  Home  Furnishings,  McGraw-Hill,  Inc., 
Melville  Corp.,  Merrill  Lynch  &  Co.,  Mutual  of  America,  National  Basketball  Assoc.,  Nationwide  Insurance  Fdtn.,  PepsiCo. 
Inc.,  Piper  Jaffray  Companies,  Inc.  Randa  Corp.,  Sallie  Mae,  Schering-Plough  Corp.,  Shearman  &  Sterling,  Sprint,  Survey 
Sampling,  Inc.,  Toyota  Motor  Sales,  USA,  Inc.,  Trust  Company  Bank,  Union  Pacific  Corp.,  United  Parcel  Service,  W.  Atlee 
Burpee  &  Co.,  VV.R.  Grace  &  Co.,  Westin  Hotels  &  Resorts,  Willis  Corroon,  Xerox  Corp.,  American  President  Lines,  Ltd., 
Archer  Daniels  Midland  Co.,  Baker  &  Botts,  L.L.P.,  BellSouth,  Central  Gulf  Lines/ Waterman  Steamship  Corp.,  Cereal  Food 
Processors,  E-Systems,  Ethnic  Gold /Proline  Corp.,  International  Management  &  Development  Group,  Ltd.,  Lauhoff  Grain 
Co.,  Litton  Industries,  Inc.,  Lykes  Bros.  Steamship  Co.,  Inc.,  Mobil  Corp.,  Panalpina,  Inc.,  Sea-Land  Corp.,  TRW,  Inc.,  Wm.  H. 
Muller  Shipping  Corp.,  AIG,  Inc.,  AgriStar,  Inc.,The  Alfstad  Blank  Group.  Americe  Inc.,  Aon  Corp.,  Australian  Body  Works, 
Beers  Construction  Co.,  BellSouth  Corp.,  Blue  Bell  Creameries,  Inc.  Burson-Marsteller,  CSR  Environmental,  Inc.,  Canon  USA, 
Inc.,  Champion  International  Corp.,  Charles  Schwab  &  Co.,  Chase  Manhattan  Bank,  Chevron  Corp.,  Chicago  Mercantile 
Exchange,  Coffee,  Sugar  &  Cocoa  Exchange  Inc.,  Consolidated  Westway  Group,  Coors  Brewing  Co.,  Corning,  Inc.,  D'arcy, 
Masius,  Benton  &  Bowles,  Davis  &  Gilbert,  Del  Campo  Baking  Co  Inc.,  Delaware  North  Companies,  Inc.,  Deluxe  Corp., 
Denver  Group,  Inc.,  Dillon  Read  &  Co.,  Domino  Sugar  Corp.,  Dow  Jones  &  Co.,  Inc.,  ED&F  Man  Cocoa  Inc.,  EMC  Corp., 
Ernst  &  Young,  The  First  National  Bank  of  Chicago,  Franklin  Group  of  Funds,  Fried,  Frank,  Harris,  Shriver  &  Jacobson,  H-E-B, 
Hershey  Foods  Corp.,  The  Hertz  Corp.,  InterMedia  Partners,  James  D.  Wolfensohn,  Inc.,  John  R.  Donnell,  Inc.,  John  Wieland 
Homes,  Inc.,  Johnson  &  Higgins,  King  &  Spalding,  Kraft  Gerneral  Foods,  Latshaw  Enterprises,  Leo  A.  Daly,  Inc.,  Lockheed 
Corp.,  Merwin  Productions,  The  Millipore  Corp.,  MSI  Insurance  Fdtn.,  Normandie  Development  Associates,  Oracle  Corp., 
Osborne  Enterprises,  Inc.,  Panhandle  Eastern  Corp.,  Pfizer  International,  Inc.,  Power  &  Telephone  Supply  Co.,  Inc.,  The 
Procter  &  Gamble  Co.,  R.H.  Macy  &  Co.,  Inc.,  Sara  Lee  Corp.,  Sasaki,  Savannah  Foods  &  Industries,  Inc.,  Schulte,  Roth  & 
Zabel,  Spectrum  Design  Services  Inc.,  State  Street  Bank  and  Trust  Co.,  Stone  &  Webster,  Inc.,  Sullivan  &  Cromwell,  Time 
Warner  Inc.,  USLIFE  Corp.,  Walker  Richer  &  Quinn,  Inc.,  Wilton  Armetale,  Young  &  Rubicam  Inc. 


William  T.  Esrey,  Chairman  &  CEO,  Sprint 
Chairman 

For  information  on  membership  call  (212)  779-7803 


r  LASH BACKS 

EDITED  BY  DERO  A.  SAUNDERS 

;  The  more  things  change  . . ." 
years  ago  in  Forbes 

[From  the  issue  of  Sept.  1,  1924) 
'Before  the  end  of  [1910]  the  self- 
tarter  was  an  aeeomplished  fact.  It 
had  been  devised  at  the  request  of 
Henry  M.  Leland,  then  at  the  head  of 
he  Cadillac  Motor  Car  Co.,  and 
vhen  it  was  perfected  Mr.  Leland  and 
lis  son  Wilfred  came  down  from  Day- 
pn  to  see  it  demonstrated.  [Charles 
F.]  Kettering  met  them  at  the  train, 
drove  them  all  over  Dayton,  stopping 
ind  starting  the  car  over  and  over 
igain.  It  was  an  impressive,  100% 
demonstration.  Contracts  were 
signed,  and  the  Lelands  were  driven 
to  the  night  train." 

"The  Federal  Reserve  Bank  in  New 

York,  for  the  third  time  this  year,  has 
cut  its  rediscount  rate,  the  new  figure 
being  3%.  The  rate  is  the  lowest  in  the 
;  history  of  the  New  York  banks,  or  for 
■any  of  the  twelve  banks  comprising 
ithe  system.  It  is  also  the  lowest  bank 
rate  in  the  world.  ..." 


60 


years  ago 


(From  the  issue  of  Sept.  1,  1934) 
'United  States  employers,  harried 
by  labor  troubles,  will  be  keenly  inter- 
ested in  Germany's  1934  version  of  an 
industrial  relations  system.  Germany, 
in  effect,  squeezes  out  both  employee 
representation  and  unionism  as  the 
United  States  knows  them.  And  the 
same  law  that  sets  up  this  system  .  .  . 
also  gives  the  Nazi  party  practically  a 
direct  voice  in  company  personnel 
management." 

'Never  have  automobile  manufac- 
turers been  more  vigorous  in  pushing 
sales  during  the  hot  months  than  in 
the  summer  of  1934.  Imminence  of 


the  fall  selling  season  always  calls  forth 
new  merchandising  ideas,  but  evi- 
dences of  strong  selling  drives  seem 
greater  this  year." 

50  years  ago 

(  From  the  issue  of  Sept.  1,  1944) 


Forbes'  cover  for  Sept.  1, 1945  issue. 

"The  motion  picture  industry,  as  it 
marks  its  50th  anniversary,  can  look 
back  to  a  Horatio  Alger-like  rise  from 
a  shoestring  beginning  as  a  'peep 
show'  in  a  converted  shoe  store  in 
Manhattan,  with  $120  as  its  first 
day's  receipts,  to  an  industry  enter- 
taining 95  million  people  a  week  in 
18,000  theaters  in  this  country 
alone,  with  total  annual  income  of 
nearly  $2  billion." 

25  years  ago 

(From  the  issue  of  Sept.  1,  1969) 
"Premier  Georges  Pompidou  of 
France  is  expected  to  give  a  big  push 
to  the  Channel  Tunnel  scheme — the 


Completed  in 
1935,  the  French 
Normandie  was 
slated  to  be  the 
biggest  passenger 
ship  in  the  world. 


estimated  $750-million  project  to 
link  England  and  France  with  a  road/ 
rail  tunnel.  The  'Chunnel'  .  .  .  was 
endorsed  long  ago  in  principle  by 
both  the  British  and  French  govern- 
ments. The  holdup  is  the  political 
apprehension  over  private  financing 
and  control." 

"By  the  time  students  have  finished 
their  M.B.A.,  according  to  marketing 
research  company  Daniel  Starch  & 
Staff,  85%  have  a  good  idea  of  the  type 
of  job  they  want.  A  decade  ago  market- 
ing was  the  big  choice;  today  that  field 
ranks  well  down  the  list.  Most  shy  away 
from  operating  jobs,  preferring  finan- 
cial (26%  preference)  and  manage- 
ment consulting  positions  (15%)." 


10 


years  ago 


(  From  the  issue  of  Aug.  27,  1984) 
"The  bear  market  has  reminded  in- 
vestors that  buying  a  fund  because  it 
was  the  hot  one  last  year  or  last  month 
is  a  suicidal  strategy.  .  .  .Example:  Put 
$1,000  in  a  fund,  watch  it  grow  50% 
to  $1,500,  then  watch  it  shrink  by 
50%  to  $750.  The  net  result  is  a  25% 
loss.  The  example  is  exaggerated, 
since  it  took  a  thoroughly  unlucky 
fund  to  lose  50%  over  the  past  year. 
But  it  makes  the  point  that  consisten- 
cy of  performance  is  just  as  important 
as  getting  high  marks  in  good  years." 


Only  a  decade  ago, 

robot  toys  were  all  the  rage. 


"If  last  year  was  the  year  of  the 
Cabbage  Patch  doll,  1984  looks  like 
the  year  of  the  toy  robot.  Mechanical 
men  were  a  hit  at  the  February  toy  fair, 
and  U.S.  toymakers  are  pushing  them 
onto  shelves  by  the  millions."  Wk 
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Whenever  calamity  howlers 
shake  their  heads  and 
impress  upon  you  that  this, 
that,  and  the  next  dire 
catastrophe  is  to  befall 
this  nation  or  the  nations 
of  the  world — such  as,  for 
example,  that  exhaustion 
of  the  world's  oil  supply 
will  bring  all  transportation 
and  machinery  to  a 
standstill  through  lack 
of  lubrication,  or  that 
exhaustion  of  the  earth's 
stores  of  coal  will  make 
life  un livable  in  these 
cold  climates — -just  smile 
and  reply  that  the  worst 
troubles  of  all  are  those 
that  never  happen  [and] 
that  you  prefer  not  to 
cross  shaky  bridges  until 
you  come  to  them. . . . 

-B.C.  Forbes 


A  Text.  .  . 

All  nations  whom 
thou  hast  made  shall 
come  and  worship 
before  thee,  O  Lord; 
and  shall  glorify  thy 
name.  For  thou  art 
great,  and  doest 
wondrous  things: 
thou  are  God  alone. 
-Psalms  86:8-10 


Sent  in  by  Irene  Sylvain, 
Old  Orchard  Beach,  Me. 
What's  your  favorite  text? 
The  Forbes  Scrapbook 
of  Thoughts  on  the  Business 
of  Life  is  presented  to  senders 
of  texts  used. 


Blessed  be  childhood, 
which  brings  down  something 
of  heaven  into  the  midst 
of  our  rough  earthliness. 

-Henrj  Frederic  Amiel 


Human  life  is  cheapened 

By  a  careless,  unplanned  start: 

It's  like  a  bread-line  ration 
When  it  should  be  a  la  carte. 

-Art  Buck 


Children  feel  the  whiteness 
of  the  lily  with  a  graphic 
and  passionate  clearness 
which  we  cannot  give  them 
at  all.  The  only  thing  we 
can  give  them  is  information 
— the  information  that  if 
you  break  the  lily  in  two 
it  won't  grow  again. 
-G.K.  Chesterton 

If  you  have  never 
been  hated  by  a  child, 
you  have  never 
been  a  parent. 
-Betpe  Davis 

There  never  was  a  child  so 
lovely  but  that  his  mother 
was  glad  to  get  him  asleep. 

-Ralph  Waldo  Emerson 


Ask  your  child  what  he  wants 
for  dinner  only  if  he's  buying. 

-Fran  Lebowitz 

Our  bodies  are  shaped  to 
bear  children,  and  our  lives 
are  a  working  out  of  the 
processes  of  creation. 
All  our  ambitions  and 
intelligence  are  beside  that 
great  elemental  point. 
-Phyllis  McGinley 

More  than  9,000  "Thoughts,"  indexed  by  author  and 
subject,  are  available  in  a  three-volume  boxed  set  at 
$69.50  ($27.50  per  volume  if  purchased  separate- 
ly). Also  available,  a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $27.50.  Send  check  and  order  to 
Forbes  Books,  P.O.  Box  11234,  Des  Moines,  IA 
50340.  Add  sales  tax  on  orders  in  New  York  State 
and  other  states  where  applicable.  For  faster  service 
call  1-800-234-4553  and  charge  to  your  credit  card. 


Children  have  never  been  very 
good  at  listening  to  their 
elders,  but  they  have  never 
failed  to  imitate  them. 

-James  Baldwin 

I  am  convinced  that,  except 
in  a  few  extraordinary  cases, 
one  form  or  another  of  an 
unhappy  childhood  is  essential 
to  the  formation  of 
exceptional  gifts. 
-Thornton  Wilder 

Who  takes  a  child  by  the  hand 
takes  the  mother  by  the  heart. 

-Danish  proverb 

She  discovered  with  great 
delight  that  one  does  not 
love  one's  children  just 
because  they  are  one's 
children  but  because  of 
the  friendship  formed  while 
raising  them. 

-Gabriel  Garcia  Marquez 

Childhood  is  the  kingdom 
where  nobody  dies. 
-Edna  St.  Vincent  Millay 

Nothing  you  do  for  children 
is  ever  wasted.  They  seem 
not  to  notice  us,  hovering, 
averting  our  eyes,  and  they 
seldom  offer  thanks,  but 
what  we  do  for  them  is 
never  wasted. 
-Garrison  Keillor 

Children  are  poor  men's  riches. 

-English  proverb 

What  is  more  enchanting  than 
the  voices  of  young  people  when 
you  can't  hear  what  they  say? 
-Logan  Pearsall  Smi  th 

In  the  final  analysis  it  is 
not  what  you  do  for  your 
children  but  what  you  have 
taught  them  to  do  for 
themselves  that  will  make 
them  successful  human  beings. 
-Ann  Landers 
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Memory  munchers  lurk  in  your  system. 

They  consume  memory  your  DOS  programs  need  to  work 
smoothly  or  even  to  load  at  all— whether  they  run  in  Windows  or 
from  the  DOS  prompt. 

When  You  Lose  Memory,  You  Lose  Power 

When  you  install  new  hardware  or  software,  haven't  you  wondered 
where  all  your  memory  goes?  Or  why  things  start  to  slow  down? 

Beep!  Not  enough  memory  to  run.  Beep!  General  Protection 
Fault!  Beep!  Crash.  Things  are  getting  a  little  unpredictable.  What's 
happening  to  your  computer?  What  can  you  do? 

If  You  Need  It,  You  Have  to  Feed  It 

Software  drivers  all  take  a  bite  out  of  your  0-640K  memory  area; 
and  if  they  eat  too  much,  your  applications  will  grow  sluggish  or 
even  refuse  to  run  at  all. 

But  drivers  are  necessary  for  all  the  things  you  want  to  use: 
most  programs  talk  to  a  mouse  driver,  not  to  the  mouse  itself;  a 
CD-ROM  drive  needs  one  so  that  DOS  can  recognize  it.  A  sound 
card  usually  needs  a  driver  for  applications  to  talk  to,  and  so  on. 

All  in  all,  the  more  you  want  from  your  PC  the  more  mouths 
you'll  need  to  feed. 


Get  it  All  Bock — and  More 

QEMM  7  delivers  as  much  conventional  (below  640K)  memory 
area  as  possible  by  relocating  these  hungry  drivers  into  vacant 
memory  space  above  640K.  That  frees  up  the  area  in  conventional 
memory  that  drivers  were  stealing.  Memory  needed  by  games,  data 
bases,  and  other  programs. You  could  find  yourself  with  a  bonus 
250K  that  you  never  knew  you  had! 

QEMM  7 — the  Safe,  Fool-proof  Solution 

Nothing  could  be  simpler  than  installing  QEMM.  It  automatically 
calculates  millions  of  memory  configurations  in  minutes  to  make 
sure  that  your  PC's  memory  is  at  its  optimum.  And  that  ensures 
your  software  will  run  its  best. 

QEMM  7  employs  its  patented  Stealth'"  and  DOS-UP " 
technology  to  give  8K-24K  below  640K  for  best  Windows 
performance,  load  the  DOS  SHARE  program  used  by  Windows 
OLE,  install  a  mouse,  sound  card,  CD-ROM  and  a  network...  and 
still  have  more  than  630K!  No  wonder  QEMM  outsells  all  the  other 
memory  managers  put  together! 

See  your  software  dealer  today  to  find  out  more  about  how 
QEMM  protects  your  memory  and  your  productivity. 


Quarterdeck  Office  Systems,  150  Pico  Boulevard,  Santa  Monica,  CA  90405  (310)  392-9851  Fax  (310)  314-4219 

Quarterdeck  International  Ltd.,  B.i.M.  House,  Crofton  Terrace,  Dun  Laoghaire  Co.  Dublin,  Ireland  Tel.(353)  (1)  284-1444  Fax:  (353)  (1)  28^-4380 
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It  seems  you  can't  open  a  magazine  today  without  reading 
about  the  importance  of  understanding  your  customers. 

But  81%  of  CEO's  still  claim  they  don't  know  their 
customer  base.  And  55%  say  technology  hasn't  helped. 

What  good  is  information  that's  stovepiped,  so  the 
people  who  need  it  can't  get  their  hands  on  it? 

What  good  is  information  in  ten  different  databases? 

Our  Get  n;  Move  n;  Use  IT™  solutions  recognize  both 
the  CEO's  need  for  customer  information  and  the  CIO's 
need  for  integration  and  open  architecture. 

Because  of  all  the  information  companies  out  there, 
we're  the  one  that  best  unites  the  strengths  of  both 
computing  and  communications  in  our  solutions. 

So,  for  a  major  retailer,  we  helped  them  discover  that 
70%  of  their  merchandise  was  not  productive.  And 
transformed  each  of  their  locations  into  a  customer-driven 
neighborhood  store.  Where  vendors  knew  what  was 
moving,  not  in  75  days,  but  in  less  than  a  week. 

For  a  European  insurer  with  a  nightmare  claims 
process,  where  20  pages  per  claim  got  filed  and  re-filed, 
and  passed  through  a  dozen  hands,  we  now  Get,  Move, 
and  Use  information  electronically  Productivity  is  up  almost 
30%.  And  the  same  staff  that  handled  4000  claims  a  month 
now  handles  6000. 

There's  a  Customer  Focused  Solution  that  can  help  you 
transform  your  company  into  a  truly  customer  intimate 
organization.  Call  1  800  579-5722.  We'll  tell  you  more. 


AI&T  Customer 
Focused  Solutions. 
Turning  information 
into  understanding. 


Now  that  NCR  and  AW 'are  one,  computing 
and  communications  have  come  together  to  help  you 
get,  move,  and  use  information. 


AT&T 

Global  Information 
Solutions 
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9 Editor's  Letter: 
Tools  Evolve.  Customers  Don't 

Products  and  processes  constantly 
improve,  but  customers  remain 
quaintly  human. 

by  Rich  Karlgaard 


Letters  to  ASAP 


I  r^Gameplan: 
X  y  Managing  for  the  Big  Idea 

Managing  creative  people  can  be 
tough,  but  try  managing  without 
them. 

by  Bill  Walsh 

0  ^  ^e  Downsizer:  Fire  Your 
^—/O  Software  Programmers — Again 

Visual  programming  gives 
Everymanager  a  do-it-yourself 
solution,  so  sharpen  that  ax. 

by  Andy  Kessler 

C\  *T  The  Big  Picture: 
JL  I  Best  Case  Study  of  AH 

America  spends  a  lot  on 
computers.  A  noted  economist 
figures  out  whether  they're  getting 
more  than  their  money's  worth. 

by  Stephen  S.  Roach 

1 0  0AsApie«cnds: 

X  jl-i\J  Seymour  Cray 

A  salute  to  the  amazing  man 
whose  name  stands  for  speed. 

by  Owen  Edwards 


g  bang1  baggage  test  begins  with  whimper 


mTop  40:  Software  Companies 
Know  thy  vendor  (and  its 
financial  health). 

1 0  Q TidBvtes 

1  Zj  O  The  Human  Hack/ 
Catching  the  Lure  of  the  Data 
Stream/Game  Over/Thumb  Tracks 

by  Kevin  J.  Hogan 

mThe  Peters  Principles: 
Whence  Comes  Innovation? 

The  secret  to  success  is  simple: 
Share  what  you  know — or  die. 

by  Tom  Peters 


Case  Studies 

*TQ  High  Wired  Act 

/  2Li  The  White  House  may  look 
like  Animal  House  these  days,  but 
Jeff  Eller  runs  an  elite  operation  to 
outflank  the  Beltway  press  corps. 
by  Richard  Rapaport 

1  f\Q  The  Taxman's  Travails 
X  kJ  J-i  Your  tax  dollars  will  buy 
the  ERS  $6.8  billion  in  computers 
by  2005.  Another  argument  for  a 
flat  tax,  says  Congressman  Dick 
Armey. 

1  1  C\  What  Really  Happened  at 
X  WJ  Denver's  Airport 

IS  gremlins  are  sabotaging  a  Rocky 
Mountain  highpoint.  While  you're 
waiting  (and  waiting)  for  your 
suitcase,  read  the  inside  story. 

by  Glenn  Rifkin 

"|  1  *T  Smart  Contracts 

X  -L  I  How  Nynex  cuts 
expensive  hours  off  writing 
purchasing  and  lease  agreements. 

by  Mike  France 
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OA  Backing  It  Up 

<_)   i  Losing  data  when  a  system 
crashes  ranges  from  annoyance  to 
the  Apocalypse.  Our  own  Mr.  Fixit 
surveys  the  best  gear  to  protect  the 
corporate  jewels. 
by  David  Strom 


Q  /I  Imaging  Your 
OO  Sea  of  Data 

Drowning  in  documents?  The  way 
three  companies  use  new  imaging 
tools  may  be  a  lifesaver. 
by  Alice  LaPlante 


[  Small  Business 

O  I  Breaking  Away: 
O  X  New  Man  and  the  Sea 

I  The  Center  for  the  New  West  in 
\i  Denver  tracks  the  growth  of 
i\  virtual  work.  No  surprise,  then, 
!  that  Phil  Burgess  runs  the  show 
n  from  the  seafaring  town  of 
|  Annapolis,  Md. 
by  Marie  D'Amico 

A  A  Breaking  Away:  Dick  Grove. 
H"T*  Riding  High  on  His  Hog 

!  With  a  saddlebag  full  of 
i  communications  gear,  this  Harley- 
j  riding  head  of  a  California  PR 
[  i  agency  leads  his  pack  from  far-off 
Kansas. 
by  Jeff  Young 


Features 


[Z  /  Interview:  Anne  Bingaman 

<J  I  Too  many  predators  and 
not  enough  lawyers,  says  this 
assistant  attorney  general. 

by  Gene  Koprowski 

£JT\  When  Disaster  Strikes  IS 

\J  W  Spend  millions  and  get 
nothing  for  it?  Alas,  many  do. 

by  Robert  X.  Cringely 

/T  *T  Interview:  John  Martin  and 
vJ  /  Susan  Cramm  of  Taco  Bell 

Faced  with  dog-eat-burrito 
competition,  a  $4  billion  fast 
feeder  constantly  reinvents  itself. 

by  Rich  Karlgaard 

*TQ  How  to  Nab  an  IPO 

(  O  With  fees  for  managing 
high-tech  IPOs  in  the  millions, 
bankers  are  into  heavy  slobbers. 

by  Nancy  Rutter 

"I  f\A  Infoliteracy 

1U  i  The  grand  old  man 
provides  some  young  tliinking  on 
surfing  the  millennium. 

by  Peter  Drucker 
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The  way  our  PC 


you'd  think  we  invente 


networking. 


*** 
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Look  for  the  Intel 
I  nside  symbol 
on  our  quality 
computer  systems. 


Way  back  in  the  PC 
^  Stone  Age  (1980),  we 
joined  our  friends  at 
Intel  and  Xerox  and 
came  out  with 
Ethernet,  the  world's  first 


Local  Area  Network. 
It's  still  hot  today. 
Five  years  before  t 
we  pioneered 
client/server  networkir 
We  called  it  "distributed.' 
Quaint. 

And  for  years,  we've  be 
running  the  world's  large 
private  computer  nerwor 
Our  own. 


It's  town  hall  to  a  global 
illage  of  people  working 


certified  to 
work  with 

leading  net- 
work operat- 
ing systems  — 
Novell  NetWare® 
IBM®  LAN  Server, 
Windows  NT? 


wildest  dreams. 

So  if  you  want  a  PC  net- 
work, the  choice  is  simple. 

You  can  take  advantage 
of  our  experience. 

Or  let  some  other  com- 
pany learn  from  yours. 

Call  1-800-332-8019. 


Please  reference  JCK.  when  you  rail. 
8:30  a.m.  to  8:00  p.m.  Mon-Fri  ET. 


Wait  a  minute,  we  did 


In  over 
[00,000 
i  omputers 

t  nearly 
>00  sites  in  52  countries.  It 
jvorks  so  well  we  actually 
lun  our  little  multibillion 
lollar  business  on  it. 

Small  wonder  when 
'ou  come  to  us  lor  a  PC 
letwork,  it's  a  way  cool 
experience. 

Every  one  of  our  PC 
>roducts  is  tested  and 


SCO®  UNIX?  Pathworks'; 
and  a  bunch  more. 

You  even  get  full  support 
for  stuff  on  the  network 
that  wasn't  made  or  sold 
by  us. 

And  since  networks  are 
forever  changing,  we  give 
you  PCs  and  servers  that 
can  expand  beyond  your 


mmm 

PC 


Beyond  the  box. 


O  DIGITAL  BQU I PMKNT  COR PORA'I  ION.  199-1    The  Digital  Logo  and  Pathworks  are  trademarks  anil  Beyond  the  Box  is  a  serv  ice  mark,  ol  Digital  Equipment  Corporation    Windows  X  I 

a  trademark  of  Microsoft  Corporation.  IBM  is  a  registered  trademark  ol  International  Business  Machines  Corporation.  Novell  NetWare  is  a  registered  trademark  ol  Novell  Cor|  itioi 

SCO  is  a  registered  trademark  ol  Santa  Cruz  Operations.  Unix  is  a  registered  trademark  of  Unix  System  laboratories.  Inc.  The  Intel  Inside  Logo  is  a  registered  trademark  of  Intel  Corporal..., 


not  a  phone.  It's 
reengineering 
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A  ROLM  phone 
system  can  do  far 
more  than  merely 
deliver  a  dial  tone. 
It  can  help  restructure  your  company.  And  when 
you  consider  70%  of  US  business  takes  place  over 
the  phone,  you  can't  effectively  reengineer  your 
company  without  evaluating  your  communications 
system.  A  more  efficient  system 
can,  in  fact,  reduce  costs  and 
improve  business  processes 
throughout  your  organization. 

For  instance,  C.R.  England 
(a  national  trucking  firm)  enjoyed 
substantial  growth  for  decades. 
Then  confronted  with  deregulation 

 .   and  increased  competition,  they 

needed  to  reengineer,  fast.  And  they  realized  their 
phone  system  was  the  best  place  to  start. 
So  they  called  ROLM  We  linked  a  ROLM 
to  their  database  and  quickly  reduced 
•  ouier  call  rate  from  30%  to  1%. 
a  ■  'I!  centers  have  netted  equally 


o.ms 


O.V19" 
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Burrow 
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ROLM  is  part  of 
the  Siemens  family,  the 
world's  largest  private 
communication  systems 
manufacturer  Siemens 
has  helped  businesses 
run  more  effioentr/  for 
over  140  years 


impressive  results  in  all 
operating  departments. 
By  communicating 
with  their  drivers  more 
efficiently  throughout  the  country,  24  hours  a  day, 
they  significantly  improved  their  on-time  delivery 
rate.  And  what's  even  more  staggering  is  each 
fleet  manager  can  now  manage  more  than  twice 
as  many  vehicles. 

C.R.  England  is  once  again  a  formidable 
competitor  in  the  American  trucking  industry. 

To  find  out  how  a  ROLM  phone  system  can 
help  your  company,  just  call  the  number  below. 
We'll  send  you  a  free  booklet  entitled  "101  Ways 
To  Make  Or  Save  Money  With  Your  Phone  System'.' 

It'll  show  you  how  a  ROLM  phone  system 
can  become  a  powerful  reengineering  tool.  And 
a  cash  machine  as  well. 


A  Siemens  Company 

1-800-R0LM-123  ext.  FA4 


By  Rich  Karlgaard 


Tools  Evolve, 
Customers  Don't 


i 

I  Iistory  is  more  or  less  bunk."  So 

I I  id  Henry  Ford  famously  in  1916,  and 
I  ho  felt  like  challenging  him?  An 
j:emplar  of  Joseph  Schumpeter's  cre- 
Ijive  destroyer,  Ford  had  ignored  the 
I  story  of  manufacturing,  rewritten  the 
ales  of  marketing  and  assembled  a 
i  SO  million  powerhouse  by  the  year 
1  rxnk  passed  his  hps. 

:  Ford's  maxim  would  appear  undeni- 
!  ole  today.  Thanks  to  the  spread  of 
mpitalism,  the  rapid  movement  of 
•aoney  and  the  sudden  appearance  of 
i;ew  business  rivals  from  unexpected 
fjlaces,  change  has  never  been  faster. 
l!he  wizard  behind  the  curtain  is  infor- 
ihation  technology,  of  course.  Com- 
pounding computer  speeds  and  an  ever- 
(jndening  array  of  communications 
t'ihoices  have  propelled  the  business 
:  rorld  into  warp  speed.  Will  the  pace  of 
jihange  ever  slow  down?  Don't  count 
in  it. 

With  the  past  no  longer  dependable 
is  prologue,  who  can  argue  with  Ford's 
>rusque  skepticism?  We'll  try.  The 
tudy  of  history,  as  well  as  philosophy 
nd  literature,  is  never  so  important  as 
.uring  periods  of  rapid  change.  There 
l/e  learn  about  human  nature,  which, 
linlike  microprocessor  speeds,  has  hard- 
y  changed  a  whit  since  Moses  and 
'lato  observed  it. 

In  William  Bennett's  surprise  best- 
eller,  The  Book  of  Virtues,  I  was 
mused  to  read  about  a  debate  between 
derates  and  the  Epicurean  Callicles. 
Zallicles  argued  that  "he  who  would 
ruly  live  ought  to  allow  his  desires  to 
vax  to  the  uppermost.. .this  I  affirm  to 
)e  natural  justice  and  nobility." 


istory  teaches 
about  human 
mature,  which 
unlike  microprocessor 
speeds,  has  hardly 
changed  a  whit  since 
Moses  and  Plato 
observed  it 


Socrates  eloquently  disagreed.  How 
many  Callicleses  have  we  witnessed 
through  the  ages?  How  many  times 
must  we  learn  that  Socrates  was 
right — that  a  life  well  lived  arises  from 
self -discipline  and  restraint? 

When  the  spirit  moves,  log  off  E- 
mail  and  pick  up  a  classic  work.  If  you 
want  to  learn  about  entrepreneurship, 
you  can  do  no  better  than  to  study  the 
book  of  Acts  and  about  Paul's  faith-dri- 
ven work  to  establish  the  Christian 
church.  If  your  business  is  engaged  in  a 
bitter  conflict  with  competitors,  try 
Clausewitz  or  Lao-tzu.  If  you  can  afford 
it,  follow  the  lead  of  Forbes  ASAP 
columnist  Tom  Peters  and  take  a  sum- 
mer off  to  read  Dickens.  Tom's  aim:  to 
understand  what  it  was  like  to  live 
through  the  Industrial  Revolution. 

Eternal  Profit  Centers 

It's  trite  but  true  that  you'll  never  grow 
a  business  without  customers.  Peter 
Drucker  admits  on  page  104  that  the 
dumbest  phrase  he  ever  brought  into 
the  language  was  "profit  center."  Profit 


After  you  read  ASAP,  tell  us  what  you 
thmk-  Fax  us  at  415-637-1987  or  reach  me 
on  MCI  Mail  509  6930  (Corporate  reengi 
neers,  tell  us  your  success  stones  ) 


centers,  he  now  writes,  cannot  exist 
inside  a  company.  Rather,  profit  cen- 
ters are  your  paying  customers,  espe- 
cially those  who  keep  coming  back. 

Who  are  customers?  Customers  are 
people,  a  truth  that  brings  us  full  circle 
to  the  human  being  with  his  eternal 
hopes,  fears,  ambitions — and  needs. 

Humans'  (customers')  needs  may 
change,  of  course;  Maslow  was  right 
about  that.  At  some  point  in  our  hves, 
our  most  pressing  needs  may  result 
from  boredom  and  loneliness.  Most 
readers  of  Forbes  and  Forbes  ASAP 
have  the  opposite  set  of  needs — as  we 
cope  with  too  much  information,  too 
many  obhgations.  But  whether  life  is 
harried  or  humdrum,  our  needs  are  far 
from  new. 

In  the  same  way,  each  enterprise  (or 
corporate  customer)  is  faced  with  its 
own  needs.  Some  need  revenue 
growth;  others  struggle  to  raise  mar- 
gins. Still  others  must  adapt  to  new 
technologies  and  leaner  competitors. 
Even  the  highest  fliers  need  to  daily 
push  the  envelope  to  keep  the  intensi- 
ty and  innovation  going. 

But  these  are  ancient  needs,  really, 
and  any  solutions  to  them  will  come 
from  human  minds  and  actions.  As  a 
business,  you'll  profit  if  you  can  find  a 
way  to  consistently  fill  your  cus- 
tomers' needs.  This  formula  for  suc- 
cess is  eternal. 

The  point  is,  in  today's  fast-chang- 
ing world,  use  both  eyes.  Keep  one  on 
evolving  technology — your  tools — and 
the  other  on  people — your  customers, 
your  real  profit  centers.  We  hope 
Forbes  ASAP  helps  you  do  that. 


?orbes  ASAP 
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We're  helping  our 
clients  write  the  book  on 
customer  service. 

And  here's  the  last  word: 
customerize. 


From  banking  to  airlines,  from 
Blecommunications  to  government, 
;nisys  has  built  a  reputation  for  helping 
ur  clients  help  their  customers. 

So  it's  not  surprising  that  the  most 
owerful  customer  service  concept  in 
iears  should  come  from  Unisys.  A  concept 
Imbodied  in  a  single,  thought-provoking 
j/ord:  CUSTOMERIZE. 

A  customerized  organization  is 
ustomer-focused  at  every  level.  The  full 
apabilities  of  its  information  strategy 
ire  extended  all  the  way  out  to  the  points 
;>f  customer  contact,  where  customer  sat- 
sfaction  is  ultimately  decided.  The  bottom 
ine?  For  the  private  sector:  enhanced 
•evenue  generation  and  competitiveness. 
7ot  the  public  sector:  enhanced  delivery 
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of  government  services. 

Of  course,  every  line  of  business  has 
its  unique  requirements.  And  Unisys  is  a 
leader  at  applying  industry-by-industry 
expertise  to  real-world  customer  environ- 
ments. Our  pioneering  efforts  to  help 
customerize  business  and  government  are 
a  logical  extension  of  our  strengths- 
strengths  such  as  point-of-customer- 
contact  solutions;  a  proven  commitment  to 
open  systems  and  interoperability;  and 
above  all,  services  that  apply  technology 
not  for  its  own  sake  but  for  the  sake  of 
an  organization's  goals. 

UMSYS 

We  make  it  happen. 


Experienced  Unisys  consultants  can 
help  assess  the  flow  of  information 
between  you  and  your  customer.  And  our 
customerize™  services  protect  your  existing 
investment  as  they  help  your  organization. 


CUS-tom-er«ize  \  kus'-ta-ma-rize'  \  v/ 
1 :  to  make  a  company  more  responsive 
to  its  customers  and  better  able  to  attract 
new  ones  2 :  to  customerize  an  organi- 
zation's information  strategy,  e.g..  to 
extend  systems  capabilities  to 
field  locations  and  other  points  of 
customer  contact  and  support  3:  what 
Unisys  Corporation  does  for  a  growing 
roster  of  companies,  and  government 
agencies,  worldwide  syn  see  customer 

SERVICE.  COMPETITIVE  EDGE.  BUSINESS- 
CRITICAL  SOLUTIONS.  REVENUE  GENERATION 


Call  us  at  1-800-874-8647,  ext.  16. 
Ask  for  a  complimentary  customerize 
Information  Kit.  We'll  help  you  begin  a  re- 
warding new  chapter  in  customer  service. 

customerize  is  a  service  mark  of  Unisys  Corporation. 


Letters   to  ASAP 


■  Byte  out  of  Barristers 

Well  done  on  your  assessment  of  the 
overdue  reengineering  of  the  legal 
delivery  system  ("Reengineer  Your 
Lawyers")  in  the  June  6  Forbes  ASAP. 
It  is  indeed  D-Day  for  the  profession. 
As  a  former  practicing  lawyer  and 
more  recently  coach  and  consultant  to 
the  practice,  I  applaud  your  crisp  and 
plain  English  commentary.  Many  will 
be  heartened  by  your  observations. 
What  you  and  the  Du  Pont  lawyers 
suggest  is  definitely  doable. 
FRED  YONKMAN 
New  York,  NY. 

Please  have  Mike  France  check  his 
anthmetic.  A  rise  from  1,200  to  4,500 
lawsuits  is  a  275-percent  increase,  not 
"nearly  400  percent."  Also,  have  him 
practice  the  solution  process  on  his 
next  declaration  that  "law  firm  expen- 
ditures have  jumped  225  percent  to 
$75  million."  He  doesn't  tell  us  what 
the  original  expenditure  was. 
KARL  DENMNGER 
Rochester,  NY. 

Thank  you  for  your  article.  It  shows  a 
clear  grasp  of  the  problems  of  litiga- 
tion, how  these  problems  affect  hilling 
and  what  a  large  company  can  do  to 
handle  it.  It  makes  me  very  happy  to 
ne  America  waking  up  and 
quickly  to  manage  legal 
en  a  back-burner 


issue  for  too  long. 
GABE  GRANETT 

Fireman's  Fund  Insurance  Companies 
Novato,  Calif. 

■  Gilder's  Bogeymen 

George  Gilder  states  that  the  law  of 
the  telecosm  inexorably  dictates  merg- 
ers not  between  content  and  conduit, 
but  between  conduit  and  conduit. 
Investors  need  to  understand  there  is  a 
lot  more  to  it  than  that. 

As  Ray  Smith  told  us  last  Decem- 
ber, "We  don't  do  anything  that 
doesn't  improve  our  EPS."  What  Smith 
ultimately  wants  to  do  is  change  Bell 
Atlantic's  investor  profile  from  a  long- 
term  bond  to  a  high-growth  stock.  He 
can't  do  it  solely  with  Bell  Atlantic's 
operating  territory  and  current  service 
offerings.  All  major  telcos  and  cable 
operators  are  facing  the  same  situation. 

Investors  should  continue  to  look 
for  merger  activities  that  afford  the 
partners  high  revenue  and  profit 
growth  opportunities,  no  matter  what 
the  partners  bring  to  the  table. 
JOHN  M.  CELENTANO 
President 

c2i  Customer  Information  Inc. 
Randallstown,  Md. 

You  reached  a  new  low  with  the  arti- 
cle by  George  Gilder.  What  he  has  to 
say  may  be  worthwhile,  but  anyone 
who  can  praise  the  virtues  of  a  proven 
crook  has  to  have  a  loose  screw  some- 
where. To  mention  Michael  Milken  in 
conjunction  with  Bill  Gates  and  John 
Malone  is  really  a  sin. 

Milken  is  the  one  individual  who 
probably  had  more  to  do  with  the 
downfall  of  savings  and  loans  and  the 
loss  of  billions  of  dollars  of  retirees' 
money  than  anyone  in  the  history  of 
this  country.  He  built  no  new  busi- 
nesses. He  merely  destroyed  companies 
and  built  his  personal  wealth  by  suck- 
ing on  what  was  left.  How  can  anyone 
admire  his  method  of  finance  except 
those  few  who  benefited  from  his 
greed? 

GERALD  P.  ROSENBERG 
Greenville,  S.C. 


■  Mort  de  Management? 

Regarding  your  June  6  Editor's  Letter,  1 
don't  think  management  theory  is 
dead.  The  problem,  as  I  see  it,  is  that 
there  are  very  few  CEOs  who  are  cre- 
ative like  Bill  Gates,  who  have  courage; 
and  who  are  flexible  enough  to  get  out 
of  their  paradigms  of  20  years  ago.  In( 
short,  CEOs,  by  the  time  they  make  it 
to  the  penthouse,  have  become  slow,, 
stupid  and  risk-averse  to  a  fault. 

As  you  suggest,  good  leaders  act  oni 
their  convictions,  learn  from  their  mis- 
takes and  get  on  with  leading.  Faculty 
types  survive  by  observation  and  com- 
mentary but  nearly  never  get  their  skin 
in  the  game.  But,  considering  the 
impact  Harvard  has  on  the  press  and 
the  government,  not  to  mention  corpo- 
rate boardrooms,  even  cynics  like 
myself  have  to  admit  that  they've  got  a 
pretty  good  franchise.  Too  bad  they 
rarely  have  much  useful  to  say. 
HAL  PETERSON 
Montauk,  NY. 

Your  June  6  Editor's  Letter  hits  home. 
The  best  business  advice  doesn't  come 
from  ivory  towers  anymore  (if  it  ever 
did).  It  comes  from  people  who  are  in 
the  game — owner  to  owner,  manager  to 
manager.  Generic  business  models 
don't  fit  anymore.  The  healthy  business 
is  the  one  that  finds  ways  to  customize 
technology  solutions  to  cut  costs  and 
make  it  easier  for  customers  to  buy. 
LEN  KEELER 
WorldNet  News  Group 
Temecula,  Calif. 

Your  statement  that  "effective  manage- 
ment in  the  real  world  is  simple"  is  in 
itself  simplistic.  I  hypothesize  that 
knowledge  of  such  things  as  marketing 
principles,  international  finance,  politi- 
cal systems,  mass  and  individual  psy- 
chology, etc.,  is  essential  to  good  deci- 
sionmaking in  a  complex  environment. 
This  knowledge  can  be  from  formal 
education,  from  practical  experience  or 
from  native  intuition.  But  very  few 
people  have  native  intuition  that  good. 
Most  of  us  benefit  from  education  of 
one  kind  or  another. 

It's  no  surprise  that  the  Harvard 
Business  Review  is  in  deep  doo-doo. 


Forbes  ASAP 


Every  car  has  a  personality. 
Some  have  a  voice  to  match. 


A  d  O  pinion. 


Some  of  Americas  best  doctors  practice  in  Alab  ama.  l^es,  you  read  tkat  correctly.  But  if  youre 


skeptical,  we  understand.  Even  a  man  as  well-educated  as  Dr.  "William  Clancy,  leading  autkority  on 
knee  ligament  reconstruction  and  official  pkysician  oftke  10,0,4  U.S.  Olympic  Hockey  Team,  assumed 
Alabama  was  as  backward  as  ked  seen  it  portrayed  on  television.  Until  ke  examined  it  more  closely. 

At  Alabama  Sports  Med  icine  &  Ortkopaedic  Center,  Dr.  Clancy  kas  kelped  to  rekabilitate 
tke  bodies  and  careers  of  sports  luminaries  from  around  tke  world,  ^et  five  years  ago,  kis  future  partner 
kad  a  kard  time  convincing  kim  to  get  on  tke  plane.  Out-of-towners,  including  myself,  come  witk  tke 
perception  tkat  Alab  ama  is  tke  Dukes  of  Hazard.  But  I  11  tell  you,  tkat  soutkern  kospitality  really 
knocked  our  socks  off.  Skortly  after  tkis  initiation,  Dr.  Clancy 
decided  to  leave  Wisconsin  and  join  Dr.  Jim  Andrews  team  at 
Alab  ama  Sports  Med  icine  in  Birmingkam.  It  was  an  exciting 
prospect,  and  I  was  overwkekned  by  tke  level  of  tecknical  expertise  avadakle.  Just  look  at  tke  number  of 
kigk-teck  companies  coming  kere  and  every  one  of  tkem  kas  absolutely  universal  praise  for  tke  state 

Dr.  Clancy  could  live  anywkere  ke  ckooses.  But  to  kis  way  of  tkinking,  Alabama  offers  tke 
perfect  environment  for  kis  personal  and  professional  life.  Of  course,  we  understand  if  you'd  like  to  get 


Healthcare  employs  more 
people  than  any  other 
industry  in  birmingham;  our 
state's  largest  city. 


a  secon 


d  opinion.  Just  ask  Mrs.  Clancy  or  call  us  at  1-800-276-3372. 


^l  i?  ft  e  r  e     good     people     accomplish     great  thing 


FOR  MORE  INFORMATION,  CONTACT  THE  ECONOMIC  DEVELOPMENT  PARTNERSHIP  OF  ALABAMA: 
2  NORTH  JACKSON  STREET,  MONTGOMERY,  ALABAMA  36 1  04;  800-276-3372 


aid  B-school  went  from  basics  to 
fad  du  jour  a  long  time  ago.  But 
lack  of  success  is  more  a 
damnation  of  the  principles  of  good 
management  than  is  Bill  Gates'  suc- 
cess. How  about  Hewlett  Packard?  Do 
you  think  that  its  senior  management 
doesn't  understand  the  theory  as  well 
as  the  practice  of  good  management? 

Of  course,  the  pace  of  successful 
decisionmaking  has  to  be  much  faster 
today  than  it  was  10  years  ago.  That 
doesn't  mean  that  the  "Don't  think 
about  it,  just  do  it"  school  will  be  any 
more  successful  than  it  has  ever  been. 
Good  guesses  are  based  on  knowledge. 
SAM  BRUNSTEIN 
Glendale,  Calif. 

There  are  two  responses  to  your  asser- 
tion, "Management  theory  is  dead,  and 
technology  killed  it."  You  may  be  right 
that  many  people  in  management  posi- 
tions are  running  around  corporate 
America  doing  things  rapidly  just  to  be 
doing  something.  On  the  other  hand, 
you  may  be  totally  wrong  that  man- 
agement theory  is  dead.  Your  letter 
contains  the  proof. 

"Old"  theories  must  die  and  be 
replaced  with  "new"  theories  if  anyone 
is  to  have  any  idea  why  they  are  doing 
what  they  are  doing.  Theory  can  bring 
order  out  of  chaos;  action  without  the- 
ory leads  to  chaos.  Your  own  words 
agree:  "Today's  manager  needs  the  old 
verities:  vision,  judgment,  reflexes, 
conviction.  And  the  modern  ones: 
good  data  and  the  fastest  tools." 
Hence  new  organizational  theory! 
BRUCE  G.  MEYERS 
Associate  Professor  of  Management 
Western  Illinois  University 
Macomb,  111. 

IS  Programmer's  Revenge 

Reading  through  Andy  Kessler's  col- 
umn, "Fire  Your  Software  Program- 
mers," I  got  to  thinking  that  this  guy 
has  really  got  something.  In  fact,  I 
think  we'll  fire  our  CFO  and  staff 
accountants  because  Lotus  just  came 
out  with  a  "slick"  new  spreadsheet! 
NOT!  This  is  the  type  of  logic  that 
gets  companies  in  trouble. 

need  to  remember  that  the  tools 


are  not  meant  to  replace  the  program- 
mers, but  to  improve  their  productivi- 
ty. What  makes  you  think  someone 
who  has  little  or  no  knowledge  of  pro- 
gramming will  be  able  to  sit  down  and 
effectively  use  these  tools? 

As  for  Kessler's  sour  attitude  toward 
programmers,  all  I  have  to  say  is  that 
people  usually  hate  what  they  have 
failed  at.  If  he  had  been  a  successful 
programmer,  he  would  still  be  one. 
ROBERT  J.  ENTRICAN 
CIO 

Executive  V.P./Technical  Services 
US  Central  Securities  Corp. 
Irvine,  Calif. 

As  a  "high-and-mighty"  computer  pro- 
fessional in  corporate  America  who  has 
worked  with  some  programmers 
described  in  Andy  Kessler's  column,  I'd 
agree  they  are  a  drain  on  a  corporation 
and  harmful  to  the  information  tech- 
nology profession.  The  software  com- 
panies do  not  need  them  either,  as 
there  is  little  use  for  sweatshop  work- 
ers in  a  glass-house  environment.  Out- 
put measurement  should  be  in  solu- 
tions, not  lines  of  code. 

Corporate  America  needs  manage- 
ment that  will  view  technology  with  a 
"Wdl  it  work  here?"  viewpoint.  Other- 
wise, computer  professionals  will  spend 
unproductive  time  trying  to  make 
industry  hype  work  at  their  business. 
BRIAN  ASMANDY 
Clarksville,  Term. 

■  Kudos 

Being  an  information  technology  pro- 
fessional, I  feel  compelled  to  comment 
on  Forbes  ASAP.  With  each  issue,  I 
find  timely  and  relevant  references  to  a 
broad  spectrum  of  evolving  technolo- 
gies, but  with  a  decidedly  pragmatic 
business-oriented  spin  that  is  widely 
lacking  from  many  of  the  technical 
journals.  It  is  obviously  the  application 
of  technology  that  provides  true  busi- 
ness value  and  not  just  "technology  for 
technology's  sake,"  as  many  techno- 
bigots  and  academics  would  have  us 
believe.  George  Gilder  does  a  particu- 
larly excellent  job  boiling  down  the 
complexities  and  business  implications 
of  data/telecommunications  into  a 


form  digestible  by  nontechnical  profesj 
sionals. 

KENNETH  L.  GRISHAM 
Senior  Director,  MIS 
National  Education  Training  Group 
Naperville,  111. 

■  Error — ASAP 

I  am  writing  to  correct  an  error  id 
Richard  Rapaport's  article,  "Stat's  All 
Folks"  (April  11).  With  regard  to  Majoi 
League  Baseball's  adoption  of  computl 
ers  to  generate  its  stats,  it  did  no] 
"start  from  scratch."  In  1986,  MLJ 
purchased  the  STATS  computer  sysi 
tern  designed  and  developed  by  mysell 
and  Ronald  Blum.  Our  system  was 
selected  over  the  alternatives  noj 
because  it  was  "more  primitive,"  o] 
because  it  came  from  a  "baseball 
man,"  but  because  it  was  more  sophisi 
ticated  and  easier  to  use  and  would  run 
on  IBM  personal  computers. 

The  system  we  developed  is  stilj 
used  by  all  28  teams  at  every  game  as 
the  data-entry  front  end  to  the 
B3M/MLB  Baseball  Information  System 
JAMES  L.  DAIGLE 
President 

Sports  Systems  Services  Inc. 
Teaneck,  N.J. 


Readers,  tell  us  what  you  think  about 
Forbes  ASAP.  Or  tell  us  how  you  profit 
from  technology.  Or  both!  Fax  us  at 
415-637-1987  or  E-mail  us  at  MCI:  5094 
6930;  Compuserve:  73234,2505;  Inter\ 
net:  nagoh@weU.sf.ca.us 

■  A  number  of  readers  have  writ- 
ten to  Forbes  ASAP  for  a  defini- 
tion of  "Moore's  Law."  Gordon 
Moore,  cofounder  and  chairman 
of  Intel  Corp.,  first  predicted  in 
1 965  that  the  number  of  transis- 
tors able  to  fit  onto  a  sliver  of  sili- 
con would  double  every  18 
months.  This  statement  has 
become  the  standard  explanation 
for  the  explosive  growth  of  the 
computer  industry  and  is  the 
basis  for  our  contention  that  man- 
agement theory  is  as  obsolete  as 
the  80286. 
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It  used  to  take  14  hours  for  I  andis& 
Gyr  engineers  in  Chicago  to  meet 
with  colleagues  in 
Zug,  Switzerland. 

Today,  thanks  to  a 
real  solution  from 
Sprint  Business,  they 
spend  those  hours 
working  together. 
Meeting  face-to-face 
via  the  world's  largest  videoconfer- 
encing network  -  •  Sprint  Video? 

And  we've  engineered  many  other 
technologically  advanced  solutions  for 
Landis  &  Gyr.  Including  a  wide  area 
network  that  will  soon  connect  computer 
systems  in  109  North  American  offices, 
allowing  them  to  instantly  exchange 
time-sensitive  product  development 
and  financial  data. 

The  fact  is,  no  matter  what  business 
you're  in,  we  can  turn  communications 
technology  into  a  powerful  business 
tool.  One  that  will  help  make  you  more 
successful.  And  isn't  that  why  you're 
in  business  in  the  first  place? 

Find  out  how  we  can  help  your  business 
do  more  business.  Call  1-800-598-5000. 


ver  since 
Sprint  Business 
made  our  world  smaller, 
we've  gotten 
bigger. 


Dale  Anderson 

Director,  Information  Systems 
Landis  &  Gyr 


REAL  BUSINESS      REAL  PROBLEM     REAL  SOLUTION     REAL  RESULTS 

Landis  &  Gyr  Engineers  dispersed  around      Real-time  meetings  via  Better  teamwork, 

Building  Controls  the  world  global  videoconferencing  better  ideas,  better  sales 


Sprint 

Business 
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Settle  For  Being  Merely  Effective 
m  You  Could  Be  Insanely  Awesome : 


Introducing  Z-NOTEFLEX 
The  Ultimate  Multimedia  Presenter. 

Loosen  your  tie,  and  get 
ready  to  bring  down  the  house. 
With  Z-NOTEFLEX,  Zenith 
Data  Systems'  new  multi- 
media showstopper 
Built  around  a  powerful 
notebook,  the  Z-NOTEFLEX 
system  lets  you  take  the  show 
on  the  road,  and  carry  it  around 
in  your  hand.  With  sharp,  z-noteTlex 

up  to 

colorful  video  and  stereo     mu-mxr  t^muz process 


sound,  your  business  pre- 
sentations are  sure  to  get 
attention.  Detaching  the 
XD  display  and  placing  it 
in  front  of  your  viewers  will 
have  an  even  greater  impact.' 

And  the  Z-NOTEFLEX's 
modular  components  offer 
you  a  wide  range  of  system 
enhancements,  multi- 
media capabilities  and 
peripheral  solutions.  So  you 
custom  order  the  features  you 
want  today,  then  upgrade 
when  you're  ready. 


16-bil  business  audio 
•-matrix.  256-cohh 
LCD  display 


Lit  I 


FLEXSILE 
LCD  display  stand 

FLEXBAY 
battery  charging  bay 
floppy  drive  bay 

FLEXDOCK 
enhanced  port  replicator 
two  type-Ill  PCMCIA  slots 
networking  module 

FLEXSHOW" 
double-speed  CD-ROM  drive 
amplified  stereo  speakers 
two  type-Ill  PCMCIA  slots 
integrated  power  supply 


in 


ifel 


m 


Side, 


HPC2 


Multimedia  PC 

Your  audience  wants  something  worth 
watching.  And  the  Z-NOTEFLEX  delivers. 
Make  that  connection,  and  you  could  be  an 
overnight  success. 

Call  us  for  the  awesome  details. 
1-800-289-1322,  Ext.  5123 


ZENITH 


■ 


.my  Z-NOTf  H  FX  and  Mdke  The  Connetlion 
icdlaK  Marketing  Council.  Inc  lntcl0X4iia 
AC  power  SpC(  iticdtions  are  subiecl  1o  thanfie 


DATA  SYSTEMS 

MAKE  THE  CONNECTION 


Game  Plan 


By  Bill  Walsi: 

Managing  for  the  Big  Idea 


\he  executive  who 
fills  all  staff 
positions  with 
pragmatists  isn't  going 
to  survive  long  these 
days— not  profitably, 
at  least. 


One  of  the  enduring  aphorisms  of 
management  is  that  creative  people  are 
difficult  to  handle.  Whether  or  not 
that's  true,  I  simply  want  to  point  out 
a  basic  reality:  If  creativity  makes 
someone  hard  to  manage — or  to 
! coach — you'll  just  have  to  deal  with 
,the  situation. 

The  manager  who  fills  all  staff  posi- 
jtions  with  pragmatists  isn't  going  to 
survive  long  these  days — not  profitably, 
at  least.  People  who  take  pride  in  win- 
ning no-brainers  are  people  who  aren't 
being  tested.  Sooner  or  later  they're 
going  to  run  into  trouble. 

Even  the  most  imaginative  man- 
agers need  people  who  can  step  back 
and  redefine  problems  so  that  the  solu- 
tions can  be  original  and  effective.  Dur- 
ing the  observations  of  D-Day  last 
spring,  I  was  reminded  of  Dwight 
Eisenhower's  key  relationship  with 
General  Walter  Bedell  Smith.  Smith 
concentrated  on  improvisation  while 
Ike  exercised  his  masterful  manage- 
ment of  the  vast  operation. 

On  a  far  more  humble  level,  when  I 
face  a  new  set  of  variables — a  fairly 
typical  situation  for  a  college  football 
coach  and  an  increasingly  common 
one  for  business  leaders — I  need  time 
to  brainstorm.  This  allows  me  to  come 
up  with  new  ideas  or  to  enlarge  on 
ideas  that  have  been  around  for  a 


while.  I  do  that  best  when  I  can 
bounce  ideas  off  imaginative  minds. 
Finding  these  creative  talents  who  can 
implement  change  in  innovative  ways 
is  essential.  Fitting  them  in  with  more 
methodical  thinkers  is  a  task  success- 
ful managers  must  do  well. 

Handle  with  Care 

Whether  or  not  creative  people  are 
more  difficult  than  others  to  deal  with, 
they  sometimes  require  special  han- 
dling. First  of  all,  they  are  often  rest- 
less. Constantly  coming  up  with  ideas, 
they  are  passionate  about  seeing  their 
ideas  implemented— all  of  their  ideas, 
right  away. 

You  have  to  condition  these  people 
to  realize  that  not  everything  they 
come  up  with  will  be  used.  This  condi- 
tioning should  start  early  and  be  ongo- 
ing. It  also  requires  a  watchful  eye  for 
signs  of  frustration.  Sooner,  rather  than 
later,  you  will  have  to  deliver  a  little 
lecture:  Not  all  ideas  are  golden,  nor 
are  golden  ideas  always  useful  at  the 
moment  they're  brought  up.  Don't 
worry — creative  people  come  up  with 
ideas  because  they're  creative.  The 
supply  of  ideas  won't  dry  up  even  if 
every  inspiration  doesn't  pay  off. 

Another  important  lesson  to  impart 
is  that  coming  up  with  an  idea,  no 
matter  how  brilliant,  is  just  the  begin- 


ning of  the  creative  process.  Creative 
staffers  need  to  understand  that  they 
have  to  package  and  "sell"  innovations 
to  colleagues  and  superiors.  Such  is  the 
politics  of  ideas,  an  irritant  to  many 
brash  Young  Turks  but  every  bit  as 
important  as  creativity  itself. 

The  success  of  an  idea  sometimes 
depends  on  the  hardest  thing  of  all:  the 
author  has  to  let  someone  else,  higher 
in  the  chain  of  command,  believe  it 
was  his  idea.  As  an  assistant  coach  I 
worked  for  someone  who  often  got 
credit  for  my  ideas.  What  really  mat- 
tered was  that  he  gave  me  a  platform 
to  exercise  my  creativity.  In  that  sense, 
he  deserved  the  credit  he  got. 

"Small"  Big  Ideas  Count,  Too 

New  ideas  are  important  at  every 
level  of  an  operation.  In  football,  com- 
ing up  with  a  novel  way  to  drill  a  fun- 
damental skill  may  not  be  as  exciting 
as  reinventing  the  forward  pass.  Yet 
it's  very  useful  and  a  lot  more  likely. 
The  most  important  way  to  manage 
the  bright  flash  of  creativity  is  to  cre- 
ate a  counterbalancing,  controlling 
force  that  focuses  on  change  that 
lasts.  Another  function  of  this  force  is 
to  ensure  that  new  ideas  are  promoted 
within  the  particular  framework  of 
the  organization.  Maintaining  the 
force  is  the  constant  responsibility  of 
a  good  manager. 

Above  all,  when  managing  creative 
people,  it's  vital  to  keep  your  own  ego 
in  check.  Stories  abound  in  business 
about  jealous  bosses  who  put  together 
bright  staffs,  then  can't  tolerate  the 
heat  and  light  they  produce.  Having 
hired  people  with  fertile  mmds,  you'll 
only  get  the  best  out  of  them  if  you 
can  accept  that  sometimes  they're 
going  to  be  smarter  than  you.  Remem- 
ber, you  were  smart  enough  to  hire 
them. 
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Why  settle  for  one  good  year? 


Six  glasses,  a  toast  or  two  and 
even  the  most  excellent  year 
story.  Whether  it  came  in  a 

bottle  or  on  a  balance  sheet. 
Unless,  that  is,  you  have  put 


into  place  an  approach  that 
can  keep  delivering  vintage 
year  after  vintage  year.  An 
approach  that  yields  rooted 
long-term  capabilities,  not 


just  fleeting  short-term  resi 
At  Andersen  Consulting,  01 
goal  is  to  give  your  enterpris 
the  capacity  to  keep  adaptir 
and  improving  indefinitely.  Tc 


ccomplish  this,  we  can  help 
ou  create  an  optimal  blending 
b  all  your  organization's  vital 
3sources:  strategy,  technology, 
usiness  processes  and  people. 


Because  when  all  of  these 
components  work  together, 
you  can  be  sipping  success  in 
the  present,  while  your  future 
is  ripening  on  the  vine. 


Andersen 
Consulting 

ARTHUR  ANDERSEN  &  CO.,  S.C. 
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novation  is  /a  little  crazyX 


In  1973,  we  built  the  world  s  largest  power  source, 
20  years  later,  we  built  the  smallest. 


Time  was  when  power  was  big. 
In  fact,  it  didn't  get  any  bigger 
than  the  geothermal  power  plant  turbine 
we  built  two  decades  ago. 

But  time  and  power  don't  stand  still 


Toshiba  s geothermal  steam  turbine 
had  the  laniesl  caput  itv  in  the  world, 
ti  lth  an  output  of  UOMW 


Today  we  live  in  a  world  of  portable  phones,  fax  machines  and  computers. 
And  to  that  end,  we  present  the  Toshiba  Portege "  T3400  Series. 
It  packs  your  entire  office  into  a  computer  that's  less  than  half  the 
size  of  your  briefcase,  and  that  weighs  4/2  pounds. 


Our  new  Portege  is  the  first  sub-notebook  computer  to  use  the  ultra- 
bright  color  TFT/LCD  active  matrix  display.  The  first  with  a  rechargeable 
Lithium-Ion  battery  that  lasts  for  up  to  six  hours.  It  has  the  innovative 
AccuPoint"'  integrated  pointing  device,  and  the  power  of  an 
Intel486  SX  microprocessor. 

With  an  optional  modem,  it  can  do  almost  anything 
your  desktop  computer  does.  On  a  plane.  On  a  boat. 
In  a  cabin  on  a  mountain. 

It's  quite  possibly  the  biggest  thing  we've  built  yet. 

In  Touch  with  Tomorrow 

TOSHIBA 


The  Downsized 


By  Andy  Kesslf.r 


Fire  Your  Software 
Programmers-Again 


0. 


'kay,  okay,  enough  already.  Don't 
fire  your  programmers.  But  please  cut 
off  their  network  privileges  so  I  stop 
etting  E-mail  threatening  my  liveli- 
hood and  even  my  dog!  Better  yet,  E- 
ail  these  techno-whiners  some  infor- 
ation  on  the  new  wave  of  visual  pro- 
amming  products,  along  with  exam- 
les  of  companies  that  use  them  suc- 
essfully.  Sprinkle  the  message  with 
the  words  neat  and  cool  so  even  they 
can  understand  it. 

The  simplest  applications  can  be 
constmcted  with  a  visual  programming 
product  called  ProdeaSynergy  from 
Prodea  of  Eden  Prairie,  Minn. 
ProdeaSynergy  lets  users  automate  the 
flow  of  information  among  off-the-shelf 
software  products,  without  a  care  in  the 
world  about  how  each  product  works. 

For  example,  a  user  might  move 
icons  around  a  screen  for  an  hour — as 
opposed  to  write  code  for  months — to 
create  an  application  that  1 )  downloads 
stock  quotes  from  Compuserve,  2) 
compares  them  with  sales  data  in  a 
Microsoft  Access  database,  3)  flows  the 
data  to  a  Novell  (formerly  Borland) 
uattro  Pro  spreadsheet  to  produce  a 
correlation  analysis  with  sudden 
swings  in  sales  by  territory,  4)  adds 
fancy  graphics  with  Lotus  Freelance, 
and  then  5)  uses  Delrina  WINFax  to 
fax  the  results  to  the  board  of  direc- 
tors— who  6)  fire  the  salesperson  with 
the  offending  low  sales  that  caused  the 
stock  to  drop. 

Let's  say  access  to  and  manipula- 
tion of  my  corporate  database  are  very 
complicated,  yet  I  need  to  compare  on- 
time  delivery  by  vendor  and  adjust  pay- 
ment terms  accordingly.  No  problem. 


Custom  apps  will 
drive  corporate 
winners.  You  had 
better  take  matters  into 
your  own  hands. 


PowerBuilder  Enterprise,  a  Windows- 
based  application  builder  from  Power- 
soft of  Burlington,  Mass.,  allows  users 
to  represent  visually  how  to  query  SQL 
databases,  manipulate  the  data  and  dis- 
play the  results  in  custom  forms  on 
the  screen. 

Visualize,  Harmonize  .  .  . 

For  those  who  absolutely,  positively 
have  to  program,  visual  programming 
still  comes  in  handy.  Microsoft  has 
two  complementary  products  to  create 
and  connect  components.  Visual  C++ 
crafts  small  procedures,  and  Visual 
Basic  is  the  assembly  line  that  inter- 
connects all  the  finely  crafted  pieces. 
Most  self-respecting  programmers  turn 
up  their  noses  at  any  package  whose 
name  has  the  word  Basic.  But  that's 
the  point.  With  Basic,  you  don't  have 
to  be  a  programmer  to  create  slick 
Windows  applications. 

Unix  jockeys  recognize  the  threat  of 
visual  programming.  Novell,  which 
bought  the  rights  to  Unix  from  AT&T, 
knows  that  the  programming  environ- 
ment is  ancient  and  unproductive.  So 
it  acquired  a  small  company  named 
Serius,  responsible  for  the  aptly  named 
Visual  AppBuilder.  The  most  threat- 
ened is  probably  Sun  Microsystems.  If 
you  do  fire  your  programmers,  it  will 


be  dusk  for  Sun.  Sun  covered  its  icons 
by  cutting  a  deal  with  Steve  Jobs  and 
licensing  what  many  consider  to  be  the 
most  elegant  visual  programming  envi- 
ronment, NextStep. 

So  which  companies  are  firing  their 
programmers  and  using  visual  pro- 
gramming? 

✓  Bankers  Trust  is  firing  its  program- 
mers and  using  Visual  Basic  to  inter- 
connect existing  components  to  man- 
age large,  constantly  changing  invest- 
ment portfolios.  New  applications  are 
popped  out  in  weeks  rather  than  years. 

✓  Sun  Hydraulics  is  firing  its  program- 
mers and  using  visual  programming  for 
on-line  catalog  management  tasks  such 
as  tracking  machinery  inventory  and 
navigating  the  huge  parts  catalog.  By 
selecting  visual  tools,  the  company 
wanted  not  only  to  shorten  develop- 
ment time  but  also  to  give  end-users 
the  ability  to  change  the  tools  and  cre- 
ate their  own. 

✓  Harley-Davidson  is  firing  its  pro- 
grammers and  using  visual  program- 
ming to  create  what  is  called  a  Trade- 
mark Wizard.  In  response  to  the  boom 
in  the  licensing  of  the  Harley-Davidson 
trademark  for  merchandising,  the  com- 
pany uses  Visual  Basic  and  a  database 
program  called  Q&E,  from  Pioneer 
Software,  to  track  licensed  products 
and  to  file  and  locate  data,  documents 
and  contacts.  When  a  new  category  or 
product  is  licensed — say  Harley  leather 
Speedo  bathing  suits — Harley-Davidson 
is  only  a  screen  away  from  adding  it  to 
the  tracking  application. 

Visualize,  harmonize,  and  jeopardize 
a  few  programmers'  jobs,  but  realize 
productivity  and  profits. 
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Looking  for  the  best  value  for 
telecommunications  dollar  in  Europe  ? 

Then  talk  to  us:  Deutsche  Telekom, 
Europe's  No.  1  telecommunications  company. 


To  compete  in  the  diversified  European  marketplace,  you  need  a  telecommuri 
cations  partner  with  global  reach,  leadership  in  technology  and  competitive 
pricing.  This  is  precisely  why  so  many  companies  have  chosen  Deutsche 
Telekom  as  their  partner  in  establishing  effective  communications  in  Europe 
and  beyond. 

Located  right  in  the  center  of  Europe,  Deutsche  Telekom  is  able  to  offer  its  cus 
"24-29 oo  tomers  a  significant  competitive  advantage.  With  Germany  being  a 
Fax  +1 212  424  29  89  gateway  ^0  jfog       m^  West,  we  have  exactly  the  right  location  f( 

312  214  32  14  centralizing  your  telecommunications  traffic. 

Fax:  +1  312  214-32  15  ° 
San  Francisco,  CA 

This,  coupled  with  Telekom's  many  international  partnership  agretl 
« 13  ments,  value-added  data  service  interconnections,  and  joint  ventui 
870  91  49  in  laying  international  fiber  optic  transmission  lines,  gives  your  bus 
ness  the  tools  for  success  in  new  markets. 

Koblenz  

Within  Germany,  customers  have  access  to  the  world's  largest  LSD 

Fax:  +49  261  3  82  82    tetwork,  digital  mobile  communications,  high-speed  data  commuil 


Sons  networks  and  much  more.  We  also  have  support  services  worldwide  to 
sjp  you  with  requirements  throughout  Europe.  If  you  attach  particular  signifi- 
[itce  to  one-stop  shopping  or  single-end  billing,  Deutsche  Telekom  does  offer 
i  :h  services  in  close  cooperation  with  almost  every  major  telecommunications 
:  ninistration, 

I  whether  you're  looking  for  fully 
i  naged  telecommunications  facilities 
l  a  European  customer  service  center, 
•  utsche  Telekom  offers  you  exactly 
I  right  solutions  for  your  specific 
eds. 

iecommunications  made  in  Germany.  We  tie  markets  together. 


IS  YOUR  AUDIENCE  HAVING 
A  HARD  TINE  SEEING  YOUR  POINT? 


LCD  projection  for  more  effective  presentations.  Ever  felt 
like  passing  out  binoculars  before  a  presentation  or  training 
session?  You're  not  alone.  A  tiny  computer  screen  just  can't 
communicate  to  a  crowd. 

That's  why  you  need  LCD  projection  from  In  Focus 
Systems.  It  lets  you  instantly  project  what's  on  your  com- 
puter screen  to  an  entire  room  full  of  people.  Giving  you  all 
the  brilliant  color  and  impact  of  today's  software. 

If  you  have  a  projection  need,  we  have  a  solution. 
Need  portability?  Our  PanelBooks'M  are  the  most  portable 
panels  available.  You  just 
set  them  on  an  overhead 
projector.  Need  high  resolu- 
tion? We've  got  it.  And  if 
you're  looking  for  the  best 


InFocus 

SYSTEMS 

Great  ideas.  Brought  to  light. 


price/performance 
available,  we've  got 
that,  too. 

Plus,  for  video  and 
computer  graphics 
projection,  we  offer 
the  all-in-one  LitePro® 
series  with  full  WfPFW,- 
stereo  sound.  And  most  of  our  projection  systems  are  avail- 
able with  LiteShow,"'  our  unique  built-in  electronic  slide 

system  that  lets  you  present 
without  a  computer. 

As  the  leader  in  LCD  projec- 
tion, we  can  help  you  make 
your  point.  In  a  very  big  way. 


lison  Series 


PanelBook  Series 


LitePro  Series 


PowerView  Series 


0  l*8()O294,6400  for  a  free  guide  to  giving  effective  electronic  presentations. 
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The    Big  Picture 


By  Stephen  S.  Roach 


Best  Case  Study  of  All 


jsks  abound  when  the  anecdote 
comes  the  springboard  for  justifying 
erica's  headlong  leap  into  the  Infor- 
ation  Age.  Lost  in  the  frenzy  are 
gjtimate  concerns  of  macrosynergy — 
[amely,  that  the  miracles  of  the  specif- 
application  may  foster  redundancies 
d  inefficiencies  at  the  firm  and 
dustry  level.  Fortunately,  a  growing 
ody  of  statistical  evidence  compiled 
y  U.S.  government  agencies  enables 
I  to  undertake  a  macrocritique.  It 
llows  a  more  reasoned,  less  passionate 
erspective  on  the  trials  and  tribula- 
ons  of  new  technologies. 
Let's  start  with  the  user  communi- 
.  According  to  Morgan  Stanley  &  Co. 
stimates,  U.S.  businesses  and  con- 
ers  currently  spend  about  $180  bil- 
on  annually  on  computers,  telecom- 
unications  equipment,  scientific 
nstruments  and  other  forms  of  hard- 
ware. This  outlay  accounts  for  nearly 
hree  percent  of  the  nation's  total  eco- 
lomic  output  (roughly  equivalent  to 
he  home-building  industry).  While  per- 
ional  computing  is  surging,  the  busi- 
less  sector  is  far  and  away  the  most 
lominant  player,  accounting  for  95  per- 
cent of  total  IT  spending. 

The  service  sector  has  long  driven 
T  demand  in  the  U.S.  Banking,  air- 
jnes,  telecommunications,  insurance, 
etailers,  securities  firms,  advertising, 
iccounting  and  other  service  enterpris- 
es currently  own  82  percent  of  corpo- 
'ate  America's  installed  base  of  infor- 
mation technology.  This  shouldn't  be 
:oo  surprising.  These  are  transaction- 
tntensive  industries,  staffed  by  legions 
}f  white-collar  workers  whose  sole  pur- 
pose is  to  keep  the  flow  going — truly 
the  computer's  golden  opportunity. 

What  of  IT  Miracles? 

But  service  companies  ran  into  a  glitch. 


The  U.S.  service 
sector  once  lagged 
in  productivity 
growth.  Competitive 
pressures  finally  forced 
managers  to  leverage 
IT  to  control  costs. 


Shielded  from  competition  by  regula- 
tion and  the  lack  of  globalization,  the 
service  sector  became  bloated.  In  the 
1980s  services  hired  17.5  million  work- 
ers and  spent  more  than  $860  billion  on 
IT  hardware.  But  in  the  end,  the  sector 
had  little  to  show  for  its  efforts.  Pro- 
ductivity languished,  rising  at  only  0.8 
percent  annually  in  the  1980s  (one-txiird 
its  historical  norm).  This  is  the  essence 
of  the  now-infamous  technology  para- 
dox: Users  failed  to  capitalize  on  the 
breakthroughs  that  had  quickly  become 
the  gospel  of  the  Infomiation  Age. 

"How  can  this  be?"  the  anecdotal- 
ists  scream.  "What  about  the 
irrefutable  tales  of  IT-based  miracles?" 
There's  a  "measurement  problem," 
they  insist,  citing  the  timewom  pitfalls 
of  accurately  gauging  service  sector 
output.  However,  a  recent  report  by 
the  Brookings  Institution  entitled  "The 
Computer  Paradox  and  the  Productivi- 
ty Slowdown"  lays  to  rest  this  spurious 
claim.  And  the  user  community  has 
taken  the  measurement  issue  into  its 
own  hands.  Airline  failures,  megabank 
mergers,  and  downsizing  in  telecom, 
retailing  and  insurance  are  all  part  of  a 
new  service  sector  upheaval  that  would 
not  be  talcing  place  if  the  problem  were 
just  one  of  inadequate  measurement. 

The  machine  itself  has  never  really 


been  the  issue.  Instead,  management 
complacency  has  led  to  the  widespread 
inefficient  application  of  IT.  Indeed,  for 
most  of  their  long  history,  service  com- 
panies have  been  America's  quintes- 
sential variable-cost  producers.  Salaries 
of  white-collar  workers  comprised  the 
bulk  of  overall  adjustable  expenses. 
Now,  however,  the  massive  infrastruc- 
ture of  installed  IT  has  transfonned  ser- 
vice sector  companies  from  variable-  to 
increasingly  fixed-cost  producers.  Ironi- 
cally, this  transformation  has  denied 
service  sector  companies  the  very  flexi- 
bility they  need. 

But  that  was  then.  Regulation  has 
given  way  to  deregulation.  Globaliza- 
tion has  burst  forth.  The  resulting  com- 
petitive imperatives  are  finally  forcing 
managers  to  leverage  IT  to  control 
costs.  Early  returns  are  encouraging.  For 
example,  by  exploiting  economies  of 
scale  long  embedded  in  the  excess 
capacity  of  mainframes,  transaction- 
processing  functions  have  been  greatly 
consolidated.  Moreover,  increasingly 
sophisticated  point-of-sale  computing 
devices  are  boosting  sales  worker  pro- 
ductivity. IT  has  become  the  enabler  in 
a  dramatic  squeeze  of  mid-managerial 
ranks.  Breakthroughs  in  telecommuni- 
cations and  on-line  transaction  report- 
ing systems  are  rendering  a  whole  layer 
of  paper-shuffling  knowledge  workers 
obsolete. 

So  the  circle  is  closed.  The  macro- 
critique  has  been  substantiated  by  a 
profound  upheaval  in  the  IT  user  com- 
munity. Out  of  the  quagmire  of  the 
technology  paradox  are  being  reborn 
increasingly  vibrant  service  industries 
with  a  scope  and  diversity  that  are  at 
the  heart  of  America's  stunning  turn- 
around on  the  productivity  front.  This 
is  the  stuff  of  lasting  prosperity — the 
best  case  study  of  all. 


Forbes  ASAP 


27 


mm 


30 


•3T~. 


profit  of  resource 

FORTUNE  500"  cowp"»1'es  w 

„  klutii-u,  w«»i«^SBtIH' 


)04 


N^Soutfrcrn  Corporal, 


„  Nortolft.VA  23510-21^1 


>-pit-"'  /^-_  T^i, 


NORTMERN 


trvr 


is  Your  Full-Commission  Broker 
fer  Investment  Software  Like  This? 


Now 
For  Mag®  & 
Windows 


Schwab  Does,  And  It's  Free. 


Most  full- commission  brokers  don't  offer  invest- 
ment software  to  individual  clients.  But  at  Schwab, 
we  treat  our  investors  differently.  And 
providing  you  with  your  own  invest- 
ment software  is  just  one  more  reason  to 
trade  up  to  Schwab. 


which  cover  financial  histories,  earnings  forecast^ 
buy/sell  rankings  and  more. 


Get  StreetSmart"  Software 
for  Macintosh®  or  Windows"' — 


Make  More  of  Your  Money 
Work  for  You. 


Free. 


For  a  limited  time,  Schwab  is  offering  you  power- 
ful investment  tools,  free.  Just  move  $15,000  into  a 
Schwab  account  between  May  2  and  August  31,  1994, 
and  get  StreetSmart™  investment  software  or  three 
Company  Research  Reports — free  of  charge. 

With  Schwab's  widely  acclaimed  StreetSmart,  you 
can  research  investments,  place  orders  and  monitor  your 
account  right  from  your  personal  computer — anytime 
day  or  night.  Plus,  with  StreetSmart,  you'll  save  an  extra 
10%  on  commissions* 

Or,  select  from  over  5,000  Company  Research 
Ren  orl    prepared  by  independent  Wall  Street  analysts, 


Every  dollar  you  pay  your  broke] 
comes  right  out  of  your  investment 
To  make  more  of  your  investment  dollai 
work  for  you,  trade  up  to  Schwab  where  you  can  savj 
up  to  76%**  on  stock  commissions. 

Trade  Up  to  Schwab  Today. 

Remember,  this  offer  expires  on  August  3 1 ,  19941 
so  act  now.1  To  open  up  or  transfer  additional  funds  to  i 
Schwab  account,  just  stop  by  one  of  our  200  offices  oi 
call  us  today  at  : 

1-800-442-5111  ext.  84A. 

Charles  Schwab 

Helping  Investors  Help  Themselves' 


•unt  is  based  on  Schwabs  current  commission  schedule  and  may  be  used  with  other  offers  at  Schwabs  discretion.  **Based  on  a  6/94  surve] 
'  1         chv  ib  available  upon  request.  $39  minimum  commission.  Full-commission  brokers  may  provide  different  services,  including  personalized  securitiel 
commendation   1  ommission  rates  surveyed  are  for  stocks  and  may  vary  for  other  products.  tOffer  available  for  individual  investors  only.  Limit  one  per  customei 

Charles         :  &<  0.,  I  tic  Member  S1PC/NYSE.  All  rights  reserved.  (7/94) 


Born  in  the  Midwest,  Phil  Burgess  relocated  to  the  Rockies  and  helped  start  the 
Center  for  the  New  West  to  study  a  new  breed  of  American— computer-wired  lone 
eagles.  Now  he  has  become  one  himself,  but  in  an  unlikely  place— Chesapeake  Bay 


Rudyard  Kipling  is  passe  in  at 
least  one  respect:  East  has  not 
only  met  West,  but  the  twain  are 
cohabiting  quite  nicely,  thank  you,  in 
the  life  and  work  of  Philip  M.  Burgess. 
As  president  and  CEO  of  the  Center  for 
the  New  West,  a  Denver-based  think 
tank,  Burgess  studies  and  writes  about 
the  future  of  the  American  West  from 
his  decidedly  eastern  waterfront  home 
near  Annapolis,  Md.,  at  the  mouth  of 
Chesapeake  Bay. 


Burgess'  transcontinental  life  first 
began  taking  shape  during  one  of  the 
center's  projects,  a  1990  study  of  the 
future  of  the  Great  Plains  states.  "I 
kept  meeting  people  who  lived  in 
small  towns  but  were  working  for 
companies  in  New  York,  Los  Angeles, 
Chicago,"  he  says.  "And  it  hit  me — 
something  new  was  happening  in 
small-town  America." 

Out  of  those  meetings  emerged  a 
full-fledged  project  at  the  center  to 


study  the  phenomenon.  Dubbed  the 
Lone  Eagle  Project,  it  ultimately 
changed  his  life.  "When  I  started  study- 
ing lone  eagles,  it  hit  me  that  I  could 
do  what  I  wanted  to  do.  I  didn't  have 
to  wait  until  I  retired,"  says  the  55- 
year-old  Burgess. 

Lone  eagles  are  typically  freelance 
professionals — writers,  analysts,  bro- 
kers, accountants,  consultants,  to 
name  a  few.  Because  they  live  by  their 
wits,  and  because  wits  these  days  can 
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rsically  transmitted  in  an 
u  n  ber  of  ways,  they  can 
l  trade  wherever  they  go. 
lays,  for  reasons  both  romantic 
and  pragmatic,  they  most  often  migrate 
west,  to  towns  and  small  cities  in  the 
Rocky  Mountain  states.  They  are  look- 
ing for  a  way  to  combine  making  a  liv- 
ing with  enjoying  a  less  harried 
lifestyle.  Hooked  into  clients  through 
computers,  faxes,  and  modems,  lone 
eagles  seek  a  sense  of  security  and 
community  now  commonly  believed 
impossible  to  find  in  big  cities. 

"Technology  allows  you  to  do 
tilings  that  five  years  ago  you  couldn't 
do,"  says  Burgess.  Whether  as  a  result 
of  corporate  downsizing  or  just  out  of 
more  individuals'  desire  to  escape 
urban  life,  the  number  of  lone  eagles, 
which  he  puts  at  about  nine  million, 
will  increase  into  the  21st  century.  (For 
more  Burgess  predictions,  see  box  at 
right.) 

The  Lone  Eagle  Project  planted  a 
seed  in  Burgess,  but  it  took  an 
epiphany  at  sea  to  convince  him  to 
break  away  from  the  life  he  was  lead- 
ing. "One  night  I  was  standing  watch. 
It  was  pitch  black  and  I  had  29,000 
feet  of  water  under  me,"  Burgess  says, 
drawing  a  deep  breath.  "I  realized  I 
loved  the  water  and  more  than  any- 
thing else  I  wanted  to  stay  near  it  and 
sail." 

Selling  the  Chairman 

That  was  November  1992.  Burgess  was 
competing  in  the  Americas  500,  a  race 
in  which  contestants  resailed  one  of 
Columbus'  four  routes  to  the  New 
World.  Burgess  and  four  crewmates 
sailed  a  53-foot  Cheoy  Lee  ketch  from 
Las  Palmas  on  Grand  Canary  Island 
down  to  the  20th  parallel,  across  to  the 
Bahamas,  to  the  finish  in  San  Salvador. 
During  26  grueling  days,  every  piece  of 
equipment  broke  down  at  least  once. 
Burgess'  group  finished  the  race  68th 
out  of  138. 

Despite  the  difficulties,  or  perhaps 
because  of  them,  Burgess  resolved  to 
find  a  way  to  do  more  sailing.  "If  I  had 
to  make  a  choice  between  doing  what  I 
do  md  living  where  I  live,"  he  says,  "I 
:  where  I  live."  But  he  didn't 
have  to  make  the  choice.  When  he  got 


back  to  landlocked  Denver,  Burgess 
took  his  dilemma  to  his  boss,  Gary 
Ames,  chairman  of  US  West.  After  lis- 
tening to  Burgess,  Ames  was  receptive. 
"He  clearly  wanted  to  live  on  the 
water.  And  my  reaction  was,  if  Phil 
was  happy  we  were  going  to*have  a 
very  productive  Phil  Burgess." 

Ames'  enlightened  reaction  was  not 
entirely  surprising.  One  of  the  central 
beliefs  at  the  Center  for  the  New  West 
is  that  advances  in  telecommunica- 
tions and  computer  technology  are  cre- 
ating a  new  economy  in  which  alterna- 
tive kinds  of  work  arrangements  will 
become  the  norm.  "Our  ideology  is 
that  choices,  convenience  and  control 
drive  everything  in  our  culture," 
Burgess  says.  "Anything  that  gives  peo- 
ple more  control  over  their  environ- 
ment, whether  it's  their  taxes,  their 
politicians,  their  neighborhood,  their 
spending  or  the  amenities  they  enjoy, 
is  a  good  thing." 

That  ideology  translates  into  a  broad 
agenda  that  includes:  advocacy  of  tenn 
limits  and  campaign  finance  reform; 
developing  expanded  trade  between  the 
western  U.S.  and  both  Mexico  and  the 
Pacific  Rim;  creating  better  intra-  and 


interregional  transportation  links;  anc 
studying  how  technology  will  affect  the 
way  we  "live,  work,  learn,  play  anc 
move  around"  in  the  future,  says 
Burgess. 

How  did  this  native  son  of  the  Mid 
west — born  in  Lebanon,  Ind. — end  up 
so  concerned  with  the  Far  West:  Aftei 
achieving  tenure  in  the  political  sci- 
ence department  at  Ohio  State  Univer- 
sity at  age  30,  Burgess  was  restless  foi 
new  challenges.  He  took  a  two-yeai 
leave  of  absence  in  1975  to  head  the 
Federation  of  Rocky  Mountain  States 
in  Denver.  The  group  was  dedicated  to 
developing  public-private  approaches  tq 
economic  development  in  the  area.  In 
1977  he  left  Ohio  State  and  became 
president  of  the  Western  Governors' 
Association,  a  group  responsible  for 
western  regional  policy  development. 

In  1985  Burgess  became  executive 
director  of  the  National  Policy  Com- 
mission of  the  Democratic  Party.  The 
group  included  100  members  of  Con- 
gress, governors,  mayors  and  other 
state  and  local  officials.  From  1982  to 
1987,  Burgess  also  owned  his  own 
consulting  business  specializing  in 
management  and  investment  advisoryl 


A  Pioneer's  Predictions 

■  Violence,  traffic  gridlock  and  other  societal  problems,  coupled  with  the  new  telecomput- 
ing technologies,  will  reinforce  trends  toward  "cocooning"  and  "burrowing."  Home  and  cat- 
alog shopping,  home  banking,  home  working,  home  entertainment,  home  health  care  and 
home  schooling  will  increase. 

■  Telecommuting  technologies  will  reinforce  and  accelerate  the  movement  of  people  and 
enterprises  from  the  center  to  the  periphery.  More  people  will  live  in  edge  cities  and  in  small- 
town and  rural  America,  connected  to  their  workplaces  or  their  markets  electronically. 

■  Voice-activated  E-mail,  video  recorders,  word  processors  and  other  functional  gizmos 
will  make  the  telecommuter  easy  for  corporations  to  manage. 

■  Two-way,  interactive  technologies — the  PC  and  the  TV— will  improve  the  quality  of  life  by 
expanding  cultural  opportunities.  When  given  a  choice,  many  will  choose  interactive  media 
over  watching  television.  Numbers  of  couch  potatoes  in  America  will  diminish  with  the  rise 
of  the  l-Way. 

■  Distributed  work  will  result  in  decreased  demand  for  downtown  office  space. 

■  Companies  will  create  "enterprise  networks"— virtual  organizations  that  link  people  in 
widely  scattered  locations  around  shared  missions  and  common  tasks.  Work  will  move 
electronically  to  different  time  zones  every  eight  hours,  providing  customer  access  on  a  24- 
hour  basis. 

■  Leadership  in  the  Information  Age  will  favor  those  skilled  in  symbol  manipulation  (jour- 
nalism, public  relations,  acting,  advertising).  Similarly,  the  garrison  state  favored  leaders 
skilled  in  violence  (for  example,  military  leaders)  and  the  Industrial  Revolution  produced 
leaders  skilled  in  finance  and  negotiation  (for  example,  bankers,  accountants,  lawyers). 

■  Just-in-time  learning  will  increase  the  effectiveness  of  educational  delivery.  Home  school- 
ing and  parental  control  of  education  will  grow. 
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>ervices. 

Burgess  has  been  running  the  Cen- 
[ter  for  the  New  West  since  its  incep- 
tion in  1987.  Jack  MacAllister,  then 
chairman  of  US  West,  approached 
Burgess  about  starting  a  center  to  study 
the  14-state  area  the  company  served. 
The  region  the  center  studies  now 
includes  23  states  west  of  the  Missis- 
sippi except  Louisiana.  Although  ini- 
!  tially  funded  primarily  by  US  West,  the 
center  now  is  supported  by  more  than 
250  dues-paying  corporate  members, 
oundation  grants  and  contracts  for 
research  projects. 

June  15,  1993,  within  six  months  of 
lis  chat  with  Ames,  Burgess,  his  wife 
Mary  Sue  (also  an  avid  sailor)  and  their 


Lunch  is  at  Chick  and  Ruth's  Deily. 
This  Annapolis  landmark,  run  by  the 
same  family  for  50  years,  specializes  in 
the  kind  of  food  a  New  Yorker  spells 
deli.  About  as  unpretentious  as  an  old 
shoe,  with  acres  of  orange  and  yellow 
Formica  lit  by  long  tubes  of  blue-tone 
fluorescent  lights,  Chick  and  Ruth's 
has  enormous  cachet.  It's  a  hangout  for 
the  political  luminaries  who  toil  at  the 
nearby  statehouse.  Maryland  Governor 
William  Donald  Schaefer's  special 
table,  called  The  Governor's  Office,  is 
perpetually  roped  off,  awaiting  his 
arrival. 

Over  a  coleslaw-embellished 
Reuben— a  bargain  at  $4.75— Burgess 
holds  forth  on  the  problems  facing  the 


"I've  always  worked  a  lot"  But 
this  isn't  the  classic  Type  A  life 
found  in  New  York  City,  or  even 
on  the  slopes  of  the  Rockies. 


two  youngest  children  moved  to  The 
Anchorage,  a  1960s  upscale  waterfront 
development  on  the  edge  of  Annapolis. 
Signs  of  the  seafaring  life  are  every- 

I  where  in  their  house:  A  ship's  barome- 
ter is  bolted  to  the  kitchen  wall,  and 
watercolor  seascapes  line  the  living 

I  room  walls.  "We  like  the  culture  of  the 
marine  environment — the  fisherman, 
the  crabber,  the  boatbuilder — all  the 
things  that  happen  around  big  bodies  of 
water,"  explains  Burgess.  Ten  minutes 
away  by  car  or  boat,  downtown 
Annapolis — a  300-year-old  seaport  that 
is  home  to  the  U.S.  Naval  Academy — 
provides  that  culture  in  abundance. 

"Everything  I  Love  Is  Here" 

Driving  around  Annapolis,  Burgess  is 
clearly  at  home.  He  gives  an  enthusias- 
tic tour  of  Annapolis  Harbor  and  the 
academy.  He  points  out  the  single- 
handed  sailboats  on  which  midship- 
men get  their  sea  legs.  He  stops  at  the 
spot  on  campus  where  a  scene  in  the 
movie  Patriot  Games  was  filmed.  And 
he  describes  Sunday  services  in  the 
academy  cathedral,  which  he  often 
attends  with  his  family. 


West  and  the  perniciousness  of  too 
much  government.  "Everything  the 
government's  gotten  involved  in,  it  has 
made  worse.  Government  is  being  run 
by  people  who  believe  in  the  power  of 
Washington  to  solve  other  people's 
problems.  I  don't  believe  in  that." 

His  voice  booms  authoritatively 
above  the  considerable  din.  It's  a  voice 
that  would  inspire  confidence  giving 
orders  on  a  storm-tossed  sea,  but  seems 
too  big  for  normal  conversation.  Rais- 
ing grazing  fees  on  publicly  owned 
western  land,  he  says,  would  force 
ranchers  to  sell  their  land  to  develop- 
ers. "Condomania"  and  "Babbitt 
Towns"  would  spring  up,  a  western 
version  of  those  dreaded  cookie-cutter 
developments  that  ruined  the  East.  "As 
a  westerner,  I'd  rather  have  cows  than 
condos  on  the  land,"  Burgess  says. 

Because  of  the  cowboy  bravado  with 
which  Burgess  throws  around  these 
opinions,  you  might  expect  him  to  be 
wearing  a  pair  of  snakeskin  boots  and  a 
Stetson.  Instead,  he's  dressed  in  a  black 
Greek  sailor's  cap,  well-worn  blue 
sneakers,  navy  blue  pants  and  sweater, 
like  some  improbably  avuncular  Ahab. 


From  his  basement  office,  Burgess 
looks  out  at  his  37-foot  Tartan  sloop, 
Happy  Days  HI,  moored  in  its  slip  in 
Wild  Duck  Cove.  The  gentle,  rhythmic 
lapping  of  the  water  against  the  boats  is 
mesmerizing.  The  scene  works  its 
effect  on  Burgess.  Looking  down  the 
shady,  winding  gravel  path  leading  to 
the  water,  Burgess  says,  "It  feels  like 
everything's  in  its  rightful  place.  It's  all 
okay."  This  calm,  Burgess  says,  has 
"vastly  increased  my  productivity." 

Burgess  travels  about  half  the  time, 
as  he  did  when  he  lived  in  Denver.  He 
is  always  accompanied  by  his  Mac 
Powerbook  180,  which,  he  says,  "con- 
tains his  whole  life."  He  enjoys  travel- 
ing because  "it's  a  time  to  get  away 
from  the  telephone  and  the  faxes. 
There  are  no  demands.  It's  a  way  for 
me  to  recharge  my  batteries." 

As  for  the  rest  of  the  technology  he 
uses,  Burgess  has  a  small  but  complete 
array  to  support  him.  His  computer  is  a 
Macintosh  7100/66  Power  PC  with  an 
AV/CD-ROM  drive.  An  older  Mac  LC 
HI  serves  as  a  backup.  Burgess  uses  an 
Apple  laser  printer  and  a  Hewlett 
Packard  color  printer.  He  also  has  a 
Canon  PC  11  copier  and  an  HP  plain- 
paper  copier  with  broadcast  fax  capabil- 
ity. His  newest  gizmo  is  the  latest 
Newton,  which  he  hopes  will  be  an 
improvement  over  the  last  one. 

"I'm  either  out  of  the  office  or  on 
the  other  line,"  says  Burgess'  answering 
machine.  And  he  certainly  may  be. 
What  you  expect  to  be  a  five-minute 
conversation  with  him  can  easily  run 
to  a  half  hour  when  he  gets  going  on  a 
subject.  On  the  other  hand,  when  you 
get  the  recording,  he  could  also  be  on 
The  Other  Line,  the  clever  name  for 
the  26-foot  Shamrock  powerboat  the 
Burgesses  use  mostly  for  water  sports 
with  the  kids.  The  name  is  a  conces- 
sion to  Mary  Sue,  who  refuses  to  fib  if 
she  happens  to  take  one  of  his  calls 
while  he's  out  on  the  bay. 

"I've  always  worked  a  lot,"  says 
Burgess.  But  this  isn't  the  classic  Type 
A  life  found  in  the  canyons  of  New 
York,  or  even  on  the  slopes  of  the 
Rockies.  For  one  thing,  he  doesn't  feel 
the  need  to  get  away  horn  it  all.  "On 
weekends,"  smiles  Captain  Phil, 
"everything  I  love  to  do  is  here."  @ 


Forbes  ASAP 


33 


VISIONARIES 
WIZARDS 
DREAMERS 
PIONEERS 
PHILOSOPHERS 
IDEAS 
IDEALS 
ASPIRATIONS 
INFORMATION 
INNOVATION 
HITACHI 

"l^" 

"7/7^  o/?/z/  diverse  than  the  products  we  make  are  the  people  who  make  them. 

'IVith  over  330.000  employees  worldwide  -  including  16.000  in  c7Yorth  America  -  our  breadth 
of  thinking  is  exceeded  only  by  our  determination  to  create  technology  that  benefits  all  of  us. 
because  at  Hitachi,  while  we  don  t  always  share  a  common  language,  we  do  share  a  common 
goal  a  better  world  for  future  generations.  <3o  everything  we  do  today  is  with  tomorrow  in  sight. 

©  1994  Hitachi.  Lid  Tokyo,  Japan  All  Rights  Reserved. 


By   Alice  LaPlante 


fData 


AT  6  a.m.,  just  when  the  sun 
peeks  over  the  Wasatch  Moun- 
tains, activity  erupts  on  the 
west  side  of  Salt  Lake  City.  Dozens  of 
heavy  refrigerated  trucks  lumber  in  and 
out  of  the  maintenance  docks  at  C.  R. 
England  &  Sons  Inc.,  which  sprawls 
across  50  acres.  Blue-jeaned  truckers 
gulp  steaming  cups  of  coffee  as  they 
pick  up  and  deposit  bulky  "trip  en- 
velopes" for  transcontinental 
journeys.  This  paper  glut  is 
stuffed  into  an  aluminum 
trailer  parked  out  back. 
Low  tech?  Maybe 
so — last  year  any- 
way. That's  when 
clerks  typed 
mileage  reports 
into  the  host 
IBM  AS/400 


computer  system.  The 
computer  then  generated  cus- 
tomer invoices  and  processed  payroll. 
It  was  often  a  full  week  before  every- 
thing was  completed  and  the  invoice 


mailed.  Translation:  a  woeful  seven-day 
delay  before  C.  R.  England  would  see 
any  revenues  horn  a  trip. 

Flash  to  1994.  If  a  customer  calls 
and  requests  a  copy  of  a  delivery  signa- 
ture for  a  past  trucking  transaction,  the 
C.  R.  England  clerk  can  pull  an  exact 
image  of  that  document  up  on  his  desk- 
top PC  within  seconds.  With  a  key- 
stroke, a  copy  is  immediately  faxed  to 
the  customer  (whose  fax  number  is  of 
course  embedded  in  the  file).  The  clerk 
also  has  that  caller's  entire  business 
history  displayed  in  case  other  ques- 
tions arise.  "The  customer  asks,  'How 
soon  before  I  can  get  a  copy?'"  says 
David  Lemperle,  communications  di- 
rector for  C.  R.  England.  "We  tell  them, 
'It's  already  sitting  at  your  fax  ma- 
chine.' They  don't  believe  it." 

The  secret?  Imaging  technology 
based  on  standard  PC  and  networking 
products — most  of  which  were  already 
installed.  All  told,  C.  R.  England  spent 
less  than  $100,000  in  incremental  tech- 
nology expenses.  The  company  lever- 
ages its  existing  120  66-megahertz  486- 
based  PCs,  linked  via  a  Novell  Net- 
Ware network.  Each  PC  has  about 
16  megabytes  of  random  access 
memory  and  is  connected  to  a  50- 
platter  Panasonic  jukebox.  Each 
5.25-inch  platter  contains  the 
equivalent  of  25,000  pieces  of 
paper. 

To  protect  against  system  fail- 
ure, C.  R.  England  has  duplicated 
everything:  The  system  is  completely 
redundant,  with  dual  optical  drives, 
dual  processors.  "We're  pretty  much 
protected  against  losing  access  to  these 
documents,"  says  Lemperle. 

What  Is  Imaging? 

In  a  nutshell,  imaging  allows  a  busi- 
ness to  take  a  digital  "snapshot"  of  any 
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3  is,  you  couldn't  touch  a 
:  ng  system  for  less  than 
_  was  for  proprietary  technolo- 
-  ;tar>ci-alone.  You  couldn't  even 
„      integrating  it  with  your  PC-based 
wo;U  processor,  spreadsheet  or  database. 

How  times  have  changed.  Now,  thanks 
to  the  plug-and-play  capabilities  of  Microsoft 
Windows,  imaging  vendors  have  designed 
modular  products  that  can  "image-enable" 
any  new  or  existing  corporate  function. 
Here's  a  partial  list: 

DocuFile  Imaging  System 

Imaging  Technology  Solutions  Inc. 
New  Orleans,  La.  /  (504)  522-0033 
Windows-based  client/server  imaging  sys- 
tem that  integrates  document  images  into 
existing  applications. 

Document  Handler  Developer's  Kit 

TeamWorks  Technologies  Inc. 
Marlborough,  Mass.  /  (508)  460-0053 
Tools  that  add  document  image  manage- 
ment capabilities  to  Microsoft  Windows  ap- 
plications. 

JetForm  Designer 

JetForm  Corp. 

Waltham,  Mass.  /  (617)  647-7700 
Electronic  forms  software  that  includes  Wa- 
termark imaging  technology.  Users  can  in- 
corporate and  route  actual  images  (in  addi- 
tion to  on-screen  forms)  into  corporate  work- 
flow applications. 

LaserView  for  Windows 

LaserData  Inc. 

Tyngsboro,  Mass.  /  (508)  649-4600 
Creates  imaging  applications  for  Microsoft 
Windows  software. 

MailRoom  for  Windows/ShareScan 

Simplify  Development  Corp. 
Nashua,  N.H.  /  (603)  881-4450 
Document  imaging  software  that  electroni- 
cally distributes  paper  documents  through 
existing  E-mail  applications. 

PaperLess  Filer  Document 
Imaging  Toolkit 

PaperLess  Corp. 

Richardson,  Tex.  /  (214)  235-4008 
Toolkit  that  allows  customers  to  add  imaging 
capabilities  to  new  or  existing  DOS-based 
applications. 

Paper-View  Imaging 

PaperView  Inc. 

Salt  Lake  City,  Utah  /  (801)  261-8850 
Windows-based  document  management 

program. 

Watermark  Professional  Edition 

Watermark  Software  Inc. 
:    Star  Mass.  /  (617)  229-2600 

asad  ?;>olication  that  integrates 
jcuments  into  E-mail,  data- 


document — invoice,  cash  re 
ceipt,  handwritten  note  or 
signed  legal  contract — and 
store  it  electronically. 
Employees  can  then 
view  an  exact  replica 
of  that  piece  of  paper 
at  any  time. 

If  the  image  is 
run  through  an  op- 
tical character  recog- 
nition program,  all 
words  and  numbers 
can  be  translated  into 
a  text  file.  This  text  hie 
can  then  be  manipulat- 
ed like  any  word  process- 
ing document.  (OCR 
technology,  which  used  to 
be  notoriously  unreliable  at 
accurately  "recognizing"  a  doc- 
ument's contents,  has  improved 
tremendously  in  recent  years.  Ex- 
perts say  most  OCR  programs  now 
recognize  98  percent  of  the  informa- 
tion on  a  scanned  document.)  With 
most  new  imaging  programs,  users  can 
type  comments  on  top  of  document 
images  or  even  "annotate"  them  with 
voice-mail  messages. 

The  potential  benefits  are  huge.  No 
more  riffling  through  file  cabinets.  No 
more  massive  copy-machine  opera- 
tions. If  you  need  a  copy  of  a  docu- 
ment, you  simply  call  it  up  on  the 
computer  screen  and  print  it  out,  like 
any  word  processing  file. 

For  C.  R.  England,  the  country's 
third-largest  refrigerated  trucking  firm, 
the  payback  has  been  indisputable.  In 
1993  company  revenues  hit  $160  mil- 
lion, up  229  percent  from  1989.  De- 
spite the  surge,  C.  R.  England  added  no 
additional  personnel  in  its  credit, 
billing  or  route  paperwork  processing 
departments. 

Shrinking  Costs,  Leveraged  PCs 

According  to  a  recent  Gartner  Group 
survey,  the  strongest  economic  forces 
driving  the  installation  of  imaging  sys- 
tems include  the  following: 

□  better  movement  of  and  access  to 
business  documents  (44  percent  of 
respondents  said  this  was  critical) 

□  improved  worker  productivity  (42 
percent) 


Expensive  question:  How  far  back  in 
paper-based  archives  should  you  go? 

□  reduced  employee  head  count  (24 
percent) 

□  better  management  control  over  a 
given  business  process  (18  percent) 
Shrinking  costs  are  also  aiding 

imaging's  arrival.  In  1985  the  average 
per-user  cost  of  an  imaging  system  (in- 
cluding hardware,  software  and  related 
services)  was  $100,000  for  a  20-user 
system.  Today,  thanks  to  PCs,  the  ap- 
proximate cost  is  between  $9,000  and 
$12,000  for  a  20-user  system.  Although 
Gartner  expects  this  amount  to  contin- 
ue to  drop  through  the  end  of  the 
decade,  the  cost  reductions  will  be  less 
dramatic  horn  now  on,  says  Jamie  Pop- 
kin,  program  director  of  the  office  in- 
formation systems  service  at  the  Gart- 
ner Group,  Stamford,  Conn. 

More  importantly,  because  the  new 
imaging  systems  allow  companies  to 
leverage  existing  PC  and  networking 
technologies,  the  incremental  installa- 
tion cost  is  much  lower.  Five  years 
ago,  'software  vendors  and  systems  in- 
tegrators were  getting  $6  to  $7  worth 
of  service  revenues  for  every  dollar  of 
imaging  software  sold,  due  to  the  com- 
plexity of  the  proprietary  systems  on 
the  market.  Today,  when  low-cost 
packages  based  on  standard  Windows 
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jftware  are  available  at  any  com] 
:tail  store,  "they  are  lucky  to  get  $1 
f  service  for  every  $1  of  software/' 
ays  Popkin.  This  has  led  to  a  certain 
mount  of  pent-up  demand  finally 
eing  satisfied. 

One  of  the  cleverest  new  ideas  is 
nage-enabling.  Rather  than  rewriting 
■our  accounts  payable  program — a  Her- 
;  ulean  task — you  might  add  an  imaging 
omponent  and  thus  be  able  to  tie  digi- 
al  snapshots  of  customer  invoices  to 
rour  existing  spreadsheet  or  database. 
Dr  you  could  enhance  your  original 
)ayroll  database  with  images  of  time- 

Iirds  attached  to  employee  records.  In 
lis  way  you  could  avoid  keying  in  the 
ours  worked  every  week. 
Popkin  says  most  corporate  imaging 
irojects  will  fall  into  this  category. 
The  benefit  of  such  an  approach  is  that 
|;mployees  already  understand  the 
ogic  behind  existing  payroll  processing 
or  crediting  accounts  receivable  with 
an  incoming  check.  "You're  not  re- 
olacing  the  entire  accounting  system," 
says  Popkin.  "You're  just  getting  rid  of 
the  paper."  The  drawback  of  this  ap- 
proach: "You  may  be  automating  the 
chaos  that  already  exists,"  he  admits. 

tough  Decisions 

At  some  point  in  any  successful  imag- 
ing project,  a  decision  must  be 
reached:  How  far  back  in  the  paper- 
!  based  archives  should  the  imaging  sys- 


ksk  yourself:  Does  my  business  really 
ed  an  exact  image  of  the  original? 


tern  extend?  The  single  most  expen- 
sive aspect  of  any  imaging  system  is 
the  back-file  conversion  of  historical 
documents.  The  per-page  breakdown 
of  incorporating  such  documents  into 
an  imaging  system?  Preparation,  six 
cents;  blow-back,  eight  cents;  quality 
control,  10  cents,-  scanning,  12  cents; 
OCR,  22  cents;  indexing,  60  cents.  All 
of  which  adds  up  to  $1.18  per  page. 
Multiply  this  number  by  the  pages  you 
have  socked  away  in  a  warehouse! 

The  attitude  of  legal  and  regulatory 
agencies  toward  imaging,  though 
evolving,  is  still  problematic.  Federal 
regulators  require  carmaker  Saturn 
Corp.  to  manage  10,000  reports  a  year 
on  the  hazardous  chemicals  it  uses  in 
its  factories.  As  paper-retrieval  times 
slowed  and  potential  liability  soared, 
Saturn  turned  in  desperation  to  Laser- 
Data  Inc.  for  imaging  technology.  The 
carmaker  still  generates  paper.  But  all 
reports  are  scanned  into  the  LaserData 
system  and  indexed  on  the  existing 
minicomputer  database  by  key  words. 

The  $100,000  Windows-based 
LaserData  system  leverages  Saturn's 
previous  investment  in  a  PC  network 
and  reduced  the  need  for  expensive 


code  changes  on  the  existing  DEC 
mainframe.  "When  you're  talking 
about  tracking  your  percentage  of  re- 
sponsibility for  a  $300  million  cleanup, 
it  doesn't  take  much  to  justify  a  PC- 
based  imaging  system,"  says  Joe  Bat- 
ten, technical  manager  for  Roy  F.  Wes- 
ton Inc.,  who  supervised  the  imaging 
installation. 

QUICK  STUDY 

Canon:  Leveraging  an 

Overworked  Employee  Base 

Just  15  workers  are  employed  at 
Canon  USA's  Southwestern  Regional 
Factory  Service  Center  in  Irving,  Tex. 
It  is  the  electronic  giant's  smallest  ser- 
vice center  in  the  United  States. 

These  employees  work  hard.  The 
service  center  not  only  repairs  con- 
sumer products  from  Texas  customers. 
It  also  answers  customers'  panicked 
calls  for  help  on  any  of  the  more  than 
6,000  Canon  electronic  goods  sold  in 
this  country.  To  find  answers  to  cus- 
tomer questions,  service  reps  previous- 
ly had  to  look  up  complex  technical 
specifications  in  a  massive  wall-to-wall 
library  of  paper  reference  binders. 
Hardly  a  recipe  for  productivity. 


Other  Ways  to  Go 


Before  you  do  anything,  pause  and  think.  "Always  ask  yourself,  'Why  is  an  exact  image  of 
the  original  document  a  requirement  of  this  business  process?'"  advises  Jamie  Popkin,  pro- 
gram director  of  the  office  information  systems  service  at  the  Gartner  Group,  Stamford, 
Conn.  Adds  Marcus  Salm,  records  manager  of  the  New  York  State  Department  of  Motor  Ve- 
hicles, Albany,  "If  you  simply  need  a  better  filing  method,  there  are  cheaper  ways  of  doing 
it  than  imaging." 

For  example,  it  might  make  more  sense  to  simply  pass  word  processing  or  spreadsheet 
documents  along  the  network  via  standard  E-mail  rather  than  to  emulate  an  inefficient 
paper  trail.  Electronic  forms  software  is  another,  less  expensive  alternative  for  com- 
panies that  are  being  buried  by  paper.  Forms  need  not  be  scanned  into  the  system. 
Instead,  they  are  created  and  filled  out  on  screen  and  passed  along  a  network 
electronically  or  stored  in  a  database.  The  content  of  the  forms  is  saved,  not 
the  actual  image  of  the  sheet  of  paper. 

Electronic  data  interchange  lets  companies  replace  paper  forms, 
such  as  invoices  and  freight  receipts,  with  electronic  communiques. 
Downside:  companies  at  either  end  of  the  transaction  must  "buy  into" 
the  technology.  Setting  up  EDI  relationships  with  each  of  thousands  of  cus- 
tomers can  become  a  nearly  insurmountable  task.  At  trucking  firm  C.  R.  Eng- 
.  >i  land,  for  example,  imaging  will  diminish  in  importance  as  EDI  is  more  generally 
^  ' "  adopted  throughout  the  trucking  industry.  Currently,  only  10  percent  of  Eng- 
land's accounts  have  agreed  to  EDI  relationships.  "EDI  is  clearly  the  best  way  to  go.  We  can 
let  customers  know  electronically  about  shipment  status.  They  send  us  orders  electronical- 
ly, and  in  turn  we  send  them  an  invoice  back  without  any  paper  changing  hands,"  says 
David  Lemperle,  director  of  communications.  Until  then,  "imaging  is  the  next  best  thing." 
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't  answer  customers' 
-  v  i  ien  you  have  them  on  the 
it'll  take  you,  on  average,  three 
alls  to  finish  that  transaction," 
hays  Larry  Snider,  manager  of  the  ser- 
vice center.  "Their  line  might  be  busy. 
Or  they're  not  home.  You  leave  a  mes- 
sage. But  when  they  call  back,  you're 
busy." 

That's  unacceptable,  says  Snider. 
So  he  installed  PaperLess  Filer  from 
PaperLess  Corp.,  Richardson,  Tex.,  on 
the  NetWare  network  that  links  all  of 
his  employees'  desktop  386-based  PCs. 
Now,  when  a  customer  phones  in 
with  a  question,  the  employee  can  re- 
trieve answers  or  manuals  with  the 
click  of  a  mouse.  Exact  images  of  nec- 
essary documents  immediately  appear 
on  the  PC  screen.  If  needed,  employees 
can  fax  installation  instructions  or 
complex  electronic  diagrams  to  cus- 
tomers directly  from  their  PCs.  No 
more  angry  customers. 

Still,  there  are  some  drawbacks.  "I 
don't  have  enough  employees  to  dedi- 
cate someone  to  the  task  of  scanning 
and  indexing  every  single  document 


into  the  system,"  says  Snider.  Individ- 
ual employees  must  walk  over  to  the 
scanner  and  personally  feed  in  the  doc- 
uments they  use  most  often. 

.  Snider  says  he's  impatient  to  push 
Canon  corporate  managers  to  fund 
imaging  on  a  more  widespread  basis. 
He  hopes  to  be  linked  to  other  Canon 
service  centers  via  a  wide  area  network 
by  the  end  of  the  year. 

QUICK  STUDY 

Harris  and  Graves:  A  Law  Firm 
with  No  Secretaries 

"When  we  saw  the  potential  of  imag- 
ing, we  restructured  our  entire  firm," 
says  Shipp  Harris,  managing  partner  of 
the  Columbia,  S.C. -based  law  firm  of 
Harris  and  Graves. 

Six  months  ago,  Harris — a  personal 
injury  specialist — installed  CaseWarder. 
The  integrated  case  management  sys- 
tem is  based  on  Windows  products  and 
incorporates  imaging  technology  from 
Watermark  Software.  Yet  Harris  did 
not  do  so  before  making  some  rather 
dramatic  organizational  changes. 

He  eliminated  all  secretarial  posi- 


tions. That's  right — a  law  firm  with  nc 
secretaries.  Instead,  clerical  duties  for  i 
merly  performed  by  the  secretarial! 
staff  have  either  vanished — due  to  au  I 
tomation — or  been  taken  on  by  cooper  I 
ative  teams  of  attorneys  and  paralegals,  I 
"We'd  already  noticed  that  the  sorts  oil 
things  secretaries  did  for  attorneys 
were  disappearing,"  says  Harris.  "Imag- 
ing technology  did  the  rest." 

Grant  Kaple,  controller  for  Harris 
and  Graves,  agrees.  "What  frustrates 
people  more  than  anything  else  aboutj 
law  firms  is  the  time  it  takes  to  gen 
things  done."  Because  one  of  the  main 
things  any  law  firm  does  is  move) 
paper,  says  Kaple,  the  logical  mova 
was  to  get  rid  of  the  paper. 

Harris  had  been  eyeing  imaging  fori 
years  but  had  been  dismayed  by  the 
high  price  tag.  Enter  the  new  desktop! 
imaging  technology,  such  as  the  Wa-| 
termark  Professional  Edition.  It  is) 
priced  at  just  $295  or  less  per  seat.  Fivel 
years  earlier,  says  Harris,  this  type  of 
functionality  would  have  cost  $1 0,000 1 
per  seat — and  limited  Harris  and| 
Graves  to  a  cumbersome  proprietary^ 
system. 

With  the  help  of  systems  integrator 
Finally  Inc.  of  Richmond,  Va.,  Harris 
and  Graves  got  to  work.  It  pulled  to- 
gether CaseWarder,  a  suite  of  applica- 
tions that  automates  legal  case  man- 
agement using  off-the-shelf  products 
like  Microsoft's  Access,  Word  and  SQL 
Server. 

Previously,  Harris  and  Graves  had  a 
traditional  mail  room  where  paper  doc- 
uments were  sorted  into  cubbyholes, 
then  distributed  to  secretaries.  The 
secretaries  would  then  re-sort  the  mail, 
sending  it  on  to  the  desks  of  the  attor- 
neys or  paralegals.  If  action  was  need- 
ed, instructions  were  either  scribbled 
onto  a  legal  pad  or  spoken  into  a  tape 
recorder,  eventually  finding  their  way 
onto  paper. 

Now  the  firm  scans  all  incoming 
mail  into  CaseWarder  as  soon  as  it  ar- 
rives. The  software  indexes  each  docu- 
ment and  places  it  into  an  electronic 
file  folder  dictated  by  case  number. 
The  program  automatically  embeds  a 
copy  of  each  document  into  an  E-mail 
message  that  it  sends  to  the  appropri- 
ate attorney  or  paralegal.  That  person 
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ijmmediately  sees  the  "mail' 
lashing  on  her  screen.  Clicking  on  the 
con  displays  the  actual  image  of  the 
ust-arrived  document.  The  image  can 
;hen  be  printed,  faxed  or  sent  via  E- 
nail  to  any  other  employee  within 
-iarris  and  Graves.  Automatic  links  to 
the  electronic  case  file  let  employees 
mil  up  related  documents,  as  well  as 
type  or  speak  instnictions  "on  top"  of 

lithe  image  before  routing  it  to  another 

^employee. 

i  The  productivity  benefits  of  this 
wiew  way  of  working  have  already 
iproved  tremendous,  says  Harris.  For 
f\examplc,  in  litigation  it's  common  for 
an  opposing  attorney  to  request  copies 
of  medical  reports  or  depositions  of  ex- 
pert witnesses  for  inspection.  In  the 
past,  when  such  a  request  came  in  a 
Harris  and  Graves  employee  had  to 
physically  locate  the  file,  copy  it,  and 
either  fax  or  mail  it  to  the  opposing 
counsel.  Now  an  employee  can  handle 
it  in  a  20-second  telephone  call. 

Harris  and  Graves  employs  50 
workers  in  a  mix  that  includes  attor- 
neys, paralegals  and  administrators. 
The  firm  used  to  have  four  support 
employees  for  every  attorney.  Now 
there  are  just  three.  All  employees 
have  66-megahertz  Pentium  machines 
with  16  megabytes  of  RAM,  CD-ROM 
drives,  SCSI  controllers,  two-megabyte 
|  video  cards  and  17-inch  monitors. 
lEach  of  the  50  nodes  cost  about 
!  $4,500.  The  firm  dumped  its  NetWare 
|  network,  moving  to  Microsoft  Win- 
j  dows  NT  Advanced  Server. 

But  don't  expect  to  make  this  kind 
of  major  paradigm  shift  overnight. 

"Employees  continue  to  print 
everything  out  in  order  to  be  able  to 
actually  touch  the  paper,"  sighs  Gary 
Ober,  marketing  director  for  Finally 
i  Inc.  Eventually  they  learn  that  they 
| ,  don't  need  to  do  that,  and  they  can  let 
I  go  of  the  old  way  of  doing  tilings. 

I  QUICK  STUDY 
Verde  Valley  Ford:  Managing 
the  Chaos  of  a  Car  Dealership 

Monroe  Bange  thinks  certain  things 
I  just  can't  be  delegated.  This  is  why  he 
still  opens  all  the  mail— between  70 
and  80  pieces  each  day— for  the  two- 
I  site  car  dealership  he  owns  in  Cotton- 


wood, Ariz.  Verde  Valley  Ford  Lincoln 
Mercury  pulls  in  $12  million  annually 
and  employs  31  workers.  Bange  has 
long  held  that  to  be  successful,  a  car 
dealership  must  stay  close  to  every 
source  of  information.  "If  you  want  to 
keep  on  top  of  a  business  like  this,  you 
open  the  mail,"  says  Bange.  "There  is 
no  other  way." 

Happily,  LAN-based  imaging  tech- 
nology means  Bange  may  finally  be 
able  to  delegate  mail-room  functions 
to  a  trusted  assistant — but  only  be- 
cause he'll  be  able  to  view  on  his  PC 
screen  a  replica  of  every  piece  of  corre- 
spondence that  comes  into  the  Verde 
Valley  offices. 

The  most  important  mail  comes 
from  Ford  headquarters  or  its  credit 
subsidiary,  which  alert  dealers  to  the 
latest  discounts  and  incentives.  "Let's 
say  there  was  a  leasing  incentive  on 
certain  Lincoln  models.  I'd  want  each 
of  my  salespeople  to  be  fully  in- 
formed," says  Bange.  "After  all,  if  they 
are  trying  to  lease  cars  using  conven- 
tional rates,  they  won't  be  competi- 
tive. You  easily  could  lose  a  sale." 

Bange  likes  to  smell  out  side  deals. 
For  example,  it  wouldn't  be  uncom- 
mon for  a  parts  dealer  to  offer  an  in- 
centive program  to  individual  sales 
reps  that  might  actually  not  be  in  the 
best  interest  of  the  dealership  or  the 
customer.  "I  want  to  know  about  such 


offers,"  he  says. 

Previously,  after  the  mail  was  deliv- 
ered, Bange  would  slice  it  open,  read 
and  "digest"  it.  He  would  then  copy, 
sort  and  distribute  it  to  the  appropriate 
employees.  Now,  when  the  mail 
comes  in,  Bange  opens  it  and  immedi- 
ately feeds  it  into  a  Hewlett  Packard 
flatbed  scanner.  There  the  paper  is 
translated  into  a  digital  image  with 
MailRoom  for  Windows  and  ShareScan 
imaging  software  from  Simplify  Devel- 
opment Corp.  of  Nashua,  N.H.  Be- 
cause this  off-the-shelf  software  was 
easily  integrated  into  Bange's  existing 
LAN-based  computer  system — Word- 
Perfect Office  and  cc:Mail — Bange  has 
complete  control  over  all  incoming 
documents.  He  can  route  an  image  of 
any  document  to  any  employee  with 
the  click  of  a  mouse.  Employees  sim- 
ply click  on  the  appropriate  icon  to  get 
the  most  up-to-date  promotions  or 
credit  prices  on  any  model  of  car  sold 
by  the  dealership. 

Bange  spent  about  $15,000  for  the 
hardware  and  approximately  $1,200  for 
WordPerfect  Office  and  the  MailRoom 
imaging  software.  Add  another  $1,000 
for  the  scanner  and  $3,500  in  network- 
ing costs.  Bange  figures  he  spent  less 
than  $21,000  to  add  imaging.  "When 
your  average  car  deal  gets  you  $1,500  in 
profit,  it  doesn't  take  long  to  pencil  out 
your  cost  justification,"  he  says.  ® 
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A  PENTIUM  MACHINE  SO 


ADVANCED,  IT  EVEN 
REDUCES  THE  DRAG  ON 


YOUR  WALLET. 


This  could  be  one  of  those  rare  occasions  when 
what  you  want  coincides  with  what  you  can  afford. 
You  want  speed.  You  want  a  good  price. 

That's  the  whole  idea  behind  our  new,  expanded 
Bravo  line.  These  machines  are  designed,  engineered 
and  tested  with  the  same  exacting 
level  of  attention  that  goes  into 
every  single  AST  computer. 

Lew  Bravo  MT  mini- 
catures  Intel's  incredibly 
urn"  60MHz  micro- 


processor. It's  all  the  power  you  need  to  run  an  e 
workgroup  or  the  latest  graphics-intensive  progr 
There's  more  that's  new,  too.  Our  entire  Bt 
LC  family,  while  still  affordable,  has  new  musi 
Intel  486  microprocessors  up  to  100MHz  ad 
a  VESA  local  bus  slot.  So  the  LC  is  fast  today 
and  can  grow  right  along  with  yc 
business  needs.  It's  even  upgrada 

BRAVO  LC  Intel  DX4/100,4S6DX2/66,  4S6SX2/50, 
486SX/33,  4  ISA  slots  including  I VL  slot,  5  drive  bays, 
Pentium  OverDrive  upgradable.  BRAVO  LP  Inti 
£Jrt^—       486DX2/66,  486SX2/50,  486SX/33,  2  ISA  slots, 
3  drive  bays,  Pentium  OverDrive  upgradable. 


■  '.served  AST,  AST  Computer.  AST  logo  are  registered  trademark!  of  AST  Research.  Int.  The  Intel  Inside  lotto  is  a  reaistcred  trademark,  and  Pentium  and  Pentium  OrerDri 
i  drive  models.  Three  year  carry -tn  warranty  for  non  hard  drive  models. "  'CT93  unit  volume  shipments  o\ I'AS'l 'and  AST manufactured  brands  (International  Data  ( 


b  MT  Intel  Pentium  60MHz,  486DX2/66,  486SX2/50,  486SX/33,  6  ISA 

i  Intel's  Pentium  OverDrive ™  processor. 

|  How  about  more  performance  in  less  space? 

lie  Bravo  LP  is  a  low  profile  486,  full  of  award- 

!;ining  engineering.  For  instance,  innovative 

iurity  features  help  you  keep  your  confidential 

>rk  to  yourself.  While  the  V-RAM  is  expandable 

2MB  for  64-bit  processing. 

'  Our  486  Bravos  are  all  EPA  Energy  Star 

YEAR  WARRANTY  |apprOVeAS°yOU 


slots,  6  drive  bays,  FlashBIOS.  Pentium  60MHz  includes  5  ISA  and  2  VL  slots. 


i 


warranty*  along  with  the  most  responsive 
around-the-clock  phone  support  any-    f  || 
where  provide  backup.  But  then,  would 
you  expect  anything  less  from  the  world's  fifth 
largest  manufacturer  of  personal  computers?** 

Oh,  yes.  You  wanted  a  good  price.  We  already 
agreed  to  that  right  up  front.  For  an  AST  reseller 
near  you,  please  call  800-876-4AST. 


can  save  energy, 


)ney  and  perhaps  even  a  few  trees.  A  three-year 


narks  of  Intel  Corporation  All  other  trademarks  are  the  property  of  their  respective  immers  •(  hie  year 


COMPUTER 


By  Jeffrey  Young 


^There's  still  time,  but  there's  no  time  to  wait"  That's 
the  advice  of  Dick  Grove,  who  decided  at  his  30th 
)igh  school  reunion  to  move  back  to  Kansas.  Only 
me  problem:  He  still  had  a  California  company  to  run. 


THIS  WEEK  DICK  GROVE  is  running 
'tis  Kansas  City-based  public  relations 
irm  from  his  Harley  as  he  cruises 
icross  the  United  States.  He  is  accom- 
)anied  by  three  riding  buddies,  a  cellu- 
ar  phone,  a  laptop  computer  and  a 
large,  ever-increasing  cellular  airtime 
bill.  Out  on  the  western  slope  of  the 
Rockies,  coming  down  from  Grand 
unction,  Colo.,  into  the  Canyonlands 
of  Utah — the  roar  of  the  Harley  trailing 
)ehind  him  and  the  magnificence  of 
he  Colorado  River  Valley  stretching 
)efore  him — Grove  knows  that  he  has 
nade  the  right  move. 

Grove  and  bis  fellow  riders  are  on  a 
rip  under  the  big  sky,  surrounded  by 
andscapes  of  breathtaking  beauty, 
rove  has  enough  gear  to  make  con- 
act  with  the  office  E-mail  network 
rom  anyplace  he  can  find  cellular  ser- 
vice. The  portable  unit  from  a  Macin- 
osh  DuoDock,  at  four  pounds,  fits 
licely  into  one  of  his  motorcycle  sad- 
llebags.  Packed  alongside  it  are  an 
AT&T  cellular  phone  and  an  ORA 
Data-link,  a  connector  that  links  the 
wo  devices.  The  connector  worked 
once,  but  the  device  Grove  uses  to  turn 
lis  cellular  phone  into  a  cellular 
modem  is  finicky  and  now  won't  let 
lim  connect.  The  first  day's  rainstorm 
:hat  soaked  through  his  leathers  hasn't 
improved  his  mood. 

But  as  the  three  Harleys  and  a  Moto 
Guzzi  snake  down  through  the  moun- 
tains, Grove  starts  to  laugh.  Experienc- 
ing the  full  glory  of  the  landscape, 
exploring  the  roadways  and  byways  of 
America,  riding  them  on  his  Harley — 
this  is  why  he  left  the  San  Francisco 
Bay  Area  more  than  a  year  ago.  Who 
cares  if  the  cellular  fax  works?  "I  final- 
ly got  it  all  in  perspective,"  he  says. 
"The  point  is  that  the  user  has  to  be  in 
charge,  and  that  includes  the  right  to 


Grove's  PR  firm,  Primetime,  charges  its 
clients  only  when  their  stories  are 
placed  in  targeted  publications. 

be  out  of  touch." 

It  all  started  in  1987  at  Grove's 
25th  high  school  reunion.  Then  aged 
42,  Richard  Grove  returned  to 
Hutchinson,  Kans.,  where  the  native 
son  had  been  a  Hutchinson  Salt 
Hawk,  lettering  in  both  football  and 
track.  The  reunion  was  a  rite  of  pas- 
sage: the  Big  Chill,  catch  up,  get  drunk 
and  compare  notes.  Grove  and  a  friend 
drove  22  hours  straight  to  Kansas 
from  California.  "We  went  back  25 
years,  he  says."  After  his  long  absence, 
Grove  was  ready  to  make  fun  of  the 
place  and  the  people.  After  all,  he  was 
no  longer  a  hick. 

Yet  Grove  was  surprised  to  find  that 


he  felt  very  comfortable  being  back  in 
Kansas,  comfortable  in  a  way  he  had 
never  felt  in  California.  Reintroduced 
to  the  pleasures  of  Middle  America,  he 
began  to  think  that  Kansas  might  not 
be  a  bad  place  to  live.  After  the 
reunion,  Grove  took  a  few  trips  to 
Kansas,  then  a  few  more.  He  idly  won- 
dered if  he  could  operate  his  company 
just  as  easily  from  Kansas  as  from  the 
Bay  Area,  which  was  hard  enough.  He 
was  already  using  every  trick  of  person- 
al computer  power  and  electronic  gear 
to  make  his  small  public  relations 
agency  profitable.  As  he  contemplated 
the  idea  of  relocating  to  Kansas,  he 
looked  carefully  at  the  potential  of  lap- 
tops and  cellular  phones. 

Then,  by  coincidence  or  serendipity, 
his  company,  Primetime  Publicity  & 
Media  and  Consulting  Corp.,  headquar- 
tered in  Sausahto,  across  the  bay  from 
San  Francisco,  needed  serious  restruc- 
turing to  survive.  The  situation  played 
right  into  his  hands. 

AFTER  GRADUATING  from  high 
school,  Grove  had  left  Hutchinson  to 
attend  the  University  of  Kansas  at 
Lawrence,  and  never  looked  back.  He 
earned  a  master's  degree  in  journalism, 
then  went  to  New  York,  where  he 
worked  for  a  large  public  relations 
agency.  In  1971  he  headed  for  Silicon 
Valley.  His  career  in  communications 
led  him  to  work  for  some  of  the 
famous  Silicon  Valley  names  of  the  go- 
go  1970s  and  '80s— Intel;  ITEL,  the 
computer-leasing  shooting  star;  and 
Victor  Technology.  Grove  then  worked 
in  Los  Angeles  for  several  PR  firms, 
including  giant  Burson-Marsteller.  In 
1991  Primetime,  a  PR  firm  with  a  great 
idea  and  an  overly  costly  expense  struc- 
ture, brought  in  Grove  as  chief  operat- 
ing officer  to  turn  the  company  around. 
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.  idea  was  to  charge  its 
s  only  when  their  stories  were 
ed  in  targeted  publications.  In 
words,  it  offered  to  work  on  a 
pay-for-performance  basis.  The  idea 
has  never  caught  on  among  PR 
account  executives,  who  do  not  want 
to  relinquish  their  monthly  billing 
retainers  and  prefer  the  cannon-fodder 
approach  to  public  relations.  The 
Primetime  approach  works  only 
because  of  the  company's  specific  field: 
TV  and  print  media  placement.  It 
doesn't  do  parties,  trade  shows,  press 
releases  or  junkets.  And  it  doesn't 
charge  retainers  or  maintain  fancy 
offices.  As  a  consequence,  Primetime 
is  something  of  a  pariah  at  Public 
Relations  Society  of  America  gather- 
ings, even  though  Grove  spent  years 
working  with  traditional  PR  agencies. 

"CEOs  love  our  idea,"  Grove  chuck- 
les. "Paying  for  what  you  get  makes 
sense  to  most  businessmen,  and  most 
company  presidents  are  pretty  good  at 
that,  or  else  I  don't  want  them  for  a 
client  anyway." 

DESPITE  THE  POSITIVE  response 
from  clients,  profits  were  always  hard 
to  squeeze  out  of  the  business  because 
all  of  the  risk  was  on  the  company's 
shoulders.  If  Primetime  failed  to  get 
results  for  a  client,  it  didn't  get  paid. 
Rates  for  a  published  story  run  from 
less  than  $1,000  to  nearly  $20,000, 
depending  on  the  publication  or  TV 
program  where  it  is  placed. 

In  order  to  compete  and  succeed, 
Grove  had  to  cut  expenses  to  the  bone. 
It  didn't  take  him  long  to  realize  that 
his  best  assets  were  the  company's 
"media  representatives,"  all  former 
reporters  and  writers  who  knew  what  a 
good  pitch  looked,  sounded  and 
smelled  like.  All  of  these  reps  operated 
from  their  home  offices.  "That  let  me 
do  things  financially  that  I  simply 
couldn't  have  done  with  big  offices  and 
all  sorts  of  overhead,"  Grove  explains. 
"We  became  heavy  E-mail  users." 

The  link  was  an  in-house 
AppIeTalk  network  with  QuickMail,  a 

ixi  of  Macintosh  E-mail,  and  a  dial- 
.  ction  through  a  net  modem. 
i)  traffic  intensified  very 
media     »,  all  verbal  ex- 


journalists,  hurled  dozens  of  messages 
at  each  other.  Every  snippet  of  informa- 
tion Primetime  could  glean  from  any 
source  went  into  the  maw  to  enhance 
the  company's  pitches  for  its  clients. 
When  Grove  bought  a  Macintosh 
Powerbook  Duo  System  so  he  could 
take  his  machine  anywhere,  he  truly 
understood  how  untethered  he  could 
be.  He  kept  the  main  dock  at  home 
and  a  MiniDock  at  the  office. 

Grove  still  needed  a  phone  jack,  but 
since  he  already  had  a  cellular  phone, 
he  knew  that  it  wouldn't  be  long  before 
he  would  need  a  cellular  modem. 
When  he  was  out  making  sales  calls — 
one  of  his  main  roles — and  staying  in 
hotel  rooms,  he  was  part  of  Prime- 
time's  daily  operation  on  every  level.  "I 
was  blown  away  by  the  Duo,"  he  says. 
"I'd  really  stayed  away  from  the  tech- 
nology side  all  those  years,  and  so  I 


wasn't  some  superuser.  The  Duo  total 
ly  changed  my  attitude." 

In  1992,  when  Grove  left  for  his 
30th  high  school  reunion,  he  was  stil] 
planning  to  stay  in  Sausalito.  As  ht 
again  relived  his  glory  days,  he  had  his 
moment  of  truth.  He  could  run  Prime- 
time  from  a  farm  in  Kansas  and  ride 
his  Harley  over  the  beautiful  roads  oi 
the  American  heartland.  He  envisioned 
himself  beside  the  Hog  with  a  cell 
phone  and  laptop,  a  blown  tire  occa- 
sionally slowing  him  down.  But  never 
mind;  he  would  be  perfectly  in  touch. 

By  the  end  of  the  reunion  weekend, 
Grove  decided  that  if  he  could  let  his 
employees  work  out  of  their  homes 
wherever  they  happened  to  be,  he 
could  run  the  company  from  wherever 
he  happened  to  be,  even  if  that  was 
Kansas.  "Out  here  I  had  buddies  who 
didn't  care  what  I'd  become,"  he 


Right  stuff  for  high-tech  Hog  riders 


name  Richard  Grove/Primetime  Publicity  &  Media  and 
Consulting  Corp. 

location  Kansas  City,  Mo.,  and  Lawrence,  Kans. 

business  Public  relations  firm 

hardware  Macintosh-based  system — Quadra  605  server 
(12  megabytes  of  RAM  with  a  160-megabyte  hard  drive), 
Color  Macintosh  PowerBook  DuoDock 
System  (eight  megabytes  of  RAM 
with  a  230-megabyte  hard  drive) 
for  home  office,  MiniDock  with 
external  floppy  drive  for  downtown  office. 
Staff  use  PowerBooks,  LC  Ills  and  Quadra  650s.  Plus 
1991  Harley-Davidson  "Sturgis"  Dyna-Glide  with  modified  exhaust  system  and 
modified  rear  wheel,  21 -inch  wire  front  wheel  and  buckhorn  bars;  Porsche 
Carrera  sunglasses;  Hein  Gericke  leather  jacket;  and  Willy  G.  chaps. 

software  Microsoft  Word,  Excel  and  TouchBase  Pro. 

favorite  piece  of  equipment  DuoDock  210  laptop — "my  4.2-pound  baby." 

next  purchase  Multiport  server  modem  to  clear  up  line  congestion. 

communication  and  internet  connections  AT&T  3760  cellular  phone 
with  three-watt  booster;  ORA  Data-link;  America  Online  and 
Compuserve  for  gateways  to  Internet;  Apple 
QuickMail  for  network  communications. 

how  much  invested  Approximately  $50,000, 
"plus  $20,000  for  the  Harley." 

ADVICE  TO  ANYONE  BREAKING  AWAY 

'There's  still  time,  but  there's  no 
time  to  wait." 


When  the  producer  in  LA. 
gave  her  changes  to  the  script 
via  computer  to  the  writer  in 
New  York,  he  looked  confused, 
so  she  highlighted  the  revisions 
on  his  screen. 


Now  you  can,  too. 


Introducing  AT&T  WorldWorx™  Solutions: 
video,  voice  and  instantaneous  data 
sharing. 

It's  simple  to  use.  It's  affordable.  And 

it  enables  you  to  Al&l 

EEOJZDOES 

collaborate  on  every-  ADV^NIAGE 

thing  from  spreadsheets  to  word  process- 
ing to  design.  Because  you'll  not  only  see 
and  hear  each  other,  you'll  be  able  to 
work  on  the  same  document  at  the  same 


time,  just  as  if  you  were  sitting  next  to 
each  other  instead  of  across  the  country. 
So  you'll  be  able  to  save  time  and  make 
decisions  faster.  Which  could  be  the  busi- 
ness advantage  you've  been  waiting  for. 

So  whatever  your  business,  find  out 
how  AT&T  WorldWorx  Solutions  can  help 
you  transform  the  way  you  work  with  other 
people.   

Just  call  us  at 


1800  828-WORX. 


AW  WorldWorx' "Solutions. 
Changing  (lie  way  people  work. .  .together 


©  1994  AT&T 

WorldWorx  is  a  trademark  of  AT&T 
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.  ;  to  explain  the  attraction. 
idri'1  have  to  be  anything  other 
than  myself." 

fry  not  move  the  headquarters  to 
Kansas  City,  Mo.,  where  office  space 
was  cheap?  For  Grove,  Kansas  City  also 
had  a  great  secret:  the  airport.  "You  can 
get  anywhere  since  it  is  right  in  the 
middle  of  the  country,"  Grove  explains, 
"and  the  gates  are  within  10  yards  of 
the  exits."  The  old  satelhte  design  of 
the  airport  places  the  gates  right  next 
to  the  roadway,  allowing  fast  getaways. 

The  Groves  lived  in  San  Rafael, 
north  of  Sausalito  in  Marin  County. 
Already  a  Harley  aficionado,  he  felt 
hemmed  in  by  the  Bay  Area's  lack  of 
open  roads.  That  would  change,  he 
mused,  if  only  he  could  entice  the  fam- 
dy  to  Kansas.  Grove's  son  from  his  first 
marriage  was  already  planning  to 
attend  the  University  of  Kansas.  The 
university  is  located  about  30  miles 
away  from  Kansas  City  in  Lawrence,  a 
town  with  a  rich  past. 

Originally  a  liberal  settlement 
founded  by  a  group  of  antislavery  free- 
stater  idealists  from  Massachusetts, 
Lawrence  was  on  the  front  lines  of  the 
sldrnnshing  that  started  the  Civd  War. 
In  the  Missouri-Kansas  border  wars  of 
the  mid- 1860s,  Quantrill's  Raiders 
stormed  the  town,  burning  the  down- 
town to  the  ground.  John  Brown  oper- 
ated his  antislavery  crusade  from 
Osawatomie,  40  miles  away.  Slaves 
were  spirited  from  farm  to  farm  along 
the  west  bank  of  the  Missouri  River 
into  Nebraska  and  then  to  the  North. 

A  century  later,  Lawrence  was  a 
magnet  for  Beat  Generation  writers  and 
artists.  The  town's  most  infamous  cur- 
rent denizen  is  William  Burroughs.  In 
the  countercultural  '60s,  it  became  a 
Midwest  center  for  disaffected  youth. 
Today  Lawrence  is  a  peaceful  college 
town  with  a  population  of  30,000. 
Gathering  places  range  from  trendy 
dance  clubs  to  slam-dancing  dives  to 
venues  for  jazz  performances  and  poetry 
readings.  It  also  has  movie  theaters — 
both  fhst-run  and  revival  houses — nice 
restaurants  and  pleasant  people. 

[n  May  1992  Dick  and  his  wife 
a  traveled  to  Kansas  on  a  scouting 
trip  She  wasn't  sure  she  could  ever 

irn  to  like  the  seemingly  endless 


acres  of  plowed  and  cultivated  fields, 
the  roads  undulating  over  the  monoto- 
nous hills  and  the  small,  dozy  towns 
with  diners  and  farm-implement  deal- 
ers. She  had  grown  up  in  Pacifica,  a 
beach  town  perched  among  sand  dunes 
along  the  Pacific  Ocean,  just  south  of 
San  Francisco. 

The  Groves  stayed  in  Lawrence  at 
the  Eldridge  Hotel,  the  big  hotel  that 
had  been  burned  by  Quantrill's  Raiders 
and  twice  rebiult.  As  Teresa  sat  at  the 
hotel  window  on  that  hot  spring  day,  a 
small  marching  band  came  up  the 
street.  "Maybe  it  was  a  Mother's  Day 
parade,"  she  remembers,  "something 
so  corny  and  pure  that  you  couldn't 
help  but  smile."  It  was  then  that  she 
decided  she  could  live  out  there  in 
Kansas.  "All  those  fields  of  corn  and 
wheat  and  soybeans — well,  if  you 
squint  your  eyes  they're  sort  of  like  the 
ocean,"  she  says,  with  only  a  hint  of 
irony  sparkling  in  her  eyes. 

ONCE  TERESA  approved,  Grove  wast- 
ed no  time  finding  the  right  property, 
an  old  farmstead  near  a  walnut  grove 
along  a  bend  of  the  Kansas  River. 
According  to  local  legend,  it  was  the 
place  where  an  advance  rider  corning  to 
warn  the  town  of  Quantrill's  imminent 
arrival  had  his  horse  die  under  him. 


The  farmhouse  and  its  bam  had  bee 
abandoned  for  10  or  20  years,  since  tfJ  i 
death  of  the  last  "widder"  woman  ten  1 
ant.  A  neighboring  man  worked  thJ  I 
attached  farmland.  The  arrangemen  I 
hadn't  changed  for  years,  and  Gro\n 
decided  to  continue  it,  taking  one-  thir 
of  the  profits  as  his  split.  A  develops 
had  already  rebudt  the  fannhouse  an 
was  willing  to  negotiate.  The  purchas 
price,  mcluding  30  acres,  was  $225,000 1 

The  Groves  moved  into  the  farmlr 

1  k 

house  in  the  summer  of  1993.  Acros 

IE 

the  yard  from  the  house,  Grove  budt 
garage  with  an  office.  He  works  her 
two  or  three  days  a  week,  commutin,  Bl 
to  the  downtown  office  one  or  two 
days — when  he's  not  on  the  road.  A 
satellite  dish  on  the  grounds  allow: 
Grove,  the  media  junkie,  to  tune  inti 
hundreds  of  stations.  Teresa,  a  freej 
lance  trade-show  coordinator  with  he! 
own  group  of  clients,  also  travels  fo:t 
work.  So  far  she  claims  not  to  miss  the 
Bay  Area,  except  for  her  family. 

The  Groves  are  getting  used  to  thq 
different  pace  of  life  and  the  solitude 
They've  put  in  a  corral  for  a  couple  oi 
horses.  Grove  has  cleaned  up  the 
hayloft  basketball  court,  a  fixture  ol 
many  old  bams.  As  they  have  explored 
the  property,  they've  unearthed  ole 
plows  and  wagon  wheels  and  arrow- 
heads. They  take  walks  in  the  woods— 
their  woods. 

After  reaffirming  his  life  change  that 
day  during  his  week-long  motorcycle 
trip,  Grove  pitches  camp  with  his  com- 
panions just  outside  of  Moab,  a  town  in 
southeastern  Utah  surrounded  by  some 
of  the  most  glorious  vistas  in  the  coun- 
try. As  they  settle  into  their  sleeping 
bags  for  the  night  and  swap  road  sto- 
ries, Grove  nestles  up  to  his  computer 
and  tries  to  log  onto  the  company  net- 
work. He  isn't  holding  out  much  hope,, 
but  why  not  try  again? 

The  stars  are  clearer  and  the  sky 
bigger  than  he  has  ever  seen.  The  only 
light  comes  from  his  faintly  humming, 
portable.  His  Harley  is  parked  a  few 
feet  away.  Dick  Grove  is  in  heaven. 
When  he  hears  the  electronic  hand- 
shaking of  the  two  machines,  he  is  in 
touch  with  all  of  bis  dozen  employees 
and  most  of  his  clients.  It's  just  anoth- 
er day  at  the  office.  ASflP 


Forbes  ASAP 
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,b  Ah  Khaimah  •  A  J  M  AN  •  Fujairah  •  Umm  Al  Qaiwain 


uccess 


ture  Prospe 


le  United  Arab  Emirates  ( U A E )  is 
ie  of  the  world's  economic  success 
bries.  Within  only  twenty  years  it 
is  become:  first,  one  of  the  world's 
ain  oil  producers;  second,  a  diverse 
'id  sophisticated  economy;  third, 
le  of  the  few  world  scale  trading 
abs  in  the  global  economy;  fourth, 
emerging  oil-powered  tiger 
ronomy;  fifth,  a  country  of  and  for 
atrepreneurs,  full  of  business  vigor 
hd  with  a  very  congenial  lifestyle. 

ORE  THAN  OIL 

ie  federation  of  the  United  Arab 
lirates  was  formed  in  1971-72  by  the 
urates  of  Abu  Dhabi,  Dubai,  Sharjah, 
as  Al  Khaimah,  Ajman,  Fujairah  and 
mm  Al  Qaiwain.  The  largest  is  Abu 
habi,  then  Dubai  and  Sharjah,  and  the 
her  four  are  often  grouped  as  the 
orthern  Emirates.  The  political  and 
Iministrative  structure  means  that 
isiness  executives  need  to  deal  at  both 
ie  federal  and  emirate  ('state')  level, 
hich  is  readily  understood  by 
mericans. 

The  UAE  is  often  thought  of  as  a 
roup  of  small  city-states,  but  in  fact  it 
as  a  total  land  area  of  84,000  square 
ilometers  (which  makes  it  larger  than 


Holland  and  Belgium  combined),  a 
population  of  just  over  2  million,  with  a 
total  GDP  of  $36  billion  (larger  than 
such  countries  as  Chile,  Hungary  or  the 
Czech  Republic)  giving  a  high  per  capita 
GDP  of  more  than  $18,000.  This  wealth 
is  derived  from  more  than  oil  —  the  non- 
oil  sector  forms  over  60%  of  total  GDP, 
and  has  been  growing  much  faster  than 


Abu  Dhabi  is  truly  a  garden  city 

the  oil  sector.  The  leading  economic 
indicators  are  good,  there  are:  balance  ol 
payments  surplus,  low  inflation  and 
good  foreign  reserves,  and  the  govern- 
ment budget  deficit  is  manageable. 

Oil  is  a  relative  newcomer  to  the  UAE 
economy,  first  discovered  in  1958  and 
mostly  developed  after  1966.  Most  of 


the  oil  is  in  Abu  Dhabi,  and  the  UAE 
has  a  current  OPEC  quota  of  2.1  million 
barrels  per  day,  with  10%  of  the  world's 
total  oil  reserves,  and  5%  of  the  gas 
reserves,  estimated  to  last  for  110  years 
at  current  production  levels.  The 
economy  has  diversified  significantly:  oil 
accounts  for  39%  of  GDP,  government 
services  for  11%,  trade  10%, 
construction  9%,  manufacturing  8%, 
real  estate  6%  and  financial  services  5%. 

The  UAE  has  enjoyed  an  economic 
boom  after  the  Kuwait  crisis:  non-oil 
GDP  grew  at  6.5%  in  1991,  7%  in 
1992,  and  cooled  to  4.5%  in  1993  and 
an  estimated  lower  but  healthy  3%  in 
1994.  Recent  growth  has  contributed  to 
the  diversification  of  the  economy  -  in 
1993  manufacturing  expanded  by  9-5%, 
construction  by  4.1%  and  the  financial 
sector  by  3.5%. 

FROM  REGIONAL  GATEWAY 
TO  GLOBAL  HUB 

International  trading  has  always  been 
big  business  in  the  UAE,  which  should 
be  seen  as  the  gateway  to  consumers  not 
only  in  the  Middle  East  but  also  South 
Asia,  East  and  Southern  Africa,  and  the 
Former  Soviet  Union.  In  1993  more 
than  450,000  visitors  came  to  the  UAE 
from  the  Former  Soviet  Union  and  spent 


THERE  ARE  46  UAE  BANKS  BUT  ONLY  ONE  IS  GREEN. 


With  full  range  of  products/services:  •  Retail  Banking  •  Project  Finance  •  Trade  Finance 
Foreign  Exchange  •  Electronic  Banking  •  Customer  Service  Programme 
Committed  to  the  community  and  the  protection  of  endangered  species  in  the  UAE. 


UNION  NATIONAL  BANK 

Tel:  Oil  9712  321600  Fax:  Oil  9712  331709 
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■  ostly  on  consumer 
back  home.  UAE  traders 
•  ight  forwarding  links 
r  Khazakstan,  and  Uzbek- 
i i  licdce  the  trade  between  these 
3  and  the  UAE  warm  water 
.  nidi  can   supply   them.  Re- 
exports co  the  Gull  Cooperation  Council 


common  market  (comprised  of  Bahrain, 
Kuwait,  Oman,  Qatar  and  Saudi  Arabia 
as  well  as  the  UAE)  rose  to  an  estimated 
$1.65  billion,  with  over  $900  million  to 
Iran,  $253  million  to  Hong  Kong  and 
Singapore,  $250  million  to  India  and 
Pakistan,  $95  million  to  Yemen,  and 
smaller  amounts  to  diverse  destinations 
such  as  Poland  ($35  million),  Tanzania 
and  Mozambique  ($46  million),  and  the 
U.S.  ($50  million). 

The  UAE  has  created  a  special 
geographical  hub  between  Europe  and 


Singapore:  it  is  served  by  over  100 
shipping  lines  and  90  airlines,  excellent 
telecommunications,  and  the  time  zone 
is  midway  between  GMT  and  Tokyo. 
The  Jebel  Ali  Free  Zone  in  the  Emirate 
ot  Dubai  exemplifies  the  global  trading 
of  the  UAE;  it  is  now  one  of  the  15 
largest  container  ports  in  the  world,  and 
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the  new  Air  Cargo  Village  is  integrated 
with  the  seaports  to  make  Dubai  the 
second-largest  air-sea  port  in  the  world 
after  Seattle.  But  the  secret  of  its  success 
is  not  just  the  excellent  infrastructure  — 
it  includes  commitment  to  efficiency 
and  the  absence  of  red-tape.  Jebel  Ali  is 
designed  to  be  a  hassle-free  and  high- 
technology  zone,  with  a  computerized 
sea  container  information  system  and 
state-of-the-art  container  tracking 
system  at  the  Air  Cargo  Village.  The 
results    speak    for    themselves:  630 


companies  are  now  operating  in  the  Fre 
Zone,   compared   to   250   before  th 
Kuwait    crisis;    transit    time  for 
container  from  ship-side  to  air-side  i 
four  to  six  hours. 

The  service  concept  of  Jebel  Ali  ha 
moved  on  from  being  a  gateway  to  th 
Gulf  to  being  a  global  hub,  providing 
total  solution  of  excellent  transport 
warehousing  and  manufacturing  facil 
ities  for  companies  that  need  globj 
logistics  management  as  a  key  succes 
factor.  For  example,  both  Honda  an 
Nissan  have  their  regional  supply,  service 
and  training  centers  in  Jebel  Ali,  an 
Acer  now  assembles  as  well  as  distria 
utes  its  computers  from  the  Free  Zone. 

The  UAE  is  also  a  world  scale  busines 
center.  Many  international  companiej 
and  government  trade  organization 
have  set  up  regional  headquarters  therq 
attracted  by  the  availability  of  good  svA 
and  facilities,  the  supportive  businesl 
environment,  comfortable  lifestyle  ani 
rapid  worldwide  communications.  Thj 
Australian  Trade  Commission,  fo| 
example,  covers  a  territory  from 
Vladidvostok  to  Capetown  from  itjl 
regional  base  in  Dubai. 

DIVERSIFIED  FUTURE  GROWTH 

The  UAE  has  all  the  prerequisites  fo 
rapid  growth  as  a  newly  industrialize<j 
economy  and  emerging  market:  a  strona 
economic  foundation  of  oil,  excelleni 
physical  infrastructure,  political  stability 
a  free  enterprise  system,  and  j 
productive,  cosmopolitan  workforce,  lea 
by  a  long-established  and  highlj 
entrepreneurial  indigenous  busines 
community.  Future  development  will  bi 
broadly  based  on  trade,  oil,  industry! 
construction  and  real  estate,  busines) 
and  financial  services,  travel  anc 
tourism.  The  UAE  government  follow) 
a  free-market  policy  and  concentrates  oil 
stimulating  growth  through  providing  i 


Jebel  Ali  is  a  100  square  kilometer  duty  free  zone 


TRANS  WORLD  OIL  SOURCES  COMPANY 

(TWOS) 

YOUR  PROFESSIONAL  LOCAL  GUIDE  TO  THE  OIL  MARKET 

Specialist  in  the  import  and  trade  of  all  goods  and  services  related  to  On/Offshore  Oil  and  Gas  Operations. 
Our  concerns  include  Commercial  Agencies,  Petroleum  Consultancy  and  Project  Management. 

Range  of  goods  and  services 

•  Valves  &  Actuators  •    Commercial  Consultancy 

•  Heat  Exchangers  •  Insulation 

•  Pumps  •  Refractory 

•  Air  &  Gas  Compressors  •    Metering  &  Control  Systems 

•  Marine  Equipment  •    Pipes,  Flanges  &  Fittings 

•  Instrumentation  &  Process  Control  •    Hydraulic  Hoses  &  Fittings 

•  Project  Management 


TEL:  00971  2  793325    /    FAX:  00971  2  786833 
P.O.  BOX  7  0  60,  ABU  DHABI,  UNITED  ARAB  EMIRATES 


He  hasn't  paid  tax  since  1987. 

He  transfers  his  money 
overseas. 

He's  known  through  the 
Middle  East. 

And  the  only  auditor  looking 
for  him  is  his  golf  partner. 


Smart  move.  He  controls  his  empire  from  Jebel  Ali  Free  Zone. 
Dubai,  the  marketing  hub  for  1 .3  billion  consumers. 
With  100%  foreign  ownership  and  no  Corporation  Tax  for  15  years. 
Also,  thanks  to  the  Free  Zone  Authority,  staff  recruitment  isn't  too  taxing,  either. 
Overheads  are  minimal.  Profits  are  maximised. 
His  business  ?  It's  not  a  million  miles  away  from  yours. 

FREEDOM    TO    DO  BUSINESS 

Marketing  Dept.09,  P.O.Box  17000,  Dubai,  U.A.E.  Tel:  04-815000,  Fax:  04-8l6093,Tlx:  47398  DPA  EM 


For  customer  service 
or  marketing  requirements  contact: 


Jebel  Ali  Free  Zone 
Authority 


>  ittvironment,  investing 
r  .    and  minimizing 
intervention  (in  particular, 

rial  trading  and  distribution 
Lie  to  be  one  main  source  of 
tot  growth  as  the  UAE 
consolidates  its  position  as  a  global  hub. 
Similarly,  as  more  business  services  and 
corporate  regional  offices  are  attracted  to 
locate  in  the  UAE,  the  message  is  going 
out  that  no  truly  international  company 
in  finance,  law,  information  technology 
or  other  service,  can  afford  not  to  have  a 
presence  there.  Thus  the  financial  and 
business  services  sector  is  forecast  to 
grow  throughout  the  1990s,  as  more 
companies  gain  from  their  synergies  in 
the  same  location  and  as  the 
institutional  structure  of  the  UAE  is 
strengthened.  A  new  copyright  law  is  to 
be  enacted  in  the  late  summer  of  1994, 
the  UAE  has  recently  joined  GATT, 
while  the  new  stock  market  and 
financial  regulations  will  provide  a  clear 
legal  framework  for  future  growth.  Oil 
will  also  be  a  growth  area:  there  are 
programs  to  increase  sustainable 
capacity  to  2.6  million  barrels  a  day, 
expand  refining  and  increase  gas 
gathering  capacity,  and  foreign  private 
oil  companies  are  welcomed  in  the  UAE 
oil  sector.  Oil  services  are  already  well 
provided,  and  the  prospects  for  future 
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expansion  are  good,  as  the  whole  Gulf 
region  becomes  even  more  important  in 
the  world  oil  market,  and  as  the 
upstream  and  downstream  capacities  and 
maintenance  needs  are  extended. 

Physical  infrastructure  is  stimulated 
by  government  and  private  investments. 
The    aggressive    climate  necessitates 


International  Golf-Course,  Dubai 


rebuilding,  so  construction  in  Abu 
Dhabi  City  has  been  at  a  rate  of  250 
storeys  of  high  rise  buildings  per  month 
—  equivalent  to  25  New  York  World 
Trade  Centers  per  year  -  while  Dubai 
has  promoted  a  huge  commercial  and 
residential  complex  outside  the  city 


\  Abu  Dhabi  International  Exhibitions 

ADivwofAbuD^ 

EVENTS  ORGANIZED  IN  ABU  DHABI 

EVENT  NAME 

FULL  NAME/DESCRIPTION 

SECTORS 

1904 

1996 

ADIPEC 

Abu  Dhabi  International 
Petroleum  Exhibition  & 
Conference 

Petroleum  Industry,  Gas  Industry,  Petrochemical  Industry, 
Tube-  and  Pipelines,  Processing  Equipment  &  Services, 
etc 

16-19  October 

13-16  October 

ISLE 

International  Sports  & 
Leisure  Exhibition 

Amusement  Industry,  Sports  &  Leisure,  Balneology,  Sports 
Facilities,  Camping,  Do- It -Yourself ,  Hobbies,  elc. 

07-11  November 

11-15  November 

GIF 

Gull  Tourism  Fair 

Travel  &  Tourism,  In-  &  Oul-Bound,  Related  Apparel  & 
Equipment,  Boals.  Camping  &  Salah  Tours,  Packages, 

etc. 

07-1 1  November 

11-15  November 

AGROFBH 

The  International  Exhibition  lor 
Agriculture  &  Fisheries 

Agnculiure,  Animal  Breeding,  Fishery  Industnes, 
Agncullural  Machinery,  Dairy  Production,  Irngalion,  elc. 

16-19  January 
(1995) 

10-13  February 
(1997) 

ENVIRO 

The  Iniernational  Exhibition  lor 
Environmental  Protection 

Environmental  Protection  Services,  Materials  &  Equipment, 
Pollution  Control,  etc. 

16-19  January 
(1995) 

10-13  February 
(1997) 

GULF  AQUA 
EXPO 

Gull  Water  &  Aquanautics 
Exposition 

Water  Resources,  Desalination  Equipment,  Purification 
Equipment,  Related  Consultancy  Services,  etc. 

16-19  January 
(1995) 

10-13  February 
(1997) 

ADIF 

Abu  Dhabi  Iniernational  Fair 

General  Trade  Fair,  National  Pavilions,  Cultural  Displays, 
Consumer  &  Commercial  Services,  etc 

26  April— 04  May 
(1995) 

12-19  April 
(1997) 

FIGEX 

Gull  Finance  Exhibition 

Financial  Services,  Banking,  Setting  Up  A  Business,  Real 
Estale,  Insurance,  Franchising  &  Offset.  Management,  etc 

09-12  May 
(1995) 

06-09  October 
(1997) 

PROTEX 

The  International  Protection  & 
Safety  Exhibition 

Safely  &  Secunty  for  Installations  &  Individuals,  Industrial 
Satety.  Fire  Protection,  Insurance,  etc. 

09-12  October 
(1995) 

06-09  October 
(1997) 

j  AUVtFO 

:  _   

Ttie  International  Exhibition  for 
AudO,  Video  &  Photography 

Audio  &  Hi-Fi  Equipment,  Video  Equipment,  Television 
Equipment,  Films,  Laser  &  Optical  Equipment,  etc. 

13-16  November 
(1995) 

10-13  November 
(1997) 

t>  !n-9rnationa!  Exhibition  lor 
i motion  Technology 

Graphic  Arts,  Advertising,  Markelmg,  Publishing,  Internal 
Communications,  PC  Graphics,  Arts  &  Cralts,  etc. 

13-16  November 
(1995) 

13-16  November 
(1997) 

Tl*  InVnalional  E>  libWon  lor 
Painls  Pfcslics.  PrinSng, 
Packaging,  Papers  Prens 

Pamis,  Plastics,  Pnnling,  Packaging,  Paper,  Press 
Equipment,  and  Related  Services. 

13-16  November 
(1995) 

13-16  November 
(1997) 

Exhibitions,  P  0  Box:  SS46.  Abu  Dhabi,  Umled  Arab  Emirates.  Tel  971/2/446900,  Fax:  971/2/446135 
T'td»  Fek\  Place  de  Belgique,  B-1020  BRUSSELS,  (Belgium),  Tel.  32/2/4770576,  Fax  32/2/4770465 

center  as  a  new  growth  node.  There  is 
major  expansion  program  under  way  i 
increase  power  generating  capacity,  ar 
construction  will  soon  start  on  a  ne 
super-highway  between  Abu  Dhabi  ar 
Dubai.  Abu  Dhabi  will  build  a  j 
billion  leisure  complex  on  one  of  tl 
city's  islands,  and  will  develop  a  ne 
suburb  on  a  neighboring  island,  whit 
will  accommodate  a  population 
20,000. 

Manufacturing  has  grown  especial 
rapidly  in  the  last  year,  and  can  t 
expected  to  play  a  greater  role  in  tl 
future  diversification  of  the  UAE.  The 
are  some  large-scale  heavy  industries,  i 
particular  fertilizers,  gas,  aluminum  an 
cement,  but  most  of  the  1,600  factorif 
are  light  industries.  These  have  carved 
special  niche,  either  serving  the  region; 
market    (for    example    in  buildin) 
materials),  international  markets  (textil 
companies  have  taken  advantage  of  tn 
Multi-Fiber    Agreement    quotas  t 
establish  a  thriving  export  trade),  or 
specialized  market  segment  (a  Britis 
company  assembles  luxury  sports  caj 
and  vehicle  spare  parts  in  Jebel  Ali,  wit 
costs  estimated  at  20%  lower  than  in  th 
UK).     The     UAE     industries  hav 
developed  their  international  competi 
tive  advantage  without  protection,  base 
on  a  combination  of  low-cost  energi 
capital,   imported   skilled   labor  an 
management,  and  logistical  efficiency.  I 
1993,  the  Emirates  Industrial  Bank  wd 
reorganized    to   assist  manufacturinj 
investment  throughout  the  UAE;  tbJ 
Economics  Department  of  the  Emirat 
of  Abu  Dhabi  has  prepared  a  long  rang 
strategy  for  industrial  diversification  anJ 
will  develop  two  new  industrial  parks 
The   Abu   Dhabi  government-ownei 
General  Industry  Corporation  plans  V 
privatize    its    existing    portfolio  o| 
factories,  and  will  concentrate  on  th 
development  of  a  new  generation  d 
projects     to     lead     the  industrial 
diversification   of  the   Emirate.  Th 
Offset  Program  is  designed  to  foste 
high   technology   projects  within 
connected  to  the  UAE. 
Agriculture  and  fishing  account  for  onl] 
2%  of  GDP,  but  still  offer  numerou; 
niche  growth  opportunities  which  havi 
not  yet  been  fully  exploited,  such  as  it 
packaging  and  preparation  to  expor 
standards,  luxury  fruit  and  vegetables 
shrimp  farming  and  deep  sea  fishing 
from  the  Arabian  Sea  coast  emirates 

The  hospitality  industry  is  also  set  fo 
growth.  The  UAE  has  positioned  itse 
as  a  holiday  destination  for  European: 
seeking  winter  sun,  and  Middle 
Easterners  seeking  all  the  recreation 
facilities.  Forty  four  German  and  eighl 
American  tour  companies  offer  vacation 
packages  in  the  UAE,  and  in  1993  th< 
Dubai  hotels  alone  exceeded  one  millior 
visitor  nights.  Shopping  is  a  majoi 
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fraction  for  visitors  and  resident ; 
e  average  spend  per  visitor  in  !  99  i 
s  $848,  compared  to  $55-1 
gapore  and  $449  in  Hong  Kong. 
E  is  also  popular  for  conventions  and 
ibitions,  including  several  that  have 
ome  international  events,  such  as  the 
bai  Motor  Show,  the  Dubai  Air  Show, 
the  second  Abu  Dhabi  International 
fense  Exhibition  and  Conference  in 
rch  1995,  which  is  the  only  truly 
ernational  combined  naval  and 
litary  equipment  exhibition.  This  was 
ated  because  the  Abu  Dhabi 
vernment  perceived  that  it  could 
vide  a  deep  port  for  warships,  and  a 
kilometer  long  live  firing  range 
thin  a  half  hour  drive  of  an 
[ternational  standard  exhibition  and 
lference  center,  in  a  region  with  a  $60 
llion  market  for  military  equipment. 
|The  financial  sector  is  also  on  course 
future  growth.  A  new  Stock  Market 
j|W  is  due  for  publication  in  September 
|>94,  and  a  formal  stock  exchange  is 
cely  early  in  1995.  This  will  certainly 
ike  a  significant  contribution  to  the 
Sowth  of  the  UAE  financial  sector  - 
|d  also  to  the  emerging  market  in  the 
lole  GCC  area.  The  enormous  financial 
|sources  of  the  private  sector  in  the 
iE  and  the  GCC  will  make  this  one  of 
le  world's  most  dynamic  financial 
|arkets  in  the  1990s.  The  difficulties 
ith  BCCI  are  under  control  and  have 
ben  put  in  the  past,  and  the  financial 
Ictor  is  very  confident  for  the  future. 

[FES TYLE  AND  BUSINESS 
EILTHRE 

ithout  doubt,  part  of  the  secret  of  the 
ccess  of  the  UAE  is  its  lifestyle  and 
siness  culture.  There  are  few  places  in 
e  world  which  are  as  cosmopolitan, 
cure  and  congenial  and  have  that 
definable  but  vital  buzz,  where  it 
ems  that  everyone  is  hard  at  work  and 
ay.  The  UAE  government  provides 
litical  and  social  security.  The  country 
firmly  rooted  in  and  very  proud  of  its 
rong  Islamic  Arabian  cultural  heritage 
d  sincerely  welcomes  foreigners  from 
1  parts  of  the  world.  Recreational 
cilities  are  superb,  and,  in  keeping 
ith  the  entrepreneurial  spirit  of  the 
untry,    have    been    developed  into 
ternational    events    that  encourage 
urism.  The  Dubai  Desert  Classic  is  one 
the    leading    international  golf 
burnaments,  the  Tennis  Open  attracts 
le  world's  top  players,  there  are  two 
lajor  international  offshore  powerboat 
ices,  and  the  Dubai  Sevens  is  one  of 
ugby    football's    main  international 
hallenges.  In  addition  to  all  the  sport, 
he  UAE  fosters  Arab  and  international 
rts  and  culture,  and  Dubai  is  building 
large  new  cultural  center,  with  a 
brary  of  a  million  books. 
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PROSPECTS  FOR  THE  FUTURE 

The  success  of  the  past  is  a  firm 
springboard  for  future  growth.  Interna- 
tional business  executives  can  expect  the 
UAE  to  build  on  its  oil  strength  to 
develop  an  advanced  and  diversified 
economy,  with  manufacturing,  trans- 
portation, distribution,  finance  and 
business  services  all  contributing  to  an 
even  wealthier  country.  The  UAE 
economy  has  progressed  under  its  own 


i  century 

impetus  through  free  enterprise.  It  has 
first  developed  its  global  niche  in  trade, 
services  and  distribution,  and  is  now 
poised  for  further  expansion  through 
integration  into  manufacturing  and 
assembly.  The  time  is  right  for  new 
investors  to  get  into  this  dynamic, 
export-oriented  economy. 
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4CKING  IT  UP 


Saving  your  vital  data  is 
just  slightly  less  important 
than  saving  your  soul,  but 
it's  a  whole  lot  easier.  As 
always,  the  devil  is  in  the 
details.  Here's  help. 

ou  don't  own  a  tape  backup 
device?  Now's  the  time  to  get 
one.  Why  bother?  Simple:  Without 
backups,  your  data  are  living  on  bor- 
rowed time,  and  your  business  could 
suffer.  Remember  those  customer 
records  that  were  carefully  typed  into  a 
database?  What  would  happen  if  this 
information  were  to  disappear  tomor- 
row? If  losing  critical  data  would  put 
your  company  out  of  business,  it  is 
time  to  put  backup  procedures  in 
place. 

We  recommend  magnetic  tape 
drives.  Not  an  exotic  technology,  but 
it's  easily  the  cheapest,  most  portable 
and  most  secure  means  of  data  storage. 
There  are  tape  drives  to  satisfy  any 
budget,  with  prices  from  a  few  hundred 
to  several  thousand  dollars.  Moreover, 
the  procedures  for  backing  up  data  are 
simple  once  you  figure  out  the  configu- 
ration that  suits  your  situation  and 
determine  the  data  you  need  to  copy. 

Here  is  a  series  of  questions  to  help 
you  get  started. 

IWhat  data  need  to  be  backed 
up  and  when?  The  hardest  part  of 
using  backups  is  putting  together  a 
solid  plan  to  copy  the  right  informa- 
tion at  the  right  times.  The  goal 
should  be  a  process  "that  is  religious, 
reliable  and  easy  to  do,"  says  Jeffrey 
Kuncc,  engineering  systems  coordina- 
tor for  the  Missouri  State  Department 
mservation  in    fferson  City. 


First,  calculate  how  much  data 
changes  over  time.  If  payroll  data  are 
touched  only  every  other  week,  you 
don't  need  to  make  backups  more 
often  than  that.  If  your  customer  data- 
base is  updated  every  hour,  daily  or 
even  twice-daily  backups  are  called  for. 

Next,  you  need  to  match  your 
backup  routines  to  these  periods  of 
change.  A  good  rule  of  thumb  is  to 
schedule  backups  of  network  servers  at 
night,  when  little  other  activity  is  on 
the  network.  "It  is  best  to  have  the 
system  backup  scheduled  for  off-hours. 
That  way  most  users  will  be  off  the 


system,"  says  Nate  Van  Der  Weide, 
president  of  Computer  Solutions  Ltd., 
a  systems  integrator  in  Iowa  City, 
Iowa,  which  has  designed  networks  for 
numerous  businesses. 

"Our  network  backup  typically 
runs  from  midnight  until  2  a.m.,  and 
our  operations  are  such  that  no  one  is 
working  during  that  time  period,"  says 
Taylor  Horst,  infonnation  manager  for 
the  University  of  New  Mexico  Press  in 
Albuquerque.  The  Press  has  mostly 
Windows  PCs  on  a  NetWare  network. 

Backups  can  be  made  by  two  dis- 
tinct methods:  incremental  copying  and 
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b  copying  an  entire  system.  The  fo  ier 
wntails  copying  only  the  data  that  have 
^phanged  since  the  last  backup.  This 
ipproach  saves  time  and  tapes,  but  can 
Ijne  confusing  if  you  try  to  find  in  the 
ipackup  a  particular  file  that  needs  to  be 
Jl-estored.  The  latter  method  is  easier  to 
■nanage — you  just  copy  all  data  onto  a 
■set  of  tapes — but  can  take  more  time. 
■"We  do  nightly  incrementals  and  week- 
Ill  ly  full  backups,  and  then  keep  the  tapes 
■for  a  year,"  says  Bill  Lawrence,  a  net- 
■work  supervisor  at  the  San  Onofre 
■Nuclear  Generating  Station  of  Southern 
California  Edison,   San  Clemente. 
"Baloney,"  argues  Horst.  "Stay  away 
from  incremental  backups.  They  are 
such  a  pain  when  attempting  a  restore." 

Finally,  you  need  to  calculate  how 
many  megabytes  of  data  change  so  that 
you  can  match  the  backup  equipment 
to  this  load.  "It's  not  dependent  on 
how  many  workstations  you  have.  It's 
dependent  on  how  much  data  you 
have,"  says  Van  Der  Weide. 

2 What  do  you  need  to  buy?  Less 
expensive  tape  drives  start  at 
street  prices  of  around  $200. 
These  low-end  drives,  such  as  those 
available  from  Colorado  Memory  Sys- 
tems Inc.,  Loveland,  Colo.,  use  quarter- 
inch  cartridge  tapes  that  can  store  100 
to  500  megabytes  of  data.  More  expen- 
sive models,  such  as  those  from 
Exabyte,  can  cost  $1,000  or  more. 
These  use  digital  audiotape  or  data- 
grade  8mm  tapes  that  can  hold  up  to 
10  gigabytes. 

"For  fewer  than  300  megabytes,  we 
recommend  Mountain  Network  Solu- 
tions' (Scotts  Valley,  Calif.)  FS8500 
drives,"  says  Van  Der  Weide.  "For 
backups  between  300  and  800 
megabytes,  we  recommend  Colorado 
Memory  Systems'  PowerTape.  And  for 
anything  more  than  a  gigabyte,  we  rec- 
ommend Hewlett  Packard's  JetStore 
digital  audiotape  drives." 

Tape  drives  can  be  connected  to 
i !  computers  in  a  variety  of  ways:  via  the 
i  parallel  port  (as  with  the  Backpack 
I  from  MicroSolutions,  DeKalb,  111.);  by  a 
:  special  controller  card  that  comes  with 
the  tape  drive;  or  with  standard  small 
computer  systems  interface  (SCSI)  con- 
troller cards.  "For  reliable  performance, 
i  we  stick  with  name-brand  controller 


cards  such  as  Adaptec's,"  says  Van  Der 
Weide. 

Backup  software,  such  as  the  prod- 
ucts from  Colorado  Memory,  some- 
times comes  with  the  tape  drive.  In 
other  cases  it  is  a  separate  purchase. 
Consider  software  carefully — it  is  prob- 
ably the  most  important  piece  of  the 
puzzle.  All  the  corporate  sources  inter- 
viewed agree  that  ease  of  use  and  reli- 
able operation  are  two  critical  factors 
in  picking  backup  software. 

The  four  largest  tape  backup  soft- 
ware vendors  are  Cheyenne  Software 
Inc.,  Conner  Storage  Systems  (formerly 
Maynard),  Palindrome  Corp.  and 
Mountain.  Each  offers  both  software 
that  backs  up  servers  only  and  software 
that  also  copies  desktop  data  to  a  back- 

■■pris 

'We  do  nightly  incremental 
backups  and  weekly  full 
backups,"  says  Bill 
Lawrence.  "Baloney,"  argues 
Taylor  Horst  "Stay  away 
from  incremental  backups. 
They  are  such  a  pain  when 
attempting  a  restore." 

0  0  0  0 

up  device  attached  to  the  network. 

How  do  you  pick  the  product  that 
will  work  in  your  situation?  The  users 
interviewed  recommend  reading  trade 
publications  and  talking  to  local  deal- 
ers. "Maynard  was  recommended  by 
our  local  ComputerLand  dealer,"  says 
Horst.  "We  read  volumes  of  reviews 
from  industry  periodicals,"  adds  Van 
Der  Weide.  "We  selected  Cheyenne 
after  lots  of  testing  and  vendor  inter- 
views," says  San  Onofre's  Lawrence. 

When  choosing  the  actual  tapes, 
most  sources  agree  on  one  thing:  Fol- 
low the  tape  drive  manufacturer's  rec- 
ommendations  strictly.  "Hewlett 


Packard  recommends  3M  tapes  for 
most  applications,"  says  Van  Der 
Weide.  "We  also  use  Sony  tapes.  We 
haven't  had  any  problems  with  either 
manufacturer,  so  we  haven't  tried  any- 
thing else." 

"We  used  a  variety  of  tapes  early 
on,"  says  Horst,  "but  found  that  the 
tapes  sold  by  Exabyte  seemed  to  work 
best  for  the  longest  period  of  time,  and 
so  we  now  use  them  exclusively." 

3 Where  do  you  locate  the  tape 
backup  device?  You  have  two 
choices:  either  to  an  individual 
workstation  or  to  one  or  more  network 
servers.  The  difference  is  generally  a 
tradeoff  between  performance  and  con- 
venience. Workstation  backups  are 
slower  but  more  flexible,  since  you  can 
move  the  backup  device  around.  Serv- 
er-based backups  can  be  faster,  but  are 
more  troublesome  if  the  server  fails. 
"Problems  with  the  server  itself  would 
mean  you  couldn't  do  a  restore  with- 
out much  hardware  swapping  and  soft- 
ware reloading,"  says  Horst.  According 
to  David  Goodman,  network  systems 
manager  for  the  Solomon  R.  Guggen- 
heim Museum  in  New  York  City:  "If 
you  need  to  replace  a  cable  or  upgrade 
fhrnware  on  the  controller  card,  you'll 
have  to  bring  down  your  server." 

Intel  offers  an  interesting  twist.  It 
manufactures  a  complete  tape  drive 
server  with  its  own  computer  system 
that  includes  the  tape  drive,  backup 
software  and  a  network  card.  Called 
StorageExpress,  the  package  is  expen- 
sive, starting  around  $5,000.  You  mere- 
ly attach  the  tape  drive  server  to  your 
network  and  load  the  appropriate  tapes. 
"It  is  a  stable  product,  and  all  of  its 
components  are  integrated  into  one 
unit,"  says  Goodman.  "Intel  also  takes 
full  responsibility  for  supporting  all  the 
various  components." 

4 Where  do  you  store  the 
tapes?  Once  the  backup  tapes  are 
created,  you  need  to  decide  how 
they  will  be  stored.  "Off-site  storage 
must  be  a  part  of  any  organization's 
disaster  recovery  plan.  You  should 
build  it  in  as  part  of  any  managed  tape- 
rotation  scheme,"  says  Goodman.  If 
you  keep  tapes  off  premises,  you'll  be 
able  to  recover  your  data  in  the  worst 
of  circumstances.  ASAP 
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In  Massachusetts, 
Our  Business  Philosophy  Is  Simple. 
If  lfc>u'RE  Not  First,  You're  Last. 


Ever  since  the  Pilgrims  made 
Massachusetts  the  first  business 
center  of  the  New  World,  we've 
been  known  for  getting  business 
products  and  ideas  to  market  first. 

The  telephone,  computer  and 
microwave  oven,  all  were  invented 


Clean  Harhor.i ' 
Clean  Extraction 
Sy.item  created 

a  major 
breakthrough  in 
wa.ite  treatment. 


in  Massachusetts.  In  addition,  entire 
industries  have  taken  root  in  our 
fertile  soil.  The  biotechnology, 
telecommunications,  software  and 
plastics  revolutions  all  got  their  start 
here.  yj^Etk.  Today,  corporations  of 
all  sizes  are  growing  in 


Genzyine  Corp. 

and  Tuft.' 
I  'niivr.iity  were 
fir.it  to  produce 
a  human  drug 

in  the  milk 
of  genetically 
modified  goatt. 


the  Commonwealth.  In 
part,  because  we  have  the 
most  educated  work  force  in 
the  nation.  But  credit  should  also  go 
to  our  government,  for  offering  the  highest 
R&D  tax  credit  in  the  U.S.  and  tor  passing 
an  incentive  plan  ^  ^5?SLl?!iNextG^ 

which  raised  the  ^lew  Gillette  Razor 

s  investment  Tfes  High-Tech  E<Jgi 


state 

tax  credit  threefold. 


Gillette  had  one  of 


hiitory'.i  mo.it  ,iucce.uful 
new  product  launches  for  iti 
Sen-ior®  ohavutg  .iy.itenu 


For  details  about 
investment  incentives 
and  to  find  out  if  your  company  qualifies, 
call  the  Massachusetts  Office  of  Business 
Development  at  1-800-5-CAPITAL.  And 
remember,  you  saw  it  here  first. 
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The  Venture  Capital 


By   Gene  Koprowski 


NEBINGAMAN 


The  assistant  attorney  general  for  antitrust  discloses  her  operating  philosophy  of 
monopolies  in  the  Information  Age  and  her  belief  that  trade  restriction  is  prevalent. 


As  A  self-appointed  New  Democrat, 
Bill  Clinton  arrived  in  Washington, 
D.C.,  posing  as  someone  attuned  to  the 
technology  business  and  the  promise  of 
rapid  advances  in  the  Information  Age. 
He  made  a  great  show  of  his  friend- 
ships with  the  techno-glitterati  and 
gave  John  Sculley  a  prominent  seat  at 
his  first  State  of  the  Union  address. 
Clinton  even  had  an  E-mail  address — 
president@whitehouse.gov — installed  at 
the  White  House. 

Today  Clinton's  technology  compe- 
tition policies  are  taking  their  lead 
from  a  decidedly  different  era — the 
New  Deal.  Anne  K.  Bingaman,  the 
assistant  attorney  general  for  antitrust 
at  the  Department  of  Justice,  has  inter- 
vened in  an  array  of  technology  busi- 
ness deals  since  she  took  office  a  little 
more  than  a  year  ago — with  Clinton's 
blessing.  She  stopped  the  proposed 
merger  of  Tele-Communications  Inc. 
and  Liberty  Media.  She  delayed  for  a 
year  a  proposed  deal  between  MCI  and 
British  Telecommunications. 

And,  in  her  most  public  case  to  date, 
she  resurrected  antitrust  charges  against 
Microsoft  Corp.,  accusations  that  had 
been  dropped  by  the  Federal  Trade 
Commission.  During  our  interview, 
Bingaman  became  noticeably  uneasy 
whenever  Microsoft  came  up.  On  one 
occasion  her  leg  began  to  shake,  knock- 
ing the  table  several  times. 

On  July  15,  two  weeks  after  our 
conversation  in  Bingaman's  Washing- 
ton office,  Microsoft  signed  a  consent 
decree  that  will  restrict  its  licensing 
agreements  with  PC  manufacturers. 
Most  observers  think  Microsoft 
escaped  the  ordeal  unhurt. 

Bingaman  remains  undeterred.  She 
has  chosen  Thurman  Arnold,  Franklin 


W 


\e've  got  the 
richest,  most  open 
market  in  the 
world.  We  have  a  right 
to  insist  that  our  laws 
he  complied  with. " 


D.  Roosevelt's  trusted  assistant  attor- 
ney general  for  antitrust  at  the  DOJ 
from  1938  to  1943,  as  her  role  model. 
Accordingly,  she  is  increasing  staff  lev- 
els and  is  hiring  more  attorneys  and 
economists,  just  as  her  idol  did.  This 
year  she  alone  has  halted  14  mergers 
and  has  coerced  confessions  from 
another  10  companies  through  an 
amnesty  program  whereby  U.S.  firms 


surrender  themselves  to  the  antitrust 
division  if  they  think  they  may  have 
violated  the  law. 

Now  she  is  seeking  the  power  to 
subpoena  confidential  business  infor- 
mation bom  foreign  companies  that  do 
business  in  the  U.S.  If  she  thinks  for- 
eign firms  are  violating  U.S.  antitrust 
law,  they  will  be  pursued  and  prosecut- 
ed overseas.  "That  is  an  extraterritorial 
extension  of  U.S.  antitrust  law," 
observes  William  Niskanen,  chairman 
of  the  Cato  Institute,  the  libertarian 
think  tank  in  Washington  that  has 
been  monitoring  Bingaman's  actions. 
"It's  rather  spooky.  I  don't  know  where 
Bingaman  thinks  she  has  the  authority 
to  subpoena  foreign  business  docu- 
ments." It  is  also  raising  a  specter  that 
frightens  free  traders:  the  possibility 
that  the  U.S.  will  prosecute  companies 
that  outcompete  failing  U.S.  industries. 
Bingaman  denies  this  is  her  intention. 

Moreover,  the  assistant  attorney  gen- 
eral disputes  the  free-market  premise 
that  monopolies  do  not  exist  in  the 
Information  Age.  Despite  rapid  changes 
in  technology,  Bingaman  told  Forbes 
ASAP  that  companies  can  hold  a 
monopoly  for  a  "snapshot"  in  time. 
And  Bingaman  will  hold  companies 
accountable  for  those  transitory  monop- 
olies. Because  every  invention  at  its 
onset  is  a  monopoly,  Bingaman's  policy 
appears  to  be  criminalizing  innovation. 

Observes  Jay  Keyworth,  former  sci- 
ence advisor  to  President  Ronald  Rea- 
gan: "That's  an  anachronism.  The 
Intels  of  the  world  will  develop  de  facto 
standards.  These  are  transitory  monop- 
olies, but  short-lived.  The  product 
cycles  are  getting  shorter  and  shorter." 

Bingaman  discloses  her  operating 
philosophy  of  antitrust  in  the  Informa- 
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.■a  a  n  Interview 


tion  Age,  her  reasons 
for  reviving  the 
Microsoft  investigation 
and  her  belief  that 
monopolies  are  preva- 
lent in  every  U.S. 
industry  in  the  follow- 
ing talk. 


asap:  Many  business 
thinkers  say  that  the  Information  Age 
has  made  irrelevant  the  concept  of 
monopolies.  Do  you  agree? 
bingaman:  They  should  sit  in  this  chair! 
It's  just  a  fact — there  are  monopolies  in 
the  world  in  all  kinds  of  industries. 
There  are  monopolies  in  basic  indus- 
tries. Monopolies  in  supply  industries. 
Monopolies  in  service  industries.  There 
are  monopolies,  sure, 
in  technology.  They're 
just  wrong.  I  sit  here,  I 
see  the  facts,  I  see  the 
cases,  and  the  fact  is, 
we're  not  close  to  see- 
ing the  end  of  the  age 
of  monopolies. 
asap:  But  behind  the 
premise  that  there  are 
no  more  monopolies  is 
the  idea  that  technology  advances  so 
rapidly  that  no  one  can  get  a  handle  on 
the  market  for  more  than  a  few 
moments  of  time. 

bingaman:  The  fact  that  technology 
changes  quickly  doesn't  mean  that  at  a 
particular  period  of  time,  for  a  snapshot 
in  time,  there  aren't  monopolies.  Even 
though  there's  quick 
change,  relatively, 
some  barriers  to  entry 
in  industry  can  endure 
quite  a  while.  Indus- 
tries do  change  over 
time.  There's  no  ques- 
tion about  it.  Antitrust 
analysis  takes  into 
account  rapid  change 
in  assessing  whether 
the  barrier  to  entry  will  come  down 
and  whether  new  technology  will 
change  it.  But  to  simply  say  we  live  in 
an  age  of  technological  change  and  there- 
fore there's  no  such  thing  as  monopolies 
is  too  simple — and  not  right. 
asap:  The  Sherman  Antitrust  Act  was 
d  by  Coi    ess  in  1890.  At  that 


time,  legislators  were  trying  to  prohibit 
the  formation  of  trusts  and  the 
restraint  of  trade.  The  law  is  more  than 
100  years  old.  Is  it  still  relevant  today? 
bingaman:  Highly  relevant,  as  witnessed 
by  the  fact  that  countries  all  over  the 
world  today  are  copying  what  is  essen- 
tially the  Sherman  Act  for  their  own 
competition-  laws,  fust  a  year-and-a-half 
or  two  years  ago,  Mexico  passed  a  com- 
petition law  for  the  first  time  that 
embodies  many  of  the  same  concepts 
as  the  Shennan  Act. 

The  Shennan  Act  is  very  broad.  It  is 
two  sentences  long.  It  essentially  says 
there  won't  be  combinations  or  con- 
spiracies or  contracts  in  restraint  of 
trade,  and  it  says  no  person  shall 
monopolize  any  part  of  trade  or  com- 
merce. The  question  in  an  antitrust 
case  is,  Under  the  facts  of  a  particular 
case,  in  a  particular  industry,  at  a  par- 
ticular point  in  time,  has  there  been  a 
contract  or  combination  in  restraint  of 
trade — a  conspiracy?  Has  there  been  a 
monopolization,  an  attempt  at  monop- 
olization or  a  conspiracy  to  monopo- 
lize? The  reason  the  act  is  relevant 
today  is  that  it  is  so  broad.  It  is 
extremely  general  and  therefore  it  is 
extremely  adaptable  to  the  facts.  If  it 
were  more  detailed,  there  might  be  a 
problem. 

asap:  So  this  104-year-old  law  does  not 
need  to  be  changed  for  today's  informa- 
tion-based economy? 
bingaman:  No,  it  doesn't.  In  a  high-tech 
age  you  simply  have  to  take  into 
account  the  particular  facts  in  the 
industries  in  question.  Those  facts  are 
different,  certainly,  from  the  facts  of 
industries  50  years  ago.  But  the  indus- 
tries 50  years  ago  might  have  been  dif- 
ferent from  the  industries  50  years 
before  that.  The  fact  is  that  inquiries 
may  change,  but  law  itself  doesn't 
have  to. 

asap:  Is  a  company  like  Microsoft  a 
monopoly? 

bingaman:  Oh,  I  can't  talk  about  that. 
asap:  Let's  switch  gears  then.  The  Fed- 
eral Trade  Commission  dropped  its 
investigation  of  Microsoft,  and  you 
revived  it.  Is  that  fair? 
bingaman:  The  FTC  did  not  drop  it! 
They  tied  2-2,  and  we  saw  ourselves — 
and  in  fact  were  referred  to  privately  by 


the  people  at  the  FTC — as  the  fifth 
commissioner.  If  there  had  been  a  3-2 
vote  against  the  case,  we  would  not 
have  picked  it  up.  We  picked  it  up  only 
because  it  was  a  tie  vote  and  there 
were  strongly  held  opinions  on  both 
sides.  It  was  obviously  an  important 
case.  And  it  seemed  to  us  that  a  resolu- 
tion should  be  reached,  one  way  or  the 
other.  That  was  the  reasoning. 
asap.-  You  testified  on  Capitol  Hill  in 
favor  of  the  Brooks-Dingell  bill,  which 
seeks  to  let  the  Bells  into  manufactur- 
ing and  the  long-distance  market.  But  a 
fonner  law  partner  of  yours  told  me  he 
was  surprised  you  hadn't  gone  to  court 
to  change  the  competitive  picture  for 
the  Baby  Bells. 
bingaman:  Who  said  that? 
asap:  We'd  rather  not  say. 
bingaman:  (Laughs]  Oh,  so  you  don't 
reveal  your  sources!  Talk  about 
whether  there  are  monopolies — the 
regional  Bell  operating  companies  still 
have  monopolies  in  local  phone  ser- 
vice. They  have  99.8  percent  of  local 
service.  So  the  conditions  that  gave  rise 
to  the  original  AT&T  case  filed  by  the 
DOJ  in  1974  fundamentally  have  not 
changed.  Actually,  the  fact  of  the  mat- 
ter is  that  it  remains  to  be  seen  how  to 
open  the  local  loop  to  competition. 
asap:  Don't  Metropolitan  Fiber  Services 
and  the  other  alternative  services  pro- 
vide enough  competition? 
bingaman:  If  you  look  at  the  market 
share,  the  plain  answer  is  no.  That's 
just  a  fact.  I  didn't  make  it  up.  I  didn't 
have  anything  to  do  with  it.  It  is  just  a 
fact.  There  are  local  providers  in  New 
York  and  Chicago,  the  two  main  areas. 
But  for  most  of  the  country,  there  still 
is  no  alternative  to  the  Bell  companies 
for  local  service. 

asap:  Is  there  something  that  the  DOJ 
is  going  to  do  that  the  Brooks-Dingell 
bill  doesn't  do? 

bingaman:  We  have  before  us  several 
waiver  requests  that  go  to  the  issue  of 
competition  by  the  Bell  companies  in 
other  areas.  It  is  also  opening  the  local 
loop.  We're  looking  at  that  very  hard. 
Telecom  is  particularly  complex.  We 
have  underway  a  very  serious  study  of 
efforts  to  do  that.  That's  part  of  our 
mission  and  mandate. 
asap:  Will  you  go  to  court  on  behalf  of 
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the  phone  companies? 
bingaman:  Possibly,  depending  on  the 
studies  underway.  It  would  be  a 
motion  before  Judge  [Harold]  Greene. 
We  are  taking  a  very  activist  role  to  see 
what  we  can  do. 

asap:  A  consent  decree  from  the  1950s 
restrains  the  markets  that  IBM  can 
enter.  Should  the  decree  be  lifted? 


**  In  the  1994 
economy,  you  need 
more  lawyers  than 
you  had  in  1972. 
That's  the  reality** 


bingaman:  The  effect  of  lifting  the 
decree,  and  whether  it  would  harm 
competition  in  the  relevant  market,  is 
definitely  an  issue. 

asap:  You  held  up  British  Telecom's 
planned  acquisition  of  20  percent  of 
MCI  for  almost  a  year.  What  were  your 
qualms  about  that  deal? 
bingaman:  Our  concerns  were  access  to 
the  British  market  by  competing  com- 
panies. If  you  think  about  it,  it  is  sort 
of  a  similar  situation  to  what  caused 
the  AT&T  case.  You  have  a  monopoly 
in  England  which  has  the  opportunity 
to  discriminate  against  carriers  who 
want  to  hook  up.  British  Telecom/MCI 
can  delay  the  carriers  by  not  putting 
the  hookups  through  in  a  timely  fash- 
ion. It  also  can  degrade  the  quality  of 
the  calls.  There  are  all  sorts  of  ways 
that  the  regulatory  process  can  be 
manipulated.  The  British  never  had  an 
incentive  to  do  that.  They  haven't 
cared  which  American  companies  were 
hooked  up  there.  Now,  with  20-percent 
British  ownership  of  MCI,  suddenly 
they  have  both  opportunity  and  incen- 
tive to  favor  MCI  over  other  American 
companies  who  want  to  compete  in 
the  British  market. 

asap:  Are  you  satisfied  with  the  settle- 
ment? 

bingaman:  Yes,  we  are.  Very  satisfied. 
asap:  But  AT&T  wasn't  satisfied.  It 
still  thinks  you  should  do  more. 
bingaman:  Frankly,  we  did  more  than 
anyone  would  have  expected  to  be 


accomplished.  It  is  difficult  when 
you're  imposing  from  the  United  States 
requirements  on  a  foreign  company  in 
its  home  market,  going  to  regulatory 
issues  governed  by  its  own  regulatory 
structure.  You're  in  uncharted  waters. 
The  principle  is  to  open  markets  fairly 
to  all  U.S.  companies  that  want  access. 
asap:  Do  you  have  concerns  about 
Sprint's  deal  with  France  Telecom? 
bingaman:  We're  concerned  with  open 
markets,  yes. 

asap:  One  of  the  more  controversial 
proposals  you've  put  forth  is  the  plan 
to  subpoena  confidential  business 
records  from  foreign  companies  in  their 
home  markets.  Where  do  you  get  the 
sovereignty  to  do  that? 
bingaman:  Well,  it's  pretty  simple.  The 
sovereignty  is  that  they  are  selling  in 
the  U.S.  market.  It's  their  choice  to 
come  here  to  sell  their  goods.  We've 
got  the  richest,  the  biggest,  the  most 
open  market  in  the  world.  It  is  the 
most  desired  market  in  the  world.  And 
we  don't  close  it  to  people.  And  as  long 
as  we  don't  close  it  to  people,  we  have 
a  right  to  insist  that  our  laws  be  com- 
plied with.  They've  got  a  real  easy 
choice:  if  they  don't  want  to  follow 
U.S.  law,  don't  sell  here.  No  problem. 
As  long  as  they  want  to  sell  here,  they 
have  to  comply  with  our  laws. 

Frankly,  other  countries  like  to  cast 
this  as  extraterritoriality.  I  see  it  as  just 
the  reverse.  I  have  a  totally,  fundamen- 
tally different  cut  on  what's  going  on 
here,  and  frankly,  for  foreign  compa- 
nies, do  they  want  it  both  ways? 
Darned  right.  Would  they  like  to  be 
able  to  sell  to  our  consumers  and  block 
U.S.  exports?  Sure. 

asap:  Isn't  enforcement  of  that  law 
fraught  with  difficulties? 
bingaman:  Sure,  it  is  very  difficult. 
There's  no  question  about  it.  But  you 
have  to  start  somewhere,  fust  because 
it's  difficult,  you  don't  just  say,  Well,  it 
is  a  tough  fight  so  we  won't  get  into  it. 
It  is  a  tough  fight.  But  I  tell  you,  I  think 
U.S.  business  is  in  the  fight  of  its  life 
internationally.  And  U.S.  consumers 
need  to  have  the  lowest  prices  they  can 
and  not  have  prices  fixed  for  them  by 
foreign  cartels. 

asap:  Might  foreign  countries  not  see 
this  as  a  sly  way  for  the  Clinton 


administration  to  manage  trade?  That 
is,  if  you  beat  us  on  the  competitive 
field,  we'll  sue  you;  we'll  prosecute? 
bingaman:  No,  no.  It  has  nothing  what- 
soever to  do  with  that.  This  issue  is 
approached  on  a  case-by-case  basis,  and 
both  countries  have  to  agree  that 
there's  something  in  it  for  them. 
There's  never  any  obligation  [for  for- 
eign antitrust  authori- 
ties]  to  do  anything. 
You  can  agree  on  one 
case,  and  on  a  second 
case  say  no.  There  is 
never  an  obligation  to 
give  documents. 
asap:  One  of  your  role 
models  is  Thurman 
Arnold,  FDR's  assistant 
attorney  general  for 
antitrust.  What  has  he  done  that  you'd 
like  to  do? 

bingaman:  Thumian  Arnold  really  built 
the  modem  antitrust  division.  He  took 
the  division  when  it  had  under  35 
lawyers  and  built  it  to  144  lawyers  in  a 
five-year  period. 

asap:  You've  been  hiring  a  lot  of  new 
lawyers.  Are  you  plan- 
ning a  blitzkrieg  of 
sorts? 

bingaman:  In  the  mid- 
dle of  the  Nixon 
administration,  there 
were  325  lawyers  in 
the  antitrust  division. 
We  have  310  today.  We 
are  smaller  than  the 
Nixon  antitrust  divi- 
sion. Thurman  Arnold  had  144  lawyers 
in  1944  in  an  economy  infinitely  less 
complex,  not  global  and  with  easier 
cases.  The  division  today  carries  a 
major  responsibility.  The  cases  are 
more  complex;  they're  global.  We  are 
doing  this  with  hardly  more  lawyers 
than  were  here  22  years  ago.  We  were 
cut  50  percent  from 
1980  to  1988.  The  peo- 
ple we're  hiring  are  not 
for  a  particular  case. 
The  hiring  is  to  fulfill 
our  mission.  In  the 
1994  economy,  you 
need  more  lawyers  than 
you  had  in  1972.  That's 
the  reality.  J® 
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By    Robert    X.  Cringely 


How  to  forfeit  millions  in  exchange  for  nothing. 


American  businesspeople  will  talk  about 
nearly  anything  except  how  they  screwed 
up.  We  keep  our  catastrophes  private  if  we 
can.  We  hide  them  like  weird  Cousin  Harold  in 
the  attics  of  our  businesses,  carrying  up  a  plate  of 
food  now  and  then,  along  with  a  fresh  supply  of 
comic  books.  We  generally  don't  finish  off  our 
mistakes,  killing  them  cleanly:  death  demands  a 
funeral  and  a  public  admission  of  failure.  No,  we 
live  with  our  mistakes  and  sometimes — just  oc- 
casionally— we  learn  from  them. 

We  are  especially  good  at  burying  our  information  tech- 
nology miscalculations.  It's  easier  to  hide  something  so  few 
people  understand.  And  there  are  so  many  of  them.  When  it 
comes  to  computer  systems,  we  screw  up  a  lot. 

In  a  1991  survey  of  more  than  300  large  companies,  Big 
Six  accounting  firm  KPMG  Peat  Marwick  discovered  that 
65  percent  had  gone  grossly  over  budget  on  at  least  one 
computing  endeavor.  In  addition,  that  endeavor  had  turned 
out  to  be  incredibly  late  or,  when  delivered,  incapable  of 
doing  anything.  At  Peat  Marwick  they  call  these  projects 
"mnaways,"  as  in  "mnaway  train."  Amazingly,  half  of  the 
respondent  companies  considered  this  lousy  return  on  IT  in- 
vestment to  be  normal — not  a  major  concern. 

No  wonder  there's  such  a  problem.  And  it's  getting 
worse.  Some  examples: 

■  California's  Department  of  Motor  Vehicles  has  been 
trying  since  the  late  1980s  to  replace  a  mainframe  database 
system  from  the  '60s  that  it  uses  to  access  vehicle  registra- 
tions and  individual  driving  records.  More  than  just  stream- 
line these  systems,  the  new  system  would  combine  the  ve- 
hicle and  driver  license  databases.  Originally  designed  with 
the  help  of  Tandem  Computer  for  hardware  and  Ernst  & 
Young  for  systems  integration  and  application  development 
(Ernst  &  Young  dropped  out  four  years  ago),  the  $44.5  mil- 
lion system  is  finally  functional.  According  to  DMV  director 
Frank  Zohn,  however,  it  doesn't  meet  the  department's 
needs.  The  applications  could  not  be  successfully  moved 
from  the  current  platform  to  the  relational  database. 
Though  supposed  to  be  faster  than  the  mainframe  it  re- 
placed, the  distributed  system  turns  out  to  be  much  slower. 
Chances  are  that  the  DMV  will  have  to  start  over.  But  $44 
million  is  not  much  for  California.  Various  state  computing 
projects  are  currently  at  least  $100  million  over  budget  and 
climbing.  California  isn't  unique.  Just  about  every  other 
state  and  the  federal  government  have  similar  stories  to 


tell — though  of  course  they  would  rather  not. 

■  Allstate  Insurance  turned  in  1982  to  Electronic  Data 
Systems  for  help  automating  its  business.  The  estimated 
cost  was  $8  million.  Allstate  hoped  to  gain  a  major  strategic 
advantage  over  its  competitors:  the  company  would  use  in- 
fonnation  technology  to  cut  the  development  time  for  new 
types  of  insurance  from  several  months  to  as  little  as  a  day. 
The  project  was  originally  slated  for  five  years.  It  was  com- 
pleted in  1993 — 11  years  after  its  inception — at  a  cost  of  ap- 
proximately $130  million.  But  a  lot  had  changed  in  11 
years,  and  after  mnning  the  system  for  a  short  time  in  1993, 
Allstate  withdrew  it  horn  service,  according  to  the  compa- 
ny. They  are  presently  trying  to  decide  which  parts  of  the 
system  fit  with  their  current  business.  One  IS  industry  ex- 
pert said:  "That  Allstate  project  started  at  $8  million,  but 
didn't  get  any  attention  until  the  budget  hit  $64  million.  It 
was  a  $130  million  job  all  along.  They  just  didn't  know  that 
when  they  started." 

■  American  Airlines'  parent  company,  AMR  Corp.,  began 
in  1988  to  develop  a  hotel  and  car  rental  reservation  system 
called  Confirm.  Other  partners  were  Budget  Rent-A-Car, 
Hilton  Hotels  and  Marriott  Corp.  The  system  was  to  be  a 
single  reservation  system  for  all  parties.  The  goal:  keep  a 
greater  number  of  cars  and  beds  filled  more  of  the  time.  Ide- 
ally this  would  yield  more  profits  for  everyone.  But,  alas, 
Confirm  was  never  confirmed.  Instead,  it  fell  prey  to  mis- 
management and  internal  politicking.  According  to  insiders, 
the  system  was  improperly  built — different  development 
groups  headed  in  varying  directions,  hiding  horn  each  other 
the  results  of  their  work.  The  whole  mess  finally  devolved 
into  a  slew  of  lawsuits  and  counter-suits  among  the  partner 
companies.  The  legal  mess  was  finally  settled  this  year  at  an 
estimated  cost  of  $125  million.  And  not  a  thing  to  show  for 
all  that  money. 

■  Sun  Microsystems  Inc.,  the  hotshot  workstation-maker 
that  ought  to  know  a  thing  or  two  about  computer  systems, 
installed  a  new  one  in  early  1989  to  manage  its  order  entry 
and  operations.  The  new  IBM-compatible  mainframe  system 
replaced  an  older,  more  loosely  coupled  system  of  Hewlett 
Packard  minicomputers.  Despite  two  years  of  development 
and  testing,  the  new  system  was  initially  a  disaster;  com- 
bined with  the  introduction  of  a  new  product,  every  aspect 
of  the  company's  business  was  disrupted.  Sun's  sales  fore- 
casts were  off.  Manufacturing  was  hampered  because  critical 
components  could  not  be  found.  Orders  were  delayed.  Sun 
posted  its  first-ever  loss.  And  the  company's  stock,  of  course, 
nose-dived.  According  to  Sun  chief  information  officer 
William  J.  Raduchel,  the  problem  wasn't  that  the  new  sys- 
tem wasn't  as  good  as  the  old  one.  Rather,  it  was  so  much 
better.  The  tighter  referential  integrity  demanded  by  the  new 
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Different  development  groups  headed  in  different  directions, 
hiding  from  each  other  the  results  of  their  work. 

IBM  mainframes  and  Cullinet  software — the  more  rigorous 
system  of  checks  and  balances — meant  that  loosey-goosey 
transactions  that  easily  traversed  the  old  system  were  now 
rejected  by  the  new  software — with  disastrous  results. 

Nobody  wants  to  talk  about  these  problems  for  fear  of 
losing  their  job.  MIS  directors  who  forfeit  millions  in  ex- 
change for  nothing  don't  like  to  brag  about  it.  And  MIS  un- 
derlings who  admit  the  truth  rarely  become  MIS  directors. 
The  bottom  line  is  the  bottom  line.  Despite  all  the  hype 
and  hope  and  hoopla  associated  with  high  technology,  cata- 
strophic information  systems  projects  are  a  major  cause  of 
business  failures  in  this  country. 

How  do  such  things  happen?  Generally  bad  planning, 
poor  execution  and  a  failure  of  communication  between 
customers  and  programmers,  and  executives  and  engineers. 
The  problem  seems  to  be  worse  for  larger  companies.  "The 
greater  the  distance  between  the  project  and  the  CEO,  the 


e  distance  between  the  project  and  the  CEO,  the 
■Jble  the  project  will  get  before  anyone  notices. 


deeper  in  trouble  the  project  will  get  before  anyone  notices," 
says  Jim  Willbern,  president  of  The  Willbem  Group.  The 
Carrollton,  Tex.,  firm  regularly  saves  the  day  for  large  MIS 
departments. 

Building  complex  mainframe  or  client/server  software 
systems  is"  not  like  building  a  road  that  may  crumble  a  few 
years  earlier  than  expected  or  run  out  of  funding  before  it 
reaches  Des  Moines.  The  road  is  still  usable.  In  contrast, 
when  a  big  piece  of  software  doesn't  work,  it  flat  doesn't 
work.  Once  things  start  going  wrong  big-time  and  the  origi- 
nal programming  group  begins  to  fall  apart,  there  is  often 
little  worth  salvaging.  It's  better  to  just  start  again  from 
scratch.  Foreign  companies  tend  to  do  that  more  than 
American  companies.  Of  the  80  U.S.  runaways  Willbern  has 
worked  on  over  the  past  10  years,  only  three  were  canceled. 
On  Willbern  projects  in  Canada  and  England,  the  cancella- 
tion rate  is  around  50  percent. 

This  problem  of  IS  waste  extends  beyond  big,  public 
companies.  Small  companies  have  a  comparable  need  for  | 
technology  but  not  as  many  reserves  to  call  on  when  disas- 
ter strikes.  The  state  of  Indiana  puts  so  much  stock  in  pre- 
venting these  business  heartaches  that  it  includes  high-tech  li 
handholding  as  part  of  its  economic  initiative  program.  It 
believes  that  if  small  and  medium-sized  companies  can  side- 
step costly  mistakes,  they  wdl  continue  to  employ  people  in 
small  Hoosier  communities. 

Judith  Copier,  director  of  the  Computing  Technology  As- 
sistance Center  in  Bloomington,  Ind.,  saves  the  high-tech 
hides  of  little  companies  in  her  state.  "I  talk  at  Chamber  of 
Commerce  breakfasts,"  Copier  says,  "warning  about  afflic- 
tions like  the  'nephew  syndrome.'  I  say  nephew  because  the 
culprit  is  invariably  the  nephew  of  somebody  the  CEO 
knows  from  church  or  the  country  club.  The  kid  is  always  j 
a  'computer  whiz'  and  gets  brought  in  to  do  a  huge  project. 
Ever  seen  somebody  try  and  write  an  integrated  manufac- 
turing support  system  on  dBase?  I  have.  These  things  are  al- 
ways done  on  a  handshake.  The  company  invariably  gets 
fed  up  when  the  project  is  never  finished  and  there  are  hard 
feelings  all  around." 

Here  are  some  warning  signs  that  a  computing  project  is 
likely  to  go  sour,  according  to  Julian  Horwich,  executive  di- 
rector of  the  Corporate  Association  for  Microcomputer  Pro- 
fessionals in  Northbrook,  111.: 

■  The  user  who  identified  the  need  doesn't  really  know  what 
the  heck  she  is  talking  about.  The  need  is  misstated. 

■  The  technical  team  falls  in  love  with  a  technology  and  is 
determined  to  apply  it — no  matter  who  needs  it. 

■  The  business  changes  during  the  design  phase  through  the 
sale  of  a  division  or  a  merger  of  the  entire  company. 

■  The  project  duration  is -underestimated.  The  rule  of  thumb  is 
to  double  the  expected  proiect  duration. 

■  Remember  that  new  technology  is  also  known  as  the 
programmers'  full  employment  act. 

■  The  best  programmer  abandons  the  project.  Some  program- 
mers are  30  times  faster  than  others. 

■  Bad  politics  cause  project  delays  while  departments  slug  it 
out. 
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data  items 


New!  Value  Line 
concise  business 
summaries...  not  just 
numbers 


New  options  for 
exporting  data  to 
spreadsheet, 
database  and 
word  processing 
programs 


Try  it  for  two  months  for  just  $59  —  with  our 
special  introductory  offer. 


It's  easy  to  see  why  Value  Line's  VALUE/SCREEN  III 
software  ranks  as  one  of  today's  top  investments.  With  our 
two-month  introductory  offer  you  get  powerful  stock  screening 
software  combined  with  data  covering  over  1,600  companies 
updated  monthly  —  all  for  just  $59. 

Here's  everything  you  need  to  zero  in  on  top-performing 
stocks.  More  than  80,000  pieces  of  information  including 
Value  Line's  exclusive  Timeliness™  and  Safety™  rankings. 

Value  Line  provides  49  distinct  screening  criteria  for  each 
stock,  and  you  can  add  20  more  of  your  own!  You  can  screen 
for  equities  with  high  appreciation  potential...  sale  price  below 
book  value...  financial  strength...  cash  flow  per  share... 
earnings  growth...  or  whatever  variables  interest  you  —  and 
see  the  results  in  just  a  few  seconds! 

But  what  really  sets  this  stock  selection  software  apart  is  not 
just  the  data  it  contains  —  it's  the  ease  and  speed  with  which 
you  can  use  the  data. 

And  now,  with  VALUE/SCREEN  III,  you  will  find  even 
greater  power  and  flexibility.  You'll  be  able  to  review  concise 
business  summaries  written  by  Value  Line  analysts  for  all 
1 ,600+  stocks.  Data  can  now  be  updated  electronically  at  a 
quick  9600  baud.  New  data  export  options  are  provided  for 
exporting  data  to  popular  spreadsheet,  database  and  word 
processing  programs. 

So  act  now  and  take  advantage  of  this  special  introductory 
offer.  It's  too  good  an  investment  to  pass  up. 
(IBM  and  Macintosh  versions  available.) 


To  place  your  order,  call  toll  free: 

1-800-535-9648  Ext.  2786 

Please  have  your  American  Express,  VISA,  or  MasterCard  ready.  Or  fill  in  and  mail 
the  coupon  to:  Value  Line  Software,  220  East  42nd  Street  NY  NY  10017-5891 

I  1 

□  YES,  please  send  me  the  VALUE/SCREEN  III  Software  for  two 

months  at  your  special  introductory  rate  of  $59.  (NY  residents  add  sales  tax.) 
□My  payment  is  enclosed.  DPIease  charge  my: 

□  American  Express  DMasterCard  DVISA 


Card  * 

Exp.  Date 

Signature 

Name 

Address 

Phone* 

City 

State  Zip* 

Personal  computer  equipment:  (M 

inimum  memory:  640K) 

□  IBM  3  1/2"  □  IBM  5  1/2"  □  Macintosh 

Value  Line  Software 

220  East  42nd  Street,  New  York  NY  10017-5891 

Nonrefundable  offer  available  only  once  every  two  years  per  household  VALUE/SCREEN  !"  is  a 
registered  trademark  ot  Value  Line.  Inc  Qept  ^  gD29 


IS  Disasters 


■  s  put  customers  on  the  fast  track  and  then 
roptc  them  out  of  the  picture,  leaving  the  program  in 

.  old  system  is  shut  down  before  the  new  system  has 
:  proved  Never  save  a  buck  here.  It  can  kill,  the  whole 

company. 

■  No  backup  or  disaster  recovery  plan  exists  for  the 
inevitable  early  catastrophic  failure  (see  above). 

■  The  designers  don't  want  to  document  or  maintain  their 
code.  Get  new  designers. 


Warning  sign:  The  technical  team  falls  in  love  with  a  technolo- 
gy and  is  determined  to  apply  it — no  matter  who  needs  it. 

FORTUNATELY,  THERE  IS  some  good  news.  New  tech- 
nologies can  actually  make  large  programming  projects 
much  easier.  The  hot  term  here  is  object-oriented  program- 
ming, or  OOP. 

Object  orientation  was  invented  in  Norway  but  perfected 
at  Xerox  Corp.'s  Palo  Alto  Research  Center.  It  allows  large 
programs  to  be  built  as  chunks  of  code,  called  objects,  that 
can  be  mixed  and  matched  to  create  many  different  types  of 
applications.  OOP  means  creating  programs  that  can  be 
scaled  up  or  down  as  needed.  Combining  objects  takes  no 
time  either,  allowing  applications  to  be  written  faster  than 
ever. 

That's  the  good  news.  The  rest  is  bad.  Other  technology 
trends  make  the  future  of  complex  systems  development 
more  perilous  than  ever.  The  technologies  to  worry  about 
most  are  client/server  applications  and  graphical  user  inter- 
faces, according  to  Christine  Comaford,  president  of  Corpo- 
rate Computing  Inc.,  a  Bannockburn,  Ill.-based  client/server 
nsulting  and  products  firm. 

"IS  disasters  will  keep  occurring  until  management  de- 
:  the  necessary  resources  to  develop  a  solid  client/serv- 
ei  infrastructure  that  they  can  leverage  across  every  pro- 


ject," says  Comaford.  "We  have  tools;  we  have  training  for 
those  tools.  But  what  most  companies  lack  is  an  under- 
standing of  the  technique,  the  complete  process,  of  building 
complex  systems.  In  short,  most  companies  are  winging  it." 
Then  there's  the  market  itself.  When  the  computer  industry! 
was  vertical — say,  10  years  ago — vendors  made  everything! 
work  together,  more  or  less.  If  all  the  parts  came  from  IBM, 
for  example,  everything  seemed  to  work  together  fairly  well. 
(This  was  during  the  benevolent  despotism  of  Big  Blue.)  But! 
then  came  the  PC,  making  the  computer  industry  suddenly 
horizontal.  No  one  was  making  things  work  together  any-i 
more.  The  introduction  of  local  area  computer  networks  fur-  j 
ther  muddied  the  scene.  Networks  are  complex  and  require 
technical  experts  if  they  are  to  truly  work  well. 

Now  look  to  the  real  decisionmakers — aging  IS  directors. 
A  scary  prospect  when  you  consider  that  these  guys  typical- 
ly haven't  a  clue  about  the  complexity  of  the  issues  their 
networking  staff  is  handling.  Traditionally,  IS  managers 
have  looked  to  IBM,  Digital  Equipment  Corp.  or  the  Gartner 
Group  for  information,  despite  the  fact  that  these  giants 
don't  necessarily  have  a  clue  either.  Complicate  the  scene  j 
further  with  a  business  redesign  for  the  lean,  mean  1990s. 
Firms  like  Andersen  Consulting  are  pushing  sophisticated 
LAN-based  applications.  Big  IS  directors  are  making  multi- 
million-dollar decisions  about  their  companies'  futures.  Yet 
nobody  is  taking  care  of  the  infrastructure  or  the  people 
holding  it  together. 

Introduce  cost-cutting.  Trim  the  LAN  staff  and  budget. 
Force  them  to  operate  with  a  skeleton  crew  and  no  money 
for  preventive  maintenance.  Over  time,  the  network  will  be- 
come unglued.  Worse  yet,  IS  directors  believe  LANs  are  like 
mainframe  computers.  If  the  applications  are  working  and 
unchanged,  you  can  get  by  for  a  long  time  without  upgrad- 
ing the  mainframe  operating  system.  While  this  may  have 
been  true  of  the  big  computers  of  yesterday,  today's  net- 
works, PC  operating  systems,  hardware  and  applications  are 
changing  constantly.  They  can't  be  held  static.  Over  time, 
the  network  will  become  incompatible  with  your  PCs. 
Worse  still,  now  that  software  comes  factory-installed  on 
new  PCs,  you've  got  about  15  minutes'  advance  notice  to 
get  your  computer  functioning  on  your  network. 

Eventually,  you  will  find  that  the  skills  and  expertise  of 
a  few  insignificant  people  support  an  organization's  informa- 
tion infrastructure.  Naive  decisions  by  upper  management, 
though,  have  started  a  disaster.  Most  companies  have  little 
understanding  of  what  vendors  like  Microsoft  are  doing  or 
not  doing.  They  don't  even  know  how  the  PC  industry 
works.  And  personal  computers  are  the  industry  today. 

"You  can't  make  long-term  business  strategy  decisions 
without  being  able  to  effectively  manage  your  LAN  infra- 
structure," says  the  network  head  of  a  large  midwestem 
manufacturing  company.  "You  can't  make  decisions  with- 
out knowing  how  to  coexist  with  emerging  technology.  You 
can't  let  outsiders  tell  you  how  to  think  and  trust  them. 
This  will  not  work  in  a  horizontal  industry.  You  must  take 
responsibility  for  your  own  vertical  integration." 

But  wait — then  who  can  you  blame?  ASflP 


Forbes  ASAP 


WITHOUT  OUR  MANAGED  DISABILITY 
PROGRAMS,  OFF-THE-JOB  INJURIES  CAN  BEND 
THE  WHOLE  COMPANY  OUT  OF  SHAPE. 

When  someone's  injured  off  the  job,  Liberty  Mutual's  managed  disability 
^^•^W*»p*iw    programs  can  help  your  company  make  a  quick  recovery.  Our  comprehensive 
approach  will  help  employees  back  on  the  job  as  soon  as  they're  able.  That's  good  for  them,  and 
for  you.  So  talk  to  Liberty  Mutual,  the  company  with  80  years  of  experience. 

LIBERTY 

YOU  DON'T  BECOME  A  LEADER  DM  MANAGED  DISABILITY  BY  ACCIDENT.  MUTUAL 

1994  Liberty  Mutual  Group 


5  YOUR  TELEPHONE  SYSTEM  GOOD  FOR  YOUR  BOTTOM  LINE? 


Na-a-a-a. 


y 


OU  HAVE  a 
hidden  money  muncher 
in  your  company.  For  good 
or  bad,  your 
communications 
system  represents 
a  direct  line  to 
your  bottom  line. 
Voice.  Data.  It's 
the  system  that  keeps 
you  in  business.  But 
today,  it's  grown  into  an 
appetite  on  legs.  Now, 
you  could  just  let  it 
eat  more 
and  more  of 
your  profits. 


0, 


R  YOU  CAN  let 
Source  give  you  true 
accountability.  Our 
business  is  communications  equipment. 
We  don't  make  the  gear,  we  sell  it  — 
v  every  brand  and  model.  And  we 
repair  it.  And  we'll  train  your 
people  to  manage  and  live  with  it. 
We'll  even  store  and  distribute 


it  so  you  can  apply  your 
resources  more  profitably. 


SOURCE  IS  HELPING  America's 

most  efficient  companies 

manage  their  system  as  if  it 
«,  . 

were  one  of  their  biggest 
assets.  Which  it  is. 


Don't  let  your  telephone  investment  get  your  goat.  Call  Source. 

SOURCE 


~EE  HELP:  Ev 

A, 


with,  Source  publishes  technical  tips  from  the  cutting  edge.  For  your  complementary  subscription  to  SourceLine,  call  1-800-647-2205. 
«  copy  of  Source's  7995  Telecom  Asset  Management  Guidebook:  Secrets  to  Taming  the  Wild  Telecom  Beast. 


By   Rich  Karlga 


John 


Martin 


It's  been  a  hot,  dry  summer  for  Pepsi- 
Co. The  $25  billion  conglomerate  saw 
its  stock  dip  to  a  new  52-week  low  on 
July  6.  The  reasons  are  well  known. 
Today's  grocery-store  shopper  is  bargain 
minded,  and  boutique  products  like 
Snapple  continue  to  siphon  off  what's 
left  of  the  premium  market.  There  are 
even  image  problems  to  contend  with 
(the  Pepsi  generation  itself  is  aging). 

Some  suggest  another  reason: 
Mega-investor  Warren  Buffett  is  deep 
into  rival  Coca-Cola.  In  the  stock  mar- 
ket, one  avoids  fighting  the  tape.  Evi- 
dently, one  doesn't  fight  the  billionaire 
Buffett  either. 

But  the  news  isn't  all  bad.  Inside  of 
PepsiCo  resides  $4.3  billion  Taco  Bell, 
the  healthiest  of  the  conglomerate's 
three  restaurant  chains  (KFC  and  Pizza 
Hut  are  the  other  two).  Sales  at  Taco 
Bell  have  septupled  since  John  Martin, 
the  48-year-old  CEO  who  favors 
Harley-Davidson  motorcycles  and 
Hawaiian  shirts,  joined  the  company  in 
1983. 

Martin's  tastes  in  dress  and 
transportation  are  tame 
compared  to  his  views 
of  corporate  organi- 
zation. In  1988  he 
decided  to  act  on  a 
I  career-long  instinct 
j !  (prior  to  Taco  Bell  he 
!i  pulled  a  stint  at 
Burger  King)  that 


fast-food  prices  were  too  high,  burdened 
with  covering  the  costs  of  expensive 
kitchens  and  promotional  gimmicks.  In 
a  bold  stroke,  Martin  introduced  "value 
pricing,"  which  resulted  in  steeply 
lower  prices.  His  genius  was  in  the  tim- 
ing— prices  were  cut  just  before  a  reces- 
sion— and  in  the  organizational  details. 

To  sell  59-cent  tacos  at  a  profit,  Mar- 
tin had  to  cut  a  wide  swath  through 
middle-management  layers  and  store 
organization.  He  ripped  out  kitchens 
and  replaced  them  with  off-site  prepara- 
tion centers.  As  a  result,  today  a  Taco 
Bell  store  is  70-percent  dining  area  and 
30-percent  kitchen,  a  flip-flop  of  the  old 
ratio.  He  ordered  supervisors  to  oversee 
40  or  50  stores  instead  of  six. 

Martin  got  his  results.  From  1988  to 
the  present,  Taco  Bell's  rev- 
enues have  grown  from  $1.6 
billion  to  an  estimated  $4.3 
billion  this  year. 


Now  Martin  says  it's  time  to  get  rad- 
ical again.  He  may  have  no  choice.  Taco 
Bell's  revenue  growth  will  come  in  at 
less  than  seven  percent  this  year.  Worse, 
other  fast  feeders  like  McDonald's  have 
copied  value  pricing — good  for  cus- 
tomers, bad  for  Taco  Bell.  Martin  told 
Forbes  ASAP  that  he  vows  to  launch 
another  price  war  in  the  next  six  to  12 
months  that  will  "cause  our  competi- 
tors to  hang  by  their  fingernails."  He 
says  he  would  like  to  give  Taco  Bell  cus- 
tomers 40  cents  of  food  for  the  dollar, 
rather  than  the  industry  average  of  27 
cents.  Martin  knows  the  only  way  to  do 
this  is  by  slashing  overhead — again. 

Enabling  Taco  Bell's  nonstop 
restmcturing  is  technology — both  at  the 
food-preparation  level  and  in  cross-func- 
tional information  systems.  Martin 
himself  is  a  glutton  for  customer 
data.  If  he  wants  to,  and  he 
often  does, 


r-    l  l.  Interview 


Martin:  My  number-one  job  is  to  make  sure  we  are  on  the  right 
road.  When  you're  on  the  right  road  and  the  wind  is  blowing  with 
you,  you  can  make  all  lands  of  mistakes. 


he  can  pull  up  real-time  sales  updates 
from  any  of  Taco  Bell's  3,000  company 
stores  in  15  minutes.  Martin  also  likes 
to  take  out  his  pen  and  make  doodles 
on  paper,  of  taco  vending  machines  and 
other  futuristic  gizmos. 

Someone,  of  course,  has  to  deliver 
Martin  his  data  and  bring  his  doodles  to 
life.  She  is  Susan  Cramm,  vice-presi- 
dent of  information  technology  since 
1991.  In  this  interview,  Cramm  and 
Martin  discuss  their  strategies. 

asap:  Most  CIOs  in  large  companies 
have  short  lives.  Why? 
cramm:  I  suspect  it's  because  they  are 
internally  focused.  Their  minds  are  on 
operations,  the  day-to-day  running  of 
things,  as  opposed  to  where  the  busi- 
ness needs  to  go. 

asap:  What's  wrong  with  short-term 
focus? 

cramm:  The  danger  is  that  you  become 
reactive.  By  the  time  somebody  calls 
with  a  technology  need,  you're  late. 
You're  even  later  when  you  try  to  deliv- 
er it. 

asap:  What's  the  alternative? 
cramm:  It's  always  looking  for  huge 
opportunities  to  leverage.  John  and  I  try 
to  talk  when  the  ideas  are  in  his  head. 
asap:  Give  us  an  example  of  where  you 
anticipated  a  need. 

cramm:  "^ico  Bell's  entry  into  new  chan- 
nels. I  kne  ■■'  that  our  systems  weren't 
going  to  do  the  job  because  they  were 
all  built  around  U.S.  operations,  which 
is  a  one-chas  nel  model.  Now,  I  could 


have  waited  for  somebody  to  say,  Can  I 
have  some  sales  data  on  the  school- 
lunch  channel?  Instead,  we  replaced  the 
model  with  one  that  could  see  multiple 
brands  and  multiple  channels.  We  did 
that  without  being  asked.  By  the  time 
John  needed  reports  on  the  school- 
lunch  channel,  we  could  provide  them 
to  him. 

asap:  Where  does  your  foresight  come 
from? 

cramm:  From  being  a  member  of  the 
senior  management  team  at  Taco  Bell.  I 
know  where  our  business  strategies  are 
going. 

asap:  How  does  your  information  sys- 
tem stack  up  against  the  system  of  a 
competitor  like  McDonald's? 
cramm:  The  key  difference  between  our 
information  sources  and  our  competi- 
tors' has  to  do  with  the  level  of  accep- 
tance and  usage  within  the  culture. 
asap:  That's  a  nonanswer. 
cramm:  Oh,  not  at  all!  I  would  rather 
have  acceptance  and  widespread  use  of 
technology  than  own  state-of-the-art 
systems. 

asap:  How  do  you  create  that  culture? 
cramm:  It  starts  with  recruiting.  When 
we  hire  people,  we're  probing  for  their 
technology  awareness  and  their  intel- 
lectual curiosity  about  what  technology 
can  do. 

asap:  To  be  clear  on  this,  you're  not 
talking  just  about  IS  employees. 
cramm:  Oh,  no.  This  is  across  the  board. 
It's  from  the  store  all  the  way  up.  I 
think  the  real  change  talcing  place  over 


the  past  couple  of  years  is  that  we're 
really  starting  to  recognize  the  power  of 
computer-literate  executives. 
asap:  Many  CIOs  are  skeptical  of  the 
promises  of  technology  vendors.  Why? 
cramm:  Too  many  myths.  Client/server 
is  not  a  cheaper  technology.  You'd  bet- 
ter have  a  very  strong,  provocative  busi- 
ness case  to  move  there  or  else  you're 
wasting  the  company's  time  and 
money. 

asap:  How  do  you  recruit  top  IS  people? 
cramm:  Evangelism.  And  focus.  One 
thing  we  do  is  outsource  all  bad  work — 
any  work  that  isn't  internally  motivat- 
ing and  where  we  can't  provide  career 
paths. 

asap:  You  outsource  less  for  financial 
reasons  than  for  cultural  reasons? 
cramm:  Exactly.  We  expect  to  get  a 
financial  benefit  from  outsourcing,  but 
even  if  it's  a  financial  push  we  know 
it's  the  nght  thing.  It  gets  us  focused  on 
innovation. 

asap:  How  and  when  do  you  decide  to 
implement  new  technology? 
cramm:  The  first  thing  you  want  to  do 
at  Taco  Bell  is  prove  the  consumer 
proposition.  You  must  really  make  sure 
that  the  consumers  are  there.  If  that's  a 
go,  then  it's  full  speed  ahead,  going  in 
very  fast  and  aggressively.  We  know  we 
can  engineer  those  costs  out  and  fine- 
tune  the  system  later  on. 

[John  Martin  enters.] 

asap:  John,  we  were  talking  about  your 

trek  through  the  valley  of  low  margins 


Forbes  ASAP 


martin:  There's  29  cents  worth  of  labor  in  a  taco.  I 
can't  taste  labor.  Can  youl  Labor  shmabor!  The 
challenge  is  to  figure  out  how  we  cut  into  these  things, 


after  you  decided  to  cut  prices  in  1988. 
martin:  I  remember  that!  The  good 
news  is  that  we  got  about  a  30-percent 
increase  in  our  transactions,  which  cov- 
ered our  fannies. 

asap:  You  hadn't  counted  on  that? 
martin:  Well,  I  had,  but  I  think  a  lot  of 
other  people  thought  it  was  nuts.  We 
were  able  to  release  all  that  energy  just 
by  creating  a  much  better  consumer 
proposition,  which  loosened  the  organi- 
zation and  allowed  us  to  get  in  and 
focus  on  things  like  reengineering  and 
changing  how  we  do  business.  I'd  like 
to  be  in  a  position  to  say  this  was  very 
terrible  and  difficult.  It  wasn't.  A  slow, 
dying  Chinese-water-torture  kind  of  life 
is  what's  hard. 

asap:  Was  your  reengineering  hard  to 
sell  internally? 

martin:  No.  Because,  driven  by  the  con- 
sumer, it  was  made  noble.  When  people 
can  clearly  understand  that  they're 
doing  this  for  the  consumer,  that's  a  lot 
different  from  saying,  I'm  doing  it  for 
shareholders  or  so  that  Martin's  office 
can  be  nicer. 

asap:  So  you  got  100-percent  buy-in? 
martin:  Are  you  kidding?  Maybe  50  per- 
cent at  first.  But  the  rest  were  easy  to 
sell.  I  was  convinced  we  could  blow 
this  business  wide  open.  I  saw  nothing 
but  more  transactions,  more  restau- 
rants, more  jobs,  better-paying  jobs, 
more  excitement.  The  biggest  risk  was 
if  we  were  not  bold  enough  and  didn't 
go  far  and  fast  enough.  So  I  could 
answer  anybody's  question  about  any- 


thing in  a  very  positive  way. 

asap:  As  CEO,  how  would  you  describe 

your  job? 

martin:  My  number-one  job  is  to  make 
sure  we  are  on  the  right  road.  When 
you're  on  the  right  road  and  the  wind  is 
blowing  with  you,  you  can  make  all 
kinds  of  mistakes.  For  us,  the  right  road 
is  consumer  satisfaction.  When  you 
come  down  to  it,  we're  very  simply  in 
the  business  of  taking  stuff  swimming 
in  oceans  and  growing  in  fields  and 
turning  it  into  food.  Everything  in 
between  is  up  for  grabs. 
asap:  Define  what  you  mean  by  every- 
thing. 

martin:  Like  how  you  manufacture, 
where  you  distribute,  how  much  you 
charge.  I  think  you're  going  to  see  us 
become  very  bold  over  the  next  12  to 
18  months.  Our  competitors  have  fig- 
ured out  value  pricing,  so  I  think  it's 
time  for  Taco  Bell  to  make  its  next  big 
move.  Just  when  they  all  think  that  we 
stopped,  maybe  we're  going  to  fool 
them  and  come  back  and  take  another 
cut  like  they've  never  seen  before. 
Make  'em  hang  by  their  fingernails. 
asap:  What  is  your  CEO  view  toward 
information  technology  and  how  it  fits 
into  the  reengineering  scheme? 
martin:  I  have  this  saying — if  you  wait 
for  all  the  lights  to  turn  green,  you'll 
never  leave  for  the  airport.  I  always  had 
faith  that  the  technology  would  be 
there  to  handle  the  new  volumes.  I  was 
fortunate  enough  to  have  people  like 
Susan  in  this  company  who  had  an 


externa]  view  of  the  world.  A  customer 
view  of  the  world  as  opposed  to  a  func- 
tional-based view  of  the  world. 
asap:  Honestly,  John,  who  doesn't 
claim  that?  It's  the  precise  vision  and 
execution  that  make  the  difference,  no? 
martin:  Okay.  Wanna  know  my  vision? 
Here  it  is.  Imagine  a  dollar  bill.  If  con- 
sumers give  you  100  pennies,  what  do 
they  get  back?  We  always  take  a  chart 
and  draw  it.  They  get  back  27  cents 
worth  of  food,  8  cents  worth  of  adver- 
tising, 13  cents  worth  of  overhead,  1 1 
to  12  cents  worth  of  occupancy  costs, 
and  so  on.  We  said,  Instead  of  giving 
them  27  cents  worth  of  food,  let's  give 
40  cents  worth  of  food.  Okay?  If  you're 
going  to  do  that,  then  you've  got  to  get 
this  other  stuff  down.  And  by  the  way, 
of  this  other  stuff,  what  is  important  to 
customers  and  what  is  not  important  to 
customers?  There's  29  cents  worth  of 
labor  in  a  taco.  I  can't  taste  labor.  Can 
you?  Labor  shmabor!  So  then  the  chal- 
lenge is  for  Susan  and  the  cross-func- 
tional team  and  everyone  else  to  figure 
out  how  we  cut  into  these  things.  And 
again,  this  is  a  noble  cause — it  really  is. 
How  do  we  give  more  to  the  consumer 
and  bring  costs  down? 
asap:  Give  us  an  example  of  a  cut. 
martin:  We  probably  had  to  spend  eight 
percent  on  advertising  when  we  had  a 
consumer  proposition  that  was  the 
same  as  everybody  else's.  But  if  you 
have  something  that  is  in  fact  better, 
you  don't  have  to  spend  as  much.  So 
that  was  one  thing. 
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mt  rocket  science. 


cramm:  We're  not  a  control-oriented  company. 
If  people  want  Macs  or  PCs,  that's  okay.  We 
just  want  them  to  use  it 


asap:  And  adver- 
tising has  in  fact 
gone  down? 
martin:  Yes,  to  five  and  one-half  per- 
cent. 

asap:  Explain  the  roots  of  your  faith 
that  technology  would  be  there  to 
deliver  a  reengineered  Taco  Bell. 
martin:  I  guess  the  faith  came  from  the 
fact  that  what  we  do  is  not  rocket  sci- 
ence. People  like  Susan  and  Joaquin 
[Pelaez,  vice-president  of  technology 
and  quality  control]  taught  me  that  we 
didn't  have  to  go  out  and  invent  new 
technology.  We  were  in  an  industry 
that  had  ignored  and  shunned  technolo- 
gy. As  restaurateurs,  we  think  we  per- 
sonally have  to  shred  the  lettuce  and 
we  have  to  wash  the  dishes.  But  people 
like  Susan  would  say,  Wait  a  minute, 
John.  They've  been  doing  this  with 
technology  in  the  pharmaceutical  busi- 
ness for  15  years.  We  don't  even  have  to 
take  a  big  chance.  We  just  need  to  go 
out  and  figure  out  how  we  can  apply 
some  of  these  things  in  our  business. 
That  was  the  core  of  it. 
asap:  You  borrowed  ideas  from  other 
industries. 

martin:  Yes,  and  our  advantage  is  that 
nobody  else  in  the  fast-feeder  business 
was  doing  that.  I've  been  around  the 
restaurant  business  all  my  life.  There  is 
incredible  myopia. 

■■  Give  an  example  of  ideas  bor- 
i  other  industries. 
'*en  i  think  about  cutting 
i,  there  is  some  real- 


ly neat  stuff  in  the  pharmaceutical 
industry  that  could  be  adapted. 
cramm:  It  sounds  complicated,  but 
everything  we  do  and  all  of  the  tech- 
nologies we  consider  relate  to  the  core 
element — value  pricing. 
asap:  You  like  flat  management. 
martin:  What  are  your  options  today?  I 
mean,  really. 

asap:  The  flatter  the  management,  the 
more  the  potential  for  chaos. 
martin:  Are  you  kidding  me?  I  used  to 
get  out  to  700  to  800  restaurants  a  year, 
and  there  were  horrible  things  going  on. 
So  you  can't  out-logic  me  on  something 
like  that  because  I  know  what's  really 
going  on.  The  practical  reality  over 
time  is  that,  with  the  lowest  levels  of 
direct  supervision  we've  ever  had,  every 
single  thing  that  is  happening  in  our 
restaurants  is  happening  better  than  it 
ever  has  in  the  company's  history.  We 
know  what  our  consumers  think.  We 
understand  the  key  leverage  points  in 
our  P&Ls. 

asap:  Ever  get  the  urge  to  microman- 

age? 

martin:  I  don't,  but  what  I  do  want  is 
great  data  on  an  ongoing  basis.  We 
benchmark  on  a  continuing  basis.  We 
benchmark  against  McDonald's,  Burger 
King,  Wendy's,  regional  people.  This 
doesn't  just  happen  every  two  weeks. 
This  happens  every  week  across  the 
country.  It  never  stops.  The  other  thing 
we  benchmark  as  well  as  we  can  is  the 
sales  performance  of  our  competition. 
The  last  tiling  I  do  is  I  still  spend  a  lot 


of  time  out  wandering  around.  Not  just 
in  our  stores.  I  go  to  grocery  stores.  I  go 
anyplace  where  people  are  eating  to  try 
to  figure  what  it  is  they  are  doing. 
asap:  You  and  your  senior  managers? 
martin:  Oh,  no,  just  me.  I  go  on  road 
trips  by  myself.  I  just  get  in  the  car  and 
drive  for  seven  days  and  nobody  even 
knows  where  I  am. 

asap:  Do  you  have  a  computer  in  your 
office? 

martin:  Yeah,  but  I'm  not  good  with  it. 
I  use  it  more  for  mail  and  news — a  lot 
for  news. 

asap:  News  through  your  computer? 
cramm.-  What  we've  got  is  a  little  com- 
puter downstairs  that  has  an  account 
on  it,  and  there  are  essentially  two  wire 
services  and  Microsoft  Messaging.  I 
have  profiles  of  what  people  are  inter- 
ested in  seeing,  and  it  packages  the 
news  up  for  them. 

asap:  How  much  time  do  you  spend  per 
day  on  your  computer? 
martin:  I'm  into  the  computer  when 
I'm  here  probably  15  times  a  day.  I'll 
probably  be  in  15  to  30  minutes  in  the 
morning,  first  thing,  and  probably  once 
an  hour  for  the  rest  of  the  day — twice 
an  hour  sometimes. 
asap:  What  do  you  have? 
martin:  I  have  a  Mac  that  talks  to  me 
and  does  all  that  stuff  for  me.  It's  great! 
cramm:  We're  not  a  control-oriented 
company,  and  we're  very  opportunistic 
in  terms  of  getting  people  to  use  tech- 
nology. If  it's  Macs  or  PCs,  that's  okay. 
We  just  want  them  to  use  it.  ASAP 
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High 

Wired 

Act 


Jeff  Eller,  director 
of  media  affairs  for 
the  Clinton  White 
House,  has  brought 
to  an  often  chaotic 
organization  a  well-oiled,  high- 
powered  machine  for  rocketing  his 
boss}  message  over  a  skeptical 
Beltway  press  corps. 


lvis  is  about  to  speak,"  Jeff  Eller  whoops,  his  an- 
nouncer's voice  conveying  something  betweenl 
irony  and  awe.  The  Clinton  administration's  di- 
rector of  media  affairs  wears  a  raffish,  recently 
grown  beard  (gone  are  the  days  when  a  man  had 
to  shave  to  work  at  the  White  House)  and  carries 
an  unlit  eight-inch  Uno  Puro  cigar  like  a  marshal's  baton.  He 
gesticulates  with  it,  then  reaches  reflexively  to  crank  up  the 
squawk  box  sitting  on  top  of  the  Macintosh  Quadra  950,  the 
nexus  of  his  growing  client/server  communications  fiefdom. 
On  this  cloudy  May  afternoon  in  Washington,  D.C.,  Eller  is 
practicing  the  wired-to-the-max  gospel  he  preaches.  He  may, 
in  fact,  be  the  most  linked,  multiplexed,  plugged-in  human 
on  the  planet — or  at  least  in  politics. 

Eller  responds  to  the  E-mail  messages  constantly  scrolling 
in  from  White  House  staffers  and  the  media  from  his  huge, 
freight-and-sdvage-furnished  suite  on  the  first  floor  of  the  Ex- 
ecutive Office  Building.  He  simultaneously  listens  to  the 
voice  mail  coming  in  over  his  telephone  headset.  Clinton's 
voice  emanates  from  the  speaker  sitting  on  top  of  the  Mac. 
Eller  aims  a  remote  control  at  a  television  monitor,  surfing 
for  a  live  feed  of  his  boss. 

Eller  is  widely  regarded  as  the  administration's  technology 
"rabbi."  Observers  outside  the  White  House  consider  him  a 
highly  effective  orchestrator  in  an  administration  notorious 
for  its  organizational  dissonance.  At  38,  he  is  the  grand  old 
man  of  a  high-tech  youth  brigade.  This  ambitious — some  say 
arrogant — group  is  charged  with  bringing  the  communica- 
tions at  1600  Pennsylvania  Ave.  out  of  the  mainframe  dark 
ages.  In  the  months  leading  up  to  the  1992  election,  Eller, 
who  now  works  directly  for  White  House  director  of  com- 
munications Mark  Gearan,  masterminded  the  computer 
communications  system  that  gave  the  Clinton  campaign  a 
critical  edge.  He  invented  and  continues  to  produce  the  town 
hall  meetings  that  are  a  principal  weapon  in  the  local  media 
arsenal  of  the  Clinton  presidency.  Jonathan  "Jock"  Gill, 
Eller's  deputy,  calls  the  meetings  part  of  the  goal  of  a  "hy- 
perlinked  government."  They  are  a  way,  Gill  grandly  states, 
"of  integrating  new  computer  mediating  devices  into  our  ex- 
periment in  self-government." 

Continuing  his  danse  technologique,  Eller  wheels  in  his 
chair  from  his  Quadra  to  a  Compaq  DeskPro  433i  that  sup- 
plies headlines  from  a  dozen  wire  services.  The  screen  flash- 
es a  bulletin  about  the  bill  banning  assault  weapons,  which 
just  moments  before  passed  the  House  of  Representatives  by 
two  votes.  The  216-to-214  vote,  the  subject  of  Clinton's  up- 
coming comments,  has  taken  everyone  at  the  White  House 
by  surprise.  Until  then,  no  one  had  thought  the  administra- 
tion had  enough  votes  to  pass  the  bill. 

Eller's  voice  is  elated  as  he  reads  the  Compaq  screen. 
"Wow,  AP  says  [Congressman]  Andy  Jacobs  was  the  deciding 
vote.  It  just  moved  four  minutes  ago,"  he  says  to  no  one  in 
particular.  Eller  stops  the  television  at  CNN  as  the  news  net- 
work cuts  from  "Showbiz  Today"  to  a  shot  of  Clinton 
strolling  out  of  the  White  House  to  give  a  statement  to  the 
press  at  a  podium  just  beyond  the  Rose  Garden. 

When  the  president  finishes,  Eller  clicks  through  the  chan- 
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ioing  a  convincing  Steven  Spielberg  imitation,  Eller 
reps  the  prez  for  a  public  appearance.  Over  the 
elicopter  noise,  he  could  be  shouting:  "It's  the 
ommunication,  Stupid!" 


nels  one  more  time  for  good  measure.  "We  passed  the  assault 
I  ban... a  serious  deal,  a  serious  deal,"  he  says  to  a  staffer  who 
j  enters  the  office.  Then,  putting  his  cigar  down,  Eller  exuber- 
;j  antly  picks  up  a  Nerf  football  and  heaves  it  in  the  general  di- 
I  rection  of  the  door  past  a  battered  computer  print-out  an- 
,  nouncing  in  giant  letters:  When  Entering  This  Room  DO 
j  NOT  SAY  We've  Never  Done  It  This  Way  Before. 

The  Children's  Crusade 

■  his  technotroop  of  young,  casually  dressed,  hi- 
^^^^^  erarchically  unschooled  campaign  staffers  de- 
scended on  Washington  following  the  1992  elec- 
tion victory.  Their  mission,  according  to  Jock 
Gill,  was  to  "migrate  from  the  master/slave 
metaphor  to  client /server."  They  did  not  believe 
in  technology  for  technology's  sake,  according  to  Gill, 
i  Rather,  the  goal  involved  a  grander  construct:  nothing  less 
than  "to  put  control  back  in  people's  hands  and  reengage 
i  them  in  government." 

The  Clintonians  arrived  with  a  high  purpose  and  a  no- 
;  table  disdain  for  their  better-dressed  and  more  mannerly  but 
;  technologically  less  sophisticated  predecessors.  To  Washing- 
l  ton's  style  setters,  these  shock  troops  seemed  like  a  modem- 
day,  computer-driven,  unwashed  Jacksonian  tide.  Neverthe- 
less, it  was  clear  that  Eller's  brigade  had  been  correct  in  be- 
;  lieving  that  their  campaign  was  at  least  one  technological 
generation,  if  not  two,  ahead  of  the  Bush  White  House. 

During  the  campaign,  Jeff  Eller  had  suspected  that  White 
i  House  technology  lay  closer  to  the  state  of  archaeology  than 
to  the  state  of  the  art.  He  corifirmed  his  suspicion  during  a 
triumphant  tour  of  the  White  House  in  December  1992. 
When  Eller's  hosts  took  him  through  the  wire  service  room, 
•he  was  struck  first  by  the  presence  of  just  a  few  old-fash- 
ioned teletype  printers  used  to  keep  abreast  of  the  day's 
news.  Then  he  realized  they  weren't  even  running. 
"Shut  off?"  Eller  inquired  incredulously. 
"Yeah,"  he  was  told,  "the  good  stuff  only  runs  after  5 
ip.m." 

"After  five?  Oh,  God!"  Eller  sputtered  in  reply. 


By  then-current  civilian  standards,  the  White  House  was 
a  technological  black  hole.  Overworked  operators  still  using 
a  digital  PBX  struggled  to  connect  calls.  On  his  first  day  in 
office,  the  new  president  discovered  to  his  dismay  that  the 
system  was  unable  to  build  conference  calls.  It  was  bad 
enough  that  the  limited  number  of  decade-old  IBM  PCs 
were  not  networked.  Worse,  they  could  be  connected  only 
individually  to  the  White  House's  VAX  mainframe  by  asyn- 
chronous phone  connections.  "There  was  no  way  to  do  a 
shared  database,"  Eller  recalls. 

Will  Feltus,  the  Bush  campaign's  director  of  communi- 
cations, argues  that  "if  we  had  won  we'd  be  rewiring  the 
White  House  now."  Eller  contends  that  the  permanent  tech- 
nology staff  at  the  White  House  shared  the  general  conster- 
nation at  the  conditions  and  seemed  more  than  happy  to 
move  ahead  on  new  orders.  "We  made  their  hves  a  bit  of  a 
hell,"  Eller  admits  about  the  first  few  months  of  technologi- 
cal reconstruction.  "But  a  lot  of  frustrated  people  are  excited 
that  we're  open  to  technology." 

The  new  techies  quickly  began  rewiring  the  White  House 
with  ISDN  fiber-optic  connections  and  started  to  introduce 
Ethernet  local  area  networks  throughout  the  White  House 
campus.  Within  six  months,  the  VAX  mainframe  was  up  to 
150-percent  of  its  previous  capacity.  Though  connected  to 
the  PC  network  by  fiber  optics,  the  mainframe  was  largely 
relegated  to  processing  E-mail  traffic.  With  encouragement 
from  the  White  House,  E-mail  has  increased  by  tens  of  thou- 
sands of  messages  a  month.  Some  200,000  messages  were  re- 
ceived by  April  1994.  Return  messages,  an  ongoing  problem, 
were  still  going  out  the  old-fashioned  P-mail  way,  while 
staffers  waited  for  the  installation  of  a  new,  larger  computer 
system. 

Other  outgoing  communications  have  been  extensively 
refitted.  Windows-based  PCs  on  a  Novell  network  are  dedi- 
cated to  producing  and  distributing  most  document  drafts, 
news  summaries,  internal  E-mail  and  other  materials  once 
produced  by  typewriters  or  the  VAX.  Eller's  elves  also  in- 
stalled a  number  of  WINFax  servers.  The  servers  allow  the 


Eller  briefs  his  technotroops  in  the  modem-intensive 
"War  Room,"  a  fast-response  media  feeder  carried  over 
from  the  successful  campaign  operation. 
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As  one  of  the  men  behind  The  Man,  Eller — seen  here  at 
the  Providence,  R.I.,  airport  before  a  regionally  televised 
town  meeting — frequently  joins  "Elvis"  on  the  road. 


White  House  to  run  an  automated  800-number  document- 
on-demand  fax  service.  The  service  is  similar  to  the  audio 
sound-bite  system  that  was  among  the  innovations  of  what 
Eller  calls  "the  most  wired  pob'tical  campaign  in  history." 

Rise  of  a  Technotactician 

Early  in  the  afternoon,  draped  over  a  faded  leather 
chair  on  the  porch  outside  his  office,  Eller  finally 
lights  up  his  Uno  Puro.  He  enjoys  the  view  as  the 
mighty  come  and  go  past  the  U.S.  Marines  out- 
side the  West  Wing  of  the  White  House.  Between 
satisfied,  politically  incorrect  puffs,  he  muses 
about  the  importance  technology  played  in  the  campaign 
that  brought  his  boss  to  power  and  about  its  likely  effects  on 
all  future  elections. 

Eller  joined  the  Clinton  campaign  early,  in  December 
1991.  He  ran  a  successful  primary  battle  in  Florida.  His  big 
Super  Tuesday  win  brought  him  to  the  attention  of  the  gen- 
eral staff  in  Little  Rock.  He  was  invited  to  Arkansas  to  over- 
see local  press  operations  all  over  the  country  (the  national 
media  are  press  secretary  Dee  Dee  Myers'  purview)  and  to 
manage  new  technology. 

One  of  Eller's  first  projects  was  to  engineer  a  swap  with 
Compuserve.  In  return  for  a  free  account,  the  on-line  service 
would  get  access  to  all  campaign  papers.  This  E-mail  con- 
nection became  a  crucial  part  of  Eller's  plan  to  wire  each 
state's  campaign  headquarters  with  the  main  headquarters  in 
Little  Rock.  Eller  insisted  that  all  sites  be  compatible  in 
hardware  and  software,  a  project  that  had  never  been  tried 
before  on  the  scale  of  a  national  campaign.  The  tools  of 
choice  were  custom-made  486-based  PCs  using  WordPerfect 
and  linked  to  a  Novell  NetWare  3.1  network  in  Little  Rock. 
Frequent,  often  hourly  E-mail  traffic  was  key  to  the  impres- 
sive capacity  of  the  Clinton  "War  Room"  to  stay  a  step 
ahead  of  the  Hush  team.  "We  were  able  to  marry  technology 
and  the  mindset  of  rapid  response,"  Eller  says  about  the 
I  "t  iv-  iutionized  campaign  reaction  time. 

•  n  il  guaranteed  constant  contact 


with  the  Little  Rock  headquarters  via  E-mail,  audio  and, 
whenever  possible,  satellite  video  feed.  As  soon  as  the  cam- 
paign arrived  at  a  destination,  an  aide  was  assigned  to  call 
Little  Rock,  establish  computer  contact  and  relay  speech 
drafts  and  other  important  campaign  documents. 

Direct  audio  links  between  Little  Rock  and  all  Clinton 
and  Gore  appearances  were  standard  operating  procedure. 
Staffers  could  follow  the  candidates'  speeches  in  real  time 
and  be  increasingly  proactive  about  disseminating  news  and 
sound  bites.  Eventually,  Eller's  radio  staff  grew  to  five  people, 
and  the  entire  process  was  automated.  Audio  excerpts  were 
put  on  an  800-number  telephone  feed.  Radio  stations  could 
call  in  and  connect  automatically  with  a  particular,  and  lo- 
cally relevant,  Clinton  or  Gore  quote.  "It  was  Touch-Tone 
driven,  with  submenus  under  submenus,"  Eller  says.  "We 
did  100  to  150  radio  feeds  a  day." 

Eller's  work  with  satellite  communication  may  have 
given  the  Clinton  campaign  its  greatest  technological  edge.  A 
dish  in  Little  Rock  allowed  the  candidate  to  reduce  his  road 
crew  drastically.  Yet  staffers  could  still  be  in  immediate 
touch  by  E-mail  or  cellular  phone.  "James  [Carville]  and 
George  [Stephanopoulos]  didn't  have  to  wait  for  a  call  from 
the  road.  They  could  track  the  campaign  as  it  happened," 
Eller  says. 

The  satellite  dish  was  also  used  to  tap  into  the  Bush  cam- 
paign's video  feeds.  Though  Eller  had  no  direct  knowledge  of 
when  and  on  which  satellite  Bush  programming  would  be 
running,  his  understanding  of  the  technology  considerably  re- 
duced the  randomness  of  his  video  surfing.  "There  were  not 
that  many  birds  to  buy  in  spot  markets,"  he  says.  "Some 
days  we  got  lucky." 

The  ability  to  intercept  the  opposition's  videography  and 
communicate  instantly  with  every  element  of  the  campaign 
machinery  meant  that  the  Clinton  campaign  rarely  was 
taken  by  surprise.  The  big  payoff  was  speed.  "Once  it  was 
'wait,  wait,  wait,'"  notes  Ron  Faucheux,  editor  of  Washing- 
ton, D.C.-based  Campaigns  et)  Elections.  "The  Clinton  cam- 
paign reduced  the  cycle  between  seeing  an  opponent's  ad  and 
responding  from  three  or  four  days  to  three  or  four  hours." 

Possibly  the  most  decisive  use  of  media  technology  in  the 


The  Night  of  the  Long  Drives 

According  to  a  former  White  House  insider,  when  the 
Bush  administration  folded  its  tents  and  the  Clinton 
administration  came  to  town,  the  FBI  showed  up  at  16( 
Pennsylvania  Ave.  with  orders  to  impound  the  current 
hard  disks — all  the  hard  disks  in  every  executive  office. 
Dismayed  computer  staffers  pleaded  to  be  allowed  to 
keep  the  disks  and  create  backups  in  the  presence  of 
Bureau  auditors,  but  the  Justice  Department  was 
adamant;  they  would  accept  no  substitutes.  The  next 
day,  our  informant  says,  the  call  went  out  to  IBM  for  a 
reputed  1 ,000-plus  hard  disk  drives  at  about  $1 ,000 
apiece.  It's  tempting  to  speculate  that  Big  Blue  may  hai 
lobbied  for  District  Judge  Charles  R.  Richey's  landmarkj 
1993  decision  that  nearly  6,000  magnetic  tapes  and  nan 
drives  made  during  the  Reagan  and  Bush  administration 
must  be  preserved.  _n\ 


campaign  came  about  because  of  a  chance  encounter. 
Eller  met  Bill  Nigut,  national  political  reporter  for 
WSB-TV  in  Atlanta,  at  a  Los  Angeles  conference.  Nigut  * 
asked  Eller  if  Clinton  might  be  interested  in  answering 
questions  from  a  local  television  audience.  Eller,  who 
had  been  a  local  TV  news  anchor  in  Tennessee,  knew  a 
good  deal  when  he  saw  one.  At  Clinton's  early  untele- 
vised  town  hall  meetings  in  New  Hampshire,  Eller  had 
seen  "the  real  hunger  for  direct  contact"  between  candidate  | 
and  voters.  "I  stood  up  and  said,  'You  offer  it  and  we'll 
come.'" 

The  first  televised  town  hall  meeting  was  held  in  Atlanta 
in  June  1992.  The  candidate  faced  a  studio  audience,  plus  au- 
diences at  four  remote  sites.  Clinton  was  not  having  a  par- 
ticularly good  day;  he  arrived  at  the  studio  angry  and  moody. 
The  meeting  transformed  him.  Afterward,  he  was  ebullient. 
"His  strength  is  talking  directly  to  voters,"  Eller  says.  "It 
was  a  format  that  couldn't  have  done  better  for  him." 

The  town  hall  meeting  went  so  well  that  Clinton  held 
nine  more  during  the  campaign.  One  was  the  October  presi- 
dential debate  in  the  same  format,  which  to  many  signaled 
the  effective  end  of  the  Bush  candidacy. 

For  all  the  talk  about  contact  with  the  voters,  Clinton's 
staff  had  another  motivation  for  the  town  hall  meetings.  The 
format  had  the  effect  of  prying  the  candidate  loose  from  the 
Washington  press  corps  and  allowing  his  image  to  be  shaped 
by  the  far  less  cynical,  often  less  well-prepared  and  more  re- 
spectful regional  press.  Throughout  the  campaign  Eller  was 
responsible  for  local  and  regional  media.  According  to  the 
Washington  Post's  Howard  Kurtz,  Eller  helped  Clinton  "fly 
under  the  radar  of  the  Washington  press  corps  to  take  his 
case  to  key  election  markets."  This  quick-response,  local 
media  strategy  became  an  important  and  controversial  com- 
munications component  when  the  Clintons  moved  into  the 
White  House. 

Transferring  the  approach  from  the  campaign  to  the  pres- 
idency led  to  two  big,  and  as  yet  unanswered,  technology 
questions.  Has  the  Clinton  White  House,  through  the  use  of 
technology,  permanently  changed  the  Washington  media  hi- 
erarchy, which  has  been  the  governing  press  principle  since 
the  advent  of  network  television  in  the  1950s?  And  has  the 
emphasis  on  quick  response  been  detrimental  to  thoughtful 
and  circumspect  decisionmaking? 


Telemarketing  Bubba 

Down  the  elegant  marble  hallway  from  Jeff 
Eller's  office,  Jock  Gill  is  harnessed  to  the  de 
rigueur  telephone  headset.  The  bearded,  sandal- 
clad  Gill  is  making  reservations  for  the  High 
Performance  Computing  and  Communications 
Conference  scheduled  for  late  June  in  North  Car- 
olina. As  he  talks,  he  keys  the  information  into  a  diary  pro- 
gram on  his  Everex  computer. 

Gill's  concentration  is  admirable.  Surrounding  his  desk 
next  door  to  the  TV  and  Radio  Room  on  the  first  floor  of  the 
Executive  Office  Building  are  a  half-dozen  casually  dressed 
staffers  and  interns  seated  in  front  of  computers.  They  are  in- 


In  his 

Executive  Office  Building 
digs,  Eller  keeps  his  video  remote  at  the 
ready,  and  a  computer  game  on  simmer. 

tently  phoning  radio  stations  around  the  country  to  arrange 
interviews  for  a  dozen  business  owners  attending  a  White 
House  conference  on  health  care. 

Gill  is  at  ground  zero  in  a  "pitch  fest."  During  this  al- 
most daily  media  ritual,  the  conversations  between  staffers 
and  radio  and  television  producers  around  the  country  go 
something  like  this:  "Hi,  Jennifer  Hyle  from  the  White 

House.  We  have  Bob  N  from  Tacoma  with  us.  He's  a 

small  businessperson  concerned  about  health  care.  Is  your 
tape  ready?  Okay,  great!"  Guests  are  then  put  on  the  phone 
to  be  interviewed.  The  same  process  is  being  repeated  in  a 
television  studio  on  the  EOB's  fourth  floor. 

Radio  and  television  pitch  fests,  a  holdover  from  the 
campaign,  are  designed,  according  to  Gill,  to  allow  guests  "to 
report  back  to  their  hometowns  what  they  saw  and  heard  at 
the  White  House."  Working  the  local  media  is  a  constant 
Clintonian  motif.  The  administration  is  so  keyed  in  to  the 
local  interview  format  that  the  Bush  campaign's  Will  Feltus 
once  kidded  Eller  that  "if  the  Bush  campaign  had  requested 
an  interview  with  Bill  Clinton,  he  would  have  done  it." 

Gill's  description  of  a  grand  technological  design  whereby 
the  sinews  of  fiber  optics  help  reinforce  the  fading  sense  of 
community  makes  Feltus  skeptical.  Gill,  he  comments  acid- 
ly, "should  be  doing  PR  for  Apple  Computer."  Feltus  down- 
plays "these  new  technologies  as  another  way  of  serving  the 
small  minority  of  Americans  willing  to  log  on  to  PCs  and 
engage  in  town  hall  meetings." 

The  idealism  behind  the  White  House  drive  to  seek  a  re- 
connection  between  government  and  citizens  forces  Eller  to 
impose  standards  on  what  he  calls  the  "mishmash"  of  E- 
mail  systems.  Gill  believes  these  "disconnected  data  islands" 
will  eventually  become  a  unified  graphical  user  interface  sys- 
tem with  "E-mail  on  every  federal  employee's  desk."  This 
idealism  is  also  the  driving  force  behind  Eller  and  Gill's  suc- 
cessful efforts  to  put  all  public  presidential  papers  on  Internet 
via  a  file  server  at  MIT's  Artificial  Intelligence  Lab. 
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Eller  tracks  his  E-mail  on  a  Quadra  950,  on-line  wire 
services  on  a  Compaq  DeskPro  433i  and  the 
presidential  image  on  a  constantly  surfed  TV. 

In  the  early  days  of  the  Clinton  administration,  Eller  and 
his  staff  experimented  with  a  number  of  methods  of  electron- 
ic communication.  They  put  the  fiscal  1995  federal  budget  on 
line,  on  disk  and  on  CD-ROM.  Last  February,  the  1,300-page 
Clinton  health  care  plan  was  released  on  two  floppy  diskettes 
as  well  as  in  the  customary  printed  format  of  a  multivolume 
set.  The  floppy  version  cost  $2.50;  the  printed  version,  $40 
per  volume.  The  communications  team  also  finished  hard- 
wiring the  White  House  press  operation,  enabling  staff  to 
pour  the  texts  of  briefings  and  speeches  into  the  U.S. 
Newswire  and  Washington  Post  and  Los  Angeles  Times  wire 
services.  All  White  House  public  documents  and  transcripts 
are  now  available  by  wire  within  hours  of  their  release. 

Meet  the  Press 

The  technological  revolution  at  the  White  House 
and  the  leveling  of  the  media  playing  field  it  has 
attempted  to  accomplish  are  not  without  risks. 
This  is  illustrated  by  the  ill-fated  and  bumptious 
effort  in  May  1993  to  elbow  aside  the  proud,  tra- 
dition-bound White  House  press  corps. 
Reporters  turned  the  denial  of  access  to  the  upper  West 
Wing  press  area  into  a  cause  celebre.  According  to  Adam 
Nagourney,  USA  Today's  White  House  correspondent,  his 
colleagues  saw  the  move  as  an  arrogant  assumption  by  the 
administration  "that  they  could  blow  off  the  White  House 
press  corps."  The  move  generated  a  spate  of  bad  publicity 
and  led  to  the  appointment  of  David  Gergen  as  White  House 
counselor  to  smooth  over  the  media's  hurt  feelings. 

"We've  all  flogged  ourselves  in  public  about  serving  the 
White  House  press  corps,"  Eller  acknowledges.  The  crowded 
briefing  room  on  the  ground  floor  of  the  White  House's  West 
Wing  remains  perhaps  the  power  spot  of  world  media  cover- 
:t  the  controversy  did  little  to  slow  down  the  admin- 
mpts  to  permanently  alter  the  technomedia 

dynamic 

Eller  d  lesitate  to  talk  about  his  vision  of  the  future 

-~>logy.  Returning  E-mail  in  real  time, 


THE  GOP'S  NEW 
TECH— AN 
INTERVIEW  WITH 
HALEY  BARBOUR 


Haley  Barbour  became  chairman  of  the  Republican  Na- 
tional Committee  on  January  29,  1993,  just  after  the  high 
tech  "War  Room"  tactics  of  the  Clinton  campaign  had 
helped  elect  a  Democrat  to  the  White  House  for  the  first 
time  in  a  dozen  years.  Among  the  tasks  facing  Barbour,  a 
lawyer  from  Yazoo  City,  Miss.,  is  to  ratchet  up  the  party's 
information  technology  level  for  the  1996  battle.  Forbes 
ASAP  recently  asked  him  for  news  from  the  front. 

asap:  Do  you  think  the  Republican  Party  lost  its  techno- 
logical lead  with  the  1992  national  election? 
barbour:  I  thought  the  Clinton  campaign  did  a  very  good 
job  of  using  technology  in  '92.  In  the  70s,  the  Republicans 
got  a  big  lead  in  their  use  of  computers  and  direct  mail. 
But  as  in  any  other  business,  the  other  side  catches  up. 
Further,  when  you're  in  the  White  House  for  a  long  time, 
there's  a  tendency  to  lose  your  edge.  That  resulted  in  an 
unwillingness  to  push  the  envelope. 
asap:  What  have  the  Republicans  done  to  catch  up? 
barbour:  We  now  generate  a  live  weekly  one-hour  cable 
television  show,  "Rising  Tide,"  available  to  15  million 
households,  and  another  monthly  half-hour  show  called 
"Women  Who  Win."  Scores  of  live  satellite  news  feeds  go 
out  every  week  to  700  different  networks,  services  and 
local  stations.  We  also  do  training  by  satellite,  running 
seminars  from  our  Washington,  D.C.,  studio  to  places 
where  people  can  assemble  around  a  downlink.  We  can 
use  our  best  people  for  less  than  the  price  of  a  plane  tick- 
et. Plus,  I  don't  lose  my  people  for  two  days. 
asap:  Any  other  media  approaches? 
barbour:  We  have  a  much  more  aggressive  radio  pro- 
gram. Last  year  we  sent  radio  actualities  that  were  used 
over  17,000  times  by  stations.  We  also  have  a  Republican 
forum  on  Compuserve.  Our  main  interest  is  to  give  people 
a  chance  to  participate.  The  slogan  of  GOP  TV  is  "put 
yourself  in  the  program."  People  watch.  They  feel  like  they 
get  it  right  from  the  horse's  mouth.  We  get  to  showcase 
people  who  really  wouldn't  be  seen  all  over  the  country. 
It's  paying  off.  One  thing  Perot  taught  the  political  parties: 
If  you  don't  give  people  a  chance  to  participate,  some- 
body else  will. 

asap:  How  will  the  parties  use  technology  in  the  1994  and 
1 996  elections? 

barbour:  Both  parties  will  use  the  technologies  to  get 
around  the  filter  of  the  media  elite.  With  live  interactive 
television  interviews,  they  can't  edit  you.  We  can  bypass 
the  networks  and  go  straight  to  the  market  or  state  that 
the  campaign  cares  about.  It's  very  hard  for  the  out  party 
to  make  network  news. 

asap:  Does  this  mean  that  the  trend  away  from  the  White 
House  press  corps  as  the  primary  disseminator  of  infor- 
mation is  irreversible? 

barbour:  Of  course.   p  p 


putting  presidential  radio  addresses  on  the  audio  Internet, 
j  sending  a  live  video  feed  throughout  the  White  House  com- 
Iplex  and  even  hooking  Clinton  up  on  an  unrestricted  satel- 
jlite  transponder  all  seem  doable.  They  even  seem  inevitable 
in  a  technological  environment  that  is  already  the  standard 
I  against  which  future  presidents  must  measure  themselves. 
Will  Feltus  and  other  Republicans  agree.  "In  the  1996  presi- 
dential campaign,  each  candidate  will  have  his  own  satellite- 
beamed  television  show  on  every  night,"  Feltus  says.  To  "Se- 
j  inf eld, "  "Frasier"  and  "Roseanne,"  be  ready  to  add  "Clin- 
ton," "Dole"  and  "Gramm." 

Vox  Populi  Productions 

ight  on  schedule  at  5:25  p.m.,  Air  Force  One 
majestically  taxis  down  the  runway  at  Provi- 
dence, R.I.'s  Greene  Airport.  It  rolls  to  a  stop 
outside  a  private  hangar  where  an  expectant 
crowd  of  500  waits.  The  president  has  come  to 
town  for  a  live  town  hall  meeting,  the  latest  Jeff 
Eller  roduced  technological  tour  de  satellite.  Live  audiences 
;at  WJAR-TV  in  Providence  and  at  stations  in  Hartford, 
Conn.,  and  Springfield,  Mass.,  will  also  participate.  The  en- 
tire show  will  be  viewed  by  hundreds  of  thousands  of  people 
throughout  southern  New  England. 

A  self-contained  stairway  descends  from  the  back  of  the 
plane,  and  Jeff  Eller  and  other  staffers  get  off.  They  take  their 
places  to  one  side  of  the  portable  stair  at  the  front  of  the 
plane  from  which  the  president  alights. 

Technicians  from  Nynex  plug  in  Air  Force  One.  Ken 
Chitester,  Clinton's  communications  aide,  links  up  to  the 
White  House  with  his  AST  laptop  and  downloads  material, 
mostly  analyses  of  the  day's  wire  stories.  There  is  little  new 
today:  "No  major  problems,"  Eller  reports. 

Clinton  spends  nearly  an  hour  shaking  hands  and  talking 
with  people  in  the  crowd  who  push  up  against  a  plastic 
mesh  barrier.  Eller,  cigar  in  hand,  carries  on  a  long  conversa- 
tion with  his  office  on  a  cellular  phone.  He  leaves  for  the 
television  station  before  the  president  so  he  can  be  on  hand 
to  take  his  boss  to  a  lounge  that  has  been  curtained  off  and 
turned  into  a  ready  room. 

A  half-dozen  staffers,  including  press  secretary  Dee  Dee 
Myers,  health  care  expert  Ira  Magaziner 
and  Eller,  squeeze  into  the  small  room. 
As  they  enjoy  the  unusually  sumptuous 
buffet  of  oysters,  shrimp  and  pasta  pro- 
vided by  WJAR,  the  staff  briefs  the  pres- 
ident about  issues  that  will  likely  come 
up. 

A  closed-circuit  video  monitor  shows 
the  studio,  an  intimate  set  with  risers 
on  three  sides  of  an  elevated  stage.  The 
space  is  small  for  the  100-member  audi- 
ence, who  were  randomly  chosen 
through  a  phone-in  800  number.  Eller 
points  at  the  screen,  indicating  how  far 
the  president  can  move  around  and  still 
be  inside  the  periphery  of  the  lighting. 


Finally  lighting  up  his  ever-present  Uno  Puro  cigar,  the 
pensive  media  maven  enjoys  the  view  of  the  White 
House  from  his  office  porch. 


With  a  minute  to  go  until  air  time,  Clinton  enters  the 
studio  and  greets  the  audience.  Large  screens  behind  him 
project  the  audiences  in  Hartford  and  Springfield.  Immediate- 
ly before  air  time,  the  president  calls  over  Doug  White  and 
Ginger  Casey,  the  WJAR  anchors,  to  shake  hands.  "I  don't 
want  us  to  go  on  cold,"  he  tells  White. 

The  event  goes  smoothly.  The  feeds  rotate  between  Prov- 
idence and  the  other  two  stations  where  local  anchors  shep- 
herd citizens  through  their  questions.  Perhaps  a  dozen  people 
get  to  speak  to  the  president. 

Watching  the  performance  from  the  ready  room,  Jeff  Eller 
paces  back  and  forth,  clapping  his  hands  when  the  president 
scores  a  point.  Toward  the  end  of  the  broadcast,  Eller  makes 
his  way  to  the  media  tent  set  up  next  to  the  studio.  Cigar 
again  in  hand,  he  declares  his  satisfaction.  "Really  solid,"  he 
says.  "Good  production,  good  questions  by  the  audience, 
good  answers  by  the  president.  It  was  good  viewership,  good 
interest  and  a  good  opportunity  to  talk  to  a  large  local  audi- 
ence." The  event  has  also  given  Eller  a  bumper  crop  of 
sound  and  sight  bites  to  be  processed  and  sent  out  over  his 
increasingly  efficient  White  House  network. 

Back  on  Air  Force  One,  shortly  before  takeoff,  Eller  goes 
up  front  to  the  president's  private  office.  For  the  next  few 
minutes,  they  discuss  the  ups  and  downs  of  the  town  hall 
meeting.  WJAR  and  other  southern  New  England  stations 
cover  the  takeoff  of  Air  Force  One  live  on  the  1 1  o'clock 
news.  On  board,  a  tired  Eller  goest  back  to  his  assigned  seat 
just  in  time  to  watch  his  own  takeoff  five  on  local  television. 

Note:  Eller  is  pulling  out  his  wires  from  the  White  House 
next  month  to  go  to  a  political  consultancy  in  Austin, 
Texas.  He  told  Forbes  ASAP  he  wants  to  be  "able  to  have  a 
little  more  of  a  life. "  Hg 
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AT  7:00  on  a  chilly  January  morn- 
ing, Frank  P.  Quattrone  ducked 
into  a  low-rise  office  complex  in 
Milpitas,  Calif.  The  Morgan  Stanley  &. 
Co.  managing  director  straightened  his 
tie  and  launched  his  effort  to  win  the 
initial  public  offering  business  of 
C-Cube  Microsystems  Inc. 

That  C-Cube,  a  litde-known  designer  of 
video  compression  chips,  could  command 
the  attention  of  a  top  investment  banker 
might  seem  odd  The  six-year-old  company 
had  two  profitable  quarters  in  1993,  but  lost 
$482,000  on  revenues  of  about  $24  million 
that  year.  Its  dubious  client  list  included 
3DO,  the  maker  of  an  unproven  game  ma- 
chine, and  a  Japanese  vendor  of  home-model 
karaoke  sets.  C-Cube  aimed  at  the  same 
markets  as  Motorola,  IBM,  SGS-Thomson 
and  AT&T,  to  name  just  a  few.  Its  IPO  deal 
would  be  small  by  Wall  Street  standards — 
between  $32  and  $38  million. 

These  circumstances  made  little  dif- 
ference to  the  eight  investment  banks 
invited  by  C-Cube  to  audition  for  its 
IPO  business.  The  competition  for  high- 
tech work  has  become  keen,  thanks  to 
an  extended  run  for  tech  stocks  on  Wall 
Street,  and  bankers  are  fighting  over 
every  morsel  that  comes  to  market. 
This  is  especially  true  for  a  company 
like  C-Cube.  As  a  vendor  of  micro- 
processors that  enable  video  compres- 
sion, it's  positioned  on  the  edge  of  the 
much-ballyhooed  digital  media  revolu- 
tion, a  concept  that  has  sold  well  to  in- 
stitutional buyers.  "C-Cube  is  in  a  hot 
category  and  it's  the  kind  of  company 
that  gives  great  road  [show],"  one  ob- 
server wryly  notes. 

Besides,  if  C-Cube  does  deliver  on  its 
ambitious  promise  and  becomes  a  major 
vendor  in  the  digital  age,  it  will  be 
huge — say,  the  Intel  of  the  next  genera- 
tion of  technology.  Revenues  are  already 
forecast  to  be  $100  rnillion  within  two 
years.  Last  year  the  company  made  just 
$23.7  million.  It's  this  potential  for 
greatness  (and  follow-on  deals)  that  ac- 
counts for  the  fuss  over  a  company  like 
C-Cube. 

So  taken  were  Silicon  Valley's 
bankers  with  the  company  that  29  of 
them  called  on  C-Cube  executives  in 
the  year  preceding  its  IPO.  Morgan  Stan- 
ley, Prudential  Securities,  Paine  Webber, 


Lehman  Brothers  and  Gold- 
man, Sachs  queued  up  to  hag- 
gle over  the  business.  So  did 
dozens  of  boutique  finns  spe- 
cializing in  small-capitaliza- 
tion offerings,  among  them 
Baltimore's  Alex.  Brown  & 
Sons  and  San  Francisco's 
Montgomery  Securities.  C- 
Cube  winnowed  the  list  to 
eight.  That  privileged  group 
vied  for  the  IPO  work  in  Janu- 
ary in  a  formal  presentation 
quaintly  called  a  "bake-off."  In 
a  bake-off  a  bank  details  how 
it  will  position  a  company, 
conduct  the  road  show,  and 
price  and  sell  a  deal. 

A  decade  ago  competitive 
bake-offs  like  C-Cube's  were 
rarer  than  they  are  now.  Then 
came  Microsoft  and  Novell 
and  Cisco  Systems — compa- 
nies whose  stock  performed  well.  These 
successes  whetted  a  strong  institutional 
appetite  for  high-tech  stocks.  Today,  T. 
Rowe  Price,  Fidelity  and  others  boast 
solidly  performing  high-tech  mutual 
funds. 

In  addition,  technology  firms  have 
graduated  to  sophisticated,  big-ticket 
deals.  For  example,  within  the  last  two 
years,  Apple  Computer,  Applied  Materi- 
als, Silicon  Graphics,  LSI  Logic  and  Cy- 
press Semiconductor  completed  con- 
vertible debenture  offerings  worth  more 
than  $300  million.  Each  deal  produced  a 
few  million  in  banking  fees.  The  $1  bil- 
lion combination  of  Novell  and  Word- 
Perfect in  June  netted  banker  Morgan 
Stanley  $5  million. 

That's  money  worth  scrambling  for, 
and  no  fewer  than  30  banking  firms  are 
doing  just  that.  However,  their  taste  for 
high  tech  sometimes  diminishes  in  bear 
markets,  especially  among  the  Wall 
Street  crowd.  Merrill  Lynch  has  come  in 
and  out  of  the  market,  though  lately  it's 
back  in.  In  mid-April,  it  hired  Goldman 
partner  Christopher  P.  Foerster  to  run 
its  high-tech  group.  Foerster's  resume 
includes  work  for  Hewlett  Packard,  Sun 
Microsystems  and  Microsoft. 

Still,  117  companies  filed  IPOs  in  the 
first  quarter  of  1994,  up  from  67  in  the 
same  period  last  year.  Quality  compa- 


Bankers  are  not  above  using  "the  slobber" — 
the  extraordinary,  unforgettable  effort — to  win 
an  IPO.  Like  showing  up  on  the  same  flight. 


nies  and  those  in  sexy  industry  seg- 
ments (lately  digital  media,  wireless 
communications  and  games)  are  able  to 
go  public  even  in  the  worst  markets, 
making  competition  for  business  at  the 
top  end  impervious  to  market  swings. 

Witness  C-Cube.  From  the  time  of 
its  January  bake-off  to  its  offering  on 
April  21,  the  Dow  Jones  Industnal  Aver- 
age was  down,  and  comparable  compa- 
ny stocks  had  dipped  26  percent.  But 
contenders  continued  to  leap  at  compa- 
ny requests  even  as  the  Dow  sank. 
Lehman,  for  one,  countered  C-Cube's 
concerns  about  its  services  with  a  de- 
tailed 10-page  letter  delivered  in  less 
than  24  hours.  The  gesture  so  impressed 
C-Cube  CFO  James  G.  Burke  that  he 
hired  Lehman  to  run  the  deal.  C-Cube 
went  public  April  21  at  $15  per  share. 
Net  proceeds  to  the  company  were 
$37.5  million;  Lehman  made  $1  million 
in  fees. 

Glittering  Portfolios 

Not  long  ago  Lehman  would  never  have 
won  a  darling  like  C-Cube.  Since  the 
early  1980s,  prized  business — high-dol- 
lar or  high-profile,  or  both — has  gone  to 
Morgan  Stanley's  highly  compensated 
Quattrone  or  to  Goldman's  chief  mar- 
keter in  technology,  Eff  W.  Martin.  Con- 
sider the  track  record  of  both:  Quat- 
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'crone's  portfolio  includes  Cypress,  Ora- 
Corp.,  Silicon  Graphics  and  Cisco; 
.  Microsoft,  Sybase,  Apple  and 
:  .rosystems.  To  some  extent, 
Quattrone  and  Martin  have  competed 
with  specialty  technology  underwriters 
such  as  San  Francisco's  Robertson, 
Stephens  &  Co.  and  Alex.  Brown.  But 
mostly,  tech  boutiques  have  settled  for 
a  secondary  role  in  hot  offerings. 

The  mustachioed,  jovial,  38-year-old 
Quattrone  (who  resembles  actor  Kevin 
Kline)  is  the  antithesis  of  an  aloof  Wall 
Street  banker.  "Frank  is  smart  and 
brash  but  engaging,"  says  one  rival.  "He 
is  accessible  on  a  human  level,  which  is 
important  to  engineers,  who  don't  like 
or  understand  New  York  bankers.  He  is 
this  guy  horn  South  Philly,  like  your 
Uncle  Guido."  Martin,  on  the  other 
hand,  is  the  quintessential  New  York 
banker:  serious  and  self-important. 

Quattrone  and  Martin  have  borne 
up  under  the  occasional  attempts  by 
Wall  Street  firms  to  break  their  stran- 
glehold on  the  market.  Lately,  they've 
had  to  contend  with  Lehman,  which  in 
1991  added  Michael  S.  Wishart  and  J. 
Stuart  Francis,  a  team  hired  from  Smith 
Barney.  The  two  present  a  real  chal- 
lenge. Wishart,  the  primary  held  man, 
tackles  the  market  head  down,  with 
straight-ahead,  dogged  perseverance.  For 
instance,  he  called  and  visited  C-Cube 
off  and  on  for  two  years.  When  the 
company  geared  up  for  its  IPO,  with 
new  management  in  place  in  the  fall  of 
1993,  Wishart  went  into  overdrive,  call- 
ing on  newly  hired  CFO  Burke  weekly 
and  chatting  with  him  more  often.  As  a 
result  of  this  aggressive  approach, 
Wishart  has  picked  off  some  plums  in 
Lehman's  three-year  run  on  the  market. 

Wishart  claims  a  40-percent  share  of 
the  $15  million  or  more  tech  IPO  mar- 
ket lead-managed  by  bulge-bracket 
firms,  a  figure  debated  by  competitors 
but  backed  up  by  Securities  Data  Corp. 
numbers.  His  successful  foray  into  the 
overheated  market  has  triggered  an  in- 
teresting controversy  over  whether 
Quattrone  has  slipped  in  the  rankings. 

Quattrone's  franchise  has  been  the 
one  to  beat  in  high  tech — despite  Gold- 
man's contention  to  the  contrary.  But 
currently  his  operation  seems  vulnera- 
ble to  att,  ■       arly  this  year  Lehman 


won  the  lead  manager  role  in  a  $144 
million  debt  deal  for  a  13-year  Morgan 
Stanley  client,  LSI  Logic,  which  netted 
Lehman  a  $700,000  fee.  LSI  Logic  exec- 
utives felt  Quattrone  wasn't  servicing 
the  account,  and  Wishart  was.  • 

Quattrone  actually  lost  C-Cube  days 
before  the  bake-off  in  an  embarrassing 
move.  He  had  sponsored  a  dinner  for  C- 
Cube  executives  at  a  Palo  Alto  rib 
restaurant,  MacArthur  Park,  but  took  a 
45-minute  call  during  the  meal.  "The 
key  thing  we  wanted  from  that  dinner 
was  a  warm  and  fuzzy  feeling  of  com- 
mitment from  Morgan,"  says  CFO 
Burke.  "Instead  we  sat  there  wondering 
if  we  should  order  coffee  or  go  home." 

From  the  beginning  Morgan  Stanley 
had  its  eye  on  the  top  end  of  the  mar- 
ket. In  the  late  1970s  the  "four  horse- 
men"— Alex.  Brown;  and  San  Francis- 
co's Robertson,  Stephens;  Hambrecht  & 
Quist;  and  L.  F.  Rothchild,  Unterberg, 
Towbin — had  sewn  up  the  high-tech 
market.  As  the  market  heated  up,  so  did 
feuds  in  the  early  partnerships,  and  sev- 
eral splintered.  Thomas  Weisel  left  San- 
ford  Robertson's  outfit  in  the  mid-1970s 
to  form  Montgomery  Securities.  Last 
year  Montgomery  became  aggressive  in 
the  market  and  underwrote  21  technol- 
ogy companies,  the  largest  number  of 
deals  in  the  business  for  the  period. 


Goldman  was  a  close  second,  with 
seven  deals  totaling  $481  million.  Mor- 
gan Stanley  ran  third  with  six,  raising 
nearly  $268  million.  Montgomery 
raised  almost  a  half  billion  for  its 
clients — thanks  to  FTP  Software's  $95 
million  offering  last  November — which 
resulted  in  about  $120  million  in  profits 
for  its  47  partners. 

Ironically,  Morgan  Stanley  might 
not  have  taken  advantage  of  the  fissure 
in  the  market  created  by  the  squabbling 
horsemen,  had  it  not  been  asked  to  by 
one  of  them.  William  Hambrecht  invit- 
ed his  friend,  Morgan  Stanley  chairman 
Richard  B.  Fisher,  to  look  at  Apple's 
EPO.  Morgan  Stanley  ended  up  leading 
the  $101  million  deal  in  December 
1980.  Hambrecht  handed  off  the  busi- 
ness because  he  and  other  technology 
financiers  believed  a  name-brand  bank 
would  lend  credibility  to  Apple  and 
other  risky  startups.  It  was  Morgan 
Stanley's  first  tech  underwriting  since 
IBM,  20  years  earlier. 

W.  Carter  McClelland,  dispatched  to 
California  in  1981  to  head  Morgan 
Stanley's  tech  effort,  had  a  simple  strat- 
egy: Be  the  first  Wall  Street  firm  with  a 
technology  boutique.  Its  aim  would  be 
to  skim  off  those  young  companies 
Morgan  Stanley  believed  would  grow 
into  the  bank's  other  services.  By  1983, 


Morgan  Stanley's  Frank  Quattrone  fumbled  the  C-Cube  deal  when  he  took  a 
45-minute  call  during  dinner.  "Should  we  order  coffee  or  go  home?" 
wondered  C-Cube  chief  financial  officer  Jim  Burke. 
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In  the  homey  days  of  the  mid-1980s,  T.  J.  Rodgers  of  Cypress  Semiconductor 
chose  local  banker  Sandy  Robertson  to  take  him  public. 


■having  taken  public  such  winners  as 
'■Quantum  Corp.  and  LSI  Logic,  Morgan 
j  Stanley  unseated  Robertson,  L.  F. 
;BRothchild  and  the  rest  as  technology's 
3 1  premier  banker. 

Snow  Jobs 

No  banker  with  a  Wall  Street  firm  has 
ever  replicated  Quattrone's  folksy  ap- 
proach. He  understood  that  the  inside 
.'  track  on  the  best  deals  ran  through  the 
'offices  of  venture  capitalists,  so  he  cul- 
tivated friendships  with  VCs.  In  1983 
'he  shared  a  ski  cabin  at  Lake  Tahoe 
i>  with  partners  from  several  firms,  in- 
>  eluding  Mayfield  Fund,  Asset  Manage- 
S  ment  and  Merrill,  Pickard,  Anderson  & 
!Eyre.  It  was  a  winter  that  produced  div- 
idends in  deal  flow. 

Some  of  those  investors  still  ski 
I'with  Quattrone  on  Morgan  Stanley's 
annual  Deer  Valley,  Utah,  weekend,  an 
event  that  brings  them  together  with 
i  money  managers,  chents  and  entrepre- 
neurs. Quattrone  strategically  assigns 
three  couples  per  condo. 

Quattrone's  competitors  downplay 
the  personal  aspect  in  the  competition. 
["That's  not  our  angle,"  says  Lehman's 
'Wishart.  "We're  Type  A.  It  may  take 
two  years  or  five  to  wrestle  away  busi- 
;  ness,  but  we  will  do  what  it  takes  to  get 
it.  We  become  friends  with  our  chents 
and  go  to  dinners.  But  that's  not  our 
focus."  His  straight-ahead  persistence 
works — it  clearly  won  him  the  business 
from  C-Cube  and  LSI  Logic. 

Goldman's  Martin  characterizes  his 
|  approach  to  getting  business  as  "low- 

Hiking  Digital  Dirt 
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key,  channeled  aggression."  Goldman, 
he  notes,  possesses  the  credentials  to 
wow  prospective  IPO  clients:  it's  the 
biggest  and  most  profitable  worldwide 
investment  bank.  (The  1993  pretax 
profits  of  $2.7  billion  meant  that  Mar- 
tin's per-partner  profits  were  no  less 
than  $5  million  last  year,  whereas 
Quattrone  made  about  $1  million.) 

Still,  Quattrone  gets  credit  for  being 
the  bulge-bracket  banker  with  the  best 
understanding  of  the  value  of  relation- 
ships in  the  close-knit  tech  communi- 
ty. It  has  won  him  more  repeat  busi- 
ness than  anyone  else.  He's  done  1 1 
deals  for  Silicon  Graphics  since  its  EPO 
in  1986,  including  a  1992  merger  with 
Mips  Computer  Systems,  which  CFO 
Stan  Meresman  believes  was  successful 
because  of  the  company's  long-term 
trust  in  Quattrone's  strategies.  The 
deals  have  meant  $12  to  $13  million  in 
fees  for  Morgan  Stanley. 

Quattrone's  events,  or  even  his  utili- 
ty bills,  aren't  paid  for  by  the  typical 
EPO.  The  bankers'  fee  is  usually  seven 
percent  of  the  deal  (a  decrease  some- 
times occurs  on  deals  of  $100  million 
or  less).  Each  bank  gets  a  share  of  that 
spread,  which  is  what  the  competition 
among  them  is  all  about:  position.  The 
so-called  lead  manager,  the  most  covet- 
ed role,  gives  an  underwriter  leverage 
over  two  things:  fees  and  stock.  The 
lead  is  also  listed  on  the  left  side  of  the 
cover  of  a  prospectus,  an  industry  status 
symbol.  Other  underwriters,  or  coman- 
agers,  split  the  remaining  fees  and  are 


listed  on  the  right. 

The  seven-percent  nut  is  carved  up 
by  the  bankers  after  they  are  hired  by  a 
company.  The  nut  can  be  split  evenly, 
although  Morgan  Stanley  and  Goldman 
prefer  a  more-than-50-percent  share, 
and  last  year's  volume  leader,  Mont- 
gomery Securities,  sometimes  got  70 
percent.  Variations  are  countless.  C- 
Cube's  $40  milhon  EPO  was  worth  $2.8 
million  in  fees,  split  among  its  three 
bankers  in  45-,  45-  and  10-percent  shces 
of  the  pie.  Lehman  and  Alex.  Brown, 
with  45  percent  each,  earned  about  $1 
million  after  expenses.  Unterberg  Har- 
ris wound  up  with  a  check  in  the  neigh- 
borhood of  $200,000. 

To  some  extent,  the  paltry  fee  from 
a  small  deal  can  be  enhanced  on  the 
trading  floor,  particularly  for  the  lead 
banker.  For  C-Cube,  leader  Lehman 
controlled  the  placement  of  most  of  the 
2.8  million  shares  issued.  About 
400,000  shares  were  "free  stock,"  divid- 
ed by  the  three  managers  to  place  wher- 
ever they  chose  for  their  own  sales  ac- 
counts. The  rest  was  "the  pot" — stock 
placed  by  the  lead  to  institutions. 

This  is  "ninning  the  book"  in  bank- 
ing parlance.  The  bank  that  runs  the 
book  allocates  shares  to  money  man- 
agers at  Fidelity  or  Kemper  or  other  in- 
stitutions at  its  discretion.  A  deal's  co- 
managers  do  not  distribute  any  of  the 
pot.  Which  institution  is  granted  what 
percentage  of  the  pot  by  the  lead  banker 
depends  upon  many  things:  a  favor 
owed,  a  relationship  valued,  a  golf  game 


8] 


o   Nab  an  IPO 


Cube's  stock  was  divvied 
v  ;  pots,  domestic  and  interna- 
1 1  as  spread  out  at  Lehman's 

■  ;  ause  C-Cube  was  a  hot  deal,  it's 
likely  that  the  200  or  so  institutions 
that  bought  in  at  the  IPO  didn't  get  all 
the  shares  they  wanted.  Highly  market- 
ed deals  are  almost  always  oversub- 
scribed. Last  year,  Intuit  issued  two 
million  shares,  but  investors  put  in  or- 
ders for  20  million.  That's  good  news 
for  the  traders  at  the  lead  bank,  since 
they  know  precisely  where  to  get  stock 
to  sell  to  one  institution  if  another  is 
willing  to  "flip  it" — that  is,  sell  right 
after  the  IPO. 

A  trading  floor  can  lose  big  on  an 
IPO  if  the  stock  hits  in  a  down  market 
or  investors  lose  confidence  in  it.  Most- 
ly, a  hot  deal  goes  the  way  C-Cube's 
did.  From  the  first  days  of  trading,  from 
April  21  through  April  29,  3.2  million 
C-Cube  shares  were  traded.  Lehman 
controlled  the  majority  of  the  trades, 
moving  1.7  million  of  them.  Revenues 
for  the  trading  desk:  $212,000.  Every 
lead  bank  has  a  similar  story.  Morgan 
Stanley  even  made  a  cool  million  in 
one  week  in  1990,  thanks  to  the  hyper- 
hot  Xilinx,  a  semiconductor  firm. 

Boutique  versus  Wall  Street 

Companies  that  can  hire  a  big  invest- 
ment bank  traditionally  do  so  for  its 
name  and  muscle.  A  boutique  is  added 
to  the  deal  for  its  technology  specialty. 
But  both  are  hired  for  their  analysts,  the 
single  biggest  factor  companies  cite  in 
choosing  an  investment  bank.  This 
means  that  bankers  often  haul  in  an  an- 
alyst to  close  a  deal. 

This  intimate  pairing  of  marketing 
and  sales  is  a  source  of  conflict  in  most 
banks.  In  theory,  analysts  should  be  free 
to  criticize  or  support  a  company  or  in- 
dustry segment  regardless  of  invest- 
ment banking  ties.  Bankers  in  the  held, 
however,  don't  want  negative  com- 
ments to  disrupt  their  efforts.  In  1992  a 
brouhaha  erupted  at  Morgan  Stanley 
over  the  issue,  with  researchers  crying 
foul  over  pressure  from  bankers  to  hype 
stock. 

Quattrone  was  accused  by  some 
'  'nley  researchers  of  pressing 
ties  on  some  clients,  in- 


cluding Mips,  which  was 
a  nightmarish  1989  deal 
for  Quattrone.  Mips  stock 
faltered  in  the  aftermar- 
ket,  and  Quattrone  argued 
that  Morgan  Stanley's  re- 
search department  was  to 
blame. 

That's  how  then-CEO 
of  Mips  Bob  Miller  saw  it. 
"The  analyst  we  met  be- 
fore the  deal  had  the  Mips 
story  down.  Then  she  re- 
signed," says  Miller,  "and 
Morgan  never  backfilled 
her." 

Quattrone  reportedly 
badgered  another  analyst 
to  promote  Mips  stock, 
an  episode  that  was  reported  in  The 
Wall  Street  Journal  in  July  1992.  The 
analyst,  Richard  Ruvkun,  declines  to 
comment  on  the  record.  Quattrone  de- 
nies the  incident.  He  never  got  the 
"buy"  recommendation  he  was  looking 
for.  Ruvkun  gave  the  stock  a  "hold." 

Despite  the  inherent  conflict, 
bankers  rely  on  research  often  enough 
to  sell  a  deal.  This  is  especially  true  if 
an  analyst  is  ranked  high  by  Institu- 
tional Investor,  which  annually  rates 
the  favorites  of  money  managers.  But 
an  analyst  can  just  as  easily  blow  up  a 
deal.  Just  ask  Morgan  Stanley's  Carter 
McClelland  about  Microsoft.  In  that 
hot  contest,  the  battle  between  Morgan 
Stanley  and  Goldman  escalated  to  a 
bake-off  in  New  York,  where  Morgan 
Stanley's  top  brass  tried  to  win  over  Bill 
Gates.  Jim  Mendelson,  Morgan  Stan- 
ley's PC  analyst  at  the  time,  announced 
that  he  didn't  believe  in  the  future  of 
PC  software.  "A  horrible  moment,"  re- 
calls McClelland,  who  witnessed  the 
faux  pas.  Goldman  won  Microsoft. 

A  less  advertised  but  often-used  tac- 
tic in  wooing  business  is  what  Quat- 
trone calls  "the  slobber" — the  extraor- 
dinary, unforgettable  effort.  This  runs 
the  gamut  from  the  straightforward 
(bringing  in  the  bank's  chairman)  to  the 
sublime  (producing  box  seats  to  a  sold- 
out  football  game). 

Morgan  Stanley  has  juggled  airplane 
seats  to  be  near  clients.  Quattrone 
arranged  for  chairman  Fisher  to  sit  next 
to  Mips  CEO  Miller  on  a  flight  in  1989 


"A  horrible  moment,"  recalls  Morgan  Stanley's  Car 
McClelland  of  the  time  his  analyst  blurted  to  Bill  Gl 
that  PC  software  had  no  future. 


when  the  company  was  choosing  a 
banker.  In  late  1992  Quattrone  arranged 
to  be  on  the  same  flight  as  prospective 
client  WordPerfect. 

WordPerfect  CFO  Dan  Campbell 
and  general  counsel  Duff  Thompson 
flew  to  New  York  to  meet  Fisher.  On 
the  way  back  to  company  headquarters 
in  Orem,  Utah,  they  found  Quattrone 
sitting  across  the  aisle.  Bankers  from 
Merrill  Lynch  and  Donaldson,  Lufkin 
&  Jenrette  were  also  on  board.  "We  had 
been  through  a  whole  day  of  presenta- 
tions, and  then,  there's  all  the  same 
people,"  says  Campbell.  "Frank  was 
kneeling  in  the  aisle  next  to  Duff  for  so 
long  that  the  Merrill  guy  Anally  handed 
him  a  pillow." 

Against  this  background  of  clamor- 
ing for  business,  Morgan  Stanley,  Gold- 
man and  Lehman  are  getting  more 
company.  Merrill  Lynch  and  Smith  Bar- 
ney, which  now  runs  the  Shearson  trad- 
ing unit  of  Lehman,  are  reentering  the 
territory.  Boutiques  such  as  Wessels, 
Arnold  and  Cowen  &  Co.  are  also  step- 
ping up  efforts  to  win  IPO  work. 

"It  all  goes  in  waves,"  says  Bob  Har- 
ris, who  started  in  the  1970s  with 
Robertson,  then  moved  to  Alex.  Brown 
before  partnering  with  L.  F.  Rothchild 
veteran  Thomas  Unterberg  in  1991. 
"Right  now,  Lehman  looks  like  the  up- 
and-comer.  But  they'll  make  a  mistake, 
the  clients  will  get  mad,  and  Smith  Bar- 
ney Shearson  will  be  the  next  big  thing. 
The  entrepreneurial  spirit  fostered  all 
this,  and  now  it  is  a  machine."       (jjjjjjp)  i 
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"For  eight  to  ten  years,  we've  been 
hearing  all  this  hype  that  'information 
technology  is  strategic'  People  have 
said  it  2,000  times.  But  that  concept 
lacks  clarity  and  doesn't  mean  much,' 
says  Barry  Sullivan,  vice 
president  of  marketing 
at  EDS,  the  $8  billion 
data-processing  compa- 
ny, and  vice  chairman 
of  the  Information 
Technology  Association 
of  America  (ITAA). 

"The  truth  is,  informa- 
tion technology  enables 
business  strategy. 
Information  technology 
gives  you  new  ways  to 
think  about  strategy." 

When  American 
Airlines  changed  the 
rules  of  the  game  in  the 
airline  industry  with  its 
Eaasy  Sabre  reserva- 
tions system  in  the  early 
1 980s,  it  wasn't  just  a 
question  of  implement- 
ing new  technology. 
Every  airline  had  its  own 
reservations  system.  But 
American  took  terminals 
to  travel  agents  and  con- 
nected them  to  the 
Sabre  system.  Not  only 
did  American  achieve 
special  access  to  the 
travel-agent  distribution 
channel — which  made 
70%  of  all  reservations 
at  the  time — but  also  the 
Sabre  system  listed 
American  flights  first. 
"Technology  enabled  American  to  adopt 
a  business  strategy  and  enter  a  new  dis- 
tribution channel  that  set  it  apart,"  says 
Sull  ivan.  "Bui  information  technology 
wasn't  the  strategy." 

Over  the  past  decade,  many  compa- 
s  have  perceive.1  information  technol- 


ogy primarily  as  a  way  to  improve  oper- 
ations or  cut  costs  in  accounting  and 
inventory  management.  In  an  era  of 
downsizing,  that's  certainly  a  necessity, 
and  companies  have  collectively  spent 
billions  to  automate  and  integrate  sys- 
tems that  were  once  manual  and  discon- 
nected from  each  other.  Until  recently, 
much  of  that  money  appeared  to  be 
going  down  the  drain.  The  cost  of  train- 
ing, the  continual  need  to  upgrade 
equipment,  the  lack  of  integration  among 
corporate  functions  and  resistance  in  the 
top  ranks  to  utilize  basic  resources  such 


THE  PRICE-PERFORMANCE  IEVEI  OE  TELECOMMUNICATIONS 
AND  COMPUTER  TECHNOLOGY  ALLOWS  COMPANIES 
TO  ADOPT  STRATEGIES  NOT  POSSIBLE  BEFORE." 


as  electronic  mail  stunted  any  real  pro- 
ductivity gains  or  major  cost  savings. 

"A  lot  of  companies  realized  only  incre- 
mental gains  from  time  compression 
because  they  automated  processes  that 
were  inherently  inefficient,"  says 
Christopher  Teeter,  an  associate  partner 


in  the  technology  group  at  Andersen 
Consulting.  "But  one  of  our  clients,  a 
major  pharmaceutical  company,  took  the 
clean-slate  approach  and  said,  'Let's 
change  the  process  to  take  advantage  of 
the  technology,  rather  than  automate  sys- 
tems designed  in  an  era  when  technolog 
didn't  exist.'  They  basically  put  the  lead- 
ers of  the  company  in  touch  with  the  worl> 
ers  and  put  the  sales  force  in  direct  touch 
with  the  manufacturing  line,  which  allowed 
them  to  cut  prices  and  increase  sales." 

Clearly,  the  swift  advances  in  techno 
ogy — from  mainframe  to  parallel  pro- 
cessing computers,  from 
minicomputers  to  desk- 
tops, from  copper  tele- 
phone lines  to  fiber 
optics,  from  wired  to 
wireless  communica- 
tions— present  opportun 
ties  for  companies  to 
grow  and  change  their 
businesses  and  mode  of 
operations,  so  long  as 
they  know  what  informa 
tion  technology  is  avail- 
able. "The  price-perfor- 
mance level  of  telecom- 
munications and  comp- 
uter technology  allows 
companies  to  adopt 
strategies  not  possible 
before,"  says  Sullivan. 
"Information  technology 
allows  a  small  company 
to  catch  up  with  and  sun 
pass  a  giant  quickly." 

Forget  strategy  for  a 
moment,  and  think  pay- 
off. The  average  return 
on  investment  for  infor- 
mation systems  is  now  in 
the  54%  to  68%  range, 
depending  on  type  of 
business,  according  to  a 
recent  study  of  400 
large  companies  by  the 
MIT  Sloan  School  of 
Management,  which 
shows  that  information 
technology  may  provide  a  way  to  lever- 
age existing  resources  without  simply  cut- 
ting costs  by  continually  downsizing. 
More  and  more,  companies  hailed  for 
changing  the  competitive  landscape  with 
24-hour  customer  service,  implementing 
super-efficient  consumer-response  tech- 
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iques  or  turning  a  commodity  product 
I  to  a  market-share  leader  are  those  that 
pve  integrated  information  technology 
jto  overall  business  strategy, 
i  A  sign  that  information  technology  is 
treading  beyond  the  MIS  department 
(id  into  the  boardroom  is  the  first-of-its- 
nd  TransForum  '94  conference,  to  be 
;ld  Sept.  12  through  14  in  New  York 
ity.  The  conference  will  explore  how 
ompanies  use  information  technology  to 
::hieve  strategic  objectives.  Corporate 
rategists  with  an  international  reputa- 
pn,  such  as  Gary  Hamel,  professor  of 
rategic  international  management  at 
He  London  Business  School,  and  Richard 
lolan,  professor  of  business  administra- 
pn  at  the  Harvard  Business  School,  will 
eliver  keynote  speeches.  So  will  execu- 
tes such  as  Charles  B.  Wang,  chair- 
man and  CEO  of  Computer  Associates, 
i.  Van  Skilling,  executive  vice  president 
if  TRW,  and  Vernon  Loucksjr.,  chair- 
lan  and  CEO  of  Baxter  International 
Ic.  Session  tracks  will  consider  the  sub- 
let matter  from  three  business  perspec- 
l/es:  supplier,  customer  and  company, 
r  "Information  technology  is  an  enabling 
liol  that  allows  companies  to  do  a  much 
jetter  job  of  delivering  new  products  and 
jsrvices  to  customers  and  potential  new 
ijstomers,"  says  TRWs  Skilling,  who  is 
iverseeing  TRWs  transfer  of  four  terabytes 
if  data  from  mainframe  to  parallel  pro- 
lessing  computers.  "With  1 .5  million 
lansactions  a  day,  we  think  that  changing 
f)  a  more  flexible  system  will  help  us  pro- 
iuce  a  better  product  for  our  customers." 
i  Says  Stan  Jaworski,  senior  director  of 
corporate  and  marketing  communications 
ft  Symbol  Technologies,  the  leader  in  bar- 
lode  data  management,  "Most  businesses 
]jn  on  past,  future  or  approximate  time, 
jut  business  today  is  run  in  real  time, 
-joday's  technology  can  deliver  up-to-the- 
pinute  data  from  where  the  action  takes 
lilace — in  the  warehouse,  in  the  hospital, 
In  the  loading  dock.  And  current  data 
tad  to  proactive  decision  making." 

FINDIHG  THE  STRATEGY 

How  does  a  company  find  the  best 
Lay  to  integrate  information  technology 
lito  its  strategy?  By  setting  a  business 
|oal,  finding  a  model,  then  adapting  it 
b  its  own  industry,  size  and  market  posi- 


MER61NG  BUSINESS  AND  INFORMATION  TECHNDID6Y  STRATEGIES 

The  TransForum  '94  conference  is  designed  to  help  senior  managers 
align  their  business  and  technical  strategies  to  transform  operations  and 
creale  new  competitive  advantages.  This  executive  forum,  presented  by 
FORBES  ASAP  and  the  Information  Technology  Association  of  America 
(ITAA),  brings  together  top  executives  and  information  technology  sup- 
pliers with  the  aim  of  gaining  new  insight  into  achieving  integration. 

"Attendees  will  gain  insights  into  how  key  business  activities  will  be 
enabled  by  information  technology.  There  will  also  be  opportunities  to 
compare  strategies  and  results  with  other  leading  companies,"  says  Barry 
Sullivan,  TransForum  conference  co-chairman  and  EDS  corporate  vice 
president.  Sullivan  is  also  vice  chairman  of  ITAA,  a  major  trade  association 
serving  the  U.S.  information  technology  industry.  "TransForum,"  he  adds, 
"will  also  illustrate  how  marketplace  leaders  reset  standards  of 
performance,  enter  new  markets,  anticipate  demand  for  products  and 
services  and,  ultimately,  redefine  the  competitive  landscape." 

Various  sessions  within  three  individual  tracks  (Supplier,  Customer  and 
Company)  are  scheduled.  Many  sessions  will  include  specific  case  studies. 

THE  SUPPLIER  PERSPECTIVE 

•  The  Information  Highway  and  Ubiquitous  Networking 

•  The  Management  Issue:  Behind  Interoperability 

•  Time-Based  Competition 

•  Electronic  Commerce:  Turbocharging  Your  Business  Environment 

THE  CUSTOMER  PERSPECTIVE 


Building  an  Informed  Sales  Organization 
Information  Technology  and  the  Mobile  Work  Force 
Mobilizing  Your  Customer 
The  Knowledge-Gathering  Organization 

Customer  Service  and  Information  Technology  as  a  Competitive  Weapon 


THE  COMPANY  PERSPECTIVE 


•  Work  Groups:  Virtual  and  Otherwise 

•  Distributed  Decision  Making 

•  Building  and  Balancing  Organizational  Models 


Total  Automation 


For  more  information  on  TransForum  '94  and  a  complete  list  of  speakers, 
please  call  ITAA  at  (703)  522-1  268. 
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Cup,  helping  them  find  new  ways  of  using  information  togoplaces  they  couldn't  before.  (800)566-9337x2100. 
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tion.  Management  consultants  point  to 
three  basic  strategic  goals:  cutting  costs 
and  improving  performance,  adding 
new  value  for  customers  and  starting 
new  businesses. 

"When  a  company  like  Ford  trans- 
forms its  accounts  payable  from  a  50- 
person  operation  to  two 
people  with  PCs  and  finds 
that  it  doesn't  hurt 
payables,  they're  going  to 
look  for  that  same  kind  of 
performance  gain  in  every 
area,  and  others  are 
going  to  follow  the 
model,"  says  Christopher 
Meyer,  vice  president  at 
Mercer  Management,  an 
international  management 
consulting  firm. 

"But  the  big  thrust  today 
is  to  add  value  for  the  cus- 
tomer, who  has  come  to 
expect  any  time,  any 
place,  customized  service. 
The  customer  has  gone 
from  'Gee  whiz,  this  is 
great,'  to  'Why  aren't  you 
doing  this  for  me?' 

"Banks  started  with  24- 
hour  cash  machines. 
Now  they've  added  touch- 
tone  phone  access. 
Apple's  En  Passant  CD- 
ROM  provides  a  collection  of  25  cata- 
logs, so  the  consumer  can  make  up  his 
own  catalog.  But  adding  value  or  creat- 
ing new  value  for  the  customer  is  much 
more  difficult  than  cutting  costs,  because 
it's  cross-functional.  That  requires  tighter 
integration  and  that  people  work  harder. 

"Companies  are  just  beginning  to  lay 
the  groundwork  for  new  business  devel- 
opment using  information  they  gather 
from  their  customers.  Every  place  you 
put  a  scanner,  you  can  gather  data. 
Look  at  Mrs.  Fields:  Their  data  was  so 
good  they  could  predict  what  cookies 
would  sell  in  what  lo     i  >n  on  what  day. 


They  realized  they  had  valuable  know- 
how,  and  started  a  new  business  selling 
their  software  and  consulting  services  to 
other  producers." 

Similarly,  Hyatt  Hotels  has  translated 
its  ability  to  manage  its  own  information 
processing  into  a  spin-off  business. 
When  Hyatt  found  that  its  reservations 
people  were  so  bogged  down  taking 
reservations  that  they  couldn't  provide 
adequate  customer  service  or  sell  hotel- 
room  upgrades,  it  moved  to  install  a  new 
reference-card  system  that  prompted 
order  takers.  "By  easing  the  burden  on 
its  reservations  people,  Hyatt  was  able 
to  provide  better  service  to  its  customers 
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scheduled  to  speak  at  TransForum  '94: 

Charles  B.  Wang, 

Thomas  Davenport, 

Gene  Friedman, 

chairman, 

partner,  Ernst  & 

vice  president, 

Computer  Associates 

Young  Center  for 

Chase  Manhattan 

Gary  Hamel, 

Business  Innovation 

Bank 

professor,  London 

Michael  Schrage, 

Jan  Scites, 

Business  School 

columnist, 

president, 

Vernon  Loucks  Jr., 

Los  Angeles  Times 

Connecticut  Mutual 

chairman  and  CEO, 

Elahe  Hessamfar, 

Customer  Services 

Baxter  International 

CIO,  Turner 

Rono  Dutta, 

Richard  Nolan, 

Broadcasting 

vice  president, 

professor, 

Henry  Leingang, 

United  Airlines 

Graduate  School 

CIO,  Viacom 

William  Wilson, 

of  Business 

John  Gaulding, 

senior  vice  president, 

Administration, 

president  and  CEO, 

Johnson  &  Higgins 

Harvard  University 

ADP  Automotive 

Michael  Wickham, 

Max  Hopper, 

Claims 

president, 

chairman, 

Tom  Corbo, 

Roadway  Express 

Sabre  Technologies 

president,  Manco  Inc. 

Stephen  Seabury, 

Thomas  Hout, 

David  McNicholas, 

president,  ABB  Power 

vice  president,  Boston 

executive  vice 
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president,  Avis 

and  increase  their  sales,"  says  Carolyn 
Ladd,  vice  president  of  sales  and  market- 
ing at  Comware,  the  Cincinnati-based 
systems  consulting  firm  that  helped  devel- 
op support  systems  for  the  Hyatt  applica- 
tion. "Now,  Hyatt  is  licensing  its  system 
to  other  hotels,  which  is,  in  effect,  a 
whole  new  business." 

But  many  management  consultants  are 
quick  to  point  out  that  such  spin-off  suc- 
cess is  unlikely  to  occur  unless  a  compa- 
ny has  incorporated  information  technol- 
ogy into  a  wide  range  of  its  business 
processes.  "A  company  that  initiates 
several  different,  discreet  and  unrelated 


technology  strategies — instead  of  core  ! 
infrastructure  programs — won't  have  a 
sufficient  platform  to  develop  a  new  infa 
motion  business,"  says  Dr.  W.H. 
Davidson,  associate  professor  at  the 
School  of  Business  at  the  University  of 
Southern  California,  author  of  The 
Amazing  Race:  Winning  the 
Technorivalry  with  Japan,  and  co-author 
with  Stan  Davis,  of  2020  Vision. 

CHANGING  IHE  RULES 

Changing  your  own  business  is  one 
thing,  but  changing  the  rules  of  the 

game  for  an  entire  indus 
try  is  another.  If  the 
model  for  change  is  cleai 
cut,  that  probably  means 
you're  playing  catch-up, 
when  the  goal  is  to 
leapfrog  the  competition. 
"Every  company  tries  to 
upset  the  status  quo  and 
reestablish  the  ground 
rules  on  a  more  favorable 
basis,"  says  Howard 
Anderson,  managing 
director  of  the  Yankee 
Group,  a  Boston-based 
management  consulting 
firm,  and  a  speaker  at 
TransForum  '94.  "Unlike 
yesterday,  when  informa- 
tion technology  was  used 
to  automate  processes, 
today  it's  a  powerful 
strategic  weapon.  Use 
information  technology 
correctly  and  you  can  fine 
breakaway  solutions  that 
take  your  competitors  two 
years  to  replicate.  But  the  game  is  neve 
over.  You  can't  stand  still." 

Federal  Express,  for  example,  forced 
UPS  and  other  overnight  shippers  to  fol 
low  its  model  of  using  technology  to  trac 
packages — an  expensive  but  necessary 
move.  Since  then,  Federal  Express  has 
changed  the  rules  again,  by  giving  its 
customers  the  ability  to  track  their  own 
packages  with  desktop  software.  "The 
customer  thinks  he's  getting  a  higher 
level  of  service,  which  he  is,"  says 
Anderson.  "But  at  the  same  time, 
Federal  Express'  costs  go  down." 
In  some  cases,  a  company  can  use  the 


Illlll  In  today's  business  environment,  making  the  best  decision, 
right  now,  can  be  your  strongest  competitive  advantage. ^^■^^ 
When  you  know  something  is  as  important  as  what  yon  know. 
That's  why  you  need  to  "Know  It  Now."  No  matter  if  you  make 
it. ..move  it. ..market  it. ..or  manage  it. ..your  most  important 
business  decision  is  the  one  you  have  to  make  right  now, 

this  instant.  Symbol  Technologies  helps  you  make  it  your  best 
decision  ever,  with  complete,  accurate  and  up-to-the- 
minute  information.  Symbol  Technologies  is  the 
k       world  leader  in^i'S-  „  bar  code-driven  data 
management  L  transaction  systems, 

with  more  than  2.5  million  scanners 
and  terminals  installed.  Symbol 
Technologies  is  the  only  company  with  a 
solution  that's  truly  strategic,  because 
Symbol  integrates  the  three  essential 
locks  you  need  to  put  information  to  work 
bar  code  scanning,  application-specific  portable 
computing,      and  wireless  local  area  networks  (LANs). 
What's  more,  Symbol  offers  the  most  complete  range  of  service 
and  support  capabilities  in  the  industry,  so  you  can  be  assured 
of  a  system  that  not  only  meets  your  precise  needs,  but  one  that 
installs  quickly  and  keeps  on  working.  "Know  It  Now":  It's  all 
about  turning  information  into  competitive  advantage. 

Let  us  introduce  you  to  business  solutions  from  Symbol 
Technologies.  Call  1-800-SCAN  234  to  find  out  how  you  can 
"Know  It  Now." 


now: 
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Changing  the  way  business  works  ' 


same  technology  as  a  competitor  but  ere 
ate  its  own  model  for  change.  During 
the  '80s,  Wal-Mart  set  the  standard  for 
"efficient  consumer  response" — when  an 
item  goes  through  the  scanner  it's  imme- 
diately replaced — and 
consequently  out- 
flanked and  outsold 
Kmart  in  head-to-head 
competition.  Kmart 
then  used  the  same 
scanner  technology  to 
implement  a  different 
plan — moving  its  stores 
to  new  locations  that 
were  keyed  to  its  pri- 
mary customers. 

When  SpectraVision, 
which  provides  movies 
in  half  the  hotel  rooms 
in  the  U.S.,  found  that 
competitors  could  easi- 
ly duplicate  its  method 
of  automating  VCRs  to 
play  a  given  movie  at 
the  same  time  every 
day,  it  looked  for  a 
way  to  up  the  ante  a 
notch.  It  wanted  to  let 
hotel  guests  watch  a 
movie  any  time  they 
wanted.  EDS  helped 
SpectraVision  digitize 
movies  and  place  them  on  a  server,  so 
customers  can  order  a  movie  whenever 
they  want.  "Digitizing  the  movies  had 
several  effects,"  says  EDS's  Sullivan. 
"First,  the  picture  quality  was  uniform 
over  time,  because  the  digitized  version 
didn't  degrade  as  videotapes  did  with 
constant  usage.  Second,  by  putting  the 
customer  in  charge,  usage  went  up. 
SpectraVision  increased  revenue  without 
increasing  market  share." 

ex  rutives  point  to  the  concomi- 
tant side  bei   fits  such  as  reduced  oper- 
ations costs  (for  Federal  Express)  and 
increased  revenue  ((or  SpectraVision) 

n  to  move  information  technol- 


ogy to  center  stage  in  planning  corpo- 
rate strategy. 

"Employing  advanced  telephony, 
say,  as  a  way  to  provide  improved  cus- 
tomer service,  does  more  than  offer  a 
benefit  to  the  customer,"  says  Tim 
Tindle,  vice  president  of  customer  ser- 
vice at  ANATEC,  a  fast-growing  $24 
million  company  that  uses  its  expertise 
in  systems  integration  and  telephony  to 
help  clients  improve  their  customer  ser- 
vice operations.  "It  can  be  a  major 
cost  saver.  If  I'm  sitting  at  a  phone 
bank  and  can  see  the  name  of  the 


HYATT  INSIAllED  A  NfW  SYSTEM  THAT 
TUT  BURDEN  ON  RESERVATIONS  STAFF,  AND 
TO  PROVIDE  BETTER  SERVICE. 


caller  and  the  reason  for  the  call  on  my 
computer  screen  before  I  pick  up  the 
phone,  I  can  shave  30  seconds  off  the 
call.  Do  that  1,000  times  a  week  and 
it  adds  up.  If  I  can  use  a  touch-tone 
system  to  avoid  calls,  I  need  fewer  peo- 
ple. Anytime  a  company  is  touching  its 
customer,  information  technology 
comes  into  play." 

GREAT  EXPECTATIONS 

For  vendors  of  information  technology, 
the  rapid  rate  of  technological  change 
raises  the  hurdles.  Just  as  consumers 


have  come  to  expect  customized  service II 
from  producers,  big  companies  have 
come  to  expect  results  from  suppliers  of 
technology.  "All  the  hype  about  the 
information  superhighway  and  related 
telecom  opportunities  has  certainly  crea 
ed  awareness  and  led  to  the  adoption  cj 
information  technology,"  says  Rodney 
Everhart,  CEO  of  Mead  Data  Central, 
the  $551  million  subsidiary  of  Mead 
Corp.  that  manages  the  Nexis-Lexis  elec 
tronic  information  services.  "But  it  also 
attracts  new  players  to  the  game,  all 
looking  for  their  own  niche,  and  it  raise) 
corporate  expectation 
of  what's  really  possiJ 
ble.  People  challengi 
us  more.  With  today 
high-speed  computers! 
and  graphical  environ 
ments,  people  think 
anything  is  possible." 

To  keep  corporate 
expectations  in  line 
with  reality,  technol- 
ogy suppliers  have 
evolved  from  mere 
vendors  of  technologi 
into  virtual  strategic 
consulting  firms  that 
provide  customized 
solutions  for  cus- 
tomers. "The  typica 
Forbes  500s  compam 
has  1  1 0  different  ver| 
dors,  but  only  six  or 
eight  are  strategic 
partners,"  says  the 
Yankee  Group's 
Anderson.  "The  com 
pany  is  trying  to  limit) 
the  number  of  ven- 
dors and  get  more  out  of  them.  The 
trick  for  the  vendor  is  to  make  its  equip 
ment  or  systems  interoperable,  by  build 
ing  customized  solutions  in  alliance 
with  other  vendors." 

Mead,  for  example,  doesn't  just  pro- 
vide  on-line  information,  but  "helps  cus- 
tomers manage  the  information  we  pro- 
vide and  information  they  already  have, 
according  to  Everhart.  Its  Folio  View  soft 
ware  product  allows  a  company  to 
arrange  its  own  data  the  way  it  wants, 
so  employees  can  access  it  quickly.  At 
least  one  large  insurance  company  has 
all  its  policies  and  manuals  on-line,  cut- 
ting both  paperwork  costs  and  time  per 
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1,000  Giant  African  Snails  were  shipped  to  the  U.S., 
if  one  escapes,  it  can  give  rise  to  16  quadrillion  descendants 
in  5  years  that  will  eat  anything. 
-  Time 


Snails  can  be  killed  with  beer. 
-  The  Vancouver  Sun 


You  market  the  world's  least  popular  brand  of  beer. 
You  take  it  from  here. 


NEX1S 


Over  your  modem  and  onto  your  personal  computer  come  facts  retrieved  from  the  world's  magazines, 
newspapers,  broadcast  transcripts  and  trade  journals.  In  minutes,  an  intelligent  search  can  reveal  an  idea  that 
makes  all  the  difference.  Nexis.  For  those  who  know  what  they  don't  know.  800  227-4908. 


•d.  NEXIS  is  a  registered  trademark  for  information  products  and  « 
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transaction.  "There's  oceans  of  data  out 
there,  but  all  people  want  are  answers," 
says  Everhart.  "Mead  provides  answers 
within  eight  seconds." 

ANATEC  applies  its 
client-server  technology 
to  business  processes, 
primarily  customer  ser- 
vice. "Consumers  are 
hungry  for  information, 
especially  for  products 
sold  through  resellers 
who  often  don't  fully 
understand  what  they're 
selling,"  says  Tindle,  one 
of  the  original  employ- 
ees at  Compaq,  who 
spent  1  1  years  setting 
up  that  company's  cus- 
tomer-service operation. 

Compaq  itself,  the  $7.2 
billion  computer  manufac- 
turer, is  focusing  more  on 
total  solutions  for  its  cus- 
tomers. "We  don't  just 
sell  hardware.  We  sell 
value.  We  think  about 
the  total  cost  of  a  system, 
from  the  day  you  buy  it 
until  the  day  you  dispose 
of  it,"  says  Bill  Weaver, 
director  of  national 
accounts.  "We're  con- 
cerned about  the  cus- 
tomer's up-time  and  cost 
per  transaction  in  a  server 
environment,  and  believe 
in  a  horizontal  best-of- 
breed  systems  model.  Let 
customers  select  the  opti- 
mal client-server  solution  for  their  needs.' 

Symbol  Technologies,  the  inventor  of 
hand-held,  bar-code  laser  scanners  and 
a  force  in  wireless  radio  data  communi- 
ns,  also  sees  itself  as  a  total  sys- 
"We're  there  at  the 
point  of  event  to  capture  the  data,  but 
we  also  provide  systems  to  transmit  the 
data  in  real  time  and  analyze  that 


data,"  says  Jaworski. 

And  EDS,  the  $8  billion  data-process- 
ing company,  counts  Del  Monte,  the 
nation's  biggest  supplier  to  the  retail 
food  industry,  as  one  of  its  clients.  But 
rather  than  just  helping  Del  Monte  sell 
goods  to  retailers,  EDS  is  helping  Del 
Monte  capture  data  to  develop  a  cate- 
gory management  strategy  to  get  the  best 
use  of  shelf  space. 

"The  real  key  is  that  every  large  user 
has  to  be  its  own  systems  integrator," 
says  the  Yankee  Group's  Anderson. 


BY  DIGITIZING  MOVIES  AND  PLACING  THEM  ON 
A  SERVER,  SPECTRAVISION  MAINTAINED  PICTURE 
QUALITY  AND  INCREASED  CUSTOMER  USAGE. 


"For  example,  Massachusetts  General 
Hospital  is  relying  on  eight  or  ten  vendors 
to  set  up  a  system  so  that  doctors  can  read 
X  rays  at  home  and  send  back  results,  or 
other  hospitals  can  send  over  X  rays.  How 
do  they  do  this  and  make  money  for  the 
radiation  department?  How  do  they  do 
the  billing?  How  do  they  make  their  sys- 
tem interoperable  with  that  of  the  commu- 


nity hospital?  If  they  do  it  right,  they've 
extended  the  hospital.  Do  it  wrong, 
they've  dug  themselves  a  black  hole." 

SERVING  THE  CUSTOMER 

Whether  selling  to  consumers  or  cor- 
porate customers,  providing  or  enhanc- 
ing customer  service  is  clearly  one  of  the 
primary  corporate  strategies  of  the  '90s, 
seen  by  many  companies  as  a  way  to 
differentiate  their  product  or  service  in  a 
commodity  market.  In 
addition,  virtually  every 
study  has  shown  that  the 
cost  of  capturing  new  or 
lost  customers  is  six  to 
eight  times  as  much  as 
keeping  current  ones. 

"Customer  service  in 
the  '90s  is  as  big  as 
quality  was  in  the  '80s," 
says  Jim  Barber,  presi- 
dent of  ANATEC.  "If  you 
make  a  commodity  prod- 
uct, you  can  differentiate 
it  with  superior  customer 
service.  But  it's  hard  to 
interface  with  a  large 
company  and  have  a 
good  experience.  You 
can  call  several  times 
and  say,  'Sally  was 
good,  but  Bob  wasn't.' 
Information  technology 
allows  a  big  company  to 
give  the  same  personal 
service  you'd  expect 
from  a  small  company." 

Compaq,  for  example, 
started  offering  phone 
support  24  hours  a  day, 
seven  days  a  week,  365 
days  a  year  in  1  992, 
along  with  a  three-year 
guarantee  on  all  its  prod- 
ucts. That  alone  forced 
competitors  to  play  catch- 
up, but  the  company  set  a  higher  stan- 
dard by  also  offering  a  pre-failure  war- 
ranty. "A  built-in  mechanism  [Compaq 
Insight  Manager]  tells  the  system  admin- 
istrator that  a  part,  such  as  a  disk  drive, 
needs  replacing,  so  he  or  she  can  fix  the 
problem  before  it  fails,"  says  Weaver. 

Compaq  also  outfits  various  large 
sales  and  service  organizations  with 
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SunGard  and  its  subsidiaries  set 
just  one  goal  for  themselves: 
provide  the  best  products,  services 
and  support  available. 
Whether  your  business  requires 
investment  and  securities  manage- 
ment systems,  comprehensive 
disaster  recovery  services,  or 
sophisticated  computer  out- 
sourcing, SunGard  is  the 
premier  provider.  When  you  need 
the  right  strategic  partner  for 
computer  service  and  application 
software,  remember  one  name... 


SUNGARD 

yne.  PA  19087     (610)  341-8700 

notebook  computers  that  have  built-in 
CD-ROM  drives.  Service  technicians 
have  all  the  documentation  at  hand  to 
make  repairs,  or  sales  reps  can  down- 
load price  and 
product  updates 
from  the  main 
office.  "Not  only 
does  this  office-in-a- 
briefcase  improve 
an  organization's 
customer  service, 
working  with  such 
an  intuitive  produc- 
tivity tool  is  a 
morale  booster  for 
sales  profession- 
als," says  Weaver. 

Progressive 
Insurance,  a 
California  insurer, 
scored  a  customer- 
service  coup  when 
it  implemented  a 
strategy  to  reduce 
the  time  for  settling 
auto-accident 
claims.  By  setting 
up  24-hour  phone 
banks,  giving  oper- 
ators empathy 
training  and  elec- 
tronically linking 
mobile  vans  to  the 
phone  banks, 


claims  paperwork  on  the  spot  by  send- 
ing information  via  cellular  fax  to  a  cen- 
tral claims  estimation  service.  The  ser- 
vice calculates  the  cost  for  repair,  and 
the  adjuster  immediately  issues  a  check 
to  the  accident  victim.  The  adjuster 
then  offers  to  tow  the  car  to  a  repair 
shop  that  has  already  agreed  to  make 
repairs  for  the  amount  of  the  check. 
Customers  are  amazed." 

In  another  arena,  Progressive  has  used 
computerized  microsegmentation  to 
reduce  rates  for  high-risk  applicants  who 


Spending  on  Information  Technology: 
Forbes  5005  Want  More 


Companies  in  the  FORBES  500s 
spend  1 .5%  to  2%  of  total  rev- 
enues on  information  technolo- 
gy, and  most  want  their  budgets 
to  grow  less  than  6%  per  year, 
according  to  the  annual  Yankee 
Group  200  survey  on  informa- 
tion technology.  The  only  solu- 
tion is  to  reduce  the  amount 
spent  on  maintenance  of  current 
systems,  from  36%  to  20%  by 
1999.  "The  problem  for  the 
FORBES  500s  is  that  they'd  like  to 
spend  money  to  install  unique 
applications,  but  they're  spend- 
ing that  money  to  maintain  exist- 
ing systems,"  says  Howard 
Anderson,  managing  director  of 
the  Yankee  Group,  which  con- 
ducted its  survey  last  spring. 
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Progressive  cut  its 

settlement  period  from  46  to  six  days. 
At  the  same  time  Progressive  cut  its  own 
costs  in  half,  partly  due  to  paperwork 
reduction,  and  partly  because  it  pre- 
arranged repair  costs  with  car  shops. 

"When  another  insurer  copied  its 
technique,  Progressive  embedded  hom- 
ing devices  in  cars  to  activate  on 
impact  at  more  than  five  miles  per 
hour,"  says  Charles  Leatherbury,  man- 
aging director  of  Mesa  Research  and  a 
speaker  at  TransFcrum  '94.  "Mobile 
vans  rush  to  the  scene  and  complete  the 


were  rejected  by  other  insurers,  targeting 
only  the  cream  of  the  crop.  The  result  of 
its  cross-functional  application  of  infor- 
mation technology?  During  the  1980s, 
when  the  insurance  industry  as  a  whole 
lost  money  each  year,  Progressive's 
return  on  equity  increased  24%. 

"Progressive's  information  technology 
capabilities  put  it  in  a  position  to  study 
new  business  opportunities,"  Leatherbury 
says,  "it  could,  for  instance,  use  the 
homing  devices  to  track  the  location  of 
errant  rental  cars." 


By  watching  airlines  use  their  frequenl 
flier  programs  both  to  lure  traffic  and 
capture  demographic  data,  and  retailer 
use  scanner-captured  data  to  control 
inventory  and  store  placement,  more  an 
more  companies  are  seeing  the  value  in 
capturing  customer  data. 

"Information — not  heavy  metal — is  the 
new  capital  that  companies  own,"  says; 
Comware's  Carolyn  Ladd.  "So  much  o 
a  company's  abil- 
ity to  serve  its  cus- 
tomers depends  o 
its  ability  to  accesi 
information  in  justi 
in-time  fashion. 
Smart  companies 
are  saying,  'How 
can  we  get  and 
use  information 
more  quickly?'" 
As  companies 
have  come  to 
regard  information 
as  a  corporate 
asset,  the  technol- 
ogy used  to  gather 
transmit  and  ana 
lyze  data  has 
grown  increasingly 
valuable.  SunGarc 
Data  Systems,  for 
example,  a  $400 
million  company 
headquartered  in 
Wayne,  Penn.,  ha 
virtually  establisheo 
its  own  niche  by 
providing  invest- 
ment accounting 
systems  to  mutual 
fund  firms  that  mus 
analyze  thousands  of  positions  each 
night.  "Mutual  funds  have  a  computing 
problem,"  says  Jim  Mann,  chairman  of 
both-SunGard  and  the  ITAA.  "Our 
Invest  One  software,  which  we  license, 
basically  extends  a  financial  institution's 
existing  system." 

The  role  of  technology  has  expanded 
beyond  that  of  supporting  player  to 
become  central  to  operations.  It  drives 
novel  methods  of  product  delivery  and 
inventory  management,  generates  fresh 
concepts  in  retail  and  makes  possible  new 


MUST  decrease 
aintenance 
from  36% 
to  20% 

m 


Deliver  Know-How 
In  Do  Time  At  ill. 


Your  employees  and  managers  can't  move  fast 
and  smart  when  the  resources  you  give  them  are 
slow  and  cumbersome.  And  if  you're 

still  relying  on  manuals,  training  programs 
and  help  desks  to  transfer  important 
know-how  to  your  people,  you're 
already  behind  the  curve.  In  today's 
time-based  ^^^^  competitive  market, 
Comware  Electronic  Performance  Support  (EPS) 
lets  your  existing  computers  deliver  just-in-time 
know-how  to  your  employees.  It's  not  a  new 


training  technique.  It's  the  way  leading  corpora- 
tions are  getting  customized, "how-to"  information 
to  their  people.  And  it's  no  hype.  ^^^^  The 
performance  and  benefits  of  Comware 
EPS  have  already  been  proven. 
Comware  EPS  will  decrease  time- 
to-market,  shorten  sales  cycle  time 
and  improve  service   ^^^^  quality. 
And  all  you  need  to  know  about  Comware 
EPS  is  right  now  at  your  own  fingertips.  Call 
513.791.4224,  or  fax  513.791.2610. 


INCORPORATED 


Electronic  Performance  Support 


trends  in  consumer  behavior.  'Companies 
must  expand  their  information  gathering, 
from  customers,  suppliers  and  even  from 
competitors,"  says  Leatherbury. 

One  toy  retailer  has  used  its  informa- 
tion-gathering capability  to  strengthen 
its  position  with  manufacturers.  Instead 
of  buying  toys  and  carrying  the  inven- 
tory, the  retailer  has 
placed  local  net- 
works around  each 
store.  It  won't  pay 
for  a  given  toy  until 
the  sale  is  made 
and  recorded  by 
scanner  at  check- 
out. "At  the  end  of 
the  day,  the  retailer 
remits  a  check  to 
Sega  or  Nintendo," 
says  the  Yankee 
Group's  Anderson. 
"Why  do  Sega  and 
Nintendo  go  along 
with  this?  Because 
they  get  back  infor- 
mation about  their 
customers." 

Says  Symbol 
Technologies' 
Jaworski:  "For  any 
company  today,  it's 
hard  to  differentiate  through  product 
alone.  Competitive  advantage  is  found 
in  strategies  involving  logistics,  customer 
service  and  quality.  The  implementation 
of  systems  to  analyze  the  data  that  drive 
the  strategies  is  the  real  differentiator. 

"The  data  that  any  company  generates 
or  collects  are  diamonds  in  the  rough. 
Mined  and  analyzed,  the  data  have  value 
In  the  past,  information  technology  gave  a 
historical  perspective  on  where  your  com- 
pany had.  been.  Today,  you  get  real-time 
data  that  paint  a  picture  of  where  your 
company  is  ct  any  point  in  time — and  that 
leads  to  proactive  decision  making. 

mpiy  put,  in  today's  business  envi- 
kir.g  bs  '--est  decision  right 


now  can  be  your  strongest  competitive 
advantage.  You  need  to  know  it  now 
to  be  successful." 

Martin  Marietta  cut  its  plant-floor  train- 
ing and  support  costs  in  half  by  putting 
OSHA  and  Department  of  Energy  stan- 
dards on-line  and  making  them  accessi- 
ble to  plant  workers.  Comware  consult- 
ed on  the  project.  "If  you  want  to  do  a 
quick  lockup/tagout  on  an  operation, 
you  might  not  necessarily  know  the  exact 
procedure  to  follow,"  says  Comware's 
Ladd.  "Now,  you  can  punch  up  the 
DOE  information  on  the  computer  and 
print  it  out.  Simply  by  making  basic 
information  available  and  readily  acces- 
sible, Marietta  cut  support  calls  so  much 


PROGRESSIVE  INSURANCE  SCORED  A  CUSTOMER-SERVICE 
COUP  WITH  M0BI1E  VANS  THAT  COMPLETE  AUTO-ACCIDENT  PAPER 

ON-SITE  VIA  CE11UIAR  TAX. 


it  paid  for  the  system  in  a  year." 

Of  course,  any  company  that  lives  by 
the  sword  can  die  by  the  sword,  if  and 
when  its  computer  systems  fail.  That's 
why  SunGard  Data  Systems,  a  1  983 
spin-off  of  Sun  Oil,  has  attracted  4,000 
clients  to  its  disaster  recovery  systems  (a 
separate  business  from  SunGard's  infor- 
mation processing  for  financial  institu- 
tions). Five  companies  affected  by  the 
World  Trade  Center  bombing,  for  exam- 
ple, were  able  to  switch  immediately  to  a 
backup  computer  system.  "A  company 
can't  just  sign  up;  it  has  to  engage  in 
elaborate  advance  preparations  to 
migrate  software  from  one  center  to 
another,"  says  SunGard's  Mann. 


VISION  II  HOP 

For  information  technology  to  take  rq 
and  blossom  in  any  company,  it  has  to! 
be  adopted  at  all  levels  of  managemen; 
Too  often,  there  is  a  "disconnect" 
between  the  CEO  and  CIO  (or  MIS). 
"The  CIO  might  say  to  his  staff,  'Look, 
I'm  scared  to  death  whether  we're  movj 
ing  in  the  right  direction.'  He  needs  a 
comfort  zone,  and  that  has  to  come  fro 
the  CEO,"  says  ANATEC's  Barber.  "If 
go  to  a  car  company  here  in  Detroit  an 
ask  the  MIS  manager  what  he  does,  hq 
likely  to  say,  'I  work  with  computers.' 
He  should  say,  'I  make  cars.'  And  that4 
change  in  attitude 
has  to  come  from 
the  top  down." 

Along  with  this  ; 
vrsion  and  an  atti- 
tude that  all 
employees  are  pai 
of  the  change,  the1 
CEO  should  articui 
late  key  operationi 
initiatives.  "There 
should  be  no  ques 
tion  in  anyone's 
mind  that  the  plan 
will  go  forward,' 
says  Leatherbury  oj: 
Mesa  Research. 
"When  American 
Standard  set  out  tc 
improve  manufac- 
turing quality,  the 
CEO  talked  to 
employees  in  88 
plants.  Such  a 
massive  training  and  communications 
campaign  is  difficult  to  achieve." 

When  the  CIO  at  a  leading  food  com- 
pany recommended  an  $80  million 
investment  in  updating  the  company's 
infrastructure  with  new  networks,  the 
CEO  went  in  front  of  the  board  and  saic 
"We  are  going  to  use  technology  to  dif- 
ferentiate ourselves,"  according  to 
Andersen  Consulting's  Teeter.  "He 
believed  that  the  right  infrastructure — on» 
that  was  flexible  enough  to  include  all 
their  suppliers  and  customers — would 
send  new  applications  screaming  out  of 
the  network.  That's  a  big  change  in  atti- 
tude. A  few  years  ago,  infrastructure 
was  a  dirty  word." 


Based  on  the  idea  that 
(successful  busmess  strategies  can  only  be  developed 

with  a  clear  vision  of  customer  needs. 


the  idea  that  these  strategies  must  be 
designed  to  seize  real  opportunities. 
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Based  on  Reality. 
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A  few  years  ago,  many  companies 
set  stock  in  listening  to  the  customer,  a 
Tom  Peters-inspired  ethic  of  the  1  980s. 
The  customer's  input  is  still  a  key  ele- 
ment of  the  data  a  corporation  collects 
to  set  its  direction,  as 
many  high-flying  compa- 
nies can  attest.  But 
while  the  customer  is 
king,  he  or  she  may  not 
have  all  the  answers  in 
this  era  of  fast-paced 
change  and  technologi- 
cal synergy  that  can  cre- 
ate totally  new  visions. 

"Listening  to  customers 
won't  tell  you  how  to 
build  the  next  Macintosh 
computer,  or  how  to 
build  the  next 
Lexis/Nexis  information 
base,"  says  Greig 
Trosper,  director  of  cor- 
porate strategy  at  EDS. 
"What  we're  doing  now 
at  EDS  is  looking  for 
white  space,  wide-open 
areas  where  no  product 
or  service  exists,  unde- 
fended turf.  We're  then 
identifying  and  gathering 
our  core  competencies  to 
compete  in  those  areas." 

The  notions  of  "look- 
ing for  white  space" 
(expeditionary  market- 
ing) and  core  competen- 
cies were  first  intro- 
duced by  Gary  Hamel, 
a  keynote  speaker  at 
TransForum  '94.  EDS's  Trosper  pegs 
Hamel  as  the  driving  force  behind 
FDS's  current  campaign  to  reinvent  the 
way  it  does  business,  with  1  50  people 
from  different  levels,  functions  and  geo 
graphic  divis;ons  of  the  company  craft- 
ing corporate  strateqy.  "Some  compa- 
nies ask  customers  v/      they  want," 
'Mark;    seders  know 


what  customers  want  before  customers 
know  it  themselves." 

To  focus  decision  making,  EDS  is  using 
technology  to  help  steer  executives  into 
new.  ways  of  thinking.  Its  collaborative 
conference  rooms,  set  up  in  various  sites 
across  the  country,  include  conference 
tables  with  ten  pop-up  computers  loaded 
with  a  suite  of  software.  Remote  confer- 
ence rooms  are  linked  by  video. 

"What  role  does  technology  play  in 
group  dynamics?"  Trosper  asks  rhetori- 
cally. "We're  having  conversations 
today  we  were  unable  to  have  before. 


AT&T  WAS  ABLE  ID  CUT  IIS  SERVICE-RESTORAl 
TIME  EROM  12  HOURS  10  TWO  BY  IMPLEMENTING  A 
VARIETY  OF  SOPHISTICATED  TECHNOLOGIES. 


We  have  a  much  broader  view  of  what 
we  can  and  should  do.  Our  crystal 
ball  is  not  any  better  than  that  of  oth- 
ers, but  we've  tried  to  use  a  wide-angle 
lens  to  gather  more  information.  And 
we've  signed  deals  that  were  not  on 
the  radar  screen  before." 

Other  companies  have  already  reaped 
the  benefits  of  using  information  technolo- 


gy to  restructure  decision  making. 
According  to  Meyer  of  Mercer 
Management,  AT&T  cut  its  service-restor< 
time  from  1  2  hours  to  two  by  implement 
ing  a  variety  of  sophisticated  technolo- 
gies, and  was  able  to  do  so  because  of 
its  "flattened"  corporate  structure. 

"AT&T  has  substituted  an  information 
network  for  middle  managing,"  he 
says.  "Consequently,  the  people  close 
to  the  problem  who  understood  what 
the  marketplace  wanted  carried  their 
priorities  directly  to  the  people  in  ope 
ations,  who  put  the  plan  in  place." 

Now,  when  telephone 
service  is  disrupted,  soft 
ware  reroutes  the  traffic 
Technicians  study  com- 
puterized maps  of  the 
cables  to  pinpoint  the 
problem  spot  within  a 
tenth  of  a  mile.  Trucks 
with  global-positioning 
sensors  go  right  to  the 
spot  and  fix  the  problerr 
Clearly,  not  every  con 
pany  has  the  funds  to 
invest  in  global-position 
ing  systems  or  equivaler 
breakthrough  technol- 
ogy. But  every  compan 
has  the  capability  to 
train  employees  to  cap- 
ture, analyze  and  trans- 
fer information  to  speec 
decision  making,  prod- 
uct development  and 
customer  service.  The 
question  is,  does  every 
company  have  the  will? 

"The  CEO  has  to  real- 
ize that  he  who  manager 
and  controls  the  informa- 
tion wins,  that  knowledge 
able  workers  are  getting 
harder  and  harder  to 
find,  and  that  there's 
knowledge  in  the  MIS 
department,"  says 
ANATEC's  Barber.  "Information  systems 
used  to  be  a  cost — but  it's  turning  into  a 
profit  center."  • 


Nick  Sullivan  is  the  senior  editor  of 
Home  Office  Computing. 

Design:  Leslie  Singer  Design,  nyc 


Helping  to  put  your  hands  on  the  right  information  quickly  and  easily.  Using  the  most  advanced  method- 
ologies in  systems  integration.  Creating  client/server  solutions  that  result  in  more  productivity, 
rofit,  and  business  opportunities  to  serve  your  customers  better.  We  do  it  for  some  of  the  world's 
most  innovative  companies.  For  more  information  on  how  we  can  do  it  for  you,  call  I-800-ANATEC3 


br  our  white  paper,  "Customer  Service  Systems:  The  Key  To  Your  Success  In  The  '90s  And  Beyond." 


A  N  A  T  E  C 


C  OMMENTARV 


he  IRS's  $6.8  billion 
dtion  drive  worth 

a  me  and  money?  Or 
is  it  the  tax  code  that 
needs  the  overhaul? 


Larry  Westfall  of  the  IRS. 


AH,  reengineering .  Even  the  Inter- 
nal Revenue  Service  can't  resist 
your  siren  song. 
The  agency  whose  name  is  almost 
synonymous  with  bureaucratic  paper- 
pushing  is  overhauling  its  technology 
and  its  culture.  A  10-year,  $6.8  billion 
initiative  seeks  to  bring  the  creaking 
edifice  that  is  the  IRS  into  the  world  of 
the  microchip  and  the  gigabyte. 

Broadly  speaking,  the  IRS  wants  to 
encourage  electronic  filing,  cut  paper- 
work, build  an  accessible  infonnation 
systems  architecture,  use  the  phone  as 
the  main  way  to  communicate  with 


you,  the  taxpayer,  and 
start  treating  you  as  a  cus- 
tomer rather  than  a  sinner. 

Commendable  and  long  overdue. 
It's  time  that  one  of  the  world's  biggest 
information  processors  entered  the 
Information  Age.  The  agency  processes 
204  million  returns  and  one  billion 
supporting  documents  every  year.  It 
also  fields  about  65  million  phone 
calls.  Yet  its  worker  bees  still  labor 
with  paper  and  colored  pencils  on 
wood  workstations  devised  circa  1960. 
Some  of  its  computer  processing  is  30- 
year-old  batch  style,  running  eight  mil- 


lion lines  of  first-generation 
Assembler  code. 

And  the  statistics  paint  a 
grim  picture  of  how  the  overburdened 
IRS  is  coping  with  its  task. 

•  Labor  costs  have  ballooned  37  per- 
cent in  the  last  five  years.  Gross 
accounts  receivables  have  swollen  to 
$70  billion. 

•  Only  21  percent  of  the  calls  to  the 
IRS  get  through.  Ten  to  14  percent  of 
those  callers  get  wrong  information. 

•  The  IRS  can  take  two  years  to 
match  the  income  and  interest  listed 
on  a  1040  return  with  the  amounts 


Forbes  ASAP 


separately  submitted  by  employers  and 
institutions. 

•  Searchers  can  take  six  weeks  to 
ferret  out  returns  from  the  vaults  of 
"federal  record  centers"  (often  World 
War  E-vintage  airplane  hangars). 

No  wonder  that  Larry  Westfall,  the 
executive  charged  with  modernizing 
the  IRS,  has  a  daunting  task.  To  begin 
with,  the  proposed  overhaul  met  resis- 
tance from  the  ranks  of  the  IRS's 
10,000  managers.  Many  of  them,  con- 
vinced a  revamp  was  unnecessary, 
wanted  only  piecemeal  changes.  A 
fierce  battle  was  waged,  with  the  radi- 
cal-change faction  finally  routing  the 
gradualists. 

But  only  the  battle,  not  the  war, 
was  won.  Almost  immediately,  disaf- 
fected managers  began  trickling  away. 
Peter  Freeman,  dean  of  the  college  of 
computing  at  Georgia  Tech,  is  one  of 
the  members  of  a  council  that  is 
reviewing  the  IRS's  plan.  He  says  a 
{■)  special  subcommittee  (that  dreaded 
|  word)  is  studying  the  exodus  of  man- 
f  j  agers. 

Meanwhile,  the  initiative  is  coming 
h  under  fire  from  the  General  Account - 
;  j  ing  Office,  the  congressional  watchdog, 
I  for  being  too  murky  about  technical 
is  standards.  The  GAO  says  that  the 


basic  communications  infrastructure 
hasn't  been  expressed  clearly.  Systems 
may  be  plagued  with  logistical  prob- 
lems and  may  not  connect  to  systems 
developed  in  the  future.  The  IRS  says  it 
has  already  pointed  out  these  problems 
and  the  GAO  doesn't  appreciate  the 
complexity  of  the  task. 

Another  trouble  spot,  some  say,  is 
that  the  IRS  is  pushing  too  hard  for 
electronic  filing.  By  2001,  the  IRS 
hopes  at  least  80  million  taxpayers,  up 
from  13.5  million  this  year,  will  file 
electronically,  thus  cutting  the  cost  of 
processing  paper.  But  critics  say  the 
agency  hasn't  done  enough  to  make 
electronic  filing  simple  and  cheap.  No 
standardized  software  and  communica- 
tions package  exists  that  you  can  load 
onto  your  PC  to  file  a  return  directly  to 
the  IRS.  You  have  to  use  an  authorized 
transmitter — usually  your  tax  prepar- 
er— and  pay  an  extra  fee  of  about  $35. 

On  the  other  hand,  as  a  sweetener, 
the  IRS  is  speeding  your  refund  back  to 
you  in  three  weeks  if  you  file  electron- 
ically. But  that  isn't  enough  time  for 
the  agency  to  receive  and  check  sup- 
porting documents.  So  scam  artists  are 
filing  fake  returns.  In  the  first  10 
months  of  1993,  the  rate  of  detected 
fraud  doubled,  with  electronic  filing 


What  the  Tax  Cheats  Owe 

... 



1  1  1 

5T1  i  S !  I  I! 

1  1  1  1  1  1  III 
1  1  1  1  1  1  III 
1  1  1  1  1  1  III 

Each  year,  about  17%  of  the  income  tax 
owed  by  individuals  and  businesses  isn't 
paid,  the  IRS  estimates.  This  gap 
widened  to  about  $127  billion  in  1992. 

Source.  Internal  Revenue  Service 


accounting  for  40  percent.  Already  this 
year,  IRS  Commissioner  Margaret  Mil- 
ner  Richardson  has  had  to  testify 
before  Congress  about  electronic  fraud 
and  taxpayer  privacy  safeguards.  The 
agency  has  turned  to  the  Los  Alamos 
National  Labs  to  harness  artificial 
intelligence  and  neural  networks  for 
fraud  detection. 

Despite  these  drawbacks,  there's  no 
denying  that  the  initiative  is  a  step  in 
the  right  direction,  and  that  the  agency 
deserves  the  benefit  of  the  doubt  on 
technical  hitches.  But  one  nagging 
thought  is  impossible  to  suppress,  and 
that  thought  calls  into  question 
whether  this  immense  outlay  of  time, 
effort  and  money  will  yield  anything 
but  marginal  gains. 

What,  after  all,  is  the  point  of 
streamlining  the  collection  process, 
when  the  entire  tax  system  is  riddled 
with  loopholes  and  endemic  inefficien- 
cy? "The  IRS  faces  the  impossible  task 
of  enforcing  the  tax  law  of  the  federal 
government,"  says  Rep.  Dick  Armey 
(R.-Tex.),  a  proponent  of  the  flat  tax. 
"We  in  Congress  sit  in  our  ivory  tower, 
and  we  write  this  law  that  responds  to 
every  special  interest  that  comes  down 
the  pike.  Then  we  throw  the  whole 
mess  onto  the  IRS's  lap." 

In  other  words,  cleaning  up  the  col- 
lection process  without  cleaning  up  the 
tax  code  is  a  bit  like  giving  Sisyphus  a 
forklift  to  move  his  rock  up  the  hill. 
Better  to  level  out  the  slope  by  intro- 
ducing the  flat  tax?  @ 


Paper  Pipeline 
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ssing  a  tax  form  is  now  very  much  a  manual  task.  The  IRS  estimates  that  a 
takes  three  weeks  to  travel  to  the  central  database  from  the  time  it  reaches 
gency,  and  is  touched  about  15  times. 


Electronic  Hope 


RS  wants  to  speed  the  flow  by  encouraging  more  people  to  file  via  computer, 
r  a  system  planned  to  go  nationwide  in  1996,  you  could  also  phone  in  your 
iis  by  calling  a  toll-free  number  and  answering  automated  voice  prompts. 
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America's  preeminent  management  writer  cautions  top  brass  to  take 
responsibility:  "Most  CEOs  still  believe  that  it's  the  chief  information 
officer's  job  to  identify  the  required  information.  This  is,  of  course,  a 
fallacy.  The  information  officer  is  a  toolmaker;  the  CEO  is  the  tool  user. " 


The  first  management  conference  we  know 
of  was  called  in  1882  by  the  German  Post 
Office.  The  topic — and  only  chief  executive 
officers  were  invited — was  how  not  to  be 
afraid  of  the  telephone.  Nobody  showed  up. 
The  invitees  were  insulted.  The  idea  that 
they  should  use  telephones  was  unthinkable.  The 
telephone  was  for  underlings. 

I  was  reminded  of  this  story  in  the  early  1960s  when 
I  was  working  with  IBM  to  make  computers  accessible 
to  executives.  Back  then,  some  of  us  already  understood 
this  wasn't  just  another  gimmick— that  it  was 
something  which  would  profoundly,  even 
fundamentally,  change  the  way  we  organize  industry 
and  do  business.  Information  would  become  the  main 
productivity  factor. 

IBM's  Tom  Watson,  Jr.,  came  up  with  a  brilliant 


idea.  We  would  have  a  meeting  for  CEOs,  and  talk 
about  "computer  literacy."  In  fact,  it  was  on  that 
occasion  that  we  coined  the  term. 

However,  I  immediately  tried  to  talk  Watson  out  of 
this  brilliant  idea.  I  told  him  the  story  of  the  German 
Post  Office.  "You're  at  that  same  stage,"  I  said. 
"Nobody's  going  to  show  up.  It's  too  weird  for  them." 

Twenty-five  or  30  years  ago  that  kind  of  meeting 
was  indeed  not  possible.  Thirty  years  from  now  such 
meetings  will  not  be  necessary  because  today's  CEOs 
will  have  been  succeeded  by  their  grandchildren's 
generation. 

Anyone  who  knows  this  generation,  who  has 
children  between  the  ages  of  10  and  13,  won't  be 
surprised  by  what  I  learned  while  visiting  my  youngest 
daughter  and  her  children.  My  grandson,  a  very  nice 
boy,  is  at  13  no  longer  into  computers.  Kid  stuff,  he 
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says,  except  for  parallel  processing.  However,  he  keeps 
'  in,  you  might  say.  He  said  to  me, 

sr,  Daddy's  computer  is  no  longer  state  of 

. 

The  joke?  My  son-in-law  happens  to  be  a  physics 
professor  who  runs  one  of  the  bigger  nonmilitary 
computer  installations  in  existence.  But  my  grandson 
was  right. 

When  this  generation  grows  up  and  moves  into  our 
jobs,  we  won't  have  to  talk  about  computer  literacy. 
Just  as  we  no  longer  have  to  talk  about  how  not  to  be 
afraid  of  the  telephone.  My  grandson's  five-year-old 
sister  can  dial  the  world  over.  And  does. 

Of  course,  my  grandson  is  not  the  only  one  who  is 
computer  literate.  In  this  country,  his  whole  generation 
is.  This  is  one  area  where  we  are  way  ahead.  Computer 
literacy  is  in  its  infancy  "in  Japan  and  is  still  unheard  of 
in  Europe.  My  wife  has  nieces  and  nephews  in  Germany, 
and  their  children  know  nothing,  though  as  it  happens 
the  parents  are  both  scientists.  The  parents  work  with 
computers,  but  the  idea  that  a  nine-  or  10-year-old 
should  be  familiar  with  computers  is  a  new  one. 

Even  though  we  are  way  ahead  on  this  one,  we're 
still  not  quite  where  we  should  be.  We  must  be 
computer  hterate  in  self  defense.  Ten  or  15  years  hence, 
not  only  will  we  take  computer  hteracy  for  granted,  we 
will  have  become  information  literate  as  well. 

And  that,  very  few  people  are. 

Most  CEOs  still  believe  that  it's  the  chief 
information  officer's  job  to  identify  the 
information  he  requires.  This  is,  of 
course,  a  fallacy.  The  information 
officer  is  a  toolmaker;  the  CEO  is  the 
tool  user. 

Let  me  illustrate.  Recently,  I  got  around  to  repairing 
the  overstuffed  sofa  in  our  guest  room,  which  I  should 
have  repaired  three  years  ago.  At  the  hardware  store,  I 
asked  the  owner  which  upholstery  hammer  would  be 
best  for  the  task.  I  didn't  ask  him  whether  I  should 
repair  the  sofa.  That  decision  was  my  job.  I  merely 
asked  him  for  the  right  tool.  And  he  gave  it  to  me. 

When  I  had  my  fax  machine  installed  two  years  ago,  I 
had  the  telephone  installer  come  in  to  put  in  a  new  line, 
and  he  was  very  helpful.  He  looked  around  and  said  to 
me,  "You  may  have  chosen  the  wrong  place  to  put  it.  I 
think  k  would  be  awkward  over  there.  Why  not  here? 

d  I  can  easily  give  you  a  line  here,  too."  But  he  didn't 
tell  me  to  whom  to  send  faxes  or  what  to  say  in  them. 


This  is  my  job.  His  job  was  to  give  me  the  tool. 

CEOs  must  accept  that  if  the  computer  is  a  tool,  it 
is  the  tool  user's  job  to  decide  how  to  use  it.  They 
must  learn  to  assume  "information  responsibility." 
Which  means  asking,  What  information  do  I  need  to  do 
my  job?  From  whom?  In  what  form?  When?  as  well  as, 
What  information  do  I  owe?  To  whom?  In  what  form? 
When?  Unfortunately,  most  people  still  expect  the  chief 
information  officer  or  some  other  technologist  to 
answer  those  questions.  This  won't  do. 

I  teach  at  a  small  graduate  school,  Claremont.  About 
12  years  ago,  we  wanted  to  have  a  computer  sciences 
building  built.  When  it  came  to  raising  the  money,  we 
beat  out  Stanford  and  Yale.  We  got  an  enormous 
amount  of  corporate  money  because  we  said  in  our 
proposal,  "This  school  will  not  be  in  business  in  10 
years.  If  we  do  a  halfway  decent  job,  it  will  have  become 
superfluous.  In  10  years  there  will  be  computer 
engineers,  there  will  be  people  who  design  software.  But 
computer  science  as  a  separate  discipline  in  a 
management  school  will  be  gone." 

We  got  all  of  this  money  simply  because  we  said 
that  in  10  or  15  years  we  will  not  have  to  spend  a  lot 
of  time  creating  toolmakers.  We'll  need  them,  of  course. 
But  users  will  know  how  to  use  the  tools,-  toolmaking 
will  remain  important  but  purely  technical. 

The  first  step  is  to  take  information  responsibility: 
What  infomiation  do  I  need  to  do  my  job?  In  what 
form?  The  information  specialists  can  then  say,  Look, 
you  can't  get  it  in  this  form,-  you  can  get  it  in  that 
form.  The  answer  is  relatively  unimportant  and 
technical;  it  is  the  basic  questions  that  count:  When  do 
I  need  it?  From  whom?  What  information  do  I  owe? 

We  are  rebuilding  organizations  around  information. 
When  CEOs  talk  of  eliminating  management  levels, 
they  begin  to  use  information  as  a  structural  element. 
Many  times,  we  quickly  discover  that  most 
management  levels  manage  nothing,  instead,  they 
merely  amplify  the  faint  signals  emanating  from  the  top 
and  bottom  of  the  corporate  infrastructure.  I  imagine 
that  most  CEOs  have  heard  the  first  law  of  information 
theory:  Every  relay  doubles  the  noise  and  cuts  the 
message  in  half.  The  same  holds  true  for  most 
management  levels,  which  neither  manage  people  nor 
make  decisions.  They  serve  only  as  relays.  When  we 
build  in  information  as  a  structural  element,  we  don't 
need  such  levels. 

This,  however,  creates  enormous  problems.  For 
instance,  where  will  we  look  for  opportunities  for 
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promotion?  Few  businesses  will  have  more  than  two  or 
three  layers.  Will  CEOs  be  able  to  accept  that  more 
layers  are  a  sign  of  poor  organization?  You  violate  a 
basic  rule.  Very  few  people  get  into  a  management  job 
before  they  are  26  or  27.  You  have  to  be  in  a  job  five 
years  not  only  to  learn  it,  but  to  prove  yourself.  And 
yet  you  have  to  be  young  enough  to  be  considered  for 
senior  management  jobs  before  you  reach  50.  That  gives 
you  three  levels  of  management. 

If  you  look  at  the  General  Motors  of  today  versus 
that  of  yesterday,  you'll  see  it's  slimmed  down  a  bit. 
The  company  used  to  have  29  layers,  which  meant  that 
nobody  could  really  be  considered  for  a  top 
management  job  before  age  211.  This,  obviously,  is  part 
of  GM's  problem. 

Where  will  the  promotion  opportunities  come  from? 
How  will  we  reward  and  recognize  people?  Also,  how 
will  we  prepare  people  for  jobs  that  are  not  functionally 
narrow? 

These  are  big  challenges.  And  we  don't  know  the 
answers.  We  know  only  that  we  will  pay  much  more. 
Money  will  become  far  more  important  because  in  the 
past  30  years,  we  have  substituted  title  for  money  in 
many  cases.  We  have  had  rapid  promotions  in  title  with 
very  little  increase  in  salary.  That's  over. 

Far  more  important  is  the  change  in  the  process. 
When  we  learn  to  use  information  as  a  tool,  we  are 
learning  what  to  use  it  for,  what  we  need,  in  what 
form,  when,  from  whom  and  so  on.  The  moment  you 
examine  these  questions,  you  realize  that  the 
information  you  need — the  really  important 
information — you  cannot  truly  get  from  your 
information  system.  Your  information  system  gives  you 
inside  information.  But  there  are  no  results  inside  a 
business. 

Many,  many  years  ago,  I  coined  the  term  "profit 
center."  I  am  thoroughly  ashamed  of  it  now,  because 
inside  a  business  there  are  no  profit  centers,  just  cost 
centers.  Profit  comes  only  from  the  outside.  When  a 
customer  returns  with  a  repeat  order  and  his  check 
doesn't  bounce,  you  have  a  profit  center.  Until  then  you 
have  only  cost  centers. 


hen  we  talk  about  the  global 
economy,  I  hope  nobody  believes  it 
can  be  managed.  It  can't.  There  is  no 
information  on  it.  But  if  you  are  in 
the  hospital  field,  you  can  know 
hospitals.  If  you  were  to  parachute 


into  some  strange  place  and  make 
your  way  to  the  lights  in  the 
valley,  you  would  be  able  to 
identify  the  correct  building  as  the 
hospital.  Even  in  Inner  Mongolia,  I 
can  assure  you  that  you  will  know 
you  are  in  a  hospital.  No 
mistaking  it.  No  mistaking  a 
school.  No  mistaking  a  restaurant. 

People  who  tell  me  they  operate 
in  a  world  economy  are  those 
whose  shares  I  sell  immediately. 
One  cannot  operate  where  one 
can't  know  anything.  We  simply 
have  no  information  at  all.  You 
can't  know  evetything.  You  can 
know  only  what  you  know.  This  is 
why  the  enterprise  of  tomorrow  is 
going  to  be  very  narrow  m  focus. 

Diversification  can  work  only  if 
you  have  the  information.  And  you 
don't  have  it  if  the  competition 
can  come  in  from  Osaka  without 
any  warning.  We  have  so  little 
information  on  the  outside,  on 
markets,  on  customers.  Nothing — 
as  many  people  have  learned  the 
hard  way — is  changing  faster  than 
distribution  channels.  And  if  you 
wait  until  you  get  the  report,  it's 
way  too  late. 

Technology  itself  provides  the 
perfect  illustration.  It's  no  longer 
the  19th  century,  or  even  the  20th, 
when  you  could  assume  that 
technologies  pertaining  to  and 
affecting  your  industry  came  out  of 
your  industry. 

Time  has  overthrown  the  idea 
behind  the  great  research  labs,  of 
which  IBM's  is  probably  the  last. 
There  will  be  no  other  like  it. 
Most  of  what  really  had  an  impact 
on  the  computer  and  the  computer 
industry  did  not  come  out  of  IBM's 
lab.  IBM  couldn't  use  most  of  the 
brilliant  things  that  came  out  of  its 
lab  in  its  own  business.  And  that 
holds  true  of  Bell  Labs  and  of  the 
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yharmaceuiical  labs. 

s  no  longer  a  series  of  parallel  streams 
•  9th  century  underlay  our  academic 
ties.  Instead,  it  is  a  crisscross.  It  is  chaotic  and 
therefore  has  to  come  from  outside.  And  about  this 
outside  we  know  nothing. 

Here  you  are,  a  pharmaceutical  manufacturer.  You 
are  going  to  be  made  obsolete  by  mechanical 
instruments  or  processes — say,  by  a  pacemaker  or  a 
bypass.  You  may  have  the  world's  best  lab,  but  the 
changes  in  your  business  will  not  come  out  of  your  lab. 
Your  lab  is  focused  on  the  inside,  as  is  your 
information  system. 

In  effect,  we  are  trying  to  fly  on  one  wing,  the  wing 
of  inside  information.  The  big  challenge  will  not  be  to 
get  more  or  better  inside  information,  but  to  add 
outside  information. 

To  cite  an  example:  Most  people  beheve  this  country 
has  a  balance-of-trade  deficit.  Most  people  are  wrong 
but  don't  know  it.  The  early- 18th-century  balance-of- 
trade  concept  was  developed  when  a  bright  cookie  had 
an  idea.  But  this  brilliant  idea  was  hmited  to 
merchandise  trade,  and  that  is  the  only  figure  reported. 

ALTHOUGH  THIS  COUNTRY  TODAY  has  a 
merchandise  trade  deficit,  it  also  happens  to 
have  an  enormous  service  trade  surplus. 
The  official  amount  is  two-thirds  of  the 
merchandise  trade  deficit.  The  actual  figure 
is  probably  much  bigger,  because  the  real 
service  trade  figures  are  simply  not  there. 

For  instance,  we  have  some  500,000  foreign  students 
in  this  country,-  the  minimum  they  bring  in  is  $15,000 
each.  Therefore,  we  have  about  $7  to  $8  billion  in 
foreign-exchange  income  from  these  non-American 
students.  It  is  simply  not  reported.  I  beheve  we  may 
actually  have  a  total  merchandise  and  service  surplus, 
though  only  a  very  small  one.  The  figures  aren't  there, 
only  the  concept. 

Our  biggest  challenge  will  continue  to  be  obtaining 
this  outside  infonnation  so  that  we  can  make  good 
decisions.  This  relates  to  the  domestic  market,  the  way 
customers  are  changing  and  the  way  distribution 
systems  are  changing.  It  also  relates  to  technology  and 
competition,  because  both  can  put  you  out  of  business. 
When  the  pacemaker  hit,  the  market  for  the  most 

•  -jrdiac  medicine  disappeared  in  five  years.  It 
I  ter  the  market  had  disappeared  that  people 
»P]  -  k  what  had  happened. 


WE  NEED  OUTSIDE  INFORMATION,  and  we 
will  have  to  learn.  But  it  is 
comphcated  because  most  businesses 
have  two  information  systems.  One  is 
organized  around  the  data  stream;  the 
other,  far  older  one,  around  the 
accounting  system.  The  accounting  system,  though,  is  a 
500-year-old  information  system  that  is  in  terrible 
shape.  The  changes  we  will  see  in  information 
technologies  over  the  next  20  years  are  nothing 
compared  to  the  changes  we  will  see  in  accounting. 

We  have  already  begun  to  observe  changes  in 
manufacturing  cost  accounting,  whose  roots  go  back  to 
the  1920s  and  which  is  totally  obsolete.  But  that  is  only 
for  manufacturing,  not  service.  Manufacturing  today 
accounts  for  23  percent  of  the  GNP  and  perhaps  16 
percent  of  employment.  Thus,  for  the  vast  majority  of 
businesses  we  have  no  accounting  that's  worth  anything. 

The  problem  with  service-business  accounting  is 
simple.  Whether  it's  a  department  store  or  a  university 
or  a  hospital,  we  know  how  much  money  comes  in  and 
we  know  how  much  money  goes  out.  We  even  know 
where  it  goes.  But  we  cannot  relate  expenditures  to 
results.  Nobody  knows  how. 

At  present,  these  two  systems  are  separate.  They 
will  not  be  separate  for  our  grandchildren's  generation. 
Today's  CEOs  still  depend  on  the  accounting  model.  I 
don't  know  of  a  single  business  that  bases  its  decisions 
on  the  data  processing  stream.  Everyone  bases  their 
decisions  on  the  accounting  model,  even  though  most 
of  us  have  learned  how  easy  this  model  is  to 
manipulate. 

We  know  where  we  can  trust  it  and  where  we  can't. 
We  have  all  faUen  through  thin  ice  often  enough  not  to 
walk  on  every  part  of  it.  We  have  learned  to  depend  on 
cash  flow  because  any  second-year  accounting  student 
can  manipulate  a  P&L.  By  the  next  generation,  when 
the  data  processing  stream  is  more  familiar,  we  will  be 
able  to  merge  the  two,  or  at  least  make  them 
compatible,  which  they  aren't  today.  We  teach  them 
separately  in  the  schools. 

We  have  an  accounting  major  and  a  computer 
science  major,  and  the  two  don't  talk  to  each  other. 
Both  departments  are,  as  a  rule,  headed  by  people  who 
know  little  about  information.  The  person  who  heads 
up  your  accounting  system  knows  government 
requirements.  The  head  of  data  processing  came  up  in 
hardware.  Neither  knows  information. 

We  will  have  to  bring  the  two  together,  but  we  don't 
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yet  know  how.  My  own  guess  is  that  10  years  horn 
now  a  medium-sized  company,  iet  alone  a  large  one, 
will  have  two  different  peopk  filling  two  positions  that 
one  person  handles  today.  It  will  have  a  chief  financial 
officer,  who  will  not  manage  anybody.  This  person  will 
manage  the  corporation's  money,  the  biggest  part  of 
which  will  be  managing  foreign  exchange — tough  now 
and  soon  to  become  much  worse.  And  the  company 
will  have  a  chief  information  officer,  who  will  manage 
jits  information  systems.  The  company  will  need  both. 
They  look  at  the  world  and  the  business  quite 
differently. 

Neither  of  these  people,  though,  is  focused  on  the 
wealth-producing  capacity  of  the  business  or  on 
tomorrow's  decisions.  They  are  both  focused  on  what 
happened.  Not  on  what  might  happen  or  could  be 
made  to  happen. 

We  have  an  enormous  job  ahead  of  us.  We  need  to 
make  ourselves  and  our  businesses  information  literate. 
That  job  will  begin  with  the  individual.  We  must 
become  tool  users.  We  need  to  look  on  infonnation  as  a 
tool  for  a  specific  job,  which  few  people  do.  (Most  who 
approach  information  in  this  way  are  not  in  business; 
i  those  who  have  gone  the  furthest  are  in  the  military.) 

Our  second  big  job  is  to  use  our  data  processing 
capacity  to  understand  what  is  happening  on  the 
outside.  The  avadable  data  are  usually  in  poor  form  and 
of  dubious  reliability.  The  only  companies  that  have 
ji  any  information  of  this  kind  are  the  big  Japanese 
trading  houses.  They  have  infonnation  about  the 
outside  (what  they  have  about  Brazil  is  amazing),  but  it 
took  them  40  years  and  a  great  deal  of  money  to 
acquire  it. 

For  most  CEOs,  the  most  important  information  is 
not  about  customers  but  about  noncustomers.  This  is 
the  group  in  which  change  will  occur. 

Let's  take  a  look  at  that  endangered  species, 
the  American  department  store.  Nobody 
knew  more  about  their  customers  than  did 
these  stores.  Until  the  1980s  they  held  onto 
their  customers.  But  they  had  no  information 
about  noncustomers.  They  had  28  percent  of 
the  retail  market,  the  largest  single  share.  However,  this 
meant  that  72  percent  didn't  shop  at  the  department 
stores.  And  the  department  stores  had  no  information 
on  these  people.  And  they  couldn't  have  cared  less. 
Thus,  they  were  unaware  that  new  customers— 
especially  the  affluent— do  not  shop  in  department 


stores.  Nobody  knows  why.  They 
just  don't.  By  the  end  of  the  1980s, 
though,  these  noncustomers  had 
become  the  dominant  influence 
group.  They  began  to  detennine 
how  all  of  us  shop.  But  nobody  in 
the  department  store  world  knew 
this  because  they  had  been  looking 
at  their  own  customers.  After  a 
time,  they  knew  more  and  more 
about  less  and  less. 

We  must  begin  to  organize 
infonnation  from  the  outside, 
where  the  true  profit  centers  exist. 
We  will  have  to  build  a  system 
that  gives  this  information  to 
those  who  make  the  decisions. 
And  we  will  have  to  bring  together 
the  accounting  and  data  processing 
systems,  which  is  something  few 
people  are  interested  in  doing. 
We're  at  the  beghining. 

If  you  are  not  computer  literate, 
do  not  expect  anyone  in  your 
organization  to  respect  you.  The 
young  people  in  your  businesses 
take  it  for  granted;  they  expect  at 
least  literacy  from  the  boss.  My 
five-year-old  granddaughter  would 
have  no  respect  for  me  if  I  told  her, 
"You  know,  I'm  afraid  of  the 
telephone."  She  wouldn't  even 
believe  me. 

Times  change,  and  we  must 
change  with  them.  We  are  moving 
from  minimal  computer  literacy — 
knowing  little  more  than  the 
ABCs  and  multiplication  tables  of 
computing — to  the  point  where  we 
can  really  do  something  with 
computers.  That  will  be  an 
exciting  and  challenging  prospect 
for  the  years  ahead. 

We  are  just  entering  that 
stream.  It's  going  to  be  a  fast  one. 

Peter  F.  Drucker  appeared  in  the 
March  29.  1993.  Forbes  ASAP  as 
an  interview  subject. 
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A pack  of  reporters  mills  about  in  the  main  terminal 
at  the  new  Denver  International  Airport.  On  this 
grim,  wintry  April  day  earlier  this  year,  they  are  gath- 
ered for  a  crucial  three-day  test  of  the  airport's  com- 
puterized, integrated  baggage  system.  The  $195  mil- 
lion Goliath,  the  largest  such  system  in  the  world, 
was  built  by  BAE  Automated  Systems  of  Carrollton,  Tex. 

DIA,  under  construction  since  1989,  was  scheduled  to 
open  October  31,  1993.  But  the  balky  baggage  system,  two 
years  in  the  building  and  programming,  did  not  work.  The 
system  received  most  of  the  blame  for  the  delay.  But 
BAE  president  Gene  Di  Fonso  insists  that  myriad 
technical  and  design  problems,  such  as  unreliable 
power  supplies,  were  also  holding  up  the  facility. 

The  opening  of  the  $2.9  billion  airport  was 
\    pushed  back  two  more  times.  Now,  a  final, 
\    seemingly  immovable  opening  date  of  May  15 
is  staring  Denver  mayor  Wellington  E. 
Webb  in  the  face.  Webb  has  tied  his  polit- 
ical future  to  this  sparkling  facility. 

United    Airlines,    the  airport's 
largest  carrier,  had  made  a  surprise 
phone  call  to  Webb  the  day 
before.  It  informed  him  that 
the  carrier  would  not  participate  in 
the  May  15  opening  no  matter  how 
well  the  tests  of  the  baggage  system  turned 
out.  The  system,  the  airline  claimed,  was  not  ready 
to  support  a  giant  airport,  and  United  would  not  have 
enough  time  to  train  its  personnel  to  use  it.  Both  United 
and  Continental  refused  to  accept  the  city's  argument 
that  all  but  Concourse  C  could  open.  The  scenario  left  all 
other  airlines  stuck  without  a  baggage  system. 
This  April  afternoon,  the 


dapper  Webb  responds  by  sticking  to  the  opening  date,  but 
his  words  have  little  conviction.  He  remains  holed  up  at 
City  Hall,  leaving  the  on-site  damage  control  to  his 
spokesman,  Briggs  Gamblin.  "We're  damned  if  we  do  and 
damned  if  we  don't,"  says  an  exhausted  Gamblin  in  an  im- 
promptu interview  next  to  the  baggage  carousels. 

With  the  airport  losing  more  than  $1  million  a  day,  Webb 
desperately  wants  to  avoid  calling  for  a  fourth  delay.  Once 
promising  to  usher  in  the  future  of  air  travel  and  train  a  glit- 
tering spotlight  on  Denver,  DIA  has  become  a  national  joke. 
Media  from  "NBC  Nightly  News"  to  The  New  York  Times' 
editorial  page  have  disparaged  the  airport's  travails.  It  is  the 
technologist's  worst  nightmare  come  true:  a  giant  project 
held  hostage  by  troublesome  software  code  and  insufficient 
testing. 

Later  in  the  afternoon,  after  hours  of  delay,  the  floor  of 
the  terminal  suddenly  begins  to  rumble  and  shake.  The  bag- 
gage system,  housed  underneath  the  giant  edifice,  has  been 
switched  on  as  the  testing  gets  underway. 

The  airport's  harried  public  affairs  staff  hands  out  white 
hard  hats  to  reporters  and 
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ushers  them  toward  the  Continental  baggage,  claim  area.  If 
all  goes  well,  luggage  should  be  disgorged  for  the  first  time 
onto  the  conventional  oblong  carousels. 

After  20  minutes,  a  tattered  brown  Samsonite  bag 
emerges.  Local  television  camera  crews  race  over  to  the 
mouth  of  the  carousel  to  film.  The  test  uses  donated  and 
lost  luggage,  the  airlines  having  paid  off  unhappy  passengers. 
A  new  bag  pops  up  every  few  seconds.  Then  the  leather 
strap  of  one  bag  becomes  trapped  under  the  conveyor  belt 
mid  forces  a  shutdown.  The  TV  cameras  close  in  as  airport 
workers  struggle  to  yank  the  bag  free.  "I'd  be  real  mad  right 
now  if  I  was  waiting  for  my  bags,"  one  employee  says. 

Soon  the  system  is  mnning  again.  Greg  Baker,  a  DIA  pub- 
lic affairs  spokesman,  invites  a  group  of  reporters  to  see  the 
underground  baggage  system  at  work.  He  leads  the  group 
outside  the  terminal  and  down  to  an  unassuming  gray  metal 
security  door.  It  opens  into  a  cramped  maze  of  steel  girders 
and  rail  tracks.  After  a  climb,  the  reporters  reach  a  steel- 
runged  ladder  that  leads  down  the  center  of  the  tracks. 

There,  racing  along  like  a  child-free  Disneyworld  ride,  is 
the  BAE  Telecar  baggage  system.  It  is  the  world's  largest, 
most  complex  baggage  handling  system.  But  the  scene  is 
marred  by  the  piles  of  clothes,  stuffed  animals  and  other  per- 
sonal objects  strewn  under  the  tracks.  They  had  been  tossed 
out  of  luggage  that  the  system  sent  flying  as  the  test  went 
awry. 

BAE  IS  CONSIDERED  the  top  baggage  system  compa- 
ny in  the  world.  It  has  spent  the  past  26  years  build- 
ing baggage -handling  systems  for  individual  airlines  at 
such  airports  as  Atlanta,  San  Francisco,  Dallas-Fort 
Worth  and  JFK  in  New  York.  For  the  $100  million 
company,  the  DIA  system  is  the  most  ambitious  ef- 
fort yet.  Whereas  other  baggage  systems  are  located  in  the 
concourse  of  a  specific  airline,  the  DIA  system  is  the  first  in- 


tegrated system  to  serve  an  entire  airport.  It  is  also  the  first 
to  include  a  transfer  system  for  the  rerouting  of  bags  in  case 
of  sudden  gate  changes. 

Some  22  miles  of  track  and  six  miles  of  conveyor  serve 
the  main  terminal  and  run  along  underground  tunnels  to 
three  giant  concourses  that  make  up  the  airport.  Concourse 
A,  the  closest  to  the  main  terminal,  is  1,300  feet  north  of  the 
terminal.  The  farthest,  Concourse  C,  is  a  mile  away.  The 
more  than  10,000  motors  and  14  million  feet  of  wire  in  the 
system  are  controlled  by  an  Ethernet-based  network  of  100 
souped-up  IBM  AT  computers. 

The  Telecar  system  is  a  miniature  digitized  railroad 
made  up  of  nearly  4,000  individual  free-rolling  fiberglass 
carts.  Controlled  entirely  by  computer,  it  runs  up  to  17 
miles  per  hour,  or  five  times  as  fast  as  conveyor  belts,  and 
is  designed  to  handle  up  to  700  bags  per  minute.  Special 
larger  carts  are  in  place  to  handle  the  oversized  baggage  of 
Denver's  regular  influx  of  skiers,  cychsts  and  golfers.  For  an 
airport  this  size,  a  conventional  baggage  system  simply 
wouldn't  work. 

Despite  the  area  the  airport  covers,  the  system  is  set  up 
to  move  any  bag  to  any  carousel  or  load  point  in  less  than 
10  minutes.  In  United's  vast  3,300-foot-long  Concourse  B, 
bags  will  be  moved  between  any  two  gates  in  less  than  six 
minutes — the  time  during  which  passengers  switch  planes. 

In  the  cutthroat  world  of  air  travel,  a  new  paradigm  rules. 
Airlines  like  United  can  maximize  their  profits  only  by 
keeping  planes  in  the  air  as  much  as  possible.  Time  on  the 
ground  moving  luggage  means  lost  profits.  United  foresees 
DIA  as  its  showcase  megahub,  where  planes  can  land,  trans- 
fer passengers  and  baggage,  and  take  off  in  record  time. 

At  the  heart  of  the  system  is  a  complicated  software  pro- 
gram called  the  Empty  Car  Management  system.  The  pro- 
gram dispatches  empty  carts  to  any  input  point  where  they 
are  needed.  It  also  coordinates  the  flow  of  carts  to  ensure 
that  empty  queues  are  replenished  in  time  for  ar- 
riving bags.  The  complex  system  was  written 
over  the  past  two  years  by  more  than  20  BAE 
software  programmers  using  IBM's  OS/2  operat- 
ing system.  It  essentially  depends  on  recognizing 
baggage  in  two  places:  when  it  is  dropped  on  the 
conveyor  by  the  ticket  agent  or  skycap  and  when 
it  is  loaded  onto  the  BAE  cart. 

All  of  the  airport's  resident  airlines,  except 
United,  use  individual  bar  codes  printed  on  stick- 
ers right  at  the  ticket  counter  and  attached  to  the 
handles  of  the  bags.  The  bar  codes  identify  the 
passenger  and  the  flight  information.  United  uses 
a  tiny  photocell  that  performs  the  same  function. 

The  Telecar  system  spans  22  miles  of 
track  and  six  miles  of  conveyor  belts. 
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A  bar-coded  or  photocell-tagged  bag  moves  along  a  con- 
veyor through  an  array  of  lasers  that  scan  the  bar  code  or 
photocell  and  send  the  information  to  a  central  computer. 
This  computer  decodes  the  information  and  sends  a  signal  to 
BAE's  desktop  sortation  computer,  which  translates  it  into  a 
flight  number.  The  BAE  computer  instantly  goes  to  a  lookup 
table  and  matches  that  flight  number  with  the  gate  number. 
Meanwhile,  the  bag  is  moved  by  conveyor  to  a  track  where 
a  numbered  cart  arrives,  automatically  tilts  down  to  receive 
the  bag  and  then  tilts  up,  locks  and  whooshes  the  bag  away. 
The  secret  of  the  Denver  system  is  that  the  carts  never  stop 
moving,  even  when  picking  up  or  unloading  bags. 

After  the  bag  is  picked  up,  the  BAE  computer  marries  the 
bag  it  identified  with  the  specific  cart  that  contains  it.  As 
BAE's  computer  continues  to  control  its  movements,  the 
cart  picks  up  speed  and  is  directed  to  its  destination.  A  se- 
ries of  radio  transponders  set  up  along  the  track  read  the 
radio-frequency  identification  tags,  resembling  hockey  pucks, 
mounted  on  each  cart.  Not  only  can  the  cart  be  tracked 
along  its  route,  but  it  can  be  rerouted  instantly. 

DI  FONSO  CLAIMS  that  the  comphcated  system  is 
essentially  ready,  both  mechanically  and  digitally;  it 
simply  needs  more  time  to  be  tested  and  debugged. 
It  wasn't  until  the  end  of  April  that  BAE  had  its  first 
opportunity  to  run  the  entire  system  as  unit.  Not 
surprisingly  for  a  system  this  complex,  it  had  many 
bugs.  And  knowing  the  odds  against  a  smooth  perfomiance, 
Di  Fonso  was  shocked  and  upset  that  Denver  city  officials 
agreed  to  admit  camera  crews  to  the  very  first  tests.  He  ex- 
plains in  surprisingly  candid  detail  what  went  wrong  to 
cause  the  endless  delays. 

BAE,  Di  Fonso  says,  was  originally  contracted  by  United 
in  the  fall  of  1991  to  build  a  baggage  system  specifically  for 
the  airline  at  the  new  airport.  The  airline,  he  says,  was  con- 
cerned that  several  years  into  the  project,  the  city  still  had 
not  contracted  for  a  baggage  system. 

Ginger  Evans,  former  director  of  engineering  for  DIA  and 
now  a  consultant  to  the  airport,  acknowledges  that  the  bag- 
gage system  plans  came  late.  She  explains  that  this  was  be- 
cause the  airport  expected  the  individual  airlines  to  build 
their  own  systems,  as  is  the  case  in  every  other  American 
airport.  But,  she  says,  airlines  other  than  United  simply 
didn't  come  forward  with  plans. 

BAE  began  work  on  the  United  system.  The  city  then 
concluded  that  an  airportwide  integrated  baggage  system 
would  be  more  efficient.  Airport  planners  and  consultants 
drew  up  the  specs,  and  the  city  finally  sent  out  a  request  for 
bids.  Of  16  companies  contacted,  both  in  the  U.S.  and 
abroad,  Di  Fonso  claims  that  not  a  single  one  was  willing  to 
make  a  bid.  All  had  the  same  response:  there  was  not 
enough  time  to  build  such  a  system.  Denver  was  getting  the 
same  story  from  the  technical  advisors  to  the  new  Franz 
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Josef  Strauss  Airport  in  Munich,  with  which  Denver  has  a 
sister-airport  pact.  The  Munich  airport,  which  opened  in 
May  1992,  has  a  baggage  system  similar  to  Denver's  but  far 
less  complex. 

While  the  Munich  airport  was  being  built,  the  project's 
technical  advisors  told  their  Denver  counterparts  that  they 
had  spent  two  years  testing  the  system.  In  addition,  they  said 
that  the  system  was  up  and  running  24  hours  a  day  for  six 
months  before  the  airport  opened.  Lance  Ross,  editor  of  In- 
nerlin.es,  a  regional  newsweekly,  wrote  in  April  that  Munich 
officials  told  him  that  Denver  city  workers  simply  did  not 
heed  their  advice. 

Evans  says  that  the  city  did  receive  bids  from  three  com- 
panies, all  eager  to  win  the  contract.  However,  Breier,  Neidle 
and  Patrone,  a  New  York  City-based  consulting  firm,  rec- 
ommended against  the  designs,  saying  the  configurations 
would  not  meet  the  airport's  needs.  "The  city  got  caught  in 
a  trap,"  Di  Fonso  says.  "They  were  lulled  into  believing 
they'd  find  companies  to  build  the  system.  They  were 
shocked  when  they  were  told  it  couldn't  be  done." 

BAE  was  among  the  companies  that  had  decided  not  to 
bid  for  the  job.  But  since  BAE  was  already  at  work  on  Unit- 
ed's  system  and  because  it  was  recommended  by  the  con- 
sulting firm  as  the  best  baggage  system  builder,  the  city 
called  in  BAE  and  asked  for  help.  It  was  early  1992.  In  three 
intense  working  sessions,  company  executives  and  city  offi- 
cials hammered  out  a  deal. 

For  $195  million,  BAE  would  build  for  the  entire  airport 
an  expanded  version  of  the  system  it  was  constructing  for 
United.  "We  placed  a  number  of  conditions  on  accepting  the 
job,"  Di  Fonso  says.  "The  design  doesn't  change  beyond  this 
date,  and  there  would  be  a  number  of  freeze  dates  for  me- 
chanical design,  software  design,  permanent  power  require- 
ments and  the  like." 

Di  Fonso  says  the  city  accepted  these  requirements  and, 
in  addition,  committed  to  unrestricted  access  for  BAE  equip- 
ment. Because  of  the  tight  deadlines,  BAE  would  have  prior- 
ity in  any  area  where  it  needed  to  install  the  system.  The 
city  agreed  to  fold  the  United  contract  into  the  deal.  BAE 
began  work  in  April  1992.  Almost  immediately,  all  the 
promises  evaporated. 

First,  the  airlines  began  requesting  changes.  United,  want- 
ing to  reduce  its  share  of  the  costs,  decided  to  remove  an  en- 
tire loop  from  its  own  ambitious  design  for  Concourse  B. 
Rather  than  have  two  complete  loops  of  track,  United  would 
have  one.  That  cut  the  contract  by  $20  million  and  required 
a  redesign  of  the  system.  A  flood  of  changes  followed:  relo- 
cation of  outside  stations,  addition  of  a  mezzanine  baggage 
platform  and  Continental  Airlines'  request  for  a  far  larger 
baggage  link. 

Evans  says  that  Di  Fonso  is  exaggerating  the  city's 
promises.  "There  were  milestone  access  dates,  but  exclusive 
access  was  not  part  of  the  deal,"  she  states.  Di  Fonso  coun- 
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:hat  throughout  the  construction,  the  airport  faced 
countless  mechanical  problems,  unreliable  power  generation, 
poor  communications  systems,  incomplete  security  and  fire 
protection  systems,  and  a  lack  of  passenger  information  sys- 
tems. The  airport  simply  was  not  ready  to  open  by  the  end 
of  March. 

Until  the  end  of  March,  he  explains,  there  were  constant 
interruptions  in  testing  due  to  overloaded  motors,  which  in 
turn  were  due  to  faulty  power  supplies.  Communications 
were  shaky  at  best.  Engineers  out  in  the  concourses  simply 
couldn't  talk  to  their  colleagues  in  the  terminal  because  of 
dead  spots  in  radio  transmission  around  the  airport. 

Evans  insists  that  access  or  mechanical  issues  weren't  the 
problem.  "Remember,  the  installation  is  not  the  problem. 
They  were  running  cars  in  Concourse  B  last  summer.  It's 
that  the  programming  is  not  done,  and  BAE  had  full  control 
of  the  programming." 

Di  Fonso  acknowledges  that  BAE  ran  into  a  raft  of  pro- 
gramming nightmares.  One  was  writing  the  code  for  estab- 
lishing and  mamtaining  communications  with  the  airlines' 
reservations  systems,  especially  United's  Apollo  computers. 
In  order  for  the  system  to  operate,  it  must  be  able  to  "con- 
verse" in  the  software  language  of  each  airline.  Such  transla- 
tion work  is  painstaking  and  laden  with  bugs. 

In  addition,  there  were  repeated  problems  with  the  print- 
ers at  the  ticket  counters,  and  bugs  in  the  Empty  Car  Man- 

Not  a  Modest  Proposal 

No  one  can  accuse  the  planners  of  the  Denver  International  Airport 
of  aiming  too  low.  Twenty-five  miles  northeast  of  Denver,  DIA  nses 
out  of  the  high  plains  like  an  extraterrestrial  circus  big  top,  boast- 
ing a  dramatic  mix  of  technology  and  design. 

PRICE  TAG  $2.9  billion. 

TIME  Eight  years  in  the  planning  and  building. 
SIZE  Sprawled  across  53  square  miles,  it  is  bigger  than  Dallas-Fort 
Worth  and  Chicago's  O'Hare  Airports  combined  and  twice  the  size 
of  Manhattan. 

RUNWAYS  Five  parallel  1 2,000-foot-long  runways,  where  as  many 
as  1 ,750  planes  can  take  off  and  land  every  day.  DIA  will  be  the 
first  airport  in  the  world  regularly  to  land  "tnples,"  three  planes  at 
the  same  time  on  parallel  runways.  Eventually,  DIA  plans  to  have 
1 2  runways. 

ADVANCED  INFRASTRUCTURE  A  $100  million  communications  net- 
work, acting  as  DIA's  central  nervous  system,  will  provide  video 
security  and  an  80-channel  broadband  TV  network,  in  addition  to 
the  usual  airport  features. 

TRAFFIC  CONTROL  An  ambitious  lighting  plan  and  a  $20  million  au- 
tomated traffic  management  feature  will  help  unclog  runways,  avert 
crashes  ape  keep  DIA  open  even  in  the  worst  of  snowstorms. 
PEOPLE  E50  S85  million  subway  will  zip  passengers  along 

'wo  6,0  ang  tunnels  at  speeds  up  to  30  miles  per  hour. 

Customized  soft       will  run  the  trains,  without  any  human  inter- 
y  oassengers  will  be  treated  to  modem  art  on 

tunnel  wails. 


agement  system  plagued  the  trials.  In  early  March,  when 
BAE  started  using  a  lot  of  baggage  during  its  tests,  it  became 
clear  that  the  software  too  often  was  sending  a  cart  out  too 
early  or  too  late.  Di  Fonso  says  that  the  prograrruriing  glitch 
has  been  cleared  up,  even  though  jams  continue  to  cause 
trouble.  Most  of  the  jams,  he  says,  are  caused  by  the  incor- 
rect loading  of  bags,  particularly  garment  bags. 

Evans  claims  that  BAE  didn't  pay  enough  attention  to  the 
programming  issues  early  enough  in  the  process.  She  adds 
that  the  company  was  caught  off-guard  by  working  in  a  fa- 
cility under  construction,  with  its  myriad  logistical  issues,  as 
opposed  to  an  existing  airport. 

TODAY,  AT  THE  FIRST  systemwide  test,  the  results 
are  disastrous.  Reporters  eye  discarded  clothes  and 
personal  items  that  he  in  a  pile  underneath  the  tracks. 
DIA  spokesman  Greg  Baker  wonders  aloud  why  the 
mess  created  by  flying  bags  and  carts  hasn't  been 
cleaned  up  for  the  media.  Throughout  the  day,  work- 
ers are  seen  carrying  jammed  carts  off  the  tracks  and  unclog- 
ging  tracks  lined  with  bags  that  have  been  tossed  or  even  cut 
in  half  by  the  carts. 

Half  the  luggage  that  does  arrive  is  in  the  wrong  place.  By 
day's  end,  while  Mayor  Webb's  aide  Briggs  Gamblin  is  still 
insisting  that  the  airport  will  open  on  May  15,  Di  Fonso  all 
but  declares  defeat.  At  a  meeting  that  evening  with  city  offi- 
cials, he  says,  "It's  just  time  to  be  intellectually  honest.  This 
system  is  simply  not  ready  to  operate  by  May  15." 

Two  days  later,  an  unhappy  Webb  announces  yet  another 
delay  in  the  airport's  opening,  this  time  without  a  target  date. 
"Clearly,  the  automated  baggage  system  now  underway  at 
DIA  is  not  yet  at  a  level  that  meets  the  requirements  of  the 
city,  the  airlines  or  the  traveling  public,"  the  mayor  says. 
The  city  sets  the  costs  of  the  delay  at  $33  million  per  month. 
Denver  wdl  pay  $17  million  from  airport  resources.  The  city 
and  the  airlines  are  in  negotiations  to  decide  who  will  cover 
the  balance  of  the  costs. 

Di  Fonso,  once  past  the  anguish  of  another  delay,  is  actu- 
ally relieved.  He  gives  his  110  employees  their  first  week  off 
in  nearly  two  years.  The  team  reassembled  all  the  software 
and  looked  at  getting  back  to  a  reasonable  starting  point. 

The  city  has  concluded  that  it  can  no  longer  trust  BAE's 
judgment  on  the  status  of  the  programming.  It  has  brought 
in  a  materials-handling  firm  with  strong  systems  integration 
expertise,  Frankfort,  Germany's  Logplan,  to  monitor  and  re- 
view BAE's  work. 

One  thing  is  certain:  DIA  will  open  and,  its  proponents 
believe,  will  become  the  showcase  airport  in  the  world.  Unit- 
ed spokesman  John  Philp  sums  up  their  feelings.  "There  are 
a  lot  of  'shouldas'  and  'wouldas'  and  revisionist  history,"  he 
says.  "But  we're  all  in  this  together.  The  system  is  big  and 
complex  and  needs  some  time  to  get  to  work.  But  once  it 
does  work,  it  will  work  well."  (jjsjjf) 
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CA90s 


CIO  Tom  Trainer 
uses  ca  software  to'help 
keep  Reebok  in  1st  place 
in  the  race  towards 
distributed  computing. 


Look,  up  in  the  air!  It's  a  bird  -  it's 
a  plane  -  it's  a  pair  of  Reebok 
sneakers! 

Just  like  the  world's  finest 
athletes  who  swear  by  their  shoes, 
Reebok  is  flying  high.  This  year, 
Reebok  will  sell  almost 
100,000,000  pairs 
of  some  of  the  most 
advanced  athletic 
footwear  in  the  world. 

There's  incredible  technology 
behind  the  shoes  as  well.  "Our 
information  systems  are  a  critical 
part  of  our  game  plan,"  says  Torn 
Trainer,  Reebok's  CIO.  "We're  at 
the  leading  edge  of  distributed 
computing  and  multimedia." 

Helping  Reebok  trounce  the 
competition  is  Computer 
Associates  and  the  most  advanced 
systems  software  in  the  world. 
"CA-UNICENTER  is  a  winner. 

It's  helping  us 
downsize  and 
re-engineer  our 
entire  IS  environ- 
ment around  the 
world." 

And  the  team 


behind  CA-UNICENTER? 

"CA's  got  some  of  the  best  tal- 
ent in  the  industry.  And  they'll  do 
anything  to  help  us  win.  That 
counts  a  lot.  Because  here  on 
Planet  Reebok,  winning  is  what  it's 
all  about." 

(Computer 
jHssooates 

Software  superior  by  design. 


•'  i  Computer  Associates  International,  Inc.,  Islandia, 
NY1I788  7000.  1-800-225-5224.  All  product  names  refer- 
enced herein  are  trademarks  of  their  respective  companies. 


INFORMATION 


FORBES  ASAP  advertisers 
have  much  to  offer  ASAP 
readers.  To  receive  free 
information  from  any  of  the 
following  advertisers,  simply 
fill  out  the  attached 
ADVERTISER  INFORMATION 
PLUS  card,  check  the  box(es) 
of  each  advertiser  that 
interests  you  and  drop  the  card 
in  the  mail.  OR  Order 
information  toll  free,  24  hours  a 
day  by  calling  1-800-463-6903. 
OR  Fax  your  completed  card  to 
us  at  (312)922-3165. 


COMMUNICATIONS 


1.  ROLM,  A  SIEMENS  COMPANY  ROLM 
provides  business  telecommunications  sys- 
tems, services,  applications  and  networks  that 
drive  customers  to  better  business  efficiency. 
Flagship  products  are  9751  PBXs,  PhoneMail 
and  digital  ROLMphones. 

2.  SOURCE,  INC.  SOURCE,  the  nation's  lead- 
ing supplier  of  both  new  and  preowned 
communication  products,  provides  product 
support,  repair  and  consulting  of  all  major 
manufacturer's  equipment. 


•  Data  Network  Products  and  Services  • 

3.  ANIXTER  INC.  Anixter  is  a  global  net- 
working and  wiring  systems  specialist 
supplying  products  and  services  for  the  trans- 
mission of  data,  voice,  video  and  multimedia. 


•  Enhanced  Fax  Services 

4.  OELRINA  COMMUNICATION  SERVICES 

Now  you  can  have  all  your  faxes  sent  directly 
to  your  Delrina  Fax  MailBox™,  using  your  own 
800  number.  Retrieve  faxes  instantly  using 
Delrina  WinFax  PRO™  4.0  and  a  PC  or  laptop- 
or  use  a  fax  machine.  Pager  notification  is 
available.  Call  1-800-238-8981. 
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5.  COMWARE  INCORPORATED  The  lead 
ing  developer  of  customized  Electric 
Performance  Support  systems.  EPS  systems 
let  you  use  your  computers  to  deliver  Just-In- 
Time  Know-How  to  employees. 

•  Information  Management  Systems  • 

6.  MICROAGE  INFOSYSTEMS  SERVICES 

MicroAge  and  MicroAge  Infosystems  Services 
markets  information  technology  products  and 
services  through,  and  in  partnership  with  the 
international  network  of  more  than  1,500  fran- 
chisee!, company-owned  and  affiliated  reseller 
locations. 

•  Marketing  Communications  • 

7.  HENSLEY  SEGAL  RENTSCHLER  A  mar 

keting  communications  firm  with  considerable 
expertise  in  niche  markets  and  narrowcast 
media.  Clients  include  Apple  Computer, 
Comware  Incorporated,  CellCall  Network,  and 
Xerox  Corporation. 

•  On-Line  Services  • 

8.  MEAD  DATA  CENTRAL,  PROVIDER  OF 
THE  LEXIS®/NEXIS®  SERVICES  The 

LEXIS®/NEXIS®  services,  a  premier  source  of 
news,  business  and  legal/regulatory  informa- 
tion can  give  you  an  unparalleled  "information 
advantage."  Call  1-800-227-4908  for  details. 


SOFTWARE 


•  Client  Server  • 

9.  COMPUTER  ASSOCIATES  INTERNA- 
TIONAL, INC.  Computer  Associates 
International,  Inc.,  serving  98%  of  the  Fortune 
500  companies,  is  the  leading  provider  of 
multi-platform  client/server  solutions  for 
enterprise-wide,  mission-critical  computing. 

10.  QUARTERDECK  OFFICE  SYSTEMS 

QEMM-386,  DESQVIEW/X,  DESQVIEW-386. 
Quarterdeck  develops  and  markets  multitask- 
ing and  memory  management  software  which 
enhances  the  productivity  of  DOS-based  per- 
sonal computers. 


•  Investing  • 

11.  CHARLES  SCHWAB  &  CO.,  INI 

Charles  Schwab  &  Co.,  Inc./StreetSmart,  tr 
first  investing  software  for  Windows,  lets  yd 
place  your  own  trades  and  saves  you  an  extj 
10%  every  time  you  invest. 

•  Presentation  Software  • 

12.  IN  FOCUS  SYSTEMS  In  Focus  Systerr 
is  the  worldwide  leader  in  color  LCD  projeij 
tion,  offering  the  best  choice  of  portable 
all-in-one  and  high  resolution  projection  sys 
terns. 

•  Stock  Analysis  • 

13.  VALUE  LINE  Value  Screen  III  is  a  Pi 
based  sorting  and  screening  program  wit 
over  50  current  data  items  on  each  of  thi 
1600+  companies  included  in  the  Value  Lin| 
Investment  Survey. 


HARDWARE 


•  PCs  • 

14.  DIGITAL  PC*  Talk  with  the  people  whi 
invented  networking.  PCs,  notebooks  an) 
servers  that  are  Beyond  the  Box.  1-800-332 
8019,  reference  JCE. 


15.  ZENITH  DATA  SYSTEMS  Z  NOTEFLE! 
comes  equipped  with  five  user-configurabll 
components,  local  bus  technology,  multimedi. 
capabilities  for  mobile  professionals  and  rum 
a  range  of  CPUs  including  Intel's  DX4. 


FOR  FREE  INFORMATION 
PLEASE  SEND  IN  YOUR 
ADVERTISER  INFORMATION 
PLUS  CARD  TODAY,  OR  CALL 
TOLL  FREE: 

1-800-463-6903, 

OR  FAX  YOUR  COMPLETED 
INFORMATION  PLUS  CARD 
TO  US  AT: 

(312)  922-3165. 


By  Mike  France 


Nynex's  Thomas  Reed  (left)  and  Harry  Bolton. 


Companies  like  Nynex 
are  saving  hours  and 
curbing  legal  costs  by 
using  software  pack- 
ages that  allow 
nonattorneys  to  create 
legal  documents. 


Smart  Contracts 


Spending  a  million  dollars  is  no 
big  deal  for  Harry  Bolton.  As  a 
buyer  of  wire  cable  for  $13.4  bil- 
lion New  York  City  telecommunica- 
tions giant  Nynex,  he  places  dozens  of 
orders  of  that  size  annually. 

Despite  the  amount  of  money  at 
stake,  when  Bolton  bargains  with  sup- 
pliers, the  powerfully  built  bulldog 
negotiator  drafts  his  own  custom  pur- 
chase agreements  without  even  con- 
sulting an  attorney.  Sitting  in  his  office 
in  midtown  Manhattan,  the  40-year- 
old  Bolton  logs  on  to  his  Gateway 
2000  4DX-33  and  clicks  the  icon  for 
Nynex's  Contract  Drafting  System. 
After  selecting  the  type  of  legal  docu- 
ment he  wishes  to  create  from  a  menu 
of  more  than  20  choices,  the  screen 
begins  to  ask  him  questions:  What  is 
the  name  of  the  supplier?  How  long 
will  the  contract  last?  Will  there  be  an 


option  to  extend  the  agreement?  Will 
Nynex  receive  "most  favored  cus- 
tomer" pricing? 

A  half-hour  and  25  to  35  questions 
later  (depending  upon  the  complexity 
of  the  deal),  Bolton  can  print  out  a 
comprehensive  14-page  agreement  tai- 
lored to  the  transaction.  Before  Nynex 
installed  the  contract  engine  in  January 
1992,  it  would  have  taken  at  least  four 
hours  of  Bolton's  time,  four  hours  of 
word  processing  and  two  attorney 
hours  to  produce  an  equally  sophisti- 
cated document.  The  approximate  cost 
of  all  that  effort:  more  than  $500. 

Nynex's  Contract  Drafting  System 
belongs  to  a  new  breed  of  expert  sys- 
tems that  are  enabling  nonattorneys  to 
create  legal  documents  that  were  once 
prepared  exclusively  by  attorneys.  The 
software  gathers  the  factual  informa- 
tion from  the  user.  The  prepro- 


grammed "expertise"  of  these  systems 
then  plugs  it  into  a  highly  developed 
decision  tree  that  can  include  hundreds 
of  variations  on  the  document  being 
created.  Commercial  packages  are  now 
available  that  produce  wills,  trusts, 
simple  employment  contracts,  incorpo- 
ration documents  and  regulatory  com- 
pliance forms.  For  example,  Blue  Sky 
Advantage  by  CCH  Legal  Information 
Services,  New  York  City,  permits  para- 
legals to  draft  the  routine  filings 
required  by  every  state's  so-called 
"blue  sky"  securities  laws  (prices  start 
at  $9,750  annually).  A  wide  variety  of 
authoring  tools  are  also  available  for 
corporations  that  want  to  develop  then- 
own  applications.  One  of  these  is 
WorkForm  by  Analytic  Legal  Programs 
Inc.,  Palo  Alto,  Calif.,  the  system  used 
by  Nynex. 

By  cutting  the  time  needed  to  cre- 
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Expert  Systems 


ate  some  routine  le^al  documents  by 
si  90  percent,  these  expert  sys- 
rise  to  slash  corporate  legal 
and  ultimately  lawyer  income. 
By  1999,  more  than  75  percent  of  all 
legal  documents  will  be  written  with 
the  assistance  of  expert  systems,  esti- 
mates Jon  E.  Klemens,  a  principal  at 
Altman  Weil  Pensa,  a  Newtown 
Square,  Pa.,  consulting  firm  specializ- 
ing in  the  legal  profession. 

At  Nynex,  the  contract  system  is 
used  by  approximately  70  buyers  in  the 
purchasing  unit  of  the  Telecommuni- 
cations Group's  corporate  services  orga- 
nization. It  has  saved  $200,000  annual- 
ly by  eliminating  the  need  for  the  six- 
person  word-processing  staff  that  once 
cranked  out  purchase  agreements.  By 
boosting  productivity,  expert  systems 
will  also  indirectly  help  Nynex  move 
forward  with  plans  to  slice  the  number 
of  lawyers  and  buyers  it  employs.  Over 
the  next  three  years,  Nynex  plans  to 
trim  22  percent  of  its  76,200-person 
work  force. 

Bolton  estimates  the  contract  sys- 
tem saves  him  one  day  a  week.  "I  can 
just  go  bing,  bam,  boom,  and  it's  done," 
he  says.  "My  manager  can  feel  confi- 
dent that  we've  got  all  of  the  bases  cov- 
ered with  each  of  the  clauses." 

Considering  the  way  contracts  used 
to  be  created  at  Nynex,  Bolton's  enthu- 


Time  Table 


K  Attorneys 
Word  Processing 
WBM  Bolton  I 

Electronic  "Flintstone" 
Way  Way 


How  Nynex's  use  of  an  expert 
system  saves  hours. 


siasm  should  not  come  as  a  surprise. 
The  company  used  to  employ  what 
one  manager  called  the  "old-fashioned, 
chisel-and-hammer,  Fred  Flintstone 
method." 

First,  a  buyer  cut  and  pasted  a  .rough 
draft  of  a  contract  using  old  ones  as 
models.  This  mock-up  was  sent  to 
word  processing,  then  back  to  the 
buyer  for  proofreading.  After  at  least 
one  round  of  corrections,  the  buyer 
sent  the  document  to  the  legal  depart- 
ment for  approval — often  leading  to  a 
new  round  of  edits.  Frequently  it  took 
10  iterations  to  get  a  contract  right, 
says  Thomas  A.  Reed,  a  Nynex  attor- 
ney who  helped  create  the  new  system. 

"It  took  us  four  to  six  weeks  to  pro- 
duce even  a  standard,  low-end  con- 
tract," recalls  Reed,  citing  as  an  exam- 
ple the  material-purchase  agreements 
that  Bolton  often  uses.  Sometimes  the 
delay  cost  the  company  money  by  pre- 
venting it  from  jumping  on  good  prices 
as  quickly  as  possible. 

An  automation  enthusiast,  Reed 
learned  about  legal  expert  systems  in 
1989  and  recognized  several  potential 
applications  at  Nynex.  After  an  exten- 
sive study  of  commercial  authoring 
tools,  he  recommended  WorkForm 
because  of  the  wide  variety  of  docu- 
ments it  had  the  potential  to  create. 
Another  appeal  was  the  software's 
compatibility  with  the  purchasing 
department's  former  network  of  Mac- 
intosh computers  around  a  DEC  mini- 
computer (approximate  price  of  the 
software  for  50  users:  $25,000).  He 
then  joined  with  in-house  attorney 
David  Feldman  and  programmer  Joel 
Gross  in  1991  to  develop  the  expert 
system  for  material-purchase  con- 
tracts. They  released  that  system  in 
January  1992.  Since  then  they  have 
added  five  other  types  of  contracts,  as 
well  as  a  variety  of  related  documents, 
including  a  contract  award  letter,  a 
price  quote  request  and  an  approval-of- 
purchase  form. 

During  a  typical  three-month  period 
earlier  this  year,  buyers  used  the  sys- 
tem to  draft  77  contracts.  Other  insti- 
tutions that  have  created  legal  expert 
systems  report  similar  results.  The 
Rouse  Co.,  a  Columbia,  Md.,  commer- 
cial real  estate  developer  and  manager, 


The  easiest  way  to  take  advantage  of 
legal  expert  systems  is  to  buy  a  soft- 
ware package  programmed  to  create 
a  particular  type  of  legal  instrument. 
But  the  number  of  preprogrammed 
documents  available  is  limited. 
Authoring  tools,  such  as  WorkForm, 
make  it  possible  to  produce  more 
sophisticated  documents. 

ANALYTIC  LEGAL  PROGRAMS  INC. 

Palo  Alto,  Calif. 
(415)  321-3330 
WorkForm 

Prices  start  at  $1 ,895  for  a  single 
user/developer.  With  three  days  of 
training,  attorneys  can  use  WorkForm 
to  automate  the  drafting  of  nearly  any 
routine  legal  instrument. 

CAPS0FT  DEVELOPMENT  CORP. 

American  Fork,  Utah 
(801)  763-3900 
CAPS  Author 

Prices  start  at  $2,000  for  a  single 
user/developer.  The  software  used  by 
the  Rouse  Co.  to  generate  leases, 
CAPS  Author  is  a  leading  expert  sys- 
tems development  tool. 

CCH  LEGAL  INFORMATION  SERVICES 

New  York,  N.Y. 
(800)  624-0909 
Blue  Sky  Advantage 
Prices  start  at  $9,750  annually  for  a 
stand-alone  system  with  a  single 
user.  This  product  churns  out  more 
than  130  types  of  legal  forms  that 
help  corporations  comply  with  each 
state's  "blue  sky"  securities  laws. 

LAWGIC  PUBLISHING  CO. 

San  Francisco,  Calif. 
(41 5)  455-4550 

California  Employment  and  Termina- 
tion Agreements 

Prices  start  at  $300  annually  for  a 
stand-alone  system  with  a  single 
user.  Lawgic's  products  create 
employment  contracts  and  termina- 
tion agreements,  among  others. 

has  devised  an  expert  system  that 
allows  paralegals  to  produce  an  initial 
draft  of  a  nearly  50-page  retail  lease  in 
38  minutes — compared  with  four-and- 
a-half  hours  of  paralegal  and  costly 
attorney  time  the  old-fashioned  way. 
Noting  that  Rouse  signs  approximately 
3,500  commercial  leases  annually,  gen- 
eral counsel  Richard  G.  McCauley  esti- 
mates that  expert  systems  save  his 
company  $798,000  per  year.  ASAP 
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You  can't  sleep.  You  can't  call  room  service. 
At  least  now  you  can  get  all  your  faxes. 


You'd  rest  a  lot  easier  knowing  you  could  get 
your  faxes  whenever  and  wherever  you  want, 
[right?  Well,  thanks  to  new  Delrina  Fax  MailBox" 
I  you  can  do  just  that. 

Now  when  someone  wants  to  send  you  a  fax, 
they  simply  send  it  to  your  Fax  MailBox  —  using 
your  own  personal  800  number  which  we  pro- 
vide. You  can  be  in  a  meeting,  in  the  air,  even  in 
Tokyo  and  you'll  never  miss  another  fax. 

To  retrieve  faxes  with  a  PC  or  laptop,  simply  use 
Delrina  WinFax  PRO  "  4.0  and  a  fax  modem  — 


downloading  takes  just  one  easy  click.  Or  call 
your  800  number  and  enter  your  password  to 
receive  them  via  fax  machine.  If  you  have  a  pager, 
we'll  notify  you  the  instant  you  get  a  fax.  Never 
again  will  your  confidential  faxes  end  up  in  the 
wrong  hands,  or  arrive  too  early  or  late. 

Plus,  order  now  and  we'll  give  you  your  A 


first  fifty  pages  free*  So  get 
Delrina  Fax  MailBox  today. 
And  tonight  you'll  be  able 
to  get  your  faxes. 


DelrinJ 


FAX  MAILBOX 

1-800-238-8981 


•Requires  6  months  of  continued  usage.  ©1994  Delrina  Fax  MailBox  and  Delrina  Communication  Services  are  trademarks  of  Delrina  (Seattle)  Corporation. 
WinFax  PRO  is  a  trademark  and  Delrina  is  a  registered  trademark  of  Delrina  (Canada)  Corporation 


Now  68  years  old,  Seymour  Cray  is 
one  of  the  titans  of  the  golden  age 
of  supercomputers,  creator  of  phenome- 
nal machines  that  long  stood  at  the  top 
of  the  cybernetic  food  chain.  In  the 
quest  for  the  power  to  perform  stagger- 
ing numbers  of  calculations  with  ever- 
more-blinding speed,  the  influence  of 
his  ideas  has  been  incalculable.  Even 
now,  when  the  idea  of  a  single,  omni- 
scient computer  appears  to  many  an 
evolutionary  dead  end — a  Tyran- 
nosaurus  rex  outsmarted  by  packs  of 
furry  little  mammals  called  personal 
computers — Cray's  ability  to  design 
computers  with  protean  powers  contin- 
ues to  inspire  awe.  A  former  colleague 
describes  him  this  way:  "Unconven- 
tional. Nonconformist.  Reclusive. 
Intense.  Disciplined.  Revolutionary." 
Cray  is  as  mysterious  as  he  is  master- 
ful. Few  who  know  him  can  resist 
reporting  his  habit  of  building  a  sail- 
boat each  winter  and  when  the  next 
autumn  comes  burning  this  labor  of 
love  in  a  kind  of  Viking  funeral. 

Like  a  designer  of  racing  cars  intent 
on  setting  new  records,  Cray  has  built 
a  series  of  supercomputers,  each  in  its 
time  the  reigning  champion  in  speed 
and  power.  He  can  fairly  be  character- 
ized as  the  Enzo  Ferrari  of  processing 
technology.  Crays  have  a  prodigious 
record.  They  have  sped  through  the 
daunting  mathematics  of  hydrogen 
bomb  design,  unraveled  infinitesimal 
anomalies  at  the  dark  heart  of 
Alzheimer's  disease  and  simulated 
fountains  of  matter  that  boil  up  out  of 
black  hoies  at  the  center  of  galaxies. 


Most  recently,  Seymour  Cray  designed 
the  Cray-3.  A  Cray-4  is  in  progress, 
despite  the  fact  that  at  this  writing  no 
customers  have  been  found  for  its 
multimillion-dollar  predecessor. 

Yet  Seymour  Cray's  creativity 
remains  daring.  The  Cray-3  is  the  first 
commercial  computer  to  increase  speed 
with  hard-to-use  gallium  arsenide 
instead  of  traditional  silicon  chips. 

Cray's  determination  to  make 
machines  go  faster  is  part  of  his  legend, 
and  may  be  his  undoing.  James  Thorn- 
ton, who  worked  with  Cray  at  Control 
Data  Corp.,  notes:  "He  captures  the 
universe  of  what  he's  going  to  design 
inside  his  head,  and  there  he  stays 
until  he's  through."  When  the  last 
supercomputer  is  produced,  it  seems 
very  possible  that  Seymour  Cray  will 
be  its  creator.  Gary  Smaby,  president  of 
the  Smaby  Group,  an  information  tech- 
nology industry  consultant  in  Min- 
neapolis, knew  the  maestro  at  CDC. 
"He  can  make  a  certain  kind  of  tool 
better  than  anyone  ever  has.  The  world 
is  moving  toward  another  kind  of  tool, 
but  Seymour  will  continue  to  design 
supercomputers  as  long  as  he's  able." 

The  world  that  is  moving  away  from 
supercomputers  has  nevertheless  been 
transformed  by  Cray  and  his  machines. 
"It's  hard  to  know  all  that  his  comput- 
ers did,"  says  Smaby.  "Not  least,  the 
willingness  of  the  U.S.  to  sign  the 
nuclear  test  ban  treaty  may  have  hinged 
on  our  ability  to  simulate  tests  of  atom- 
ic bombs  on  the  same  Cray  computers 
that  were  designed  to  build  them." 

— Owen  Edwards 


■  % 


SOFTWARE 


With  this  Forbes  ASAP  we  introduce  our  new  Hp  40  mries,  which  charts  the  progress  of  the  industries  behind 
the  information  technology  revolution.  Our  inaugural  Top  40  focuses  on  software  and  independent  software 
publishers  of  every  stripe:  PC,  mainframe,  client/server ...  so  that  whether  you're  an  investor,  a  corporate  buvmr 
or  a  PC-based  tmiiwaxWMt*.  our  list  provides  snapshots  of  the  industry's  top  players.  While  we  can't  guarantee 
that  these  companies'  revenue  rankings  will  be  the  same  a  year  from  now,  we  do  provide  insights  into  each 
company's  past  and  present,  allowing  you  to  be  the  judge  of  its  future.  And  if  you're  wondering  how  much  today's 
software  execs  have  invested  in  their  firms'  success— and  you  should— check  out  our  CEO  Motivation  index, 
which  notes  what  percentage  of  a  company's  stock  is  owned  by  the  head  honcho.  Any  more  questions?  Go 
ahead  and  ask  them  yourself.  In  several  cases  we've  provided  a  direct  E-mail  address. 


■ 


1 


Microsoft 


Snail  mail  One  Microsoft  Way, 
Redmond,  WA  98052 
Exchange/Symbol  Nasdaq/MSFT 
Trailing  revenues  $4,395M 
Share  price  $51 
Market  value  $29,370M 
Market  value  to  sales  6.6 
Gross  87.2   Net  25.4 
Cash  &  securities  $2,290M 
One-year  rev.  change  +29.9% 
Three-year  change  +155% 
CEO  William  H.  Gates 
CEO  Motivation  Index  27.6 
CEO  E-Mail  Address 
billg@microsoft.  com 
Top  products/%  contribution  to 
revenue  MS-DOS,  MS 
Windows/34%;  Windows 
applications/43.5% 
Number  of  employees  14,400 
Revenue  per  employee  $305,208 

2 Computer 
Associates 

Snail  mail  One  Computer 
Associates  Plaza,  Islandia,  NY 

11788 

Exdhange/Symbol  NYSE/CA 
■    ling  revenues  $2,1 48M 
Share  price  $40 
Market  value  $6.573M 


Market  value  to  sales  3. 1 
Gross  80.4   Net  13.3 
Cash  &  securities  $2,290M 
One-year  rev.  change  +17.3% 
Three-year  change  +65% 
CEO  Charles  B.  Wang 
CEO  Motivation  Index  4.7 
Top  products/%  contribution  to 
revenue  AC  CP  AC  Series 
(Windows,  DOS,  Macintosh)/27%; 
CA-Textor  (Windows,  D0S)/18% 
Number  of  employees  7,200 
Revenue  per  employee  $298,398 
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Oracle 


Snail  mail  500  Oracle  Parkway, 
Redwood  City,  CA  94065 
Exchange/Symbol  Nasdaq/ORCL 
Trailing  revenues  $2.001M 
Share  price  $38 
Market  value  $10,854M 
Market  value  to  sales  5.4 
Gross  82.2   Net  10.4 
Cash  &  securities  $464.7M 
One-year  rev.  change  +41.4 
Three-year  change  +94.6 
CEO  Lawrence  J.  Ellison 
CEO  Motivation  Index  23 
CEO  E-mail  address 
lellison@us.  oracle,  com 
Top  products/%  contribution  to 
revenue  0racle7  database 
servers/56.7%;  CDE  tools/34.5% 


Number  of  employees  9,245 
Revenue  per  employee  $216,457 
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Novell 


Snail  mail  122  East  1700  South, 
Provo,  UT  84601 
Exchange/Symbol  Nasdaq/Novl 
Trailing  revenues  $1,299M* 
(* Precedes  merger  with 
WordPerfect,  $700M  '93  rev.) 
Share  price  $17 
Market  value  $5,208M 
Market  value  to  sales  4.0 
Gross  80.0   Net  25.1 
Cash  &  securities  $427.4M 
One-year  rev.  change  +44.8% 
Three-year  change  +703% 
CEO  Robert  J.  Frankenberg 
CEO  Motivation  Index  0.01 
CEO  E-mail  address 
robert_  frankenberg@novell.  com 
Top  products/%  contribution  to 
revenue  NetWare/34%;  UNIX 
Systems/17%;  AppWare/12% 
Number  of  employees  4,429 
Revenue  per  employee  $293,514 
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Lotus  Development 


Snail  mail  55  Cambridge 
Parkway,  Cambridge,  MA  02142 


Exchange/Symbol  Nasdaq/LOTS 

Trailing  revenues  $1,001M 

Share  price  $36 

Market  value  $1,617M 

Market  value  to  sales  1.6 

Gross  88.2   Net  7.7 

Cash  &  securities  $146.7M 

One-year  rev.  change  +3.5% 

Three-year  change  +20.7 

CEO  Jim  Manzi 

CEO  Motivation  Index  2.7 

CEO  E-mail  address 

jjm_  manzi@lotus.  com 

Top  products/%  contribution  to 

revenue  1-2-3/47.4%;  Notes/20.8%; 

cc:Mail/13.8% 

Number  of  employees  4,740 
Revenue  per  employee  $211,219 

6 Reynolds  + 
Reynolds 

Snail  mail  P.O.  Box  2608, 
Dayton,  OH  45401 
Exchange/Symbol  NYSE/REY 
Trailing  revenues  $760M 
Share  price  $23 
Market  value  $1,006M 
Market  value  to  sales  1.3 
Gross  50.5   Net  7.5 
Cash  &  securities  $5.6M 
One-year  rev.  change  +10.1% 
Three-year  change  +51.8% 
CEO  David  R.  Holmes 
CEO  Motivation  Index  0.2 


Forbes  ASAP 


Top  products/%  contribution  to 
revenue  ERA  automobile 
dealership  software/33% 
Number  of  employees  5,000 
Revenue  per  employee  $139,380 
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Computervision 


Snail  mail  100  Crosby  Drive, 
Bedford,  MA  02142 
Exchange/Symbol  NYSE/CVN 
Trailing  revenues  $755M 
Share  price  $3 
Market  value  $144M 
Market  value  to  sales  0.2 
Gross  51.3   Net  -6.7 
Cash  &  securities  $47. 5M 
One-year  rev.  change  -32.6% 
Three-year  change  -39.7% 
CEO  Russell  E.  Planitzer 
CEO  Motivation  Index  3.5 
Top  products/%  contribution  to 
revenue  CADDS  5/70% 
Number  of  employees  2,500 
Revenue  per  employee  $302, 101 
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SAP  AG 


Snail  mail  Neurottstrasse  16, 
Walldorf  D-69190  Germany 
Traded  only  in  Germany  and 
Switzerland 

Trailing  revenues  $665M 

One-year  rev.  change  +32.3% 

Three-year  change  +39.4% 

CEO  Dietmar  Hopp 

Top  products/%  contribution  to 

revenue  R/2  mainframe/32%;  R/3 

client/server/32% 

Number  of  employees  4,000 

Revenue  per  employee  $188,813 

9 Shared  Medical 
Systems 

Snail  mail  51  Valley  Stream 
Parkway,  Malvern,  PA  19355 
Exchange/Symbol  Nasdaq/SMED 
Trailing  revenues  $509M 
Share  price  $24 
Market  value  $548M 
Market  value  to  sales  1.1 
Gross  56.5   Net  6.2 
Cash  &  securities  $25.7M 
One-year  rev.  change  +6.3% 
Three-year  change  +22% 
CEO  R.  J.  Macaleer 
CEO  Motivation  Index  4.5 
Number  of  employees  4,000 
Revenue  per  employee  $127,308 


Sybase 


Snail  mail  6475  Christie  Avenue, 
Emeryville,  CA  94608 
Exchange/Symbol  Nasdaq/SYBS 
Trailing  revenues  $484M 
Share  price  $51 
Market  value  $2,538M 
Market  value  to  sales  5.2 
Gross  88.1    Net  10.3 
Cash  &  securities  $75M 
One-year  rev.  change  +72.3% 
Three-year  change  +350% 
CEO  Mark  B.  Hoffman 
CEO  Motivation  Index  3.2 
Top  products/%  contribution  to 
revenue  SQL  Servers/55% 
Number  of  employees  2,600 
Revenue  per  employee  $186,419 


11 


Dun  &  Bradstreet 
Software 

Snail  mail  3445  Peachtree  Road 
N.E.,  Atlanta,  GA  30326 
Division  of  the  Dun  &  Bradstreet 
Corp. 

Trailing  revenues  $458M 
One-year  rev.  change  -15% 
Three-year  change  -23% 
CEO  Doug  Maclnfyre 
E-mail  address  [initial  of  first 
name  followed  by 
last]@dbsoftware.  com 
Top  products/%  contribution  to 
revenue  SmartStream  client/server 
and  mainframe  software/62% 
Number  of  employees  2,500 
Revenue  per  employee  $183,581 
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Legent 


Snail  mail  575  Herndon  Parkway, 
Herndon,  VA  22070 
Exchange/Symbol  Nasdaq/LGNT 
Trailing  revenues  $455M 
Share  price  $22 
Market  value  $912M 
Market  value  to  sales  2.1 
Gross  93.1    Net  14.4 
Cash  &  securities  $137M 
One-year  rev.  change  +15.3% 
Three-year  change  +38.6% 
CEO  John  Burton 
CEO  Motivation  Index  0.7 
CEO  E-mail  address 
jburton@vienna.  legent.  com 
Top  products/%  contribution  to 
revenue  Data  Center  (AutoMate, 
BUNDL,  N-Vision)/37%;  Resource 


Management  (Paramount, 
NetSpy)/37% 

Number  of  employees  2,400 
Revenue  per  employee  $189,929 

4  ^Policy 
I  4t  Management 
I  W  Systems 

Snail  mail  One  PMS  Center, 
Blythewood,  SC  29016 
Exchange/Symbol  NYSE/PMS 
Trailing  revenues  $448M 
Share  price  $33 
Market  value  $747M 
Market  value  to  sales  1.6 
Gross  36.4   Net  -0.8 
Cash  &  securities  $I46.1M 
One-vear  rev.  change  -2.7% 
Three-year  change  +7.8% 
CEO  G.  L  Wilson 
CEO  Motivation  Index  0.8 
Top  products/%  contribution  to 
revenue  PMSC  insurance 
software/55% 

Number  of  employees  4,365 
Revenue  per  employee  $102,775 

U Sterling 
Software 

Snail  mail  8080  North  Central 
Expressway,  Dallas,  TX  75206 
Exchange/Symbol  NYSE/SSW 
Trailing  revenues  $437M 
Share  price  $31 
Market  value  $624M 
Market  value  to  sales  1.4 
Gross  66.1    Net  5.6 
Cash  &  securities  $91.7M 
One-year  rev.  change  +16.4% 
Three-year  change  +41.9% 
CEO  Sterling  Williams 
CEO  Motivation  Index  1.4 
Top  products/%  contribution  to 
revenue  Government  productivity 
software/28%, 

Number  of  employees  2,800 
Revenue  per  employee  $156,417 
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SAS  Institute 


Snail  mail  SAS  Campus  Drive, 
Cary,  NC  27513 
Trailing  revenues  $420M 
One-year  rev.  change  +13% 
Three-year  change  +42.3% 
CEO  James  H.  Goodnight 
Top  products/%  contribution  to 
revenue  SAS  System/n.a. 
Number  of  employees  2,500 
Revenue  per  employee  $168,000 


Autodesk 


Snail  mail  2320  Marinship  Way, 
Sausalito,  CA  94965 
Exchange/Symbol  Nasdaq/ACAD 
Trailing  revenues  $41 OM 
Share  price  $51 
Market  value  $1,215M 
Market  value  to  sales  2.9 
Gross  89.5   Net  15.3 
Cash  &  securities  $21 7M 
One-year  rev.  change  +4.3% 
Three-year  change  +53% 
CEO  Carol  Bartz 
CEO  Motivation  Index  1.8 
Top  products/%  contribution  to 
revenue  AutoCAD  (CAD  software 
PCs)  and  updates/80% 
Number  of  employees  1,800 
Revenue  per  employee  $228,060 
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Software  AG 


Snail  mail  Dehmelstrasse  3, 
Darmstadt  D-600  Germany 
Exchange/Symbol  Privately  held 
Trailing  revenues  $397M 
One-year  rev.  change  -7.6% 
Three-year  change  +30.5% 
CEO  Peter  Schnell 
Top  products/%  contribution  to 
revenue  ADABAS  server/32% 
Number  of  employees  4,200 
Revenue  per  employee  $94,500 

I  f€SunGard  °ata 

I  %M Systems 

Snail  mail  1285  Drummers  Lane, 
Wayne,  PA  19087 
Exchange/Symbol  Nasdaq/SNDT 
Trailing  revenues  $396M 
Share  price  $37 
Market  value  $695M 
Market  value  to  sales  1.7 
Gross  54.6  Net  10.1 
Cash  &  securities  $97M 
One-year  rev.  change  +16.7% 
Three-year  change  +50.3% 
CEO  James  L.  Mann 
CEO  Motivation  Index  1.7 
Top  products/%  contribution  to 
revenue  Investment  support 
systems/64%;  Disaster  recovery 
services/30% 

Number  of  employees  2,200 
Revenue  per  employee  $180,000 


Forbes  ASAP 
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OFTWARE 


r 


yr  Systems 

S      h  3i!  555  /?/Ver  tMs 
Parkway,  San  Jose,  CA  95134 
Exchange/Symbol  NYSE/CDN 
Trailing  revenues  $395M 
Share  price  577 
Market  value  $648M 
Market  value  to  sales  1.6 
Gross  87.7   Net  -3.5 
Cash  &  securities  $105.8M 
One-year  rev.  change  +27.1% 
Three-year  change  +7% 
CEO  Joseph  Costello 
CEO  Motivation  Index  1.5 
E-mail  address  f/w'f/a/  of  first 
name  followed  by 
last]@cadence.com 
Top  products/%  contribution  to 
revenue  Verilog/28%;  Virtuoso 
Layout  Editor/7% 
Number  of  employees  2,400 
Revenue  per  employee  $164,583 

w\  lBor,and 
mm  %M  international 

Snail  mail  1800  Green  Hills 

Road,  Scotts  Valley,  CA  95066 

Exchange/Symbol  Nasdaq/BORL 

Trailing  revenues  $393M 

Share  price  $10 

Market  value  $267M 

Market  value  to  sales  0.7 

Gross  79.1    Net  -6.3 

Cash  &  securities  $66.2M 

One-year  rev.  change  -56.4% 

Three-year  change  -14% 

CEO  Philippe  Kahn 

CEO  Motivation  Index  3.8 

CEO  E-mail  address 

227294@mcimail.com 

Top  products/%  contribution  to 

revenue  Paradox,  dBase,  Borland 

C++/73% 

Number  of  employees  1,700 
Revenue  per  employee  $231,176 

0%m]  American 
3  |  Management 
mm  I  Systems 

Snail  mail  4050  Legato  Road, 
Fairfax,  VA  22033 
Exchange/Symbol  Nasdaq/AMSY 
Trailing  revenues  $378M 

Share  price  $23 
Market  value  $370.3M 
Market  value  to  sales  0.98 
Gross  21   Net  4.9 


Cash  &  securities  $15.6M 
One-year  rev.  change  +16.2% 
Three-year  change  +48% 
CEO  Paul  Brands 
CEO  Motivation  Index  1.3 
Top  products/%  contribution  to 
revenue  Credit  Line, 
TradeLine/11.5%;  AMS 
Advantage/10%;  TieLine/9.2% 
Number  of  employees  3,800 
Revenue  per  employee  $99,478 
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Informix 


Snail  mail  4100  Bohannon  Drive, 
Menlo  Park,  CA  94025 
Exchange/Symbol  Nasdaq/ I FMX 
Trailing  revenues  $371M 
Share  price  $25 
Market  value  $1,610M 
Market  value  to  sales  4.3 
Gross  89.7   Net  15.9 
Cash  &  securities  $144M 
One-year  rev.  change  +24.7% 
Three-year  change  +59% 
CEO  Phillip  White 
CEO  Motivation  Index  0.7 
Top  products/%  contribution  to 
revenue  Informix  Servers/62% 
Number  of  employees  1,800 
Revenue  per  employee  $206,622 

3  3  information 
mm%3  Resources 

Snail  mail  150  N.  Clinton  Street, 
Chicago,  IL  60606 
Exchange/Symbol  Nasdaq/IRIC 
Trailing  revenues  $346M 
Share  price  $14 
Market  value  $362M 
Market  value  to  sales  1.04 
Gross  29.1    Net  7.2 
Cash  &  securities  $112M 
One-year  rev.  change  +15.9% 
Three-year  change  +67% 
CEO  James  Andress 
CEO  Motivation  Index  1.01 
Top  products/%  contribution  to 
revenue  Express  support 
software/61% 

Number  of  employees  4,700 
Revenue  per  employee  $73,738 
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Mentor 


Snail  mail  8005  S.  W.  Boeckman 
Road,  Wilsonville,  OR  97070 


Exchange/Symbol  Nasdaq/MENT 
Trailing  revenues  $341M 
Share  price  $14 
Market  value  $154M 
Market  value  to  sales  0.5 
Gross  70.2   Net  -2.5 
Cash  &  securities  $142M 
One-year  rev.  change  +2.2% 
Three-year  change  -19% 
CEO  Thomas  Bruggere 
CEO  Motivation  Index  2.2 
Top  products/%  contribution  to 
revenue  IDEA  Station/25%;  Top 
Down  Design-Solver/14% 
Number  of  employees  2,000 
Revenue  per  employee  $170,793 
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Adobe 


Snail  mail  1585  Charleston 
Road,  P.O.  Box  7900,  Mountain 
View,  CA  94039 

Exchange/Symbol  Nasdaq/ADBE 
Trailing  revenues  $336M 
Share  price  $27 
Market  value  $1,219M 
Market  value  to  sales  3.6 
Gross  70   Net  17 
Cash  &  securities  $94M 
One-year  rev.  change  +13.6% 
Three-year  change  +37.6% 
CEO  Charles  Geschke 
CEO  Motivation  Index  2.1 
Top  products/%  contribution  to 
revenue  Photoshop/38%; 
illustrator/10% 

Number  of  employees  1,000 
Revenue  per  employee  $336,979 
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Compuware 


Snail  mail  31440  Northwestern 
Highway,  Farming  ton  Hills,  Ml 
48334 

Exchange/Symbol  Nasdaq/CPWR 
Trailing  revenues  $307M 
Share  price  $40 
Market  value  $1,41 4M 
Market  value  to  sales  4.5 
Gross  70.2   Net  15 
Cash  &  securities  $155M 
One-year  rev.  change  +30.2% 
Three-year  change  +106.9% 
CEO  Peter  Karmanos 
CEO  Motivation  Index  53 
Top  products/%  contribution  to 
revenue  File-AID/23.7%;  Abend- 
AID/23.1% 


Number  of  employees  2,800 
Revenue  per  employee  $109,995 

3  m  System  Software 
mm  m  Associates 

Snail  mail  500  W.  Madison, 
Suite  3200,  Chicago,  IL  60661 
Exchange/Symbol  Nasdaq/SSAX 
Trailing  revenues  $290M 
Share  price  $13 
Market  value  $349M 
Market  value  to  sales  1.2 
Gross  68.9   Net  8.9 
Cash  &  securities  $42.6M 
One-year  rev.  change  +14.5% 
Three-year  change  +21% 
CEO  Larry  Ford 
CEO  Motivation  Index  0.04 
Top  products/%  contribution  to 
revenue  BPCS/AS  enterprise 
software/80% 

Number  of  employees  1,800 
Revenue  per  employee  $161,277 


28 


BMC  Software 


Snail  mail  2101  City  West 
Boulevard,  Houston,  TX  77042 
Exchange/Symbol  Nasdaq/BMCS 
Trailing  revenues  $288M 
Share  price  $47 
Market  value  $1.226M 
Market  value  to  sales  4.2 
Gross  76.4   Net  27.4 
Cash  &  securities  $218M 
One-year  rev.  change  +22.1% 
Three-year  change  +125% 
CEO  Max  Watson 
CEO  Motivation  Index  1.1 
Top  products/%  contribution  to 
revenue  BMC  Mainframe 
Database/n.a. 

Number  of  employees  900 
Revenue  per  employee  $320,000 
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Symantec 


Snail  mail  10201  Torre  Avenue, 
Cupertino,  CA  95014 
Exchange/Symbol  Nasdaq/SYMC 
Trailing  revenues  $254M 
Share  price  $11 
Market  value  $280M 
Market  value  to  sales  /.  / 
Gross  79.5   Net  -5.6 
Cash  &  securities  $53.3M 
One-year  rev.  change  +9.3% 


Forbes  ASAP 


1200  gift  ideas 
0  headaches 


io  matter  how  little  time  you  have  to  shop,  Radio  Shaek  Gift  Express  makes  it  easy.  We  help  you  choose  from 
pnclreds  of  imaginative  gift  ideas — from  personal  electronics  to  home  entertainment.  Even  toys  for  the  kids.  If 
pu  have  to  send  your  gift  out  of  town,  we'll  wrap  it,  add  a  personalized  card,  and  ship  it  via  Federal  Express® 
slivery  service.  So  now,  the  only  worry  you'll  have  is  remembering  all  of  those  birthdays.  And  weddings.  And . 

Radio /haek  Gift  f|ExpresssM 

You've  got  questions.  We've  got  answers. SM  w^e^i^^*,***, 


Soft  w  ark 


Three-year  change  +22.3% 
Cf:0  Gordon  tu banks,  Jr. 
>tivation  Index  2.2 
ucts/%  contribution  to 
revenue  pc Any  where/1 4%; 
Norton  Utilities/10%;  Act!/8% 
Number  of  employees  1,200 
Revenue  per  employee  $211,701 
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SEI  Corp. 


Snail  mail  680  E.  Swedesford 
Road,  Wayne,  PA  19087 
Exchange/Symbol  Nasdaq/SEIC 
Trailing  revenues  $253M 
Share  price  $18 
Market  value  $179M 
Market  value  to  sales  0.7 
Gross  43.7   Net  6.5 
Cash  &  securities  $17.8M 
One-year  rev.  change  +10.3% 
Three-year  change  +30% 
CEO  Henry  Greer 
CEO  Motivation  Index  1.3 
Number  of  employees  1,300 
Revenue  per  employee  $194,615 
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HBO  &  Co. 


Snail  mail  Perimeter  Center  N.. 
Atlanta,  GA  30346 
Exchange/Symbol  Nasdaq/HBOC 
Trailing  revenues  $249M 
Share  price  $27 
Market  value  $797M 
Market  value  to  sales  3  2 
Gross  50.1    Net  7.7 
Cash  &  securities  $23.2M 
One-year  rev.  change  +22.9% 
Three-year  change  +18% 
CEO  John  P.  Crecine 
CEO  Motivation  Index  0.06 
E-mail  address  [first  name 
followed  by  last  initial]@hboc.com 
Top  products/%  contribution  to 
revenue  STAR/58%,; 
HealthQuest/13% 
Number  of  employees  1,800 
Revenue  per  employee  $138,389 

«  ^Information 
WfinBuilders 

Snail  mail  1250  Broadway,  New 
York.  NY  10001 

mgd/Symbol  Privately  held 
venues  $225M 
One-year  rev.  change  +11% 


Three-year  change  +28% 
CEO  Gerald  D.  Cohen 
Top  products/%  contribution  to 
revenue  Focus  Database/42% 
Number  of  employees  7,600 
Revenue  per  employee  $140,625 


22A'dUS 


Snail  mail  411  First  Avenue  S., 
Suite  200,  Seattle,  WA  98104 
Exchange/Symbol  Nasdaq/ALDC 
Trailing  revenues  $222M 
Share  price  $24 
Market  value  $330M 
Market  value  to  sales  1.5 
Gross  89.4   Net  4.6 
Cash  &  securities  $72.7M 
One-year  rev.  change  +37.5% 
Three-year  change  +36% 
CEO  Paul  Brainerd 
CEO  Motivation  Index  22.5 
Top  products/%  contribution  to 
revenue  PageMaker/53% 
Number  of  employees  1,100 
Revenue  per  employee  $202,148 
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Continuum 


Snail  mail  9500  Arboretum 
Boulevard,  Austin,  TX  78759 
Exchange/Symbol  NYSE/CNU 
Trailing  revenues  $217M 
Share  price  $22 
Market  value  $431M 
Market  value  to  sales  1.9 
Gross  33.4   Net  -3.5 
Cash  &  securities  $10.6M 
One-year  rev.  change  +24.1% 
Three-year  change  +68% 
CEO  W.  Michael  Long 
CEO  Motivation  Index  0.5 
Top  products/%  contribution  to 
revenue  Life  insurance  software 
(Vantage-One,  Life/70,  Life- 
400)/31% 

Number  of  employees  2,500 
Revenue  per  employee  $86,800 
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Intuit 


Snail  mail  P.O.  Box  3014,  Menlo 
Park,  CA  94026 

Exchange/Symbol  Nasdaq/INTU 
Trailing  revenues  $209M 
Share  price  $34 
Market  value  $378M 


Market  value  to  sales  1.8 
Gross  52   Net  6.9 
Cash  &  securities  $81M 
One-year  rev.  change  +7/5% 
Three-year  change  +375% 
CEO  William  V.  Campbell 
CEO  Motivation- Index  0 
Top  products/%  contribution  to 
revenue  Quicken  personal 
business  software/n.a. 
Number  of  employees  500 
Revenue  per  employee  $418,840 

^  ■^Parametric 
%3  ^#Technology 

Snail  mail  128  Technology  Drive, 
Waltham,  MA  02154 
Exchange/Symbol  Nasdaq/PMTC 
Trailing  revenues  $204M 
Share  price  $23 
Market  value  $1,253.5M 
Market  value  to  sales  6. 17 
Gross  95.6   Net  26.3 
Cash  &  securities  $168.7M 
One-year  rev.  change  +21% 
Three-year  change  +53.5% 
CEO  Steven  Walske 
CEO  Motivation  Index  2.4 
Top  products/%  contribution  to 
revenue  Pro/Engineer  mechanical 
design/16%, 

Number  of  employees  1,200 
Revenue  per  employee  $170,059 
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JD  Edwards 


Snail  mail  8055  E.  Tufts  Avenue, 
Suite  1200,  Denver,  CO  80237 
Exchange/Symbol  Privately  held 
Trailing  revenues  $200M 
One-year  rev.  change  +3.6% 
Three-year  change  +61% 
CEO  C.  Edward  McVaney 
Top  products/%  contribution  to 
revenue  Software  for  IBM 
AS/400  /  45% 

Number  of  employees  1,475 
Revenue  per  employee  $135,593 
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Candle 


Snail  mail  2425  Olympic 
Boulevard.  Santa  Monica,  CA 
90404 

Exchange/Symbol  Privately  held 
Trailing  revenues  $196M 
Cash  &  securities  $60.4M 


One-year  rev.  change  +20% 

Three-year  change  +26% 

CEO  Aubrey  Chermck 

Top  products/%  contribution  to 

revenue  MVS/24%;  CICS/14%; 

IMS/9% 

Number  of  employees  7,050 
Revenue  per  employee  $186,666 


39sdrc 


Snail  mail  2000  Eastman  Drive, 
Mil  ford,  OH  45150 
Exchange/Symbol  Nasdaq/SDRC 
Trailing  revenues  $194. 4M 
Share  price  $8 
Market  value  $1,555M 
Market  value  to  sales  7.9 
Cash  &  securities  $56.6M 
One-year  rev.  change  +21% 
Three-year  change  +32.6% 
CEO  Ronald  Friedsam 
CEO  Motivation  Index  6.1 
E-mail  address  sdrc.com 
Top  products/%  contribution  to 
revenue  Mechanical  design 
automation  software/89% 
Number  of  employees  1,200 
Revenue  per  employee  $162,073 

/I    ISanta  Cruz 
Operation 

Snail  mail  425  Encinal  Street, 
P.O.  Box  1900,  Santa  Cruz,  CA 
95061 

Exchange/Symbol  Nasdaq/SCOC 
Trailing  revenues  $174M 
Share  price  $5 
Market  value  $155M 
Market  value  to  sales  0.9 
One-year  rev.  change  -0.4% 
Three-year  change  +28.9% 
CEO  Lars  Turndal 
CEO  Motivation  Index  0.4 
E-mail  address  Lars@sco.com 
Top  products/%  contribution  to 
revenue  Open  Systems/n.a. 
Number  of  employees  1,200 
Revenue  per  employee  $145,000 

Compiled  by 
Kerry  Lauerman 


Source: 

Culpepper  &  Associates  Inc..  Value 
Line  Data  Base  Service  (July  8,  1994) 
via  OneSource  Information  Services. 
Estimates  from  industry  analysts. 
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ARE  YOU  open  TO  SOME  REALLY 
NARROW-MINDED  THINKING? 


Go  ahead  and  be  intolerant.  The  next 
time  someone  brings  you  the  same  old 
mass  media  solution  to  your  niche  market- 
ing problem,  close  your  mind.  Shut  the 
door.  There  are  just  too  many  good  new 
alternatives  available,  and  if  the  people 
you're  relying  on  for  advice  don't  get  it... 
well,  they  just  don't  get  it. 

You  see,  good  creative  and  strategic 
thinking  isn't  coming  from  the  same 
places  it  used  to.  It's  not  coming  from 
those  who  have  served  the  mass-producing 
captains  of  the  industrial  revolution,  but 
from  a  new  breed  born  of  the  entrepre- 
neurial explosion  of  the  1980s.  They're 
technology  zealots  who  instead  of  beat- 
ing a  path  to  Madison  Avenue  are  racing 
their  way  to  The  Information  Highway. 

Big  bureaucratic  ad  agencies  are  orga- 
nized around  messages  to  the  masses. 
They're  not  flexible  enough  to  deliver 
customized  communications  to  niches. 
And  even  the  hot  creative  shops  who  in 
the  past  have  given  us  some  entertaining 
mass  media  moments  won't  rule  in  the 
niches-within-niches  world.  As  markets 
and  interests  become  more  highly  spe- 
cialized, the  customer  on  the  other  end 
demands  both  style  and  substance. 


When  the  niches  narrow,  the  content 
must  run  deep.  Mass  media  appeals  to  a 
low  common  denominator.  That's  why  it's 
characterized  by  the  trick,  the  tease  and 
the  fashion  statement.  But  when  the  mes- 
sage requires  depth,  or  the  issue  of  intan- 
gible value  an  explanation,  it  requires  a 
different  set  of  creative  skills.  Skills  of 
increasing  importance  to  you  as  media 
becomes  interactive  and  customers  choose 
to  consider  your  messages  on-demand. 

And  this  new  breed  of  talent  moves 
at  the  speed  of  light.  No  respect  for 
bureaucracy;  no  patience  for  delay. 
They're  equipped  with  fast-moving 
technology  and  a  mindset  for  using  those 
tools  to  make  things  happen  rapidly. 

We're  part  of  that  new  vanguard.  For 
thirteen  years  we've  been  making  big 
things  happen  in  the  small  places  our 
clients  call  their  niche  markets.  And  if 
you're  ready  to  make  things  happen  in 
your  niches,  why  not  open  your  mind 
by  narrowing  your  thinking?  Take  a 
new  approach. 

Voice  513.671.3811,  Fax  513.671.8163, 
INTERNET  HENS  L  E  Y  S  E  G  A  L 
©AppleLink. Apple. Com 
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By   Kevin  Hogan 


Despite  the  $120  million  spent  an- 
nually on  computer  security  consul- 
tants, those  shadowy  gremlins  known 
as  hackers  still  manage  to  wreak 
havoc  on  occasion.  And  no  matter 
how  sophisticated  your  high-tech 
mousetrap,  good,  old-fashioned  fraud 
can  almost  always  overcome  even  the 
most  carefully  crafted  passwords. 

In  Secrets  of  a  Super  Hacker  (Loom- 
panics  Unlimited,  1994),  the  author — 
known  by  his  electronic  pseudonym 
The  Knightmare — has  come  up  with 
the  first  how-to  book  for  aspiring  bina- 
ry burglars.  Along  with  instructions  on 
the  finer  points  of  digital  trespassing, 
The  Knightmare  devotes  two  chapters 
to  what  he  terms  social  engineering. 


Catching  the  Lure  of  the  Data 
Stream 

Through  one  of  the  hundreds  of  elec- 
tronic conversations  on  Compuserve's 
Online  service,  contributors  to  the  fly- 
fishing topic  in  The  Great  Outdoors 
forum  usually  wax  poetic  about  the 
best  rivers  for  Lake  Superior  steelhead 
or  a  good  bait  shop  in  the  Smoky 
Mountains.  In  the  first  half  of  this  year, 
however,  the  '"talk"  spawned  a  busi- 
ness plan. 

Book  publisher  Jameson  Campaigne 
of  Ottawa,  111.;  trust  company  officer 
Jeff  Bryan  of  St.  Louis,-  and  Vic  Ed- 
wards, an  army  sergeant  stationed  in 
Frankfort,  Germany,  all  harbor  the 


same  passion  for  this  idiosyncratic 
sport  of  Wooly  Buggers  (see  below)  and 
caddis  larva.  They  meet  regularly 
through  their  keyboards  and  modems 
with  other  anglers  to  compare  fishing 
holes,  exchange  advice  about  lure  tying 
and  spin  mythic  claims  about  the  size 
of  their  catches. 

When  Edwards  mentioned  a  materi- 
al he  had  found  in  the  Czech  Repub- 
lic— an  inexpensive  and  high-quality 
"dubbing"  used  to  create  the  faux  in- 
sects unique  to  fly-fishing — the  three 
decided  to  place 
a  10,000-piece 
order  from 
Eastern  Eu- 
rope. Then, 
resell  it  to  cat- 
alogs, whole- 


" Social  engineering,"  Knightmare 
writes,  "is  the  attempt  to  talk  a  lawful 
user  of  a  system  into  revealing  all  that 
is  necessary  to  break  through  the  secu- 
rity barriers.  The  alternate  term  for 
this  is  'bullshitting  the  operator.'" 

Knightmare  goes  on  to  offer  several 
guises  to  research  a  company's  opera- 
tions and  seduce  a  hapless  victim: 

•  Hacker  as  neophyte.  Plead  ignorance 
to  an  ego-driven  geek  in  a  company's 
computer  department:  "This  is  Gary 
Harris  horn  the  research  department.  I 
can't  seem  to  get  things  started  up. 
Will  you  talk  me  through  it?" 

•  Hacker  in  power.  Fluster  a  subordi- 
nate into  believing  you  are  a  mad 
higher-up  unable  to  open  her  files: 
"Who's  in  charge  of  these  computers? 
I'm  appalled!  I  demand  you  restore  my 
account." 

•  Hacker  as  helper.  Pretend  to  repair  a 
flawed  system:  "There's  something 
wrong  with  the  computers,  and  we're 
having  trouble  fixing  it.  What  do  you 
type  to  get  started?" 

For  added  convenience,  Knightmare 
lists  some  of  the  laws  that  could  be 
broken  by  following  his  hints.  You 
might  want  to  read  this  chapter  first. 


salers,  retailers  and  individuals  in  the 
United  States. 

The  company,  called  EZDub,  has  re- 
ceived 13,000  orders  and  piqued  the  in- 
terest of  large  equipment  suppliers, 
which  Campaigne  believes  could  up 
the  demand  for  their  new,  improved 
dubbing  to  anywhere  between  100,000 
and  250,000  pieces  a  year. 

The  group  also  plans  to  import  vests, 
fishing  nets  and  tied  flies  from  Eastern 
Europe  once  their  dub  market  is  estab- 
lished. 

"That  would  buy  us  all  a  lot  of  fly- 
fishing stuff,"  quips  Campaigne.  The 
three  have  never  met  in  person,  but 
plan  to  hold  their  first  in-the-flesh 
board  meeting  while — what  else? — 
fishing  in  the  "holy  water"  of  the  Aus- 
able  River  near  Grayling,  Mich. 
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GAME  OVER 


Goofing  off  on  the  job  has  been 
i  time-honored  tradition  for  as  ! 
ong  as  there  have  been  suspicious 
)osses.  But  as  crafting  paper-clip 
:hains  and  desktop  doodling  give 
way  to  competing  in  LAN-based 
iddeo  golf  tourneys,  slack  employees 
can  become  unwitting  criminals — and 
their  employers  accessories. 

Corporate  computer  consultants 
itch  as  Tom  Nolle,  president  of  CIMI 
Corp.,  Voorhees,  N.J.,  agree  that  most 
ompanies  should  tolerate  the  odd 
game  of  solitaire,  be  it  the  old-fash- 
oned  kind  or  a  computer  version. 
Management's  greater  fear,  Nolle  says, 
ihould  be  the  possibility  that  some 
computer  games  are  being  copied  and 
distributed  in  violation  of  licensing 
greements  and  copyright  laws. 

According  to  the  Software  Publish- 
:r's  Association,  the  U.S.  software  in- 
dustry lost  $1.57  billion  to  piracy  in 
1993.  While  games  make  up  a  fraction 
f  these  billions,  the  organization 
maintains  that  any  illegal  software,  be 


days, 


Keeping 


tabs  on 


These 

it  business  or  entertain- 
ment oriented,  should  be  a  concern. 

Nolle  advises  his  clients  to  protect 
themselves  from  liability  by  specifying 
in  their  corporate  guidelines  exactly 
what  is  pennitted  and  have  employees 
sign  statements  of  acknowledgment. 
EDS,  Ford  Motor  Co.,  Coca-Cola  and 
other  corporations  have  written  poli- 
cies concerning  computer  games. 

Companies  can  also  fight  software 
with  software.  SPAudit,  Horizon  Tech- 


nology's LANauditor  and 
Talley  Systems'  NetCensus  keep  in- 
ventories of  end-users'  hard  drives  and 
identify  unsanctioned  and  unlicensed 
software.  Each  of  these  products  also 
allows  the  system  manager  to  zap  it. 

Nearly  90  percent  of  U.S.  workers 
with  computers  at  work  have  access  to 
goof-off  gear.  The  SPA  advises  employ- 
ees to  stick  to  games  built  into  busi- 
ness applications,  like  Microsoft's  Soli- 
taire, or  to  shareware  pulled  off  Inter- 
net. But  whatever  you  do,  says  the 
SPA,  "Don't  copy  that  floppy." 


Thumb  Tracks 

Call  it  another  advancement  in  tech- 
inology  or  a  sign  of  the  impending  apoc- 
jalypse,  but  biometric  technology  has 
improved  individual  identification 
!  methods  to  a  degree  that  even  George 
'Orwell  might  find  troubling. 

Printrak  International  Inc.,  the  mar- 
ket leader  in  automatic  fingerprint 
identification  systems  (AFIS),  is  work- 
ing to  expand  its  market  beyond  law- 
enforcement  agencies  like  the  FBI  and 
Scotland  Yard.  They  are  looking  to- 
ward other  potential  customers:  com- 
panies that  want  to  keep  tabs  on  those 
with  credit,  rather  than  criminal, 
'records. 

Utilizing  Texas  Instruments'  new 
MVP  chip,  Printrak  has  made  finger- 
printing easier,  more  accurate  and  more 
accessible.  The  MVP  replaces  the  28 
separate  circuit  boards  origmally  need- 


ed to  compute  the  3  billion  operations 
entailed  in  capturing,  analyzing  and 
matching  a  print.  A  person's  finger- 
prints are  scanned  by  laser  and  entered 
immediately  into  a  database,  with 
greater  accuracy  than  the  old  inkpad 
method.  The  smaller  equipment  size 
enables  Printrak  scanners  to  be  hand- 
held and  used  at  the  scene  of  a  crime 
or,  soon,  point  of  purchase.  In  the  near 
future,  customers  may  soon  be  asked  to 
put  their  thumbs  down  for  ATM  and 
credit  card  verification.  One  of  Prin- 
trak's  first  non-law-enforcement  cus- 
tomers was  the  Los  Angeles  County 
Welfare  Department,  which  now  fin- 
gerprints recipients  to  prevent  cheating. 

John  Hardy,  Printrak's  vice-president 
of  engineering,  says:  "With  the  MVP 
significantly  lowering  development 
time  and  cost,  AFIS  will  move  into 


public  attention  as  the  technology  cor- 
nerstone for  solutions  to  many  social 
issues:  crime,  welfare,  immigration 
management  and  nationalized  health 

care." 

Our  advice?  Wear  gloves. 
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-:ss  Principles 


continued  from  page  132 

mch  knowledge  is  readily  and  self- 
hared.  He  is  the  rare  corporate 
i'tk  who  understands  that  getting  the 
psychology  and  sociology  of  sharing 
right  is  more  important  than  state-of- 
the-art  electronic  linkages.  (Sure,  he 
refused  to  open  an  office  in  Bangalore, 
India,  until  he  could  get  a  dedicated 
communications  link  up  to  his  high- 
quality  standards,  but,  again,  that's  an 
enabler.) 

Tyabji  is  lucky  compared  with 
most.  VeriFone  is  young,  and  the 
founder  was  a  closet  shrink.  Fact  is, 
most  traditional  enterprises  that  have 
seen  the  electronic  network/learning 
organization/leveraging-knowledge 
light  are  frittering  away  their  invest- 
ments in  technology.  Why?  In  short: 
no  culture  of  sharing. 

Though  I've  never  asked  him  what 
he  thinks,  I  strongly  suspect  Lotus  boss 
Jim  Manzi's  passion  for  effective  group- 
ware  was  subconsciously  formed  when 
he  worked  as  a  consultant  for  McKin- 
sey  &  Co.  I  bet  that  had  he  come  to 
Lotus  from  Ford  (or  IBM),  he  would  not 
have  had  the  same  passion. 

I  worked  for  McKinsey  from  1974 
to  1981.  "We"  were  electronic  ninnies 
then,  and  the  firm  is  not  exactly  at  the 
front  edge  now.  Even  without  the 
spiffiest  tools,  we  were,  VeriFone-style, 
inveterate  sharers  of  information.  The 
issue  was  pure,  unadulterated  corporate 
culture.  Though  McKinsey  has  its 
share  of  big  egos  and  is  officially  incor- 
porated, former  managing  director  Mar- 
vin Bower  modeled  the  company  after 
the  classical  law  firm:  it  was  a  true 
blue  partnership. 

Top  client  prospectors  and  billers 
were  honored.  For  the  young,  perfor- 
mance on  one's  current  project  was  a 
professional  life-and-death  issue.  These 
are  understatements.  Still,  collegiality 
ruled  the  roost.  It  made  no  difference 
how  darned  busy  you  were,  you 
returned  your  colleagues'  phone  calls, 
pronto,  and  lent  a  hand,  no  matter  how 
inconvenient.  Or  else.  And  the  "or 
else"  was  the  hard,  not  the  soft,  side  of 
I  b  painstaking  performance  evaluation 
.  Slipshod  analysts  rarely  suc- 
McKinsey.  Slipshod  col- 
leagues never  succeeded. 


I  didn't  know  all  this  in  a  conscious 
way  until  recently,  when  I  became 
obsessed  with  innovation  through  the 
leverage  of  knowledge.  I  thought  it  was 
normal  to  drop  what  you  were  doing 
(hot  or  not),  fly  halfway  aroun,d  the 
globe  and  share  everything  you  knew 
with  a  colleague  for  a  day  or  two  to 
help  prepa-re  for  an  important  client 
presentation.  Mistake! 

Wiring  the  Culture 

At  McKinsey,  Knowledge  Is  Power 
means  that  sharing  knowledge  is 
power.  In  most  places  (even  profession- 

Everyone  knows 
that  leveraging 
knowledge  is 
central  to  tomorrow's 
success.  But  they 
miss  95  percent  of  the 
equation.  Psychologists 
as  CIOs,  anyonel 


al  service  firms),  Knowledge  Is  Power 
means  hoarding  knowledge  in  order  to 
retain  your  "position  power,"  as  the 
sociologists  call  it.  The  traditional  idea 
was,  How  can  I  keep  my  clout  in  pur- 
chasing if  I  go  around  sharing  all  my 
trade  secrets  with  our  manufacturing 
engineers?  (Incidentally,  I  must  make  it 
clear  that  McKinsey  and  I  parted  ways 
less  than  friends.  This  is  no  puff  piece 
from  a  dewy-eyed  former  denizen.) 

Tyabji  believes,  as  McKinsey  does, 
in  sharing,  sharing,  sharing — or  screw 
you.  Since  his  firm  was  bom  amid  the 
electronic  age,  it  has  seamlessly  blend- 
ed a  culture  of  sharing  with  sophisti- 
cated electronic  networking  to  create  a 
big,  virtually  unique  win.  McKinsey  is 
an  ancien  regime  by  contrast.  Only 
now  is  it  embracing  the  electronic  net- 
work piece  of  the  puzzle.  Brook 
Manville,  co-director  of  information 
and  technology,  formerly  director  of 
knowledge  management,  is  dragging 
McKinsey  into  the  modem  era.  With 


Notes,  among  other  tools,  he  is  trying 
to  make  the  capture,  distillation,  pack- 
aging and  distribution  of  widely  dis- 
persed knowledge  much  more  system- 
atic and  enticing  than  it  has  been. 

Manville,  also  a  distinguished  schol- 
ar of  Athenian  democracy  (appropriate- 
ly enough),  has  become  a  gum  in  the 
knowledge-leveraging  arena.  He  shared 
his  frustrations  with  me:  When  he 
attends  conferences  on  the  topic,  he 
says,  90  percent  of  the  discussion  cen- 
ters around  bits  and  bytes.  The  sociolo- 
gy that  obsesses  him,  Tyabji,  Buckman 
and  very  few  others  is  ignored  or  dis- 
missed or  both. 

Hatim  Tyabji,  while  admitting  his 
organization  is  pretty  far  in  front  of  the 
pack,  nonetheless  insists  that  within 
15  years  all  business  by  necessity  will 
be  done  the  VeriFone  way.  Moreover, 
he  says,  you  eat  the  whole  pancake  or 
you  don't  bother  to  come  to  the  table. 
That  is,  there's  no  halfway  "culture  of 
urgency."  I  think  he's  right.  I  also 
think  that  most  will  make  utter  fools 
of  themselves  trying  to  get  there. 

Tyabji  freely  shares  his  organiza- 
tional secrets.  Maybe  it's  part  of  a  per- 
verse strategy.  I  recall  my  research  at 
3M  some  15  years  ago.  To  my  surprise, 
3M  execs  were  remarkably  open  in 
explaining  their  amazingly  effective  (to 
this  day)  culture  of  internal  entrepre- 
neurship.  But  one  did  say  to  me,  "To 
tell  you  the  truth,  what  you  write  will 
only  confuse  your  readers."  I  took  no 
offense.  He  meant  that  though  I  would 
take  away  a  dozen  stories  about  struc- 
ture, promotional  schemes,  compensa- 
tion, etc.,  the  real  story  lay  in  a  deep, 
complex,  multilayered,  decades-old  tra- 
dition of  entrepreneurial  spiciness. 
Those  who  choose  to  mimic  the  tools 
that  I  would  present,  while  ignoring 
the  anthropology,  would  likely  make 
things  worse  by  creating  ever  more 
complex  bureaucratic  mazes. 

The  issue  of  leveraging  knowledge 
("The  only  sustainable  competitive 
advantage  comes  from  out-innovating 
the  competition")  is  as  central  to  tomor- 
row's corporate  success  as  the  mostli 
hyperbolic  of  its  adherents  have  claimed. 
It's  just  that,  to  steal  Tyabji's  assess- 1 
ment,  they  miss  95  percent  of  the  equa- 1 
tion.  Psychologists  as  CIOs,  anyone? 
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PRESENTED  IN  ASSOCIATION  WITH  ANATEC  •  ANDERSEN  CONSULTING 
COMPAQ  COMPUTER  CORPORATION  •  EDS  CORPORATION  •  MEAD  DATA  CENTRAL 
MERCER  MANAGEMENT  CONSULTING  •  SUNGARD  DATA  SYSTEMS  •  SYMBOL 

TransForum  '94  will  show  you  how  to  leverage  the  newest  thinking  about  business  and  information 
technology  to  tilt  the  competitive  landscape  in  your  favor.  After  just  three  days,  you'll  have  powerful 
new  strategies  for: 

•  Streamlining  your  supplier  network 

•  Automating  your  sales  force  and  empowering  employees 

•  Improving  your  speed  to  market 

TransForum  '94  features  a  roster  of  dynamic  speakers: 

•  GARY  HAMEL,  a  leading  authority  on  corporate  strategy  and  a  frequent 
contributor  to  Harvard  Business  Review 

•  MAX  HOPPER,  Chairman  of  SABRE  Technology  Group,  a  unit  of  AMR  Corp. 

•  RICHARD  NOLAN,  Harvard  Business  School  professor  and  co-founder 
of  Nolan,  Norton  &  Co. 

•  TOM  HOUT,  co-author  of  Competing  Against  Time 

•  TOM  DAVENPORT,  author  of  Process  Innovation:  Reengineering 
Work  Through  Information  Technology 

•  D.  VAN  SHILLING,  Executive  Vice  President,  TRW 

•  VERNON  LOUCKS,  Chairman/CEO,  Baxter  International 
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The    Peters  Principles 


By  Tom  Peters 


Whence  Comes  Innovation? 


"NATIONS  WILL  wither,  knowledge 
will  triumph."  So  claim  futurists  Alvin 
and  Heidi  Toffler.  Nations — including 
our  own — certainly  seem  to  be  frag- 
menting into  potentially  volatile 
enclaves  of  haves  and  have-nots.  And 
knowledge  is  certainly  triumphing. 
Nike,  a  shoe  company,  is  usually  clas- 
sified as  a  service  company.  It  farms 
out  all  production  and  makes  its  bun- 
dle from  intellect — product  design  and 
marketing  excellence.  The  National 
Hockey  League's  San  Jose  Sharks,  a 
phenomenon  in  the  1993-94  season,  set 
a  record  for  incompetence  in  1992-93: 
11  wins  in  84  tries.  Yet  the  "compa- 
ny's" nifty  intellectual  property — a 
logo  featuring  the  stick-crunching  jaws 
of  the  mighty  creature  from  the  briny 
teal  deep — led  it  to  rank  with  the 
Chicago  Bulls  in  licensing  revenue. 

Moreover,  what  has  been  is  mere 
prelude.  Quality  goods  now  come  from 
every  comer  of  the  globe,  from  Argenti- 
na and  Chile  and  Mexico,  from 
Malaysia  and  India  and  China.  To  pro- 
vide good  quality  is  a  must.  We've 
worked  our  backsides  off  to  get  there 
in  this  country,  with  its  less-than-qual- 
ity-conscious  past.  But  good  quality 
will  not  be  a  particularly  distmguishing 
factor  for  the  hyperrich  Germans, 
Japanese  or  Americans,  or  even  the 
Swiss,  for  whom  Swatch  is  a  metaphor 
for  a  new  world  that  resembles  Nike's. 
"The  only  sustainable  competitive 
advantage  comes  from  out-innovating 
the  competition,"  consultant  James 
Morse  wrote  in  the  May /June  1993 
Harvard  Business  Review.  Now,  only 
is  a  rather  encompassing  word.  Yet  I 

Ige  that  Morse  is  mostly  right, 
hem  e  comes  that  innovation? 
From  still  (and  thank  God)  lonely 
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entrepreneurs  dreaming  impossible 
dreams.  And  from  quirky  superstars  on 
the  payrolls  of  corporations  smart 
enough  to  tolerate  the  quirks  and  the 
quirky.  A  top  programmer  is  1,000 
times  more  productive  than  an  average 
programmer,  says  Microsoft  research 
head  Nathan  Myhrvold.  Amen. 

There  is  perhaps  an  even  deeper 
stream  from  which  constant  innova- 
tion flows.  That  is  the  oft-touted  learn- 
ing organization.  "Leveraging  knowl- 
edge is  the  only  basis  for  sustainable 
advantage,"  says  Bob  Buckman,  head  of 
Memphis-based  specialty-chemical 
superstar  Buckman  Labs.  How  do  we 
leverage  knowledge?  Networked  com- 
puters, of  course.  Groupware,  dummy. 
Or  so  goes  the  conventional  litany — 
confirmed  in  part  by  Lotus'  smashing 
success  with  Notes.  But  the  conven- 
tional litany  is  half  right  at  best. 

Let  us  never  forget  that  networked 
computers,  ever  more  friendly  and 
convivial  (i.e.,  all  linked  to  all),  are 
"mere"  enablers.  A  big  mere,  to  be 
sure.  (The  biggest  in  hundreds  of 
years?  Yep.)  What's  missing,  mostly,  is 
the  sociology. 


VeriFone,  world  leader  in  credit-card 
authorization  hardware  and  software, 
was  analyzed  in  these  pages  (see  "Cul- 
ture of  Urgency,"  Forbes  ASAP,  Sept. 
13,  1993).  The  company  is  its  global 
(electronic)  network,  perhaps  more 
than  any  other  enterprise  as  of  this 
writing.  Or  so  the  story  mostly  went. 
And  it  was  half  right,  or  maybe  not 
quite.  Company  founder  William 
Melton  professed  to  have  been  more 
interested  in  sociology  than  technolo- 
gy. CEO  Hatim  Tyabji  says  VeriFone's 
effectiveness  is  five  percent  technology, 
95  percent  psychology.  Now  that's  a 
fraction  to  chew  on! 

Getting  Face  to  Face 

The  technology,  effectively  applied  to 
be  sure,  makes  possible  Tyabji's  self- 
declared  "blueberry  pancake  model"  of 
organization.  (Very  flat.  All  blueberries 
are  equal.)  In  no  way  does  the  technol- 
ogy ensure  success.  Electronic  network 
notwithstanding,  virtual-org  nut  Tyabji 
spends  80  to  90  percent  of  his  time  on 
the  road,  logging  about  400,000  air 
miles  per  year.  (Yikes.)  It's  part  of  his 
unabashed  effort  to  "act  as  a  beacon" 
for  his  "culture  of  urgency."  When  on 
the  road,  he  practices  "communicate, 
communicate,  communicate."  Open 
dialog — face-to-face — marks  every  stop 
along  the  way. 

For  those  who  don't  get  it,  who 
refuse  to  communicate  openly,  who 
hoard  information?  "Screw  you"  is 
Tyabji's  blunt  response.  That  is,  you 
work  easdy  and  in  a  boundaryless  fash- 
ion with  your  fellow  blueberries.  Or 
else. 

You  see,  the  man  is  possessed  by 
the  notion  of  creating  an  environment 

continued  on  page  130 
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UPDATING  YOUR 
STRUCTURED  CABLING  SYSTEM 
IS  ONE  THING. 


Support.  That's  what  we're  talking 
about  here.  The  cabling  support  you 
need  to  handle  all  the  applications 
you're  moving  onto  your  network 
today  as  well  as  all  the  data  traffic 
you  know  you'll  be  adding  as  you 
gnnv.  Understanding  why  you  need 
to  upgrade  your  cabling  system  isn't 
hard.  And  now  it's  just  as  easy  to 
find  someone  you  can  trust  to  put  it 
all  together. 

MAKING  SURE  IT  WILL 
SUPPORT  YOUR  NETWORK 
IS  ANOTHER. 

Anixter.  Nobody  knows  networking 
like  we  do.  Especially  from  the 
ground  up.  No  other  supplier  can 
offer  you  more  choices  of  structured 
cabling  systems.  Along  with  the 
design  and  post-installation  exper- 
tise and  support  to  help  you  manage 
your  network.  When  it  comes  to 
structured  cabling  systems,  there's 
really  only  one  place  to  land: 

1  -800  -  AN  IXTER 
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WE'LL  ARM  YOUR  FRONT  LINE 
SO  YOU  CAN  GROW  YOUR 
BOTTOM  LINE 


Today,  keeping  your  sales  force  in  front  of 
your  customers  is  more  than  a  smart 
move — it's  smart  strategy.  By  arming  your 
front  line  with  the  latest  mobile  communication 
solutions,  MicroAge  Infosystems  Services  keeps 
your  sales  reps  on  the  road,  moving  opportuni- 
ties through  the  sales  cycle.  And  saving  your 
business  time  and  money  along  the  way. 

With  more  than  75  locations  nation- 
wide, the  MicroAge  Infosystems  Services 


IBM  ThinkPad 
Computers. 

For  Businesses 

i 

That  Are 
Going  Places. 


Network  puts  mobile  computing  solutions 
into  action  by  synchronizing  configuration,  dis- 
tribution and  technical  services.  So  working 
systems  get  delivered  where  you  need  them — 
when  you  need  them. 

Plus,  MicroAge  Infosystems  Services 
puts  you  in  touch  with  one  of  the  largest 
inventories  of  IBM  mobile  systems, 
including  the  new  ultra-lightweight  and 
powerful  IBM  755  ThinkPad®  notebooks. 


MOBILIZE  YOUR  FORCES  TODAY.  CALL  (800)  582-8397. 


/MicroAge 

INFOSYSTEMS  SERVICES 

Helping  you  work  faster,  better,  cheaper 
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